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STRUGGLING THE PANDEMIC CRISES AS A GLOBAL PUBLIC
Go00OD THE ECcONOMIC IMPLICATIONS OF PANDEMICS

Hiinkar GULER'

Abstract

Public goods which have the features of nonrivalry in consumption and nonexcludability have positive
externalaties spreading the large masses, and also cover negative externalaties (public bads) not to damage
the environment, health and so on. Cross-border spillover effects of externalaties actually make the public
goods convert to global public goods. In this sense, struggling the pandemics is a most crucial global public
good which does not only impact human life but also prevents the collapse of national economies. Pandemics
slow the pace of economic growth as well as increasing the loss of workforce. Governments employ a balance
between the increase in spread of disease and mortality, and economic stability. This paper attempts to explain
the whole story of the pandemics and their economic implications by giving examples from literature. Main
finding resulted from the papers written on this issue is that pandemics exacerbate the national economies
through different channels. Developed and developing countries should take the pandemics into account as a
regressive power or obstacle in front of economic growth and stability of state budgets, strongly collaborate
against pandemic as a naturel disaster, support their healthcare systems and be ready for these kinds of
disasters.
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KURESEL KAMUSAL BiR MAL OLARAK SALGIN HASTALIK
KRiZLERIYLE MUCADELE KURESEL SALGINLARIN
EKONOMIiK ETKILERI

Oz

Kamusal mallarin (public goods) ozelligi tiiketimde rekabetin olmamasi ve tiiketimden dislanamamadir.
Kamusal mallarda pozitif dissalliklar genis kitlelere yayilmakla birlikte genellikle ¢evre ve saglhk gibi
alanlarda ortaya ¢ikan negatif dissalliklarin (kamusal kétiiler) igsellestirilmesiyle de giindeme gelmektedirler.
Dussalliklarin ulusal simirlart asan etkisi kamusal mallar kiiresel kamusal mallara doniistiirmektedir. Bu
baglamda, salgin hastaliklarla (pandemics) miicadele sadece insan hayatimi korumakla kalmayan ayni
zamanda ulusal ekonomilerin ytkimint da onleyen kiiresel kamusal bir maldwr. Salgin hastaliklar neticesinde
isgiicii kaybiyla birlikte ekonomik biiyiime hizi da yavaglamaktadwr. Ulusal devletler, hastaligin yayilmast ve
oliim oranlarmin artmasiyla ekonomilerin istikrart arasinda denge kurmaya ¢alismaktadwr. Bu ¢alisma, salgin
hastaliklarin kisa tarihini ve bu hastaliklarin ekonomik etkilerini literatiirden ornekler vererek agiklamay:
amaglamaktadir. Gelismis ve gelismekte olan iilkeler salgin hastaliklart ekonomik biiyiime denkleminde
dikkate almali ve biitcelerini buna gére diizenlemeli, salgin hastaliklar gibi dogal afetler karsisinda daha giiclii
bir isbirligine gitmeli, saglik sistemlerini giiclendirmeli ve bu tiir afetlere karst hazirlikly olmalidiriar.

Anahtar Kelimeler: Salgin Hastaliklar, Saglik, Kiiresel Kamusal Mallar.
JEL Codes: H41, 118, 115

INTRODUCTION

Social and personal welfares depend on the consumption amount of public and private goods.
Public and private goods are accruately distinguished between by measuring the features of rivalry
in consumption and excludability. Rivalry in consumption means that an increasing amount of
individual’s consumption makes the others’ consumption decrease while excludability refers to
exclude people from consumption by means of price mechanism. Pure public goods (or shortly public
goods) have the features of nonrivalry in consumption and nonexcludability. However, public goods
have significant external effects which are called externalaties and these externalaties cause market
efficiency to distort. Cross-border spillover effects of externalaties actually make the public goods
convert to global public goods and today’s global issues substantially stem from the underprovision
of global public goods. Global Public Goods (GPGs) have been gaining increasing attention since
United Nations Development Programme (UNDP) came to grip with it in 1999. GPGs which are
very crucial to decrease global risks provide an equality of opportunity and support development.
GPGs became a current issue for coping with global public bads which triggered by globalization.
In fact, the world under the second globalization era is vulnerable to global crises that is the main
reason of GPGs. By the way, countries are reluctant to produce adequate amount of GPGs owing to
financing problems even though they all benefit from these goods. Moreover, GPGs face some strifes
which are resulted from the theory such as free rider problem and prisoner’s dilemma. These issues
clarify why countries are reluctant to contribute to the production of GPGs.

Struggling the epidemics in national level and also pandemics in global level plays a
significant role to save lifes and frustrate economic turmoil as a GPG. Pandemics are not only a
health problem that cause human suffering and loss of lives but it also have serious economic
consequences that induce major global economic downturn and change of economic structures.
Governments employ a balance between the decrease in spread of disease and mortality, and
economic stability. History has witnessed many infectious diseases that left many deaths behind.
Some of them are the Black Death, bleeding fever, swine flu, Acquired Immune Deficiency
Syndrome (AIDS), Ebola, Severe Acute Respiratory Syndrome (SARS) and recently Corona Virus
Desease 2019 (COVID-19). The possibility of pandemic in the recent period is of growing concern
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for many countries around the world. The rest of this paper proceeds as follows. The first section
coming behind the introduction explains GPGs, and discusses the main reasons of underprovision
problems, section 2 presents health as a GPG, section 3 is devoted to examine the whole story of
pandemic crises and section 4 accentuates the economic implications of pandemics. This paper ends
up by presenting main findings.

I. GLOBAL PUBLIC GOODS: INTERNALISING THE GLOBAL PUBLIC BADS

The consept of public good has a deep historical background and it was started to actually
discuss in 18th century. The philosophers who first discussed the public goods are David Hume and
Adam Smith. David Hume was mulling over the common good in his Treatise of Human Nature in
1739. In about 3 decades later from David Hume, Adam Smith considered almost same question in
his Wealth of Nations (Kaul, Grunberg & Stern, 1999: 3). Public goods were systematically classified
in Paul Samuelson’s well-known paper of “The Pure Theory of Public Expenditure” in 1954. Papers
related to GPGs started to release in 1986. The concept of GPG was first mentioned in Kindleberger’s
“International Public Goods Without International Government” in 1986 and also, in same year,
another paper named as “The Theory of Externalaties, Public Goods and Club Goods” was published
by Todd Sandler and Richard Cornes. After a while, “The International Public Goods of Antarctica:
A New Politico-Economic Regime for the World’s Seventh Continent” was published by Bernard P.
Herber in 1988 (Arsan, 1992: 403). This concept beginned to intensely discuss as of 1990s. United
Nations Development Programme (UNDP) published a book entitled “Global Public Goods:
International Cooperation in the 21st Century” in 1999 and also published one more book entitled
“Providing Global Public Goods: Mananging Globalization” in 2003. “International Public Goods:
Incentive, Measurement and Financing” was published by World Bank in 2002. These scientific
researches were motivated by developments triggered by globalisation (Kaul, Grunberg & Stern,
1999: 3).

There used to be a big leap especially in transportation, information and communication
technology in twentieth century and these developments made a positive effect by shortening the
distance between countries and cultures. Nevertheless, this period brought about some negative
events such as environmental pollution, ozon layer depletion, pandemics, economic downturns and
their spillover effects, and terrorist attacks. All these developments made us more responsible for
global issues by presenting that social costs and benefits are not valid just in a national level but also
in a global level (Erdogdu, 2006, s.270). GPGs are mostly defined as public goods but its benefits
and costs stand along over borders. GPGs often come up by decreasing the negative effects of global
public bads which involve the public disutulity. In brief, on the one hand, GPGs must globally
provide two main qualities such as nonrivalry in consumption and nonexcludability, but on the other
hand these goods are able to support countries by solving global issues. These characteristics embed
the goods in the general category of public goods. Another is that their benefits have cross-border
spillover effects called externalities that are defined the difference between the benefits of public and
private goods. (Kaul, Grunberg & Stern, 1999: 2). Morrisey, te Velde and Hewitt (2002: 39) have
already identified the GPGs in regard to key sectors, which are the environment, information, health,
peace, security, and governance. Some of these sectors such as the environment, health, and security
are related to benefits derived from reducing risk and the others such as knowledge and governance
are primarily associated with advancing capacity.

We need to take into account the countries, socio-economic groups, and generations for the
taxonomy of public goods. The first requisite and significant point for a GPG is that it includes more
than one group of countries. Accordingly, the concept of “global” is not only geographic but also it
refers opposition to local, national or regional. If public goods’ benefits just spill over a certain
region, it is called a regional public good (Kaul, Grunberg & Stern, 1999: 10). That is to say, their
benefits must cover a great number of the global population as well as the broad spectrum of countries
(Kaul, Grunberg & Stern, 1999: 11). Intergenerational spillovers should be involved in the general
definition of a global public good. GPGs provide the needs of present generations without
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endangering those of future generations (Kaul, Grunberg & Stern, 1999: 11). To decrease the market
failure linked with intergenerational public goods, supranational structures such as long-lived
international organization or treaties maintain a intergenerational perspective. For instance, churches
have been passing down religious doctrines from one generation to the next (Sandler, 1999: 42-43).
In addition, GPGs ameliorate the position of low-income group as well as not to deteriorate those of
high-income group. However, we can classify GPGs in terms of the place in the production chain
such as final and intermediate globals. Final globals are outcomes rather than “goods” in the standart
sense. They can be tangible such as environment or the common heritage of mankind or intangible
such as peace or financial stability (Kaul, Grunberg & Stern, 1999: 13). Table I below shows the
taxonomy of public goods according to characteristics.
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The most drastic problem public goods meet is the existance of a provision. Many countries
are reluctunt to contribute to financing of GPGs whereas these countries are differently exposed the
negative effects of global public bads. Today’s state notion is very different than that of old. As it’s
well known, Wagner's Law (1893) clarifies the transforming of the state's role in last decade of the
nineteenth century. Wagner presented that elasticity of public expenditures to income is bigger than
one because of the more increase in income creates the more increase in demand for health,
education, and infrasructure. Wagner attributed a cultural and welfare roles and gave states new duty.
After the World War 11, the primary role of the states converted from the “warfare-state” to “welfare
state” which is an active state implementing social reforms, offering social rights, and providing
social services (Stefan, 2015: 37). However, free-rider problem that emerges from GPGs as much as
public goods is still main problem for provision. Therefore, countries support international
organizations to provide GPGs and make them share cost. Even if international organization play a
major role, they can not directly inforce the agreements. That is to say, international organizations
do not have sanction power on countries and never compel them to do anything. Instead, international
organizations cooperate with countries by determining the conditions and make them self-enforce
the agreements (Martin, 1999: 52).

There is a big obstacle in front of the cooperation between countries. Countries are keen on
gaining benefits without bearing the cost and behave as a free-rider. The prisoner’s dilemma which
is a strategy for benefiting from public goods’ provision without any cost requires two people having
been interrogated by the police. The police officer can not charge them because of lack of evidence
and then takes them separate rooms to make them confess. The police officer suggest a deal to each
one. If one of these guys accepts and another refuses the crime, guy who accepts the crime is being
set free and the other is being imprisoned for 5 years. If none of them accepts the crime, they are
being imprisoned for a year. If both of them accept the crime, they are being imprisoned for three
years. This story is being shown in Table 2 below. The prisoner’s dilemma also needs to get exact
information to reach Pareto optimality (Martin, 1999: 54).

Table 2: The Prisoner's Dilemma

Prisoner A
Denies Confesses
Prisoner B Denies A and B each get 1 year A gets 0 year and B gets 5 years
Confesses A gets 5 years and B gets 0 year A and B each serve 3 years

Source: Kaul, Grunberg & Stern, 1999: 8.

International organizations assist states in resolving their cooperation, poor information,
coordination, and technical problems instead of acting as a ruler. International organizations can
interfere in reducing these strategic dilemmas in various ways. They can provide expert analyses to
fairly keep the damages and expenses compensating, and also set standarts for contributions to
provision pools and announce information about states that avoid fulfilling their responsibility and
abstain from taking measures in time (Martin, 1999: 58). Whereas non-state actors do not compete
with international organization, their supply for resolving global issues is complementary to
international organizations’. Non-governmental organizations also supply information on issues and
support governments for reaching common purposes (Martin, 1999: 59).

II. HEALTH AS A GLOBAL PUBLIC GOOD

Health is truly accepted as a fundamental human right and is the most important building stone
for prosperity. Health which is a key component of human capital and has a important role for
development states the human’s physical and spiritual progress, and being free from any illnesses.
Health care can efficiently produce in a market because of rivalry in consumption and excludability.
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However, governments support health care markets due to market failure taken place by some
reasons such as externalities, lack of supply, income inequality, intergenerational transfer, and
spillover effects. Accordingly, health care is known as a public good. As stated previously, public
goods have the features of nonrivalry in consumption and nonexcludability. Nonrivalry in
consumtion refers to an ability to consume unless decreasing the others’ consumption while
nonexcludability refers not to exclude a person from consuming a good. Health became a GPG owing
to globalization. Globalization resulted in increasing international trade volume and migration that
have hurried the spread of disease around the world (Chen, Evans & Cash, 1999: 289). Health
demonstrates cross-border externalities and so international cooperation and global governance
become important to reduce risks.

Deseases are traditionally classified in three groups. These are infectious disease, non-
infectious disease, and injury. Infectious diseases are strongly tied in with poverty and malnutrition,
which are frequently seen in developing countries and mostly affect women and children. Non-
infectious diseases such as cardiovascular disease, cancer, stroke, and diabetes are linked to lifestyle
and health related behviour. Lastly, it doesn’t matter whether you are poor or rich, you can face with
injury at anytime. Externalities cause the control of infectious disease to be a public good but
treatment for non-infectious disease and injury is mostly private (Chen, Evans & Cash, 1999: 285).
Serious outbreaks are rapidly reported by modern information technology and the global media.
Nevertheless, it’s observed that governments are actually reluctant to report epidemics due to
economic results (Zacher, 1999: 269). In the case of pandemic which is an infectious disease easily
spreading through human populations across a large region all countries benefit from the knowledge
of pandemic outbreak. This position makes countries take measures to protect their people and
prepare their medical institutions to cope with threatening disease and prevent desease to spread out
of its sources (Zacher, 1999: 268).

There are some measures to reduce the effects of pandemics such as good hygiene and
sanitation, social distancing, school closure, exact reporting, transparency, “best-shot” strategies,
border controls, early warning systems, and international organizations. Social distancing and other
mitigation steps can reduce the transmission rate from an initial value of 2.38 to an average of 1.36
during the period from January 24th, 2020 to February 3rd, 2020 in Wuhan (Atkeson, 2020: 8).
School closure is a key component of many countries' plans to mitigate the effect of an influenza
pandemic. By this way, the contagion effect of pandemic can get under control. Exact information,
reporting, and transparency play a crucial role to struggle with pandemics as well as reduce the
economic costs. Best-shot strategies remove epidemics where they emerge before they spill over the
rest of the world. Thus, these technics cut down the expenses and save human health as well. All
countries have been taking advantage of the activities of a few major states, non-governmental
organizations and international organizations (Zacher, 1999: 269). Moreover, we need to emphasize
that many experiences have revealed that it is really difficult to monitor and control international
travellers for signs of disease at borders (Zacher, 1999: 275).

ITII. THE SHORT STORY OF PANDEMIC CRISES IN HISTORY

There are many infectious diseases killed rather more people than war during history. These
diseases actually stem from the migration, trade, famine, wars, and social chaos. During the Justinian
era of the Roman Empire one third of the population died of the plague (Zacher, 1999: 266). In the
middle of 14th century, great (black) plague first emerged in Central Asia and expanded over the
south and west and then reached up to Europe. This plague was called as “Black Death” by European
because of killing millions of people where it visited. Black Death killed almost one third of
Europeans in the 14th century and resulted in long-term demographic, social, and economic results
both in Europe and countries in Middle East such as Syria and Egypt. This event demonstrates that
infectious diseases are an inseperable part of human history (Ozdemir, 2005: 22). Black Death and
also repeated pandemics were the most devastating natural disasters ever to strike Europe in the 14th
and 15th centuries. It’s exactly difficult to globally estimate the number of people killed by Black
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Death. There were the great number of people passed away because of Black Death, which number
is bigger than we thought in the late of medieval era. Population in the beginning of 15th century’s
Europe decreased up to more than one third of the population it included a hundred years ago
(Herlihy, 1997: 17). Black Death is universally accepted the biggest pandemic ever seen in Europe
and this pandemic deeply impacted social and economic structure and also working life and women’s
roles in Europe. In addition, Black Death is evaluated to play a significant role for devastating the
feudalism (TUBA, 2020: 22). In the 16th and 17th centuries, 60 to 90 percent of the native population
of the Americas from Mexico southward died of smallpox, measles, and influenza (Zacher, 1999:
266).

There were some other developments before the great influenza pandemic (Spanish flu)
emerged. In the early nineteenth century, a new disease engaged attention in Europe and America.
Cholera sprawled around Europe and America but it was not contagious. In 1832 a German physician
named as Hecker who was directly motivated by the threat of cholera published a paper on the
pestilence of 1348 and 1349 (Herlihy, 1997: 19). China in 1894 happened to struggle the plague that
emerged from the inland provinces of Hunan and Canton where it was endemic to assault the port
towns of Hong Kong and this waterborne disease went on to threaten port towns and their hinterlands
around the world (Herlihy, 1997: 20). At the onset of December, 1915, there used to be a illness
which was later recognized as influenza and this was not a officially reportable disease because its
diagnostic criteria for influenza and pneumonia was ambiguous. By the way, mortality from
influenza and pneumonia in the United States had sharply risen in 1915 and 1916 because of a major
respiratory disease epidemic. Mortality started to somewhat decrease in 1917. The first pandemic
influenza wave came out in the spring of 1918, which mercurially spreaded through the United States,
Europe, and Asia over the next 6 months. Although the morbidity was still moderately high, the
mortality in several territories were noticeably lower. Second wave that was much more fatal
resumed from September 1918 to January 1919 and third wave showed itself up in February 1919 to
June 1920 (Taubenberger & Morens, 2006: 16).

This airborne infection was based on the Influenza A virus that was subtype of HIN1. This
disease and its waves overlapped with the last year of the World War I that promoted the spread of
the infection due to movement of massive troops across countries. An unpleasant property of this
disease was the high mortality among young adults and this pattern created negative economic
impacts on prosperity by losing productive population (Barro, Ursua & Weng, 2020: 2). These three
waves revolved around the globe in less than a year. However, these active waves of disease hadn’t
been evenly seen around the world. For instance, Australia experienced a single and also longer wave
of influenza activity due to the partial success of a maritime quarantine that postponed the pandemic
until early 1919 (Johnson & Muller, 2002: 107). However, some features of the 1918 pandemic were
unique. Mortality was conspicuously 5 to 20 times higher than expected. These higher mortality
stemmed from the several factors such as including a higher proportion of severe and complicated
infections of the respiratory tract, concentrating on young age group, and engendering 3 convulsive
pandemic waves within a year. To understand the unique characteristics of the 1918 virus, natural
and environmental factors should be examined (Taubenberger & Morens, 2006: 20).

We can compare the coronavirus’s mortality and economic effects with the world’s experience
of the Spanish flu. It’s estimated from the 43 countries that the Spanish flu murdered almost 39
million people around the world, and this number accounted for 2 percent of the world’s population
at that time. However, the other source says that mortality was estimated about 50 millions worldwide
and almost 675 thousands just occured in the USA. This number the world have ever seen since the
Black Death in the 14th century is the peak of worldwide mortality from a natural disaster (Barro,
Urstia & Weng, 2020: 2). An estimated one third of the world’s population (almost 500 million
people) were infected and they had clinically apparent illnesses during the 1918—-1919 influenza
pandemic. The disease was rarely serious, and casefatality rates were 2.5-5.0 percent. These rates
also showed a high increase when comparing to less than 0.1 percent in other influenza pandemics.
Another paper estimated the number of deaths almost 50 millions and were possibly as high as 100
millions (Johnson & Muller, 2002: 114).
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The HIV (Human Immunodeficiency Virus) was considered to transform from non-human
primates in Africa and infected human populations in central Africa by the early 1970s. The first
AIDS case was reported at the beginning of 1981 and actually seen among homosexual men,
intravenous drug users, and hemophiliacs in 1980s. HIV is clearly transmitted by sex workers,
injecting drug users, long-haul truck drivers, immigrants, and sailors. According to UNAIDS/WHO
(2003: 3), 38 million people had been infected, 3 million people annually died, and 4.8 million new
infections occured each year. Total loss reached at least 25 million around the world, and AIDS killed
more people than any other communicable disease over the last two decades (Bell & Lewis, 2004:
153). According to UNAIDS’ data given for 2019, 1.7 million people were newly infected with HIV,
38 million people were living with it, and 690 thousands people died of AIDS-like illnesses.

The first case of Food and Mouth Disease (FMD) was reported in Hsinchu county in the
northwest part of the island of Taiwan on March 14, 1997. The Taiwan Health Research Institute
confirmed the diagnosis for FMD as soon as possible and clinical cases were observed in the 10
western counties. By the way, vaccination was not beneficial to sweep the disease away and FMD
damaged the entire swine industry even though FMD did not become a serious health threat to pork
consumers. The predominant measure for this kind of epidemic is to extinguish or slaughter the
infected herds and emergency vaccination of herds should be given. Although government made a
decision on the adoption of vaccination measure across the country, Taiwan announced an unclear
prohibition of pork exports on March 21, 1997. Within the first few weeks of the export prohibition,
almost 400 thousand animals from over one thousand infected farms were destroyed, and another
500 thousands were expected to be slaughtered (Fuller, Fabiosa & Premakumar, 1997: 5).

Infectious diseases were supposed to emerge in developing countries but develop countries in
the twenty-first century. Severe Acute Respiratory Syndrome (SARS, H5N1) which was a first
infectious disease in the twenty-first century arose in November 2002 in the Chinese province of
Guangdong and brought about the world alert. The pioneers of SARS had been seen in the Southeast
Asia where had been also witnessed the two previous scary which were the HSN1 avian influenza
outbreak in Hong Kong in 1997 and the Nipah virus outbreak in 1998-99 in Malaysia. Whereas the
H5NI1 virus disseminated from birds to humans, the Nipah virus dispersed from pigs to people
(Fidler, 2004: 72). SARS overspreaded at least 28 countries, including Australia, Brazil, Canada,
South Africa, Spain, and the USA. As from July 2003, the number of SARS cases had reached 8.437
around the world and the death toll had reached 813 people, including 348 people in China and 298
people in Hong Kong (Mckibbin, 2004: 114). The pandemic we are facing today is called as COVID-
19 that emerged from Wuhan city with the population of 11 millions in Hubei province of China on
December 31th, 2019. COVID-19 has been spreading over other continents besides Asia. Countries
are struggling to prevent the contamination (TUBA, 2020: 27). There have been over 28 million
confirmed cases and 912 thousand deaths according to data given by World Health Organization
(WHO). Mortality rate is 3 percent as of 12 September, 2020.

IV. ECONOMIC IMPLICATIONS OF PANDEMICS

Health is very significant determinant of wealth and provides many benefits for progress. First
of all, health can effect income by means of education and secondly, good health boosts labor
productivity, savings, and investments. Lastly, health has an effect on country’s population age
structure (Bloom & Canning, 2004: 309). However, it’s very difficult to figure out the size of the
economic costs of pandemics. But we obviously know that it largely affects the economies across
the world. Governments first attempt to bring the pandemic under control by facilitating coordination
with the rest of the world and international organizations and later ensure the economic security.
After a certain point, governments need to balance between the effects of the pandemic and its
economic damages. Many governments are willing to slow down the rate of infection through a
number of measures such as shut-down of the production, part-time employment, home confinement
(quarantine), social distancing, travel restrictions and bans, closure of borders, schools and
restaurants and theatres, suspension of sports events, and so on. By the way, the biggest abstacle in
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front of estimating these kinds of extreme macroeconomic events is the lack of sufficient data
because these events occur infrequently (Barro & Urstia, 2012: 85). However, estimating the
economic damages of these types of naturel disasters is ambiguous even though there have been
many registered events for many years. This section historically examines the economic impacts of
pandemics from Black Death to COVID-19.

Europe was a very crowded continent before the Black Death emerged and there used to be a
stability. One hundred year before 1348, the population showed a trivial increase. Nevertheless, food
costs were high and famines were frequent, and also the economy was saturated. Production was just
for meeting the requirements such as feeding, clothing, and sheltering. Agriculture was mobilized
for the production of cereals, and the basic food stuff and cultivation had expanded to the limits of
the workable land (Herlihy, 1997: 57). The Black Death brought out a long-term permanent changes
in demographic behaviour, agriculture, manufacturing, trade, and technology. It was a strong
exogenous shock which led to a sharp increase in wages across Europe and the eastern
Mediterranean. This position headed on a large scale of institutional changes in the countryside. In
other words, these changes induced the growing commercialisation of agriculture. Also, increase in
trade and manufacturing made a lasting impact in urban life as well as decreased interest rates, and
the skill premium followed these developments. The Black Death brought about greater institutional
changes such as making the guilds more flexible, and rising the rural industries. Scarcity and the high
cost of labor triggered the labour-saving technological innovations (Pamuk, 2007: 312). The Black
Death drastically reduced the number of workers and their average lenght of life. Whereas the life
expectancy in the thirteenth century were between 35 and 40 years, severe pandemic in the late
fourteenth century reduced that figure below 20 years. After 1400, life expectancy extended to about
30 years. These changes necessarily transformed the balances between young and old, and producers
and dependents. As a result of these developments, high wages and low rents raised the standard of
living for substantial numbers (Herlihy, 1997: 39-42),

As from the beginning of the twentieth century financial sector became significant. This means
that the modern economy today is represented by financial globalization and a crisis appeared from
any reason in the financial system deeply affects countries. Figure I below shows in what ways
pandemics affect the modern economy. First of all, disease is detected and registered as a epidemic
by the countries and they try to restrain it spilling over the rest of the world. But, in fact, countries
do not admit that disease can become a international problem because of their economic concerns
and they do not announce it in time. Whenever epidemic converts to a pandemic as a global problem,
countries and international organizations take measures to make disease remove. By the way,
pandemics first hurt the human healh, and secondly national economies even if countries attempt to
prevent its attack rate. After a while, economy becomes as important as human health. In an advanced
stage, people lose their trust and confidence against the economy and government becomes
responsible for stabilizing the economy. This position increases the public debts and crowds the
private sector out of the economy. You can easily follow this cycle from the figure 1 below.
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Figure 1. What Channel Economy Is Affected

Students are largely influential in dispersing the virus around so the first channel epidemics
unfold is the schools. School closure is first considered as a urgent measure for implementation.
During the 1918 influenza epidemic in the USA, school closure and cancellation of public gatherings
were markedly engaged with reduced mortality (Chen, Huang, Chuang, Chiu, & Kuo, 2011: 200).
Strategies involving school closure are approximately 14 to 21 times as costly as single intervention
strategies with antivirals or prevaccination (Sander et al., 2009: 5). The school closure strategies are
very expensive from the society’s perspective but imbedding school closure to any FTAP (Full
Targeted Antiviral Postexposure Prophylaxis) strategy or prevaccination increases removal rate of
pandemic up to 7 percent. If school closure is imbedded to FTAP, no more than about 50 percent
antiviral stockpiling is needed to effectively control the pandemic (Sander et al., 2009: 6).

Contagion does not just refer to the "transmission" of the diseases but also refers to the
spillover effects of economic downturn. Asian flu started with the devaluation of the Thai baht in
July 1997 and then spilled over Malaysia, Indonesia, Korea and Japan with the Hong Kong stock
market crashing in October 1998 (Jackson, 1999). The crisis emerged in Southeast Asia first jumped
to Russia and Brazil by means of loan default, affected Europe and North America, and also resulted
in the collapse of the US hedge fund long-term capital management (Claessens & Forbes, 2001: 4).
Whereas 1991 cholera outbreak in Peru costs the country almost 800 million dollars due to the
diminishing rate of trade volume and travel restrictions, 1994 plague outbreak in India expenses the
country 1.5 billion dollars due to the same reasons (Zacher, 1999: 273).

China which has been the main growth driver among countries approximately makes up 16.3
percent of the world's GDP. IMF estimates that China alone contributes 39 percent of global
economic growth in 2019. This means that any downturn in the China’s economy could probably
make the global economy fluctuate (IMF, 2019). Wuhan where the COVID-19 primarily appeared
has been recognized as a principal financial hub for central China. It is also a important transportation
and trade center, where the headquarters of the nation's major local steel and vehicle makers are
settled. The city serves as a production center to more than 300 factories of the world's best 500
companies such as Microsoft, SAP, and Groupe PSA (South China Morning Post, 2020).

In democratic regimes, governments are interested in enhancing the well-being of citizens in
order to be reelected and they rely on tourism sector and trade volume (net export) to achieve this
goal. Governments encourage their tourism sector because of an important role in augmenting
nations’ business activity such as foreign currency earnings and job creation. However, the tourism
sector is very sensitive to negative environmental factors such as natural disasters, serious social
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conflicts, economic crises, wars, and terrorism. World Tourism Organization (UNWTO) estimates
that international tourist arrivals could decline by 20 percent to 30 percent in 2020 in consideration
of the latest urgent measures to restrict the COVID-19 pandemic. This could cause a loss of 300 to
450 billion dollars in international tourism receipts which is almost one third of the 1.5 trillion dollars
generated globally (UNWTO, 2020:3). Figure 2 below shows the change in international tourism
receipts due to global crises. As it’s shown from the figure, pandemics affect the tourism receipts
even harder than economic downturns and regional tensions.
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Figure 2: International Tourizm Receipts, World (real change, %)
Source: UNWTO, 2020: 7.

Trade volume decreases during the pandemic period so that the market demand is sharply
fallen down. Unfortunately, on the one hand, export restrictions including certain medical
equipments were adopted by governments around the world, but on the other hand, countries
attempted to respond to COVID-19 pandemic (Carreno, Dolle, Medina, & Brandenburger, 2020:
405). Total export of European Union decreased by 33.1 percent in April, 2020 comparing to the
same period of the previous year. States implement expansionary monetary and fiscal policies by
boosting money supply, expanding public expenditures, and reducing taxes so as to increase the
demand struck by the pandemic. Many states introduced tax measures including tax cuts, tax credits,
tax deferrals, and other instruments (OECD, 2020). However, pandemic as a natural disaster swiftly
devastates the world economy as a whole even if each countries and international organizations take
measures in time. Table 3 below presents the economic implications of pandemics by giving
examples from literature.
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Table 3. Economic Implications of Pandemics

Author(s) | Country Model Variables Conclusion
Al Hong Kong Exponential Daily market returns and .Epldemlcs demonstrate a decline
aro et al. | (SARS) and and Logisti mulative number of cases ina | aggregate market return from 8
(2020) USA Mo"ﬁls ¢ | cumulative C‘(‘) nter otcasest to 11 percent for SARS and 4 to
(COVID-19) untry 10 percent for COVID-19
Natural disasters decline the
, Economic growth rate, death rates | countries” GDP by 6 percent and
Barro, Urstia 43 ; .
. . of natural disasters such as flu and | total consumption by 8 percent.
& Countries Regressions . .
Weng (2020) | (Spanish flu) war, real rates of returns and Higher mortality decreases real
J p inflation rates returns on stocks and short-term
government bills
Baker et al. USA S Transaction-level household d I;faslilitsf prese;t sgzip dr?;)_f ma'
(2020) | (COVID-19) urvey financial data ¢ OF ICStAUrants, refar s, air
travels, and public transports
Barrot, Standard
Grassi & France model of Sectors and household Six weeks social distancing brings
Sauvagnat | (COVID-19) | production expenditures down the GDP by 5.6 percent
(2020) networks
China, South . . . .
Zeren & Korea, Italy, Comtegrg tion COVID-19 daily total deaths and Tptal cases have cointegration
test with . . with SSE, KOSPI, and IBEX35
Hizarci France, . COVID-19 daily total cases with . . .
(2020) German multiple break tock market and do not have cointegration with
ermanys 1 (Maki, 2012) stock markets FTSE MIB, CAC40, and DAX30
and Spain
Results show that when the
effective infectious rate of funds
Zhou, Sun . SEmS Model Risk-free interest rate and funds’ equals (.)‘08’ its Va}ue accounts for
. China (with double . . the capital saturation level. In the
& Liu (2019) effective infection rate .
delay) case of normal market fluctuation,
the removal rate of funds ranges
from 5 per thousand to 3 percent
28 countries
for Macroeconomic crises (disasters)
Barro & consumption | Time Series Growth rate, consumption, stock
) . . . o fall down the GDP 21 percent, and
Ursua (2012) and 40 Analysis prices, and disaster probability -
. also total cunsumption 22 percent
countries for
GDP
The questionnaire interview
assesses the harmgmzatlon 0 f In response to the 2009 P/HIN1
restrictions on public place visits . . .
. . . . virus, the median wage loss in
Chen et al. Taiwan Questionnaire or gatherings, and seeks for
. . b . affected households accounts for
(2011) (Swine flu) Interview childcare during the school . s
> . 0.93 percent of Taiwan’s per
closure, economic impact by . :
. capita GDP in 2009
workplace absenteeism, and wage
loss.
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Table 3. Economic Implications of Pandemics (cont.)

Life expectancy, average human

AIDS-like epidemics drop savings

Bou_cekkine, Sub-Saharan capital, loss in labor force, loss in . .-
Diene & . Blanchard P ? and higher probability of death
Africa productivity, and the effects of D
Azomahou Model . . causes schooling time to drop, and
(AIDS) both private and public health -
(2008) - . also productivity decreases
expenditure on productivity
Estimating the cost of SARS crisis
in Beijing is not
Beutels et al. China Time Series | Monthly SARS cases and deaths, stralg}.ltforwardA -Losses of tourism
2009 SARS Analvsi d sectoral indicat receipts are estimated about 1.4
(2009) (SARS) nazysis and sectoral Indicators billion dollars or 300 times
expensive than the treatment in
Beijing
Sander et al. . Stochastic The number of influenza cases and SChOOl clos.ure.mcurs high CQSt. to
United States | Agent-Based . . . society, which is about 2.7 million
(2009) effectiveness of interventions
Model dollars per 1000 people
Sadique, Human . .
Adams & United Capital Labor force loss and average wage GDP is estimated to have lost by
- 0.85 - 0.97 percent if school shuts
Edmunds Kingdom Method rate down for 12 K
(2008) (HCM) own for 12 weeks.
Whereas entertainment industries’
receipts suffer from the epidemics,
businesses specialized in health
care products experience an
Garrett USA S S increase in revenues.
(2007) | (Spanish flu) urvey urvey The U.S. Department of Health
and Human Services expects 1.9
million dead and almost 200
billion dollars economic cost in the
USA
There is a positive effect of the
Kalemli 44 Afican Pancl epldgmcagg fertiﬂl;y rz;f l;e.twien
Ozcan countries e Country level total fertility rate country fegion comparisons.
(2006) (AIDS) Regression By the way, there is no robust
effect of the diseases on fertility
rate between country comparisons
The occupancy rate decreases
almost 14 percent from February
Kim, Chun Qualitative 2003 to J}lly 2003 in regard of the
Korea , . same period in previous year. The
& Lee Method Hotels' occupancy rate and income g
(2005) (SARS) (Interview) occupancy rate frqm April 2003 to
June 2003 was fairly worse, that

indicating a 26 percent drop in
regard to that of 2002
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Table 3. Economic Implications of Pandemics (cont.)

. Gali .- . .
Freire . , Annual probability of death due to Significant drop in the future
(2004) | SouthAfrica | (1990)'s HIV/AIDS saving rates
Model
Canada,
Chlllza,nHong T-tests and
Nippani & Ind On g,'a the non- SARS has no adverse effect on the
Washer Philio eiille; parametric S&P 1200 Global Index exposured countries’ stock markets
(2004) Singzl;)ore ’ Mann— except for China and Vietnam
Thailand, Whitney test
and Vietnam
51 . As the number of AIDS cases per
Growth rate of real per capita, .
Bloom & developed . 1,000 people increases, the average
average annual increase of AIDS oo
Mahal and EPIMODEL . annual rate of per capita income
. and vectors of variables that
(1997) developing . : growth decreases 0.86 percentage
. influence economic growth .
countries point
Kambou, Cameroon General AIDS epidemic lowers the GDP
Devarajan & Equilibrium Labor force and growth rate growth rate by 2 percentage points
: (AIDS) 4
Over (1992) Model per year

CONCLUSION AND POLICY RECOMMENDATIONS

This paper examines the impacts of pandemics on national economies. Although the economic
impacts of pandemics are very comprehensive and somewhat ambiguous, some are straightforward
in literature. However, it’s very difficult to figure out the size of the economic costs of pandemics
because of the separate development level of countries, economic measures employed, duration of
pandemics, sectors differently affected, and international collaborations. Governments employ some
measures to control the spread pace of pandemics. These measures are part-time employment, home
confinement (quarantine), social distancing, travel restrictions and bans, closure of borders, schools,
and crowded places as well. These measures bring about serious economic problems even though
they confine the negetive effects of pandemics. A paper studied on Spanish flu and World War I’s
impact on economy presents that natural disasters decline the countries’ GDP by 6 percent and total
consumption by 8 percent. Another paper studied for France during COVID-19 pandemic suggests
that six weeks social distancing brings down the GDP by 5.6 percent. Also, Korea’s SARS
experience explains that hotel’s occupancy rate decreases almost 26 percent from April 2003 to June
2003 in regard of the same period in previous year. Whereas 1991 cholera outbreak in Peru costs the
country almost 800 million dollars due to the diminishing rate of trade volume and travel restrictions,
1994 plague outbreak in India expenses the country 1.5 billion dollars due to the same reasons.
UNWTO estimates that international tourist arrivals could decline by 20 percent to 30 percent in
2020 in consideration of the latest urgent measures to restrict the COVID-19 pandemic. This could
cause a loss of 300 to 450 billion dollars in international tourism receipts which is almost one third
of the 1.5 trillion dollars generated globally. Main finding resulted from the papers written on this
issue is that pandemics exacerbate the national economies through different channels. Developed and
developing countries should take the pandemics into account as a regressive power or obstacle in
front of economic growth and stability of state budgets, strongly collaborate against pandemic as a
naturel disaster, support their healthcare systems and be ready for these kinds of disasters.
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