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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, an overview of the new pandemic credit line by the European Stability 
Mechansim and some policy recommendations made in the public domain to mitigate the 
negative economic effects of the pandemic.  

Some take-away from the Commission’s spring 2020 economic forecast 
Below some elements from the recent European Commission’s economic forcast are higlighted, notably the 
effect of the pandemic on public finances in EU Member States and the uncertainty related to any economic 
estimates due to the unprecedent situation in the EU and globally. 
In order to protect households, workers and firms, discretionary fiscal measures (around 3¼% of GDP)  
have been announced or implemented by EU Member States. Moreover, governments have provided 
sizeable state guarantees for loans to firms and other liquidity support (almost 24% of GDP in euro area).  

EU Map: General government debt in 2020 

Source: : European Commission’s spring 2020 economic forecast available on the European Commission’s homepage 

https://ec.europa.eu/info/sites/info/files/economy-finance/ip125_en.pdf
https://ec.europa.eu/info/business-economy-euro/economic-performance-and-forecasts/economic-forecasts/spring-2020-economic-forecast-deep-and-uneven-recession-uncertain-recovery_en
https://ec.europa.eu/info/business-economy-euro/economic-performance-and-forecasts/economic-forecasts_en
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The aggregate government budget deficit is expected to surge from 0.6% of GDP in 2019 to 8½% of GDP 
in both the euro area and the EU this year. This sharp increase largely reflects the work of automatic 
stabilisers and the sizeable discretionary fiscal measures. In 2021, the headline deficit is forecast to decrease 
to 3½% of GDP in both areas due to the expected rebound in economic activity and the unwinding of most 
of the temporary measures adopted in response to the COVID-19 crisis.  
After having been on a declining trend since its peak in 2014, the euro area’s aggregate government debt-
to-GDP ratio is projected to reach a new peak of close to 103% in 2020 before decreasing by about 4 pps in 
2021 based on a no-policy-change assumption.  
Under the baseline scenario, aggregated GDP is forecast to contract in the EU by about 7½% this year and 
to rebound by 6% in 2021. According to the Commission, this rebound would leave the European economy, 
at the end of this forecast horizon, about 3% lower than the output level implied by the autumn 2019 
Commission forecast. Lower employment and investment reduce potential output, whereas the record-high 
uncertainty about jobs, incomes and sales, are set to hold back demand for some time.  
The recovery is set to be incomplete, as spending on travel and recreational services will lag behind because 
restrictions affecting these activities may last longer and because the fiscal measures implemented to 
protect employment and workers’ incomes will only limit rather than prevent a drop in household 
purchasing power this year. Moreover, uncertainty about employment and income prospects will likely 
ensure that precautionary savings remain higher than they were before the crisis well after the lockdowns 
have ended. According to the Commission this suggests an only gradual (‘U-shaped’) recovery.  
Uncertainty remains huge, and different assumptions than the ones underpinning the baseline scenario 
would lead to very different projections. According to the Commission, the risks to the forecast are 
extraordinarily large and concentrated on the downside. The pandemic could become more severe and last 
much longer than assumed, requiring more stringent and longer lasting containment measures than 
assumed in this baseline scenario.  
As some of the Member States hit hardest by the virus are also those with the least policy space to respond, 
divergences across Member States could become entrenched if national policy responses are not 
sufficiently coordinated or if there is no strong common response at the EU level. According to the 
Commission, this could distort the internal market and ultimately threaten the stability of the euro area. Due 
to their strong interdependencies, an incomplete recovery in one country would spill over to all the other 
countries and dampen economic growth everywhere. 
Globally, the pandemic period could also trigger more drastic and permanent changes in attitudes towards 
global value chains and international cooperation that would particularly hit open economies such as the 
EU. 
Overall, the Commission stresses that the pandemic’s economic impact is likely to be highly complex and 
widely varied. The economic effects differ with respect to demand and supply factors and with respect to 
the time horizon of their impact. The duration of the effects depends on the duration of the pandemic, but 
also on whether changes to trade policies and globalisation attitudes, consumer behaviour, working 
methods and production chains become permanent. Moreover, debt accumulated during the downturn 
may exert a lasting impact on firms (e.g. bankruptcies), investors risk perception (e.g. debt sustainability 
concerns) and the banking sector (e.g. non-performing loans).  

Some further EGOV reading:  

 
 Public Finances indicators in Euro Area Member States - May 2020 

 
 A comparison of key figures in the 2020 Stability and Convergence Programmes and the 

Commission spring 2020 economic forecast - May 2020 
 

 Selected Euro Area Macroeconomic Indicators - May 2020  

 

https://www.europarl.europa.eu/RegData/etudes/BRIE/2018/624406/IPOL_BRI(2018)624406_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645744/IPOL_BRI(2020)645744_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645744/IPOL_BRI(2020)645744_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/ATAG/2014/528737/IPOL-ECON_DV(2014)528737_EN.pdf
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Focus: The ESM Pandemic Crisis Support Credit Line 

On 9 April 2020, the Eurogroup in inclusive format (with all 
Finance Ministers of the 27 Member States) agreed a new and 
temporary ESM Pandemic Crisis Support (PCS) instrument. The 
PCS is based on the current Enhanced Conditions Credit Line 
(ECCL) and will allow granting precautionary financial assistance 
of up to 2% of the requesting Member State. This credit line can 
be drawn via a loan or a primary market purchase. Assistance is 
available to any Euro Area Member State, to be used for covering 
costs related to direct and indirect healthcare, cure and 
prevention due to the COVID 19 crisis. On 8 May, the Eurogroup 
agreed on the features and standardised terms of the Pandemic 
Crisis Support. 
In accordance with the Eurogroup 9 April report, a Member State 
requiring access to the PCS would remain committed, after the 
covid-19 crisis is over, “to strengthen economic and financial 
fundamentals, consistent with the EU economic and fiscal 
coordination and surveillance frameworks, including any flexibility 
applied by the competent EU institutions”. 

On 9 May, the Commission, in cooperation with the ECB and the 
ESM, published a preliminary assessment of the eligibility criteria 
for all euro area Member States. It concluded that “the economic 
situation in euro area Member States is considered to be 
fundamentally sound” and that all the eligibility criteria are met.  

The Commission has clarified in a letter (dated 7 May) that, in 
accordance with Regulation 472/20131, a Member State 
benefitting of precautionary financial assistance from ESM is 
subject to enhanced surveillance if the credit line is drawn. In the 
letter addressed to the Eurogroup President, the Commission 
stated, in that context, that as ”Member States do not experience, 
nor are threathened, with serious difficulties of an internal origin 
with respect to their financial stability (…) a streamlined reporting 
and monitoring framework is warranted”, in line with Eurogroup 
decisions endorsed by the European Council. Therefore, the 
Commission will “focus its monitoring and reporting requirements 
on the actual use of the PCS funds to cover direct and indirect 
healthcare costs, reflecting the only conditionality attached to the 
credit line.”. 

On 8 May, the ESM Managing Director published a draft proposal referring to several aspects of the PCS, 
including: 

• The template Pandemic Response Plan; 

• The kind of financial assistance available, including the Primary Market Purchase facility, if 
requested; 

• The timing of availability of the credit line and of the disbursements, as well as the funding 
procedures to be followed by the ESM;  

                                                             
1 Regulation (EU) No 472/2013 of 21 May 2013 on the strengthening of economic and budgetary surveillance of Member States in 
the euro area experiencing or threatened with serious difficulties with respect to their financial stability.  

The current ESM guideline on 
precautionary financial assistance 
requires that the following “eligibility 
criteria” be fullfilled by the  requesting 
Member State: 

• Respect of the commitments under 
the Stability and Growth Pact;  

• A sustainable general government 
debt; 

• Respect of the commitments under 
the excessive macroeconomic 
imbalance procedure; 

• A track record of access to 
international capital markets on 
reasonable terms; 

• A sustainable external position; 
and  

• The absence of bank solvency 
problems that would pose systemic 
threats to the stability of the euro 
area banking system.  

Two different precautionary credit lines 
are available in the current ESM toolbox: 
the Precautionary Conditioned Credit 
Line (PCCL) and the ECCL. Access to the 
PCCL is available to a Member State 
complying with the conditions above 
and still have a fundamentally sound 
economic and financial situation. Access 
to an ECCL can be granted to a Member 
State that does not fulfill all the above 
conditions but whose general economic 
and financial situation remains sound. 
An EGOV specific paper presents the 
ESM and its main features, instruments 
and accountability, including its 
preferred creditor status. 

 

https://www.consilium.europa.eu/en/press/press-releases/2020/05/08/eurogroup-statement-on-the-pandemic-crisis-support/
https://www.consilium.europa.eu/en/press/press-releases/2020/04/09/report-on-the-comprehensive-economic-policy-response-to-the-covid-19-pandemic/
https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/eu-financial-assistance/loan-programmes/european-stability-mechanism-esm_en
https://ec.europa.eu/info/sites/info/files/economy-finance/letter_to_peg.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0472&from=EN
https://www.esm.europa.eu/sites/default/files/20200515_-_esm_bog_-_md_proposal_for_financial_assistance_-_draft.pdf
https://www.esm.europa.eu/sites/default/files/esm_guideline_on_precautionary_financial_assistance.pdf
http://www.europarl.europa.eu/RegData/etudes/BRIE/2014/497755/IPOL-ECON_NT(2014)497755_EN.pdf
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• The envisaged maturity of the financial assistance (10 years);  

• The financial conditions: Member States requesting the opening of the PCS credit line will be 
charged at inception an Upfront Service Fee of 25bp, based on 15% of the amount allotted to that 
Member State, and an annual Commitment Fee as part of ESM funding costs. For Member States 
drawing funds on their PCS, additional fees will apply, as follows: a Margin of 10bp accruing on 
outstanding amounts; an upfront Service Fee of 25pb on each disbursement (to be discounted in 
any Upfront Service Fee paid); and an Annual Service Fee of 0,5% accruing day to day on any 
outstanding financial assistance amounts. Fees are in addition to the interest rates accruing on 
financial assistance given by the ESM.  

On 11 May, the Commission published also a template of the  Pandemic Response Plan (corresponding to 
the memorandum of understanding as per Articles 13(3) and 14(2) of the ESM Treaty) with the policy 
measures that the requesting Member State has or will incur and are to be financed through the Pandemic 
Crisis Support. Assessment of compliance will be made on the basis of the commitments detailed in the 
template, in accordance with Eurogroup statement of 8 May. 

It is expected that the ESM Board of Governors adopts the final documents by 15 May, after endorsement by 
the Eurogroup (see ESM explainer).  

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

P. Krugman - The case for permanent stimulus (10 May 2020): 
At this point it’s clear that low rates are the new normal; that is, we’re in an era of secular stagnation. There’s an 
overwhelming case that stimulus take the form of public investment, in both physical and human capital, given low 
interest rates and the clear need for better infrastructure, childhood health and nutrition, and more. But such 
investment can’t be ramped up rapidly. The obvious objection to a policy of permanent stimulus is that it will add to 
public debt — and not that long ago, policymakers were obsessed, or claimed to be obsessed, with the dangers posed 
by high ratios of debt to GDP. But those concerns were misplaced, and a look at the arithmetic of debt in an era of low 
interest rates suggests that permanent stimulus is entirely doable. In the long run, fiscal policy is sustainable if it 
stabilises the ratio of debt to GDP. Because interest rates are below the growth rate, our hypothetical economy can in 
fact stabilise the debt ratio while running persistent primary deficits (deficits not including interest payments.). 

S. Torrejón Pérez, M. Fana, I. González-Vázquez, E. Fernández-Macías -  The asymmetric impact of 
COVID-19 confinement measures on EU labour markets (9 May 2020): 
Our analysis suggests that the impact of the COVID-19 crisis is likely to be concentrated in some countries and, 
generally, on the most vulnerable segments of the working population. Restrictions on economic activity are mainly 
affecting workers with lower wages and worse employment conditions. The impact also appears to be more significant 
for women and young workers. It is important to notice that these segments of the working population are also 
probably the ones with less resources available to face unemployment and sudden income losses. The challenges for 
unemployed people are likely to be quite significant in the short and medium term, since they will have to look for jobs 
in a context of subdued economic activity and employment scarcity. A collective EU response based on pan-European 
emergency mechanisms is being set up to provide support for the countries most in need. The policy response should 
therefore not be limited to the short term, and should include investment policies that provide alternative 
opportunities at a large scale, oriented towards long-term strategic goals such as an ambitious European Green Deal. 

E. Bosio, S. Djankov - Southern European and emerging market firms are under severe distress (6 May 
2020): 
With lockdown measures in place almost worldwide now, cash-flow represents a significant concern for firms across 
multiple sectors. It remains to be seen exactly which types of business will be able to weather the coming storm. This 
column estimates the survival time of nearly 7,000 firms in a dozen Southern European and emerging market 
economies. Under the assumptions that firms have no incoming revenues, the median survival time across industries 
ranges from 8 to 19 weeks. Once collapsed export demand is taken into account, the median survival time falls to 
between 8 and 14 weeks. 

https://ec.europa.eu/info/sites/info/files/economy-finance/2020-05-08_draft_response_plan_for_eg12h50.pdf
https://www.consilium.europa.eu/en/press/press-releases/2020/05/08/eurogroup-statement-on-the-pandemic-crisis-support/
https://www.esm.europa.eu/content/europe-response-corona-crisis
https://voxeu.org/article/case-permanent-stimulus
https://voxeu.org/article/covid-19-lockdown-and-eu-labour-markets
https://voxeu.org/article/covid-19-lockdown-and-eu-labour-markets
https://voxeu.org/article/southern-european-and-emerging-market-firms-are-under-severe-distress
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L. Garicano - Towards a European Reconstruction Fund (5 May 2020): 

The time has come for genuine European spending financed through European borrowing. To this end, Guy 
Verhofstadt and I recently proposed that the Commission issue consolidated annuities (or ‘EU Consols’) to finance a €1 
trillion economic reconstruction package (Verhofstadt and Garicano 2020a, 2020b). Our proposal, in line with the 
European Parliament’s 17 April resolution, would see the money spent (and not lent) along the EU budget's future-
oriented priorities. We propose that to prevent any increases in the financial contributions of member states, the 
additional EU-level (interest) expenses must be paid for with new revenue sources at the EU level. Since then, this 
proposal has been taken up by the Spanish government and is one of the contending landing zones for the 
Reconstruction Fund debate. Under our proposal, the Commission would use its existing powers to borrow in the 
markets and would start issuing annuities when the next long-term EU Budget begins in 2021. The proceeds would 
finance a new European Reconstruction Fund. The spending of the fund would be aligned with the EU budget’s 
priorities, also potentially co-financing EU programmes in lieu of national authorities.  

P. De Grauwe, Y. Ji - Central bankers should not be forward-looking in times of crisis (5 May 2020): 

In times of crisis and extreme uncertainty, forward-looking policymaking becomes difficult. In the midst of the Covid-
19 crisis, major central banks appear to be adopting policies based on current conditions, rather than forecasts. This 
column generalises this observation in a behavioural macroeconomic model which compares forward-looking and 
current-looking monetary policy. Although both approaches perform similarly in normal times, current-looking 
monetary policy performs better in crisis periods. When uncertainty is extreme, prudent central banks should be 
guided by what they observe, and not by unreliable forecasts. Our results generalise an intuition we have when the 
economy experiences great and uncertain volatility. The recent COVID-19 crisis is an example. This crisis is characterised 
by historically large and uncertain disturbances. Under these conditions, no rational central bank would base its 
monetary policy decisions on a forecast of future output and inflation. The future is too uncertain to do this. When 
uncertainty is extreme, prudent central banks will be guided by what they observe, and not by unreliable forecasts. 
There is empirical evidence that central banks actually are often not forward-looking (Taylor and Williams 2010). Our 
model provides the theoretical justification for this.  

C. Hepburn, B. O’Callaghan, N. Stern, J. Stiglitz, D. Zenghelis - Will COVID-19 fiscal recovery packages 
accelerate or retard progress on climate change? (4 May 2020): 

The COVID-19 crisis represents a dramatic shock to the global economy that will affect progress on climate change in 
multifaceted ways. The biggest driver of the long-term impact on climate is through fiscal recovery packages, along 
with possible shifts in power within and across national and international institutions. Green fiscal recovery packages 
can act to decouple economic growth from GHG emissions and reduce existing welfare inequalities that will be 
exacerbated by the pandemic in the short-term and climate change in the long-term. Short-term reductions in GHG 
emissions resulting from lockdowns will themselves have minor long-term effects, unless they facilitate deeper and 
longer term human, business, and institutional changes. Urgent rescue packages have been necessarily ‘colourless’ 
and focused on preserving liquidity, solvency, and livelihoods, but their climate impact is also unlikely to be positive. 
For LMICs, rural support spending is another high-value policy item, with clean R&D investment less vital. National 
governments differ significantly in their economic, social, and environmental priorities, and recovery packages will 
reflect these priorities, with different consequences for the climate. Several other insights emerged from the survey. 
Many climate-positive policies were perceived by our respondents to have high overall desirability; most climate-
negative policies had relatively low desirability. This was true even for climate-positive policies that took more time to 
implement. Long run multipliers of climate-positive policies were found to be high, reflective of strong return on 
investment for government spending. Given the uncertainty in the future waves of the pandemic, flexibility and 
timeliness will also be important considerations. Finally, appropriate policies differ by national context. 

K. Rogoff - The Case for Deeply Negative Interest Rates (4 May 2020):  

Only monetary policy addresses credit throughout the economy. Until inflation and real interest rates rise from the 
grave, only a policy of effective deep negative interest rates, backed up by measures to prevent cash hoarding by 
financial firms, can do the job. A number of important steps are required to make deep negative rates feasible and 
effective. The most important, which no central bank (including the ECB) has yet taken, is to preclude large-scale 
hoarding of cash by financial firms, pension funds, and insurance companies. Various combinations of regulation, a 

https://voxeu.org/article/towards-european-reconstruction-fund
https://voxeu.org/article/central-bankers-should-not-be-forward-looking-times-crisis
https://www.smithschool.ox.ac.uk/publications/wpapers/workingpaper20-02.pdf
https://www.smithschool.ox.ac.uk/publications/wpapers/workingpaper20-02.pdf
https://www.project-syndicate.org/commentary/advanced-economies-need-deeply-negative-interest-rates-by-kenneth-rogoff-2020-05?a_la=english&a_d=5eafd366dcceca4cb0219bad&a_m=&a_a=click&a_s=&a_p=%2Ftopic%2Fthe-covid-19-crisis&a_li=advanced-economies-need-deeply-negative-interest-rates-by-kenneth-rogoff-2020-05&a_pa=topic-commentaries&a_ps=&a_ms=&a_r=
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time-varying fee for large-scale re-deposits of cash at the central bank, and phasing out large-denomination banknotes 
should do the trick. 

C. Alcidi, F. Corti - Will SURE shield EU workers from the Corona crisis? (6 April 2020): 

A key feature of SURE is the focus on short-time work schemes. These are public programmes that allow firms 
experiencing economic difficulties to temporarily reduce, either partially or totally, the hours worked by employees 
while providing them with income, also for the hours not worked, using support from the state or other special funds. 
Although SURE is not an automatic instrument, its centralised management by the Commission should allow for quasi-
immediate support to be given member states experiencing budgetary difficulty implementing national short-time 
work schemes. In this way, it can provide financial relief. The proposed SURE covers all EU member states, not just those 
of the euro area, and it is unconditional; no Memorandum of Understanding needs to be signed by the beneficiary 
member state. The agreement concerns provisions regarding controls and audits that ensure the financing provided 
has been properly used to support short-time work schemes. Another important feature of SURE is that it explicitly 
extends coverage to self-employed workers. The number of self-employed workers in the European Union has 
significantly increased in recent years and in some countries, namely Italy and Spain, they account for more than 15% 
of the total workforce. Given that in these countries ad hoc measures have been adopted to support self-employed 
workers, the scope of SURE is significant. In sum, because money is fungible, SURE is an unconditional loan, potentially 
large, to member states that have in place short-term work schemes. However, three limitations may reduce its impact: 
the duration of the loan, the cost of the loan, and the overall size of the loanable funds. 

 

 

For an overview of some previous EGOV Weekly Picks: 

 The economy and coronavirus - Weekly Picks - 04/05/2020 
 The economy and coronavirus - Weekly Picks - 27/04/2020 
 The economy and coronavirus - Weekly Picks - 15/04/2020 
 The economy and coronavirus - Weekly Picks - 06/04/2020 
 The economy and coronavirus - Weekly Picks - 30/03/2020 

And for some other recent or topical papers by EGOV: 

 EU/EA measures to mitigate the economic, financial and social effects of coronavirus 
 A recipe for a sustainable and legitimate new EU/EA fiscal instrument? 
 The SURE: Main Features 
 What do we know about the BICC today? 
 The proposed amendments to the Treaty establishing the European Stability Mechanism 
 Banking Union: Corona crisis effects - calendar week 17/2020 
 Banking Union: Corona crisis effects - calendar week 15/2020 

 

You may also join EGOV on LinkedIn 

Disclaimer and copyright. The opinions expressed in this document are the sole responsibility of the authors and do not necessarily represent 
the official position of the European Parliament. Reproduction and translation for non-commercial purposes are authorised, provided the 
source is acknowledged and the European Parliament is given prior notice and sent a copy. © European Union, 2020.  
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This document is available on the internet at: www.europarl.europa.eu/supporting-analyses 

 
 

https://www.ceps.eu/will-sure-shield-eu-workers-from-the-corona-crisis/
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645741/IPOL_BRI(2020)645741_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645740/IPOL_BRI(2020)645740_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645736/IPOL_BRI(2020)645736_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645717/IPOL_BRI(2020)645717_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645704/IPOL_BRI(2020)645704_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/IDAN/2020/645723/IPOL_IDA(2020)645723_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645720/IPOL_BRI(2020)645720_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645721/IPOL_BRI(2020)645721_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2019/634359/IPOL_BRI(2019)634359_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/IDAN/2019/634357/IPOL_IDA(2019)634357_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645739/IPOL_BRI(2020)645739_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645719/IPOL_BRI(2020)645719_EN.pdf
https://www.linkedin.com/in/egov-support-unit-640b7a194/
mailto:egov@ep.europa.eu
http://www.europarl.europa.eu/supporting-analyses
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