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The economy and coronavirus: Weekly Picks
This paper provides a summary of some recent analyses of the economic and financial
effects of the coronavirus and some policy recommendations made in the public domain
to mitigate these negative effects.

Some recent economic estimates

The World Economic Outlook released by the IMF on 14 April 2020 projects that, as a result of the
pandemic, the global economy will contract sharply by –3% in 2020, much worse than in 2009 (lastest global
financial crisis) when world output fell by 0.1%; it makes it to the worst global recession since the Great
Depression. The global economy is projected to grow by 5.8 % in 2021, helped by policy support.

Table: IMF projections for 2019-2021
2019 2020 2021

World Output 2.9 -3.0 5.8
Advanced Economies 1.7 -6.1 4.5
United States 2.3 -5.9 4.7
Euro Area 1.2 -7.5 4.7

Germany 0.6 -7.0 5.2
France 1.3 -7.2 4.5
Italy 0.3 -9.1 4.8
Spain 2.0 -8.0 4.3

Japan 0.7 -5.2 3.0
United Kingdom 1.4 -6.5 4.0
Canada 1.6 -6.2 4.2
Other Advanced Economies 1.7 -4.6 4.5
Emerging Markets and Developing Economies 3.7 -1.0 6.6
China 6.1 1.2 9.2
Russia 1.3 -5.5 3.5

Sources: IMF, World Economic Outlook, 14 April 2020

Assumptions of the baseline scenario - Duration of shutdown:

 All countries experience disruptions to economic activity due to the pandemic.
 The disruptions are concentrated mostly in the second quarter of 2020 for almost all countries

except for China (where it is in the first quarter), with a gradual recovery thereafter.
 Countries experiencing severe epidemics lose about 8 percent of working days in 2020 over the

duration of containment efforts and subsequent gradual loosening of restrictions. Other countries
lose about 5 percent of working days in 2020. These losses are compounded inter alia by those
generated by tighter global financial conditions and weaker external demand.

Other scenarios in the World Economic Outlook:

The IMF outlines three three different scenarios: The first alternative scenario assumes that, in all countries,
the measures to contain the spread of the virus in 2020 last roughly 50 % longer than assumed in the

https://www.imf.org/en/Publications/WEO/Issues/2020/04/14/weo-april-2020
https://www.imf.org/en/Publications/WEO/Issues/2020/04/14/weo-april-2020
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baseline. The second scenario assumes that there is a second outbreak of the virus in 2021 that is roughly
two-thirds as severe as in the baseline. The third scenario assumes that it takes longer to contain the
outbreak in 2020 and that there is a second outbreak in 2021. Across all alternative scenarios, global GDP is
estimated to deviate significantly from the baseline, ranging from -6 % in 2020 to 8 percentage points below
baseline in 2021.

In its Global Financial Stability Report, the IMF recommendens to strengthen international policy
coordination:

"Multilateral cooperation can help mitigate the health impact of the COVID-19 pandemic and its
damage to the global economy and financial system. In the first instance, cooperation is needed to
avoid price controls and ease trade restrictions on essential medical supplies. Bilateral and multilateral
swap lines may need to be provided to a broader range of emerging markets. Greater international
coordination may also be needed to reduce broader capital flow disruptions. Furthermore, the
considerable international efforts to bolster regulation of the financial system since the global
financial crisis should be maintained and any rollback of regulation, or fragmentation through
domestic actions that undermine international standards, should be avoided."

As summarised by Moody’s, the downturn caused by the outbreak of COVID-19 will be particularly
considerable and most likely will last longer in the tourism sector.

Chart: Tourism Contribution in the EU Member States

Source: EGOV based on Eurostat and World Trade and Tourism Council.
Note: Number in parenthesis next to the country name represents share of domestic tourism in total tourism expenditure (i.e. how
important is domestic tourism for the overall tourism sector).

https://www.imf.org/en/Publications/GFSR/Issues/2020/04/14/global-financial-stability-report-april-2020
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1219937
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According to the World Trade and Travel Council information, Greece, Spain and Portugal are have the
largest shares of their respective economies dependent on tourism sector, followed by Austria and Italy.
Countries like Germany, Italy, Finland and France, even though their reliance of the tourism sector is
considerable, could recover faster as they rely more on domestic travelling, which could provide some relief.
One should note that effects on tourism should not be underestimated, as there are many other economic
segments directly or indirectly related to tourism, moreover, most of the tourism sector is predominated by
small and medium enterprises (SMEs) that typically have thinner financial reserves and more uneven access
to finance.

Focus: Commission’s proposal of a EU instrument to mitigate unemployment risks (SURE)

On 2 April the Commission presented a proposal for a regulation on the establishment of a European
instrument for temporary support to mitigate unemployment risks in an emergency (SURE). The proposed
regulation allows the Commission to provide loans to Member States to finance national short-time work
schemes and thus protect employment.

The total amount available is 100 billion euro, that the Commission is empowered to collect in capital
markets, issuing bonds backed by the EU budget and at least 25 billion euro back-guarantees, to be given
by all EU Member States. The Council will discuss and approve the proposed regulation,
after Eurogroup called on 9 April for its swift adoption.

SURE has similarities with the European Financial Stabilisation Mechanism (see specific EGOV paper on the
EFSM); contrary to other EU lending instruments, it relies on light conditionality (i.e., the funds lent must be
used to finance national short-time work schemes). The Commission (and Council) are responsible for the
most important decisions foreseen in the proposed regulation.

The Commission proposal leaves open a number issues. These relate namely to the guarantees to be given
by the Member States and the conditions of the loans to Member States. For further details on SURE, see
EGOV separate paper.

Policy recommendations in the public domain: Some picks from last week

O. Blanchard, J. Pisani-Ferry - Monetisation: Do not panic (10 April 2020):

In the specific case of the euro area, the ECB’s bond-buying purchase programme can evidently serve as a channel for
mutualising the cost of the crisis. This is in part by default: we see good reasons why part of the burden of fighting the
pandemic should be mutualised among EU members, but it would be more appropriate to do so in a more transparent way
through explicit budgetary and financial channels. So far, no agreement has been reached on such schemes, and this is
unfortunate. But this is no reason to interpret ECB actions as mainly distributional. The PEPP is not a hidden budgetary
mechanism. At a time when investors are prone to nervousness, its main purpose is to prevent the convergence of
expectations on a bad, self-fulfilling crisis equilibrium. Such action serves the interest of all the members of the eurozone.

P. Legrain - A COVID-19 Marshall Plan for Europe (10 April 2020):

The sheer scale of the economic fallout from COVID-19 justifies extraordinary measures, and nowhere more so than in
Europe. To avert a broader economic disaster, dispel the threat of a financial crisis, and provide much-needed political
solidarity, Europeans should immediately launch a “COVID-19 Marshall Plan.” To match the scale of the crisis, the eurozone
should commit to mobilizing at least €1 trillion (8% of GDP), which should be offered as grants – not loans that would add to
national debt burdens – to suitable recipients across the monetary union. This could pay for medical needs such as testing,
support hard-hit Europeans, and help seed the eventual economic recovery. The plan should be funded by issuing common
debt that the ECB would buy and hold for the foreseeable future. Unlike the temporary “coronabonds” that Germany, the
Netherlands, and others have rejected, this new Marshall Plan would not cost European taxpayers, northern or southern,
anything. And it should come with a sunset clause, to reassure those who fear that a permanent fiscal union will be created
through the back door.

https://wttc.org/en-gb/
https://ec.europa.eu/info/sites/info/files/support_to_mitigate_unemployment_risks_in_an_emergency_sure_0.pdf
https://www.consilium.europa.eu/en/press/press-releases/2020/04/09/report-on-the-comprehensive-economic-policy-response-to-the-covid-19-pandemic/?utm_source=dsms-auto&utm_medium=email&utm_campaign=Report+on+the+comprehensive+economic+policy+response+to+the+COVID-19+pandemic
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645718/IPOL_BRI(2020)645718_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645721/IPOL_BRI(2020)645721_EN.pdf
https://voxeu.org/article/monetisation-do-not-panic
https://voxeu.org/article/monetisation-do-not-panic
https://www.project-syndicate.org/commentary/european-union-covid-marshall-plan-by-philippe-legrain-2020-04
https://www.project-syndicate.org/commentary/european-union-covid-marshall-plan-by-philippe-legrain-2020-04
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M. Demertzis, N. Viegi - The perils of more debt (10 April 2020):

It is time to think of other options that involve monetary financing. One such option is to convince the ECB to monetise the
debt by keeping it in its balance sheets ad infinitum. This however requires a pre-commitment on the part of the ECB that is
rather unlikely to be given as it would be sealing its loss of independence. But it is also not desirable as we would be faced
with the unholy trinity: high fiscal debts, a dependent Central Bank and no macroeconomic policy space. Nobody wants that.

This is why we need more permanent solutions that go in the direction of the Bank of England’s latest actions and possibly
beyond. This is difficult in the current set up in the euro area, as monetary financing is prohibited by the treaties. But to think
that treaties are designed to deal will all contingencies is an excuse for inaction. Inaction that we simply cannot afford.
Europe must find the “Ways and Means”.

J. Creel, P. Hubert, X. Ragot and F. Saraceno - European fiscal responses to the Covid-19 crisis: share the
bonds or split the bill? (9 April 2020):

The main risk with debt monetization though is inflation. In the current circumstances, with the demand shock that seems
to dominate the supply shock and with oil prices collapsing, this is not likely. Yet, if it happened, it would be welcome with
joy at central banks which target inflation and which are unable to fulfil their mandates in this respect. That being said, debt
monetization may be limited to newly-issued public bonds funding the fiscal response to Covid-19 in the Member States. This
would give them almost unlimited fiscal margins for maneuver to dampen the crisis, without any risk of seeing the spreads
resurface between the core and the peripheral countries of the euro area. Finally, long awaited inflation after debt
monetization would also alleviate the real debt burden, a characteristic shared after most episodes of war-accumulated
debts.

T. Beck - The economic, political and moral case for a European fiscal policy response to COVID-19
(7 April 2020):

There has been a lot of discussion in recent weeks on whether an EU-wide fiscal policy response to COVID-19 should include
common liability for the additional debt that such a response would imply. This column lays out the arguments in favour of
such an approach – arguments that go beyond economic ones. There are arguments that now is not the time to build the
necessary institutional framework for Coronabonds or comparable funding structure and that the use of existing structures,
including the ESM and the ECB, is preferable. I have argued that this would be the wrong path.  While it might help hold off
pressure, financial markets anticipate future problems. As important, however, is it to send a political signal of European
solidarity now. This is especially important for the younger generation, whose early adult experience will be dominated by
the COVID fallout.

K. Rogoff - Mapping the COVID-19 Recession (7 April 2020):

Until there is a better sense of when and how the COVID-19 public-health crisis will be resolved, economists cannot even
begin to predict the end of the recession that is now underway. Still, there is every reason to anticipate that this downturn
will be far deeper and longer than that of 2008. Even without a vaccine, the economy could return to normal relatively quickly
if effective treatments can be swiftly implemented. But, absent widespread testing and a clear sense of what will constitute
“normal” in a couple of years, it will be difficult to persuade businesses to invest and hire, especially when they are
anticipating higher tax bills when it’s all over. And it is possible that stock-market losses so far have been less than those of
2008 only because everyone remembers how values shot back up during the recovery. But if that crisis does turn out to have
been a mere dry run for this one, investors shouldn’t expect a quick rebound.

J. Bonardi, et al. - The economics of wage compensation and corona loans: Why and how the state should
bear most of the economic cost of the COVID lockdown (7 April 2020):

Due to COVID-19, large parts of the world economy are being put on hold by government fiat. We argue that – on efficiency
as well as equity grounds – the state should generously support not only labour but also capital costs, the latter through ex
ante partially reimbursable, rapidly disbursed ‘corona loans’. The exact criteria for reimbursement can be determined ex post
– depending primarily on the sector-level severity of lockdown-induced income shortfalls.

https://www.bruegel.org/2020/04/the-perils-of-more-debt/
https://www.ofce.sciences-po.fr/blog/european-fiscal-responses-to-the-covid-19-crisis-share-the-bonds-or-split-the-bill/
https://www.ofce.sciences-po.fr/blog/european-fiscal-responses-to-the-covid-19-crisis-share-the-bonds-or-split-the-bill/
https://www.ofce.sciences-po.fr/blog/european-fiscal-responses-to-the-covid-19-crisis-share-the-bonds-or-split-the-bill/
https://voxeu.org/article/economic-political-and-moral-case-european-fiscal-policy-response-covid-19
https://voxeu.org/article/economic-political-and-moral-case-european-fiscal-policy-response-covid-19
https://www.project-syndicate.org/commentary/mapping-covid19-global-recession-worst-in-150-years-by-kenneth-rogoff-2020-04
https://www.project-syndicate.org/commentary/mapping-covid19-global-recession-worst-in-150-years-by-kenneth-rogoff-2020-04
https://voxeu.org/article/economics-wage-compensation-and-corona-loans
https://voxeu.org/article/economics-wage-compensation-and-corona-loans
https://voxeu.org/article/economics-wage-compensation-and-corona-loans
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S. Kapoor, W. Buiter - To fight the COVID pandemic, policymakers must move fast and break taboos (6 April
2020):

COVID-19’s economic impact on crumbling GDPs, collapsing tax revenues and ballooning fiscal deficits will be much larger
than what has been reported thus far. Any hesitation in throwing everything but the kitchen sink at the health, employment,
state aid and financial rescue interventions that are needed will literally kill citizens and destroy the economy. To combat
COVID-19, central banks, including the ECB, must cross the Rubicon of monetary financing and immediately transfer the
20%-30% of GDP this will cost into fiscal coffers.

F. Vandenbroucke, et al. - The European Commission’s SURE initiative and euro area unemployment re-
insurance (6 April 2020):

The European Commission proposes a pan-European support for short-time work arrangements (SURE). This column
discusses the relationship between this proposal and the idea of a European unemployment re-insurance scheme, to which
the Commission also refers in its Communication on SURE. It sketches the merits of SURE and signals some caveats. The
reference to unemployment insurance in debates about automatic fiscal stabilisers for the euro area is not happenstance.
Unemployment insurance supports purchasing power of citizens in an economic downturn, and is therefore an automatic
stabiliser par excellence. From an economic point of view, re-insurance is a rational policy option for more than one reason.
First, without automatic fiscal stabilisers a monetary union is inherently fragile. Second, it is a matter of common concern
that all members of the monetary union dispose of an effective stabilisation capacity.

M. Obstfeld and A. S. Posen: The G20 not only should but can be meaningfully useful to recovery from the
COVID-19 pandemic (April 2020):

Here is where the commonality of the threat from COVID-19 comes in: Making progress on collective action would be win-
win in each of the four areas where international cooperation can yield benefits. A useful G20 agreement today does not
involve horse-trading about which country gets a better deal, let alone having some countries put in resources now to get
benefits promised in some uncertain future. All G20 economies will benefit today from cooperative action.
In a global economic crisis, the G20, and international economic cooperation in general, can be useful in four ways:
1) Increasing domestic compliance with best practice through transparent peer pressure. 2) Stopping financial panic. 3
)Preventing mutual economic aggression from worsening the crisis. 4) Helping the world’s poor survive the crisis fallout.

For an overview of some recent or topical papers by EGOV:

 A recipe for a sustainable and legitimate new EU/EA fiscal instrument?

 The European Stability Mechanism: Main Features, Instruments and Accountability

 The European Financial Stabilisation Mechanism: Main Features

 The ESM and the EIB: comparison of some features

 EU/EA measures to mitigate the economic, financial and social effects of coronavirus

You may also join EGOV on LinkedIn: https://www.linkedin.com/in/egov-support-unit-640b7a194/
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