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Economic and stock market trends during the Spanish flu

epidemic

Since the novel coronavirus was detected in the first pneumonia patient in China, it has

spread around the world, with the death toll soaring to 160,000 as of 20 April. Given that

there were only 812 SARS victims in 2002 and 2003, the threat of the coronavirus far

outweighs that of the SARS and it might be more comparable to the Spanish flu

epidemic from 1918 to 1920. In this report, I would like to examine the impact of the

virus on the economy and stock prices based on the history of the Spanish flu.

The Spanish flu was a new strain of influenza detected in the US in the spring of 1918.

Its fatality rate was said to be low at first, but a highly virulent strain appeared in August

1918. Its basic reproduction ratio that shows a degree of infectivity was estimated to be

2.7, while that of the coronavirus is 2.0-3.0. This means the coronavirus disease is as

contagious as the Spanish flu. Historical policymakers also took measures such as

closing theaters and schools. In Japan, there were two severe epidemic waves, one in

November 1918 and the other in January 1920.

As for the impact of the Spanish flu on the economy, the degree of its direct impact is

hard to tell as the period of epidemic overlapped with the cease-fire of the First World

War (WW1) in November 1918. In Japan, external demand rather than the flu seems to

have determined the economic trend of the day. First, the defense industry lost steam

after WW1. The slump lasted for about six months. Then, the post-war economic boom

started in March 1919 thanks to growing overseas demand for raw silk and cotton cloth

and increased personal consumption following a growth in wages. But stock prices

plunged in March 1920 followed by a prolonged recession due to the Washington

Disarmament Conference and the Great Kanto Earthquake.

In the US, there were two recessions around the period of the Spanish flu. The first one

was from August 1918 to March 1919. While its trigger is unknown, I guess school

closures and a ban on certain events from September 1918 to February 1919 must have

dampened the economy. The second one from January 1920 to July 1921 was caused

by the ceasefire of WW1 and increases in the official discount rate. The US Fed adopted

monetary tightening policies in recessions and raised the official discount rate from

4.75% to 7.0% between December 1919 and June 1920.
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Economic downturns in the US at the time of Spanish Flu

Created by Sumitomo Mitsui DS Asset Management based on data of National Bureau of Economic

Research

The Dow Jones Industrial Average remained mostly flat during school closures from September

1918 to February 1919. I think the index didn’t collapse due to four reasons below; 1) Investors

welcomed the cease-fire. 2) Epidemiology was still in infancy. 3) Inflation. 4) The death rate was

high from the beginning. The index advanced about +40% from the end of February 1919 to the

end of October 1919 as closures were lifted and the economy turned up. But stock prices fell

back later due to a recession.

If the stock markets take the same course this time, the economy should bottom out with stock

prices on an upward trend when lockdowns are removed.

We have changed our way of life in the past few centuries to reduce the route of infection. When

digestive system epidemics such as dysentery and cholera spread, we contained these diseases

by building water supply and sewerage systems and by chlorinating drinking water. When

tuberculosis was rampant, we overcame the contagion by treating each patient in a private room

instead of in larger rooms.

We are now trying to prevent the coronavirus infection by replacing face-to-face human contacts

with non-face-to-face interactions including telework and e-commerce, and we believe this

practice will take hold in our daily lives hereafter. On the other hand, people refrained from going

to theaters and travelling around during the period of the flu, but we still enjoy these

entertainments. So face-to-face businesses that cannot be replaced with other methods are

attractive investment destinations for us in the long run despite temporary shutdown at the

moment. Ultimately, people cannot live without a passion for the unknown.

No. Cyclical peak Cyclical trough Reason of economic downturn

1 August 1918 March 1919 Unknown. Lockdowns from September 1918 

to February 2019 might be the reason.

2 January 1920 July 1921 Cease-fire  (normalisation of production in 

Europe, war veterans in society, etc.) Rising 

Official Discount Rate.
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