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Coronavirus has fundamentally altered the econom-

ic and social environment for billions of people 

around the world. The tragedy of this immense hu-

man loss has been compounded by significant eco-

nomic dislocation and severe social strains, arising 

from the required public health restrictions.  

 

The record declines in European economic activity 

evident in Q2 2020 have now stabilised, and an 

uneven economic recovery is underway. However, 

the momentum of this recovery is stalling and is 

dependent on the evolution of the pandemic and the 

public health measures designed to manage its 

spread. The imposition of further restrictions across 

Europe in October 2020 significantly raises the risk 

of a double-dip recession. Economic activities are 

not currently robust enough to be self-sustaining, 

while activity levels in services industries remain 

highly volatile. This is due to low consumer and 

business confidence arising from the uncertainty of 

both the virus’s trajectory and the likely imposition of 

further restrictions in the short term.  

 

The return of “lockdowns” remains firmly on the 

table given the current trajectory of the virus. With 

global GDP still expected to fall by 4.5% in 2020, 

the associated impacts on employment and public 

debt levels will remain of an unprecedented scale in 

the medium term.   

 

 

 

 

The economic response must be long term, 

consistent and adaptable 

 

In this context, the initial forecasts of a widely em-

bedded economic recovery by late 2020 will now not 

occur. Current estimates, even under the most fa-

vourable scenarios, indicate a significant economic 

loss well into 2021. As a result, the broader eco-

nomic response of the EU to the pandemic (with the 

exception of direct healthcare priorities) must now 

focus on a considerably longer time horizon.  Even 

the delivery of a scalable Coronavirus vaccine in 

2021 will not automatically result in a return to pre-

2020 economic norms. For many entire industries, 

such as aviation and tourism, the long-term pro-

spects will remain far from certain. 

 

Point 1:  

Building confidence through policy certainty 

 

In the short term, Europe’s economic environment 

will remain highly uncertain. Deep fluctuations will 

occur based on the latest developments in virus 

circulation (particularly in larger economies), re-

strictions on commercial life, and developments 

surrounding the competing attempts to deliver a 

virus vaccine. Economic sentiment and global finan-

cial markets will exhibit a high degree of instability 

as long as the potential reimposition of more severe 

“lockdown” measures remains possible, or in some 

countries, increasingly likely.   

 

 

https://www.oecd.org/sdd/na/gdp-growth-second-quarter-2020-oecd.htm
https://www.reuters.com/article/us-eurozone-economy-pmi/euro-zone-economic-recovery-in-danger-as-covid-19-resurgence-hits-service-industries-idUSKBN26Q0ZC
https://www.oecd-ilibrary.org/economics/oecd-economic-outlook/volume-2020/issue-1_34ffc900-en;jsessionid=3Rm8cChNujQ42Nz4h7nienza.ip-10-240-5-186
https://oecdecoscope.blog/2020/09/16/coronavirus-living-with-uncertainty/
https://oecdecoscope.blog/2020/09/16/coronavirus-living-with-uncertainty/
https://www.ilo.org/wcmsp5/groups/public/@dgreports/@dcomm/documents/briefingnote/wcms_755910.pdf
https://www.irishtimes.com/business/transport-and-tourism/willie-walsh-hopeful-air-travel-will-recover-by-2023-1.4345683
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To combat this instability, it is necessary for gov-

ernments to build confidence through medium-term 

policy certainty. In this context, the broad extension 

of financial support to protect existing jobs and sup-

port Small and Medium Enterprises (SMEs) should 

be continued until the end of 2021. National Kur-

zarbeit, or short-time working schemes, should con-

tinue to access additional EU financing (through the 

SURE programme), if required.  These supports 

should be gradually tapered and reduced as the 

economic environment improves.  

 

Point 2:  

More targeted and flexible job creation supports 

in 2021 

 

It is important to recognise that irrespective of when 

this pandemic ends, the lasting impact on the jobs 

market will be profound and long-lasting. The Coro-

na crisis has resulted in a generational structural 

shift in many employment sectors.  Many jobs and 

businesses, including some of those currently finan-

cially supported by public funds, will not be viable in 

the post-pandemic environment.  This will be the 

result of changes in how we work, live, use technol-

ogy, and access good and services. 

 

To ensure that public funds are effective in aiding 

this transition to job and business creation in 2021, 

the existing financial supports should become better 

targeted and more focused. Such measures should 

include: 

 

a) A constant focus on assessing the eligi-

bility of workers and companies for fi-

nancial support to better match support 

with actual levels of economic activity; 

 

b) Avoid the abrupt cessation of financial 

supports (especially for employees and 

SMEs) by tapering payments based on 

industry by industry analysis. This 

should result in a differentiated ap-

proach by economic sector; 

 

c) Switch the focus gradually from firm 

support to household support, particu-

larly for those who are most vulnerable 

(e.g. low income, non-permanent work-

ers); 

 

d) Job creation will be central to the eco-

nomic recovery in 2021 and beyond.  

Reducing the administrative and regula-

tory burden for entrepreneurs and busi-

nesses (particularly SMEs) in expanding 

employment in emerging industries 

must become a key element of econom-

ic policy; 

 

e) Utilise the Kurzarbeit framework to ena-

ble workers to combine limited work 

hours with retraining/further education 

while maintaining the majority of their 

income. This could be particularly rele-

vant in sectors which may not recover 

fully from dislocation effects of the pan-

demic; 

 

f) Governments should work together with 

universities, vocational bodies and other 

tertiary education providers to design 

flexible life-long training/educational op-

portunities for workers seeking to gain 

new skills and employment opportuni-

ties. Particular focus should be given to 

the digital, environmental and long-term 

social care sectors given the require-

ments in these areas in the years 

ahead; and  

 

g) Continue to focus on measures to in-

crease labour mobility, both nationally 

and at a cross-border level. In particular, 

enhanced investments in digital tech-

nology are required to increase “digital 

mobility” for workers across EU borders. 

High speed and reliable internet con-

nectivity is a prerequisite for the future 

development of smaller towns and rural 

areas throughout Europe. 

 

Point 3:  

The European Recovery Fund as an investment 

tool, not a short-term political fix 

 

One of the unfortunate side effects of the establish-

ment of the European Recovery Fund (ERF) has 

been its portrayal as a short-term fiscal stimulus to 

help struggling economies. The reality is that the 

ERF’s potential benefits relate more to its financing 

of longer-term structural reforms. Under 25% of the 

https://ec.europa.eu/info/business-economy-euro/economic-and-fiscal-policy-coordination/financial-assistance-eu/funding-mechanisms-and-facilities/sure_en
https://read.oecd-ilibrary.org/economics/oecd-economic-outlook/volume-2020/issue-1_34ffc900-en#page1
https://www.ecb.europa.eu/pub/economic-bulletin/focus/2020/html/ecb.ebbox202006_08~7f90a18630.en.html
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ERF’s resources will reach member states before 

2023, and less than 10% in 2021.  Even these pro-

jected allocations assume that ongoing negotiations 

on the required procedures, priorities, and relation-

ship to rule of law concerns will be successfully 

concluded in the coming weeks.  This is by no 

means guaranteed. 

 

Rather than rushing to meet political pressure for 

quicker action, the ERF must be properly governed, 

have clear objectives, transparent assessment crite-

ria, and significant economic benefits.  The absence 

of any of these elements risks compromising the 

entire ERF concept, eroding trust between EU 

members, and weakening the wider financial infra-

structure of the Eurozone.  A poorly functioning, 

ineffective, or biased ERF will undermine the credi-

bility of working towards deeper financial and single 

market integration. It also risks lumbering Europe’s 

next generation with sizeable financial debts for very 

little in return.  

 

In order to safeguard the integrity of the entire pro-

cess, it is essential that: 

 

a) To maintain credibility, the ERF must be 

subject to meaningful anti-corruption 

and rule of provisions which must be 

agreed at EU level. The European Par-

liament must also have a significant role 

in ensuring the governance and ac-

countability of ERF actions; 

 

b) The ERF should be explicitly recognised 

as an investment tool for achieving 

longer-term growth objectives, and not 

just as a short-term mechanism for fis-

cal expansion; 

 

c) ERF funds should be wholly transparent 

in government accounts, and not treated 

as just another component of wider na-

tional expenditure; 

 

d) ERF disbursements should be focused 

on long standing blockages in member 

states’ structural reform proposals. Ex-

amples should include increasing digi-

talisation (including of public 

administration), modernising education 

systems, and helping attain climate 

change goals. The ERF is not a tool for 

realising the pet projects of national 

governments; and 

 

e) The long-term sustainability of the ERF 

is dependent on the EU having addi-

tional own resources to meet further ex-

penditures in the future.  Currently, 

agreement only exists on introducing a 

single use plastic tax, which will not be 

sufficient to meet future financial com-

mitments.  Disbursement of the ERF 

should not commence until further addi-

tional sources of future revenue have 

been agreed at EU level.   

 

One further issue relating to the future of the ERF 

and the wider EU institutional framework is relevant.  

There is an increasing risk of divergence between 

financial markets (who expect the ERF to lead to 

fuller fiscal union in time) and the political realities 

facing several member states (who view the ERF as 

a “one-time, short-term crisis response measure”). 

In a post-pandemic environment, these divergences 

(if unresolved) will provide a serious point of conten-

tion in how the financial markets interpret the future 

political economy of the EU. 

 

Point 4:  

A unique opportunity to strengthen Europe’s 

banking and financial infrastructure  

 

The Eurozone and Europe’s banking sector have 

remained remarkably stable in 2020 given the se-

vere economic dislocation caused by the ongoing 

pandemic. This reflects the consistent fiscal and 

monetary policy responses of national governments, 

EU institutions, and the ECB. It is also partially at-

tributable to the reforms implemented in the after-

math of the banking and financial crises. 

 

However, the Eurozone (and its banks) remain vul-

nerable to further unforeseen economic shocks. The 

longer-term impacts of the pandemic on banks’ lev-

els of unperforming loans remains uncertain. This 

Corona crisis is a wake-up call that further reforms 

are urgently required, if the Euro is to continue to 

act as the basis of growth and stability in the future.  

The accommodative fiscal and monetary policies 

implemented in 2020 have created a unique oppor-

tunity to strengthen Europe’s banking and financial 

https://www.bruegel.org/2020/09/without-good-governance-the-eu-borrowing-mechanism-to-boost-the-recovery-could-fail/
https://www.ft.com/content/5a749314-89cb-4716-b348-eb0c0880ac39
https://valtioneuvosto.fi/en/-/10616/prime-minister-s-announcement-on-the-multiannual-financial-framework-and-the-recovery-package
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infrastructure.  In this context, the following 

measures should be prioritised: 

 

 

a) Nearly a decade has passed since the 

EU began to reform Europe’s financial 

infrastructure in the midst of the Great 

Recession.  This work remains unfin-

ished.  Of immediate importance is the 

requirement to finally introduce a Euro-

pean Deposit Insurance Scheme (EDIS) 

for depositors across the Euro zone; 

 

b) EDIS must be accompanied by effective 

regulation limiting the exposure of banks 

to sovereign debt of their home country; 

 

c) The European Commission, through 

Commissioner Gentiloni, should imme-

diately restart the process of simplifying 

the EU’s fiscal rules (which was post-

poned early in 2020) with the goal of 

providing a more transparent and easily 

understood framework for the post-

COVID recovery. Simple public expendi-

ture rules accompanied by longer-term 

debt reduction target are one of many 

possible frameworks;  

 

d) The European Commission’s review of 

Eurozone governance must also be for-

ward looking and address the wider po-

litical economy lessons of this virus 

crisis and the introduction of the ERF. In 

particular, a wider variety of potential 

development paths for the Eurozone 

should be considered, including but not 

limited to, a more decentralised mone-

tary union; and 

 

e) Real progress must be made on pursu-

ing a Capital Markets Union that serves 

to develop a cross-border dimension on 

issues such as banking operations, fi-

nancing of companies and insolvency 

frameworks. Such policies would reduce 

concentration of risk in national markets. 

 

 

 

 

Point 5:   

Ensuring a recovery where everybody belongs 

 

Current estimates show that the Corona crisis is 

having significant negative impacts on global pov-

erty levels. Although heavily concentrated in South 

Asia and Sub-Saharan Africa, the prolonged nature 

of economic restrictions is also having considerable 

socio-economic effects in Europe. Lockdowns dis-

proportionally affect temporary and part time work-

ers, the majority of which are female. Lockdowns 

also impact more negatively on those with lower 

levels of educational attainment as there is a strong 

positive relationship between the level of education 

and the capacity to work under workplace re-

strictions (i.e. telework).  

 

Although the ECB and others have highlighted the 

rapid rise in household savings in 2020, this gener-

alised approach ignores the weakened financial 

status of many low income and non-permanent 

workers. Data indicates that those employed in the 

retail and tourism sectors are particularly vulnerable 

as they tend to have less than one month’s income 

as a financial buffer. In most EU countries, more 

than half of households have liquid savings worth 

less than two months’ income.  This is a modern 

“precariat” where employment no longer guarantees 

financial stability. 

 

In this context, it is important that the job creation 

supports that emerge over the course of 2021 (as 

identified in Point 2 of this plan) retain a strong fo-

cus on those in non-permanent employment. Partic-

ular additional measures will be required to allow for 

re-education and retraining opportunities for those 

workers seeking to upskill or change careers. The 

wider social impacts of the pandemic – including 

providing additional support for the increased risk of 

psychological problems, domestic violence, and 

abuse cases – should be prioritised.  

 

Point 6:  

Repairing public finances is a marathon, not a 

sprint 

 

The Corona crisis is having a very serious impact on 

public finances across the globe. Current projec-

tions (made before the increased restrictions im-

posed across Europe in October 2020) indicate that 

gross public debt for all states will rise considerably 

https://voxeu.org/article/economic-case-expenditure-rule-europe
https://martenscentre.eu/publications/creating-decentralised-eurozone
http://pubdocs.worldbank.org/en/461601591649316722/Projected-poverty-impacts-of-COVID-19.pdf
https://voxeu.org/article/inequality-and-poverty-effects-lockdown-europe
https://www.ecb.europa.eu/pub/economic-bulletin/focus/2020/html/ecb.ebbox202006_05~d36f12a192.en.html
https://ec.europa.eu/jrc/sites/jrcsh/files/jrc120733_financial_buffers_of_households_in_the_wake_of_the_covid-19_crisis.pdf
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in the medium term. The Eurozone’s debt-to-GDP 

ratio is forecast to exceed 100% in 2020 (up from 

84% in 2019) with a budget deficit estimated at 

8.9% of GDP (compared to 6.6% in 2010).  US debt 

will near 150% of its GDP by 2021.  

 

The scale of this fiscal deterioration has been so 

dramatic as to endanger a necessary debate about 

the timing of measures to restore fiscal balance. 

However, the prolonged nature of this pandemic 

indicates that exceptional levels of public spending 

will be required until 2021, possibly 2022 (even un-

der a best-case scenario). 

 

In this context, it is important to understand that the 

process of public debt stabilisation (and reduction) 

will be a longer-term process.  The lessons of Ja-

pan’s experience over the past decade highlight the 

dangers of reducing government spending or raising 

taxes precipitously in an uncertain economic envi-

ronment.   

 

The IMF and the World Bank, among others, have 

explicitly argued for a continuation of fiscal stimulus 

to safeguard against a more permanent economic 

scarring.  The argument is not that deficits do not 

matter (which they do), but that in the words of the 

economic historian (and World Bank Chief Econo-

mist) Carmen Reinhardt “first you worry about 

fighting the war, then you figure out how to pay for 

it.” 

 

In this context, the following recommendations are 

relevant: 

 

a) The existing suspension of EU level fis-

cal rules to 2022 should be supported; 

 

b) As set out in Point 4, the European 

Commission, through Commissioner 

Gentiloni, should immediately restart the 

process of simplifying the EU’s fiscal 

rules (which was postponed due to the 

pandemic) with the goal of providing a 

more transparent and easily understood 

framework for the post-COVID recovery; 

 

c) Economic growth must become the 

principal mechanism for reducing debt 

burdens in the medium term. A growth-

induced debt reduction programme, un-

derpinned by a commitment to a credi-

ble (and simplified) EU fiscal framework, 

could significantly cut debt relative to 

GDP. Belgium’s debt reduction strategy 

in the 1990s provides an interesting 

template for further analysis. 

 

d) As noted in Point 3, the European Re-

covery Fund must be correctly utilised 

as a longer-term tool for necessary pub-

lic investments in areas such as digitali-

sation, combatting climate change, and 

modernising education systems. Politi-

cal pressure for quicker action should 

not compromise the importance of nec-

essary oversight and governance 

measures;  

 

e) Rather than developing short term plans 

for debt reduction, members states (and 

the EU) should focus on reviving eco-

nomic growth that will enable interest 

rates to rise above zero. Subsequent 

debt reduction strategies can then be 

based on a much more robust baseline 

of economic activity; and 

 

f) The Corona crisis has shown clearly 

that the budgetary principle of creating 

fiscal buffers during periods of economic 

growth to facilitate additional spending 

in times of crisis is sound. It must be-

come the vital underpinning of a future, 

normalised fiscal framework, as it allows 

greater fiscal space to counter unfore-

seen shocks without causing immediate 

debt pressures from the financial mar-

kets. 
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https://www.imf.org/en/Publications/WEO/Issues/2020/06/24/WEOUpdateJune2020
https://www.ft.com/content/5579361f-5aac-4cd3-9e93-190fffdc0baf
https://www.ft.com/content/9f4b1656-95a2-41e0-9c86-70f5b063796d
https://www.afr.com/policy/economy/global-economy-the-burial-of-austerity-20201018-p5667c
https://www.bruegel.org/wp-content/uploads/2018/09/PC-15_20183.pdf
https://ec.europa.eu/info/sites/info/files/communication-europe-moment-repair-prepare-next-generation.pdf
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