
 The Great Recession
and the Pandemic

Negative economic consequences on GDP and employment have

derived in the last fifteen years or so from two types of recessions,

one tied to the financial crisis and the other, more recently, to the

pandemic. We will deal with both in the following sections of this

chapter, starting from their determinants and then going to their

effects and some possible solutions.

.   

1.1.1 Previous Financial Crises of a Speculative Nature
until the 2000s

A premise is indispensable referring to the nature of the Great

Recession – and in effect to other previous crises. In this chapter we

first deal with a crisis of an essentially financial origin or nature, not

being the result of a purely cyclical fluctuation of the real economy,

that is, of the economy directly tied to production of goods. The latter

are in fact intrinsic to the capitalist development, which does not

proceed in a linear manner, but, precisely, through cyclical fluctu-

ations. In fact, it is normal that firms producing for the market can be

mistaken in their production plans, producing more than can be

absorbed by the market (thus leading to supply exceeding demand),

which leads to a fall in prices, production and employment. By con-

trast, firms can produce less than demanded by the market, thus

leading to price rises. If this happens for important sectors of the

economy or, in any case, for more firms at the same time – due to

euphoria or pessimism – a crisis, respectively, of over- or under-

production can arise. The nature of the crisis due to the pandemic is
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more complex and, from some points of view, similar to a typical

capitalist crisis, even if originating from an exogenous shock.

As to financial crises, their history is very long and can be traced

back to the ‘Tulip Mania’, which hit the Netherlands when this

country began growing tulips, after having imported them from

Turkey. Practically, contracts were devised for these flowers that

can be considered the forerunners of the current futures.1 Bulbs were

bought together with flowers for the value guaranteed by the flowers

that would originate from them. The peak of speculation took place at

the turn of 1636–1637. Within two to three months the price of bulbs

rose by fifteen times and more, until an auction of bulbs went

deserted, originating a wave of panic, which resized the value of bulbs,

leading it more or less to the initial one.

After this crisis, forerunner of financial crises, other crises took

place in the subsequent centuries. Notable are those of 1792 and 1825,

linked to bank positions and speculative activities, but the first crisis

of a truly big dimension was that begun in Vienna in 1873, called the

Great Depression, whose roots were sales of shares as a consequence

of a wave of panic.2

At the end of October 1929, instead, the Great Crisis erupted in

the USA. This financial crisis was grafted on to a good trend that the

economy had shown throughout the 1920s, due also to the numerous

innovations introduced in those years or in previous decades. The

crisis derived from the development of financial instruments and

the role played by the stock market. Expectations of a further real

growth, possibly at higher rates, were largely diffused and stimulated a

1 These are forward contracts that are drafted with standard rules so that they can be
traded easily on the stock exchange. With them you undertake to make a deferred
purchase at a predetermined price.

2 It may be important to realise with Minsky that purely financial crises ‘do not rely
upon exogenous shocks to generate business cycles of varying severity’ (Minsky,
1992: 9). Minsky’s financial instability hypothesis holds that capitalist economies
exhibit inflations and debt deflations having the potential to spin out of control:
‘[T]he economic system’s reactions to a movement of the economy amplify the
movement–inflation feeds upon inflation and debt-deflation feeds upon debt-
deflation’ (Minsky, 1992: 2).
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stock market speculation, starting from 1922. In the next seven years,

the average index of stock values had grown by about six times and

stock ownership, direct or indirect (through investment trusts, fore-

runners of today’s mutual funds3) had largely diffused, based on the

expectation of strong earnings in the value of stocks due to the

economic growth.

At the end of October 1929 with Wall Street’s Black Thursday

(October 24), euphoria was followed by panic and a series of falls in

equity values of the order of magnitude of 40% in a month’s time,

with uncontrolled sales of shares. Obviously, the nature of the circuit

that hadmade the boom possible could not limit the effects of panic to

the stock market. The banks themselves, which were at the origin of

the financial chain, were involved in the wave of panic. The fear of

insolvency in relation to credits granted involved depositors, causing

them to fear the insolvency of the banks themselves and triggering a

bank run. As a consequence of this, in 1930 the large Bank of the

United States bankrupted, followed by other banks (almost 10,000

from 1930 to 1933) of all sizes, with a loss for depositors of about

20%. From the financial sector the crisis moved to the real one,

influencing first the prices of primary products and then the level of

industrial production. Both collapsed. The prices of raw materials

dropped to a variable extent from 40% to 60%.

The solution that was initially taken was support, through

customs protection, of the non-agricultural raw materials and indus-

try. However, foreign countries replied to these measures with similar

measures, resulting in a general reduction of demand and, then, of

production, income and employment in advanced countries.

Unemployment rose to levels never seen before, touching values

equal to 25% in the USA. The price collapse also determined a rise

in the values of debt in real terms (i.e., in terms of ability to purchase

3 These are a pool of money collected from many investors and used to invest in
various types of securities (stocks, bonds and/or other assets).
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goods),4 thus creating further difficulties for firms, which are usually

operators for whom debts incurred in order to make investments

exceed credits.

The first financial crisis of the period after World War II has to

do with the continuous US balance-of-payments5 deficits, which

undermined other countries’ confidence in the convertibility of the

dollar into gold. Therefore, on 15 August 1971, US President Nixon

was compelled to declare inconvertibility of the dollar into gold,

ending the system in place since 1945, with the convertibility rate

of US$35 per ounce. This decision determined a long period of

instability in the currency markets, with the devaluation of the dollar

with respect to other currencies in the following years, the rise in the

margins of fluctuations of exchange rates and the passage to a system

of flexible exchange rates.

Despite the significant tensions that emerged during the period

under review and the absence of a well-thought-out and substantial

reform, the system of international payments has been able to operate

without further traumatic ruptures since that of August 1971, except

that for the crisis of the European Monetary System (EMS)6 in the

early nineties, which hit some European countries, and those of some

4 More generally, the expression ‘real terms’ refers to a value derived from a nominal
value (i.e., expressed in the current value of the money) that has been adjusted to take
into account the effects of inflation. If, e.g., one’s wage has increased from 100 to 110,
i.e., by 10%, and prices have risen by 5% in the same period of time, i.e., have
increased from 100 to 105, one can say that the value of the new wage in real terms is
110/105 = 1.0476, i.e., while nominal wages have risen by 10% at current prices, they
have risen by only 4.76% in terms of purchasing power. If, instead, prices have
increased by 15%, the new wage in real terms is 110/115 = 0.9565 (at constant prices
the wage has reduced by almost 4.35%).

5 The balance of payments records the economic transactions between residents and
non-residents of a country. It is made up of two parts. The first, also known as
current account, basically includes exports and imports of goods, including services.
The second part is called the capital account. The algebraic sum of the balance of the
two accounts gives the change in official reserves, which is shown in balance in the
capital account.

6 The EMS, which entered into force in 1979, was a monetary agreement between the
member countries of the then–European Economic Community which ceased to
exist on 31 December 1998 with the creation of the EMU. The system tended to
maintain a fixed exchange rate parity (within the limits of � 2.25% or � 6% for Italy
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South East Asian countries, Russia and some emerging countries,

including Argentina, since 1997.7

1.1.2 The Great Recession

The determinants and the evolution of the financial crisis in the USA

are well known.8 In Europe, it appeared initially in forms similar to

the American ones, but they soon took on a very different guise. This

was due first to the different type of financial system, lacking control,

supervision and rescue instruments common to the whole EMU, also

called Eurozone (EZ) or Euroarea (EA), even if also in the USA deregu-

lation had dismantled the centralized control on the financial system.

An additional role was played by the specific financial imbalances

that appeared in the EMU as a consequence of the formation of a

monetary area. As mentioned, the accumulation of private debt in

some countries (in particular the PIIGS countries, i.e., Portugal,

Ireland, Italy, Greece and Spain, which constitute the so-called per-

ipheral countries of the EMU) was inherent in the modalities of the

common institutions, which caused macroeconomic imbalances.

The pre-existing imbalances became more intense when

Germany decided to deal with the difficulties of a mature economy

and the unification with the Eastern Lander by adopting a growth

model driven by exports, supported by a real devaluation and a careful

remodelling of its productive role and specialisation, especially with

respect to Eastern European countries. There was freedom in capital

movements and deregulation of the financial sector, as in the USA,

but within a framework of asymmetrical structures of the different

and a few other countries). The currency turmoil of 1992 led to the exit of Great
Britain and Italy and the revision of the agreement.

7 Argentina has experienced a crisis also since 2018.
8 The main components were: high levels of speculative bubbles for stocks and real
estate, stemming in part from US housing policy; a mix of high lending and
borrowing; extensive bankruptcies of financial institutions that do not accept time
deposits; malfunctions in the system of corporate governance, i.e., for regulation of
companies, particularly with respect to oversight of directors’ activities; systematic
violations of accountability and ethics in the financial sector; deregulation of the
financial sector; and unpreparedness of policymakers and regulators for the crisis.
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European countries, market rigidity and imbalances in the current

account and public finance.

Finally, the EMU lacked the support of common active policies,

in particular fiscal policies. After about 2005, the ‘peripheral’ coun-

tries began to run current account deficits also9 with countries out-

side the EMU (China, Central and Eastern European countries) as

well, due to trade liberalisation and the appreciation of the euro.

These deficits were also filled by capital account surpluses with the

‘core’ EMU countries.

In the USA, instability had begun in 2007 and soon turned into a

deep crisis in terms of the main macroeconomic indicators. It also

immediately affected Europe, where it led to a long and deep reces-

sion, the Great Recession, as the reduction in levels of economic

activity that began in 2008–2009 is known. In 2009, GDP fell by

3.1% in the USA and 4.4% in the EZ. Initially, the shock that hit

Europe was symmetrical, involving practically all EMU countries, not

just the peripheral ones. However, it became asymmetrical after the

announcement in 2009 of false government statements about the

state of Greek public finances and the solution given to Greek debt

the following year.10

The solution – with the transfer of the exposures of the Greek

banks to the EU and the IMF11 – freed, on the one hand, the French,

German and Italian banks from bad debts towards Greece (respect-

ively for 60, 30 and 10 billion euros) and, on the other hand, the

respective governments that would have had to cope with the crisis

resulting from the insolvency of their banks. Greece was required to

implement repeated budget restrictions and wage cuts for civil ser-

vants, together with liberalisation, privatisation and other structural

9 They had continuously run current account deficits vis-à-vis core countries
after 1999.

10 The newly elected government announced that the deficit/GDP ratio for 2009 was
approximately 15%, as opposed to the 6% announced by the previous government.

11 This is the International Monetary Fund, an organisation founded in 1944 in Bretton
Woods that aims to facilitate cooperation in the currency field. We will deal with it
extensively in Section 4.3.1.
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adjustments. This country received credits amounting to 110 billion

euros over three years from the European Financial Stabilisation

Mechanism (EFSM).12

When the financial crisis triggered by the Anglo-Saxon coun-

tries caused panic in the European financial system and affected the

peripheral countries, capital returned to their countries of origin. The

banks found themselves in difficulty and the states had to intervene

with loans, which burdened the public debt and in turn threatened a

sovereign debt crisis. More recently, this debt has been absorbed in

part by the banks, causing problems for them as well and then again

for the public debt.

Therefore, in addition to the private debt problem – and to a

large extent as an effect of the public measures implemented to deal

with it – a public debt problem arose in peripheral countries. The

sovereign debts of these countries were hit by speculation and a ‘flight

to quality’ by financial institutions. The spreads13 between the inter-

est rates paid on them and those on German Bunds –which had fallen

to almost zero after entry into EMU – grew to unsustainable levels.

Markets misjudged the risks. Until 2007, they were dominated

by overly optimistic forecasts that underestimated risks, as can be

seen in Figure 1. Instead, after the first signs of the crisis they sud-

denly assumed pessimistic attitudes. There was thus a pendulum

swing from a ‘flight to risk’ to a ‘flight to safety’ (De Grauwe and

Moesen, 2009). In particular, Figure 1 shows that, especially in the

first months of the Greek crisis, the spread on Greek ten-year govern-

ment bonds over German rates (indicated by the line with the greatest

increase, above that of Portugal) rose to incredible levels, raising their

12 This Mechanism acquired funds from the financial markets guaranteed by the EU
budget. As of 2012 it was replaced by the ESM, which will be discussed below.

13 Spread is the yield differential between two securities (shares, bonds, government
bonds) of the same type and duration. Normally, the yield of Italian bonds and of
those of other governments in the EMU are compared with that of the Bunds issued
by the German state (Bundesanleihe), considered fully solvent, and thus the spread
indicates the higher yield of Italian bonds attributable to the risk of insolvency of
that state.
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interest rate to around 35% in April 2012, reducing immediately

thereafter, also as a result of the Outright Monetary Transactions

(OMT).14 The solution given to the crisis hit the Greek economy,

causing it to fall into a depressive spiral, as had been predicted by a

few analysts many years before.

The governments of the other countries also reduced public

spending and raised taxes in an attempt to increase market confidence

and to comply with European regulations. Thus, in a short time

practically the entire EMU economy plunged back into recession. In

light of this, the rules dictated by the EU appear to be self-destructive,

also because they do not take into account the values of the

multipliers. The core countries also suffered from this policy. In fact,

their exports to other EMU countries declined. Meanwhile, the US

economy had largely recovered.
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14 OMTs were the operations carried out by the ECB to purchase short-term
government bonds issued by countries in serious and overt difficulty, following
Draghi’s famous speech in 2012 in which the ECB president declared that he would
do ‘whatever it takes’ to save the euro.
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As can be seen from Table 1, in the six (nine) years after 2010

(2007), the EMU GDP grew at a rate of 0.9 (0.4)%, compared to 2.2

(1.3)% growth in the USA. Its unemployment rate in 2016 was -4.7

(+1.6) percentage point (p.p.) higher than in 2010 (2007), while the

EMU unemployment rate grew by 0.5 (2.0) p.p. over the same period.

The US inflation rate (1.6%) was higher than in the EMU (1.4 and

1.2%) for the entire period and particularly in the second, but this is

largely due to the deflation that hit the EZ until 2014.15

The different performance in terms of unemployment and infla-

tion, however, demonstrates a higher inflationary bias of the USA that

in part stems from the relative interdependence between the Fed

(i.e., Federal Reserve) and the US government.

The following section deals with one of the determinants of the

financial crisis, the deregulation of the financial sector. Section 1.3

studies the dynamics of the crisis in its two components, the one of

private debt and that of public debt.

Table 1.Comparison of growth, unemployment and inflation, 2007–2016,
EMU, USA

2007-16 2010-16

Variable/Data EMU USA EMU USA

Annual growth (%) 0.4 1.3 0.9 2.2
Unemployment r. (differences in p. p.) * 2.0 0.2 �0.5 �4.9
Inflation rate (%)** 1.4 1.6 1.2 1.6

Source: OECD 2020a
* Change in the unemployment rate refers to EU 16, rather than EZ
** The inflation rate is measured through the CPI, i.e., the Consumer
Price Index.

15 In the tables and figures presented in this chapter, the time references are often not
to the most recent years for which data are available, but to the years even a little
earlier. In fact, these data are more significant, in that they highlight the more
violent impact of the crisis, which instead in more recent years is
somewhat muffled.
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1.2.1 Financial Deregulation

As with the USA, a central role for the EZ was played by the substan-

tial deregulation of the financial sector and the disorganisation of the

residual supervisory system. The financial sector had been signifi-

cantly influenced by the Single Market, which played a decisive role

on international trade in services in the European Community first

and then in the EU, even more so than for other goods. In addition to

currency controls, the barriers were (and to a lesser extent still are)

mainly represented by the various regulatory systems adopted by

member countries. In the field of financial services, these systems,

justified by the need to safeguard systemic stability, certainly imposed

different restrictions and rules from country to country, thereby seg-

menting individual national markets. However, they were not

replaced by an appropriate regulation at the EU level.

The Community and the EU sought to reduce the existing

barriers between the various financial markets, with a series of inter-

ventions, principally: (1) complete liberalisation of capital move-

ments, as envisaged by the Delors Report of 1989; (2) harmonisation

of some crucial parts of financial legislation, including the adoption of

the universal bank model and minimum requirements and ratios

between equity and assets (i.e., leverage16 and, in the long run, solv-

ency ratio); (3) automatic mutual recognition by other countries of the

financial institutions (banks or investment companies) authorized to

operate in an EU member country (single banking license); (4) home

country supervision of all activities of a bank, including those of its

foreign subsidiaries, with little EU regulation or supervision. Only

after 2014 were partial regulation and supervisory powers introduced

for the largest banks by the ECB, with a relatively small bailout fund

16 Leverage or financial leverage is the ability to mobilise credit offered by the
availability of a certain equity capital, which increases the availability of external
financial means for investment purposes.
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(the ESM, i.e., the so-called Bailout Fund); (5) introduction of a system

(called TARGET) that allows banking systems in the centre to finance

peripheral countries for their balance of payments deficits, making it

possible to avoid the onset of a crisis when capital inflows no longer

offset current account deficits, as happened in 2009–2010.

1.2.2 The Functioning of TARGET
and the Resulting Problems

In order to understand this last point and also to provide a picture of

the imbalances that have emerged between the various EU member

countries, it is appropriate to briefly indicate the trends of their

balances of payments. In practice, as we have said, until the outbreak

of the crisis there were current account surpluses in the core countries

and deficits in the peripheral countries. These surpluses resulted from

the lower price dynamics in the countries of the first group, caused by

a cut in wages. On the other hand, peripheral countries had the

advantage of borrowing abroad precisely because – at the same nom-

inal interest rate (given the free movement of capital) – they experi-

enced higher inflation and therefore paid a lower real interest rate.

This contributed to the creation of speculative bubbles, particularly

for real estate, which reinforced the inflationary trend.

With the crisis that started in 2007–2008, investors from core

countries feared the insolvency of peripheral countries and withdrew

their loans to banks or states in these countries. The overall deficit

that was created – in addition to the current account balance, as was

the case before – also on the capital movements side was financed

through the TARGET system. Banks in peripheral countries that were

faced with a liquidity crisis due to liquidation and repayment of

claims by other banks or creditors in core countries could turn to

their central bank on behalf of the European Central Bank for credit,

which actually happened from 2009 to 2010. The opposite was the

case for banks in the core countries, whose liquidity was absorbed by

their central bank. In this way the banking systems of the centre

through the ECB financed the peripheral countries for their balance-

.  : ’     
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of-payments deficits, making it possible to avoid the onset of a crisis

when capital inflows no longer compensated for current account

deficits, as was the case starting in 2009–2010 (see Figure 2).

.        

The EZ crisis is usually characterized by the dynamics of public debt

in certain countries, particularly the peripheral ones. This character-

isation should be corrected or completed for several reasons.

First of all, the imbalances considered in Sub-section 1.1.2 ori-

ginated to some extent before the creation of the EZ, although they

later increased in some countries, due both to errors of approach in the

EZ institutional framework and the inaction of national and European

policymakers. In addition, some imbalances were inevitably symmet-

rical: deficits in some countries corresponded to surpluses in others,

  TARGET balances, total liquidity needs and excess liquidity
(Source: Eisenschmidt et al., 2017)
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even within the EZ. However, the burden of adjustment fell largely on

the deficit countries. Third, imbalances in private debt were more

important than those in public debt (especially at the time of the US

financial crisis) and, to a large extent, the pre-existence of the former

gave rise to the latter (a ‘transformation’ problem, as we shall see). In

turn, the public debt crisis generated a new private debt crisis, as in a

‘diabolical loop’. Fourth, the fundamental determinants of the crisis of

European private debt were often different from those that had trig-

gered the financial crisis in the USA, stemming from countries’ bal-

ance of payments imbalances in a situation of incomplete economic

union. Finally, the American financial crisis only served as a trigger

for the specific European crisis. To understand the reasons for this, it

is necessary to analyse the causes, dynamics and effects of the

crisis, in terms not only of the complex links between private and

public debt, but also of the characteristics of the growth process in

the EMU.

Let us analyse the formation of the debt crisis in Europe, also as

an effect of the characters assumed by growth in different countries.

We show that the public debt crisis was essentially a consequence of

the private debt crisis and then of how the policies decided by the

Union concurred to translate the debt crisis into a depression

(Acocella, 2015). Under Section 1.3.1 below we show the relevance

of the direction of capital flows before and after 2007. Under 1.3.2 we

examine the progression of public deficit and debt.

1.3.1 The Trend in the Direction of Capital Movements
before 2007 and Its Reversal

One source of the debt problem in Europe is strictly related to the US

financial crisis. As mentioned above, the European crisis was triggered

by the American one, but it germinated and developed in very differ-

ent forms. Many European financial institutions – especially Irish and

British – had invested in American Certificates of Deposit (CDs) for a

total of around one-third of Asset Backed Securities (ABS) and were

therefore exposed to the same risks as American banks. Indeed, they

.         
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suffered even greater total losses (50%) from the end of 2007 to the

end of 2008.

Another source of the debt problem in the EMU has to do with

its institutions. With the monetary union, exchange rates became

(irrevocably) fixed and the markets, perhaps too optimistically,

ceased to perceive country risks, resulting in the near cancellation

of spreads, despite the permanent divergence of inflation rates. The

result was to produce low (or even negative) real interest rates in the

periphery. The free movement of capital and the common monetary

policy triggered a process of financial transfers from the centre to the

periphery. Loans granted to the periphery rose to very high values,

even higher than GDP, and were used for speculative operations in

the real estate and stock markets and to underwrite public debt

securities, overheating the sectors concerned, with speculative

bubbles and a modest stimulation to income growth. On the other

hand, it was convenient for core countries to lend to peripheral

countries, because the real interest rate, calculated by deflating the

common nominal interest rate by the lower price index of those

countries, was higher.

Expectations of high real income growth deriving from bubbles

and increased consumption convinced people of the sustainability of

debt and made weak and uncertain the signals about imbalances, not

only for citizens, but also for banks and policymakers. The analytical

work of leading economists helped to induce people not to care about

current account imbalances.

A lack of financial regulation in the EMU allowed the bubbles to

grow. Their burst, threatening the entire Europeanfinancial system, as

we shall see in a moment, required the intervention of governments to

rescue financial intermediaries and, thus, a rise in public deficits. And

the absence, once again, of EMU policies forced individual countries to

solve the problems on their own, despite the deflationary effects on the

entire area that would have resulted from restrictive national policies.

SomePIIGS countries actually implementedfiscal policies of this kind,

while others preferred to maintain their previous position, resorting to
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questionable measures to increase labour market flexibility. Greece

did not change any of its policies, with the consequences we know.

However, inflation differentials with Germany for all PIIGS countries

did not diminish, due to the previous wage reduction implemented by

this country in 2003–2004. Appropriate wage policies set at the level of

the EMU would have prevented the virulent onset of the crisis and,

above all, its subsequent evolution.

From the end of 2007 capital stopped flowing into the PIIGS

countries and from 2009 returned to the countries of origin, with a

reduction in the leverage of banks and companies and the need for

public intervention.

1.3.2 The Public Debt

Thus, in order to avoid bank failures, public debt replaced private

foreign debt. Before 2007, it had been reduced throughout the EZ,

with the exception of France, Germany, Greece, Portugal and the

UK. And, as mentioned above, there were no signs of significant

tensions in its development. The major difference between the core

and the periphery lies in the fact that the former had shaped the

economy in such a way as to make it more resistant to the crisis.

For this reason, in particular, the public accounts were not overbur-

dened by the need to counteract the shock. The sovereign debt situ-

ation after the crisis was heavier for the peripheral countries in

particular, but also to some extent for the others (Tables 2 and 3).

The major causes of the sovereign debt crisis are to be found in

the sequence of the following factors: (1) a marked increase in the

sensitivity of financial markets to fundamentals17 and contagion

17 This term refers to the main characteristics of an economic system, which determine
its performance at least in the medium term, beyond the effects of temporary shocks.
From the macroeconomic point of view, they refer to the level of production factors
that determine potential output and to the variables that influence consumption and
economic growth, such as employment and unemployment rates, household
disposable income, company profits and demographic factors.
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Table 2. Government budget balance/GDP (%), various years
from 1999 to 2020, various EU countries

GEO/TIME 1999 2007 2013 2016 2019 2020

UE 28 (27 since 2020) �1.4 �0.5 �2.9 �1.4 �0.5 6.9
EZ 19 �1.5 �0.6 �3.0 �1.5 �0.6 7.2
Germany �1.7 0.3 0.0 1.2 1.5 4.2
Ireland 3.5 0.3 �6.2 �0.7 0.5 5.0
Greece �5.8 �6.7 �13.2 0.5 1.5 9.7
Spain �1.2 1.9 �7.0 �4.3 �2.9 11.0
France �1.6 �2.6 �4.1 �3.6 �3.0 9.2
Italy �1.8 �1.3 �2.9 �2.4 �1.6 9.5
Portugal �3.0 �2.9 �5.1 �1.9 �0.1 5.7
UK 0.6 �2.6 �5.5 �3.3 �2.3 n. a.

Source: Eurostat

Table 3. Government debt/GDP (%), various years from 1999 to 2020,
various EU countries

GEO/TIME 1999 2007 2013 2016 2019 2020

UE 28 (27 since 2020) n.d. 57.5 86.3 83.8 79.2 90.7
EZ 19 70.7 65.0 92.6 90.1 84.0 98.0
Germany 60.0 63.7 78.7 69.3 59.6 70.0
Ireland 46.6 23.9 119.9 74.1 57.4 59.5
Greece 98.9 103.1 178.4 180.8 180.5 205.6
Spain 60.9 35.6 95.8 99.2 95.5 120.0
France 60.5 64.5 93.4 98.0 98.1 115.7
Italy 109.7 99.8 132.5 134.8 134.7 155.8
Portugal 51.0 68.4 131.4 131.5 117.2 133.6
UK 39.9 41.9 84.2 86.8 85.4 n. a.

Source: Eurostat
Note: Data for 1999 and 2007 are not strictly comparable with others
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followed by a ‘wake-up call’ among peripheral countries, absent before

the crisis, when markets did not fully reflect fundamentals, for

example, in terms of interest rates, which were not particularly high

due to high country risk; (2) as a consequence of this, a return of

capital to their home countries; (3) a significant increase in public

deficits and debt in peripheral countries due to the need to bail

out troubled banks; (4) a ‘herd’ effect18 (which occurs when lenders

follow the behaviour of operators considered more informed) that

transmits the increase in sovereign debt risk between markets in

PIIGS countries; (5) the transmission of contagion between different

fiscal positions in peripheral countries; and (6) the diversification of

contagion effects across countries, as some of these were hit more

than others.

Over time, the ratios of public deficit or debt to GDP depended

on the reactions of governments to the private debt crisis, in particu-

lar due to the operation of two factors: the public bailout of banks in

difficulty and the deflationary policies adopted by all EMU countries

since 2010. The former (albeit in various forms and size) was almost

generalised, with public commitments for capital increases and guar-

antees on debts varying from country to country from 20% to 300%

and more. The latter derived in part from deleveraging (i.e., a reduc-

tion in the leverage) of banks and companies – which reduced invest-

ment – and, in addition, from the reduction of the public deficit,

tending to lower its ratio to GDP, which, however, also negatively

affected the denominator. The absence of a common European fiscal

policy and the EMU obligations to implement a ‘healthy’ fiscal policy

18 This effect is linked to Keynes’s ‘beauty contest’, according to which in choosing
the most beautiful face in a competition in which those who had chosen the one
they liked the most could have won a prize, instead of expressing their own personal
judgement on the beauty of the competitors, people followed the strategy of trying
to evaluate the most beautiful face according to the perception of beauty of the
majority of the participants in the competition, thus following a second-order
reasoning. But it is obviously possible to follow this path further, even arriving at
reasoning of a higher order.
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by each government, especially in peripheral countries, implied the

‘fallacy of composition’ and the ‘savings paradox‘ accentuating the

deflationary impulse.

The crisis had at least two negative consequences for credit.

One consisted in its rationing. The other was the significant increase

in the cost of credit in all peripheral countries – according to Neri

(2013) on average by an order of magnitude from 60 to 130 basis

points,19 depending on the type of loans, at the end of 2011 – com-

pared to the period in which spreads had remained constant (April

2010). The negative effects of the sovereign debt crisis also manifested

themselves in the countries of the centre, with a reduction in eco-

nomic activity and an increase in unemployment, due to trade links

and the effects of this on market confidence.

Some economists believe that these negative effects could have

been avoided with a stricter SGP (Stability and Growth Pact)20 and a

credible no-bail-out clause. In reality, on the one hand, Greece would

still (or even more so) have contravened the rule; on the other hand, in

Ireland the bailout of the banks would have beenmore difficult, with a

further deflationary effect and difficulties for other countries. Indeed,

the burden of the bailout was compounded by the poor design of the

first EZ bailout fund, the European Financial Stability Facility (EFSF),

which, by charging high interest rates, gave the markets a signal of

significant risk of failure. Moreover, a stricter SGP would have exacer-

bated the deflationary effects.

As a tentative conclusion, we can say that institutions played a

central role in the impact of the financial crisis in EMU. We will

return to this consideration later. Instead, we must note that their

19 The term – used in the financial field – means percentage points, for example with
reference to changes in the interest rate; 1 basis point corresponds to a change of
0.01 percentage point and 50 basis points indicate a change of 0.50 percentage
points, in case of a change in the interest rate from 2% to 2.50%.

20 The Stability and Growth Pact is the rule valid in the EMU according to which the
ratio between public deficit and GDP cannot exceed the level of 3%.
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role was absolutely limited in many respects for the pandemic.

Nonetheless, the economic measures adopted to overcome its defla-

tionary effects go in the right direction and, indeed, introduce inter-

esting novelties at the institutional level. We will deal with these in

the following sections.

.        

At the end of 2019, forecasts for 2020 were positive, indicating a

recovery in the global economy. Instead, in the first months of

2020 the negative effects of the pandemic hit the global economy,

reflecting on: production, the aggregate demand21 and supply22 of all

economies, international trade,23 stock market prices24 and inflation

expectations as well as well as an initial significant increase in the

spread in the yield of government bonds in EMU peripheral countries

compared to German ones. Inflation has not risen too much so far in

the periphery, thanks to the collapse of oil prices and many commod-

ity prices, but it could rise, if the negative effects on supply prevail

over those of demand. There would then be ‘stagflation’, that is,

stagnation of production together with an increase in inflation.

In short, the effects of the pandemic were both real and

financial (Mann, 2020). The real effects on industrial production

may have taken a V-shaped or U-shaped form. In the first case, the

fall in activity would be promptly followed by a recovery. In the

second, the end of the fall would be followed by a period of stagna-

tion before recovery. And this second case seems to have been the

most common one, because of the occurrence of many V-shaped

21 This is the demand for goods and services that occurs over a certain period of time in
an economic system as a whole.

22 Aggregate supply is the quantity of goods and services that are offered over a certain
period of time in an economic system as a whole.

23 The reduction in international trade due to the pandemic looks similar to that of the
Great recession but will likely be less profound than initially feared.

24 Indeed, stock market changes have had little relation to the underlying conditions
of the various economies (Capelle-Blancard and Desroziers, 2020).
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changes in the various activities and locations, changes that, added

together, gave rise to the other trend, namely, the emergence of a

period of stagnation. The evolution of activity in services, on the

other hand, was expected to have an L-shaped profile. Demand for

energy and raw materials was expected to fluctuate. Forecasts of

related price changes -at the end of 2019 and in January 2020 (e.g., a

short-term increase of 10% in energy prices) were followed by a fall

of, for example, 15% in these prices in February, with negative

repercussions for income and business trends in producing coun-

tries. Obviously, in mirror terms, there were positive effects of the

fall in these prices for the consuming countries.

As to the effects of the closures imposed by many countries,

there is evidence that allows us to compare the case of Europe with

those of the countries of South East Asia, in particular South Korea

and Taiwan, in addition to China. In China there are sophisticated

electronic systems on which the possibility of everyone to move

about in the country depends, since each person is assigned a daily

status. In the first twenty days of October 2020 there were no deaths,

while in September there had been only sixteen deaths and the total

number of infections was just under 86,000. Since then there have

been only limited cases of infections until August 2021. As in China,

in South Korea the closures of the first wave were limited to the

region in which the outbreak initially developed, and the second wave

was much less virulent than the first in terms of number of infections

and duration, virtually exhausting itself in August 2020 with a peak in

the number of infected involving less than half as many people as in

the first. The Korean strategy, called ‘test-trace-contain’, involves an

investigative team that has the task of reconstructing the movements

of the infected. It is helped in this by surveillance cameras placed

almost everywhere, outdoors and inside many buildings. Technology

involving facial recognition is used to identify the infected, even with

the cover of masks. The success was such that one per thousand cases

of infection caused only a 2–3% drop in employment. In the last week

of July 2021, there were a total of a little more than 197,000 infections
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in South Korea out of a population of just over 51 million. In Taiwan, a

country of approximately 24 million inhabitants, there were from ten

to twenty weekly infections in July 2021. Another virtuous country,

in Oceania, is New Zealand, which has significantly reduced infec-

tions with a series of timely total closures. Lastly, the very drastic

bans introduced by the South African Republic, which had made it

possible to considerably limit contagions, should be noted, but they

did not have a long life and in the 2021 summer the number of new

cases peaked.

On the other hand, in European countries, and in the United

States, more extensive but belated restrictions were adopted.25 The

total number of infected until the last week of July 2021 was: 34.6

million in the USA; 4.4 million in Spain; just under 6 million in

France; 5.8 million in the UK and 4.4 million in Italy.

In 2020, there has been an estimated shortfall of 144 million

jobs due to the pandemic (International Labour Organization, 2021).

Figure 3 gives the time required to return to pre-pandemic levels of

employment rates. While East Asian and some European countries

will do so in the current year, some, such as the UK and the United

States, should wait until the end of 2023, and others (the extreme

cases are those of Iceland and Israel, not indicated in the figure) will do

so only in 2025.

The effects of falling employment range between 5% and 6%

in the United Kingdom and the United States, the difference

between the two percentages possibly indicating the specific effects

of limitations, which have affected economic relations over a wider

area.26 The reduction in employment is attributable essentially to

25 Han and Mei Jin Tan (2020) point to the various control systems put in place in
many countries.

26 The important point is that the effect of limitations for the entire country is greater
than the sum of the effects of limitations adopted in individual provinces. For
example, limitations imposed on only one province (take the case of prohibition of
movement of goods and people with the rest of the country) reduce the supply only
of goods produced in that province, e.g., iron, that would normally be processed in
other provinces, thus reducing only the use of iron elsewhere. They do not prevent
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small businesses. In addition, certain sectors (hotels, restaurants, food,

education, real estate and transportation) and less educated, younger

and lower-paid workers with temporary contracts have been particu-

larly affected. The removal of restrictions may imply only a limited

recovery in employment, unless there is a marked decline in infec-

tions (Aum et al., 2020). The evidence available in relation to the

United States shows that small businesses have suffered the most

from the pandemic, for three reasons: first, their structural weakness,

which had led 60% of them to lay off at least one worker before

government provisions were introduced; second, owners’ expect-

ations, already negative to begin with, deteriorated over time, with
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the continuation of economic activity in that province and elsewhere in other areas.
On the contrary, restrictions of the same kind imposed throughout the country also
reduce economic (and people) exchanges among other areas, thus restricting
economic activity to that of survival and self-sufficiency in each of the sub-areas.
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37% of respondents initially having negative expectations for the next

two years, a percentage that later grew to 46%; and finally, smaller

businesses are not at all aware of existing government provisions

(Humphries et al., 2020).

In Italy and other advanced countries industrial production and

the GDP are estimated to have fallen in the initial months, only to rise

again at least until August 2020, but there has been a drop in the second

half of 2020. Particularly affected were workers with fixed-term con-

tracts, to the extent that can be inferred from Table 4 (due to the non-

renewal or extension of employment contracts and the inability to

benefit from extraordinary income support measures) in micro and

small businesses that cannot resort to smart working or teleworking.27

A recovery in income and employment should take place in

2021, but – as partly seen – this will not always be able to offset the

decline of 2020.

The effects on the population of the pandemic and the reduction

in income and employment are different, depending on age and eco-

nomic and social condition. With regard to age, it is true that the

elderly are those most directly affected by the virus, but the younger

generations have suffered more frequently – at least in many countries

like Italy – sharp reductions in employment, due to the non-renewal

of temporary contracts, more frequent among those who have

recently entered the labour market. In addition, distance learning,

which has replaced face-to-face lessons in schools and universities,

has certainly reduced training, particularly for young people without

computers or access to the Internet.

As for the differentiation of effects according to income distri-

bution, the share of the population that does not have liquid assets to

cope with negative income shocks grows considerably over time after

the shocks, as shown in Figure 4.

27 Smart working means remote work from a variable location through the digital
network. It differs from teleworking, which is performed remotely from a
fixed location.

.         

https://doi.org/10.1017/9781009209106.002 Published online by Cambridge University Press

https://doi.org/10.1017/9781009209106.002


Table 4. Employees of active and suspended companies according to the nature of the occupation and the sector
of economic activity, Italy

Employment feature and sector
Employed in
active firms

% of active
people

Employed in
suspended firms

% of active
people

Total
employed %

Permanent employment
industry

1,611,208 40.5 2,362,297 59.5 3,973,505 100

Permanent employment
services

4,619,801 70.1 1,966,031 29.9 6,585,832 100

Permanent employment total 6,231,009 59.0 4,328,327 41.0 10,559,336 100
Temporary employment
industry

155,400 49.1 161,305 50.9 316,704 100

Temporary employment
services

898,260 68.2 419,079 31.8 1,317,338 100

Temporary employment total 1,053,659 64.5 580,383 35.5 1,634,042 100

Total industry 1,766,608 41.2 2,523,601 58.8 4,290,209 100
Total services 5,518,061 69.8 2,385,109 30.2 7,903,170 100
Total 7,284,669 59.7 4,908,710 40.3 12,193,379 100

Source: Centra et al., 2020




https://doi.org/10.1017/9781009209106.002 Published online by Cam
bridge U

niversity Press

https://doi.org/10.1017/9781009209106.002


In all the countries considered, twenty-seven weeks after the

shock, less than 20% of the first income quintile (i.e., the fifth part of

income earners with the lowest incomes, whose position is indicated

by the curve below) had sufficient assets. And the poor in Italy were

even more disadvantaged, also compared with those in Spain, given

that – as shown by the curve at the bottom – less than 7%of them have

such assets. The social and political consequences are easy to imagine.

Furceri and colleagues (2021), after having analysed the impacts

of previous pandemics, suggest the possibility that the distributional

consequences of COVID-19 will be larger than these (see more below,

Section 3.3).

In the Eurozone in October 2020, the European Commission’s

estimates had improved somewhat compared to its previous ones.

But the worsening of the pandemic since the second half of the year

has reversed the direction of the changes again. The International
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Monetary Fund (International Monetary Fund, 2021) has estimated a

fall in GDP in 2020 of 6.5% for the Eurozone (a fall even higher with

respect to the Fund’s previous estimate, practically the largest fall

among all areas). The reduction for the United States is smaller

(3.5%). The reduction for Italy (8.9%) is the highest in the

Eurozone, after Spain (10.8%). All areas should register a recovery

in 2021, but in some cases at rates that will not be able to bring GDP

back to the level of 2019, as for Italy and all advanced economies,

with the exception of the USA.

As can be seen, not even the sum of the growth percentages

in 2021 and 2022 can equal the fall for 2020. In addition to the fall in

foreign demand and international tourist flows, the decrease in

domestic demand would contribute to the trend in 2020. Similar

forecasts were those formulated by the OECD.28 As shown by

Figure 5, the forecasts of the OECD were much worse than those of

the International Monetary Fund, which may depend on the fact that,

on the one hand, the former were made about three months after the

latter and that, on the other, the pandemic has meanwhile extended to

countries that were previously exempt from it or were scarcely

affected. Instead, the World Trade Organization presents two scen-

arios for the world GDP trend (the best with a reduction of 2.5%, the

worst with a fall of 8.8%) (World Trade Organization, 2021).

Similar data on the impact of the epidemic in the euro area on

the basis of three scenarios, related to the intensity and duration of

the infection, are produced by the ECB. In the most severe and

intermediate scenarios, the decline in the EU GDP can arrive at

12% over the whole year, an increase of this variable, with a return

to the values of 2019 that will take place in the years after 2022,

while in the other scenarios the return could be anticipated to 2022

(ECB, 2021a).

28 This is an intergovernmental economic organisation with thirty-seven member
countries, mainly advanced ones.
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If Europe and other areas that have been hit hard do not act in a

timely, massive and coordinated manner, in 2020–2021 the decline

could be more than double that of 2008–2009. Compared to the

financial crisis, this is different: Back then it was an avoidable failure

of finance and global demand in some countries, up to the Greek

disaster. In that case, the support of demand was (or would have been)

sufficient to revive the economy. Today the pandemic shock, in

addition to hitting demand, also reduces global supply, as will be

seen later.

The speed of recovery will depend on both the duration of the

pandemic and the effectiveness of the economic policies that will be
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implemented. All the data available on the evolution of the GDP of

most advanced economies incorporate a strongly negative evolution

in the first half of 2021, followed by a recovery in the second half of

the year and a marked recovery in activity in the whole 2021, unable,

however, in some cases (e.g., the Euro Area, Japan and Latin America)

to bring GDP back to the level of 2019, as shown in particular in

Table 5; however, the range of analysts’ evaluations is very broad.

The speed of the economic recovery depends not only on the evolu-

tion of the pandemic in the various countries, but also on the devel-

opment of international trade and financial markets, on the effects on

the activity of some service sectors and, as mentioned above, on the

consequences on consumer confidence and income. In particular, the

timeliness and effectiveness of the economic policy measures being

introduced will be crucial.

As a result of the economic downturn and the strong fiscal

policy reaction, the general government budget deficit in the EZ

strongly increased, to 7.3% of GDP in 2020, whereas it was 0.6% in

2019 (ECB, 2021a).

In various European countries, the use of the redundancy fund

has mitigated the impact of the health emergency on the number of

employees. The governments have already launched significant

expansionary measures to support the health system, families and

businesses affected by the crisis, strengthening the social safety nets

system, suspending tax payments, declaring a moratorium on bank

loans and granting public guarantees on loans for businesses.

Extraordinary monetary measures have been implemented

also by European institutions: The ECB has introduced a broad

package of measures with more expansionary refinancing oper-

ations to reduce the cost of bank funding and support corporate

liquidity and a new purchase program of securities for the pandemic

emergency. As for the other measures, ESM plans, and the like,

have been announced, as will be discussed more extensively in

Section 1.7. The European Commission has activated the general

safeguard clause provided for in the SGP, which allows temporary
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Table 5. Recorded and projected changes in GDP by countries and
regions, 2019–2023

(Percentage change from previous year)

2018 2019 2020e 2021f 2022f 2023f

World 3.2 2.5 �3.5 5.6 4.3 3.1
Advanced economies 2.3 1.6 �4.7 5.4 4.0 2.2
United States 3.0 2.2 �3.5 6.8 4.2 2.3
Euro area 1.9 1.3 �6.6 4.2 4.4 2.4
Japan 0.6 0.0 �4.7 2.9 2.6 1.0

Emerging market and
developing economies

4.6 3.8 �1.7 6.0 4.7 4.4

East Asia and Pacific 6.5 5.8 1.2 7.7 5.3 5.2
China 6.8 6.0 2.3 8.5 5.4 5.3
Indonesia 5.2 5.0 �2.1 4.4 5.0 5.1
Thailand 4.2 2.3 �6.1 2.2 5.1 4.3

Europe and Central
Asia

3.5 2.7 �2.1 3.9 3.9 3.5

Russian Federation 2.5 2.0 �3.0 3.2 3.2 2.3
Turkey 3.0 0.9 1.8 5.0 4.5 4.5
Poland 5.4 4.7 �2.7 3.8 4.5 3.9

Latin America and the
Caribbean

1.8 0.9 �6.5 5.2 2.9 2.5

Brazil 1.8 1.4 �4.1 4.5 2.5 2.3
Mexico 2.2 �0.2 �8.3 5.0 3.0 2.0
Argentina �2.6 �2.1 �9.9 6.4 1.7 1.9

Middle East and North
Africa

0.6 0.6 �3.9 2.4 3.5 3.2

Saudi Arabia 2.4 0.3 �4.1 2.4 3.3 3.2
Iran, Islamic Rep.3 �6.0 �6.8 1.7 2.1 2.2 2.3
Egypt, Arab Rep.2 5.3 5.6 3.6 2.3 4.5 5.5

South Asia 6.4 4.4 �5.4 6.8 6.8 5.2
India3 6.5 4.0 �7.3 8.3 7.5 6.5
Pakistan2 5.5 2.1 �0.5 1.3 2.0 3.4
Bangladesh2 7.9 8.2 2.4 3.6 5.1 6.2

Sub-Saharan Africa 2.7 2.5 �2.4 2.8 3.3 3.8
Nigeria 1.9 2.2 �1.8 1.8 2.1 2.4
South Africa 0.8 0.2 �7.0 3.5 2.1 1.5
Angola �2.0 �0.6 �5.2 0.5 3.3 3.5

Source: World Bank, 2021c
2 and 3: GDP growth rates are on a fiscal year basis
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deviations from the medium-term budgetary objective or from the

path towards the latter. The European institutions have also pre-

pared a substantial expansion of the tools available to cope with the

effects of the pandemic.

.      

  

The pandemic spread from China, where it started at the end of

December 2019. After an initially faster start in Italy, until the end

of February 2020, the outbreak had spread to some South East Asian

countries, Japan and South Korea, while remaining limited to an area

of the latter. In Europe, after Italy the virus spread to the rest of Europe

(France, Germany, United Kingdom and Spain) and to theMiddle East.

One or two weeks later than in Italy, the contagion had also begun to

spread to the United States, Canada, Russia, Turkey and Latin

American countries, especially Brazil. The number of infections and

victims was rather low in Germany and some Scandinavian countries.

Sub-Saharan Africa was also relatively little affected by the infections,

but the economic effects will also be significant for these countries.

The geographic distribution of cases recorded up to July 2021 is shown

in Figure 6.

It should be considered that to the direct victims of the virus

must be added the probable victims deriving both from the delay of

medical and hospital visits and treatment (think of oncological dis-

eases) due to the closure of the presidia and the difficulty of move-

ment of the population on the territory. These aspects of the problem

have been the subject of studies for Italy by Nomisma researchers (see

Piccioni and Perrelli, 2020, Perrelli Branca and Piccioni, 2020), who

have evaluated the incidence of lethal cases on visits made in the past,

but on the consequences no data are currently available, which, unfor-

tunately, will emerge in the coming months and years from a com-

parison of mortality with the past.

Figure 7 presents the curves of daily cases of infected, positive,

healed and deaths and Figure 8 indicates the vaccines doses
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administered in the period December 2020–July 2021 in some coun-

tries. One can see how important vaccination has been for countries

such as China, Japan and Brazil, which show data much higher than

the world average, and Germany, India, the UK and the USA.

Globally,as of 6:30pm CEST, 30 July 2021, there have been 196.553.009 confirmed cases of COVID-19,
including 4.200.412 deaths, reported to WHO. As of 29 July 2021, a total of 3.839.816.037 vaccine doses have been administered.

  Number of Covid-19 cases detected from the start of the
pandemic to 30 July 2021, worldwide
(Source: WHO, 2021)
Note: The extent of the infections is indicated by the intensity of the color: lower for
the countries indicated in light blue and gradually increasing towards dark blue.

  Total daily cases, 22 January 2020–15 July 2021, World
(Source: www.worldometers.info/coronavirus/)
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The intensity and duration of the consequences29 depend

crucially on the restrictions introduced by the authorities of the

various countries on the movement of people and goods (see

Caselli et al., 2020). The countries and regions that promptly and

drastically adopted restrictive measures have obtained so far a good

result – barring subsequent returns of outbreaks, due, among other

things, to an untimely removal of the restrictions.

According to Deb and colleagues (2020) the greatest effect of

reduction of the loss of human lives came from the ban on public

meetings. They have also examined the effects not only economic,

but also in terms of pollution, and therefore the possibility of facili-

tating the spread of the pandemic, of the limitations imposed by the

authorities. Another result of their analysis is the inverse relationship

between the restriction measures and the emission of nitrogen diox-

ide, a known pathogen.

Dec 3, 2020
0
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1.4

Feb 24, 2021 Apr 15, 2021 Jun 4, 2021 Aug 1, 2021

China

Japan
Brazil

World
Germany
India
United Kingdom

United States

  Daily Covid-19 vaccine doses administered for 100 people,
December 2020–August 2021, various countries
(Source: Roser and Ortiz-Ospina, 2019)

29 On the importance of infections deriving by contacts in bars and restaurants, see
research carried out by many people (Fisher et al., 2020). On the non-economic
consequences, in terms of effects on people’s health and well-being, see Giuntella
et al. (2021).
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Becchetti et al. (2020) present various data and analyses that

show the crucial influence of fine particles on the extent of infec-

tions. Not surprisingly, in Italy this was higher in the provinces of

the areas with higher pollution and less ventilation, such as those of

the Po Valley. Similar results are those obtained by Wu et al. (2020)

with reference to the United States. This work finds that the

increase of a fine dust (the one called PM2.5) in the measure of

1 μg/m3 (that is, of a microgram – or a millionth of a gram – of dust

per 1 cubic meter of air) is associated with an 8% increase in the rate

of increase in deaths from COVID-19. The reason that can explain

the influence of pollution on the extent of infections is relatively

simple. In fact, pollution puts the first lines of defence of the respira-

tory tract at risk, facilitating inflammation and chronic diseases

(Conticini et al., 2020).

Apart from the limitations imposed that have been mentioned

so far, it should be emphasized that their effectiveness in reducing the

spread of the epidemic depends crucially on the behaviour of the

population. There are investigations from which it emerges that a

high number of initial infections can lead the population to greater

caution and the use of fruitful measures to limit the spread of the

epidemic (Battiston and Gamba, 2020). From the analyses conducted

by various researchers, it also appears that the extent of the infections

can be put in an inverse relationship with the social capital of the

regions or countries that have introduced the limitations (Bartscher

et al., 2020). Similar results are obtained by Durante et al. (2020), who

document how after the start of the epidemic and before the restric-

tions on the movement of people were introduced by the authorities,

mobility was reduced much more in Italian areas with a greater social

capital (see Figure 9). In fact, in the pre-pandemic period the gap

between provinces with the highest civic capital and the others

equalled 0.18 movements per day; in the second period it was

only 0.076.

Putnam’s (1993) analysis actually distinguishes two types of

social capital: ‘bridging’ social capital as differentiated from ‘bonding’
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social capital. The former refers to trust in relationships between

social groups. The second, on the other hand, concerns trust in family

relationships. The results of the analysis of Alfano and Ercolano

(2020), referring to the different Italian regions, show an opposite

effect on the infections of the two types of social capital. In particular,

the Southern regions tend to have a higher value of the second type of

social capital, while Tuscany, Liguria, Piedmont, Valle d’Aosta and

Friuli-Venezia Giulia have a greater value of the first type. And the

second type of social capital seems to have the greatest effects in

terms of curbing contagion.30

21-Feb

–
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1
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1

0.
2

0.
3

9-Mar

  Differences in mobility between provinces, including those
with the highest 25% social capital and others, 2020, Italy
(Source: Durante et al., 2020)
Notes: 1. On the horizontal axis are indicated the dates. On the vertical one, the
differences in mobility.
2. Dots indicate Sundays.

30 Obviously, this is a partial analysis, whose results should be considered together
with those of other causal factors, such as pollution.
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The forecasts on the duration of the pandemic are absolutely

uncertain, also because it will be necessary to wait for the results of

the easing of restrictions that took place in many locations as well as

in light of people’s behaviour. The fact is that after August 2020 the

contagion curve has soared to levels well above those of the first wave

of infections, and in Autumn 2021 the fourth wave was expected.

According to some American epidemiologists and immunologists,

the duration could be several years, and further outbreaks of infec-

tions could occur in the coming winters. To avoid them or reduce

their extent, it will be necessary to extend social distances until 2022,

and even later outbreaks could resume (Kissler et al., 2020). Obviously,

all this is in the event that effective antiviral drugs are not introduced.

Figure 4, already presented, showed the impact of the epidemic in

the euro area on the basis of three scenarios essentially related to the

intensity anddurationof the infection. In themost severe and intermedi-

ate scenarios, the decline in GDP can even reach 12% in the whole of

2020, with the return to the values of 2019 in the years after 2022.

The problem is that – even apart from antiviral drugs – the scen-

arios are not a completely exogenous datum, that is, only due to chance

and to the danger itself of the virus. They also depend on the health and

social distancing policies, and so forth, adopted by the authorities of a

country and on people’s behaviour. The results are crucially based on

people’s trust in the country’s political authorities that underlies their

behaviour. According to some, the greater success achieved by some

Northern European countries in containing infections depends on the

greater trust placed in the authorities of those countries (Rothstein,

2020). This can create a vicious (or virtuous) circle: The intensity of

the epidemic depends on people’s trust in political authorities, but trust

in turn depends on the intensity of the epidemic.

Referring to partly different concepts, the economic malaise

deriving from the pandemic and the difficulties that originate from

it (from the point of view of the ability of individual countries and

various international institutions to cope with it) feed the populist

attitudes of individuals and political parties, giving rise to
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authoritarian tendencies and/or the isolation of individual countries.

According to Kroll (2020), the extension of these attitudes is linked to

the inability of various countries to pursue the goals of sustainable

development, ranging from the reduction of poverty, inequality and

pollution to the maintenance of peace.

.      ,  

 ,    

The immediate effect of the epidemic on production is to reduce the

availability of one of the factors of production – labour – causing a

supply shock. Obviously, the ensuing fall in demand for goods due to

reduction of employment and income has a further effect of reducing

the supply, because the owners of the affected activities decide to

close the production sites. And to these negative effects one should

add those for the closure of the activities decided by the owners

following the lack of bank loans. The effect of the measures imposed

by public authorities introducing bans and limitations is similar in

nature. The subsequent effect is no longer a supply shock, but again a

demand shock. In fact, above all, current incomes are lacking for

people affected by the epidemic and, in realistic conditions, there is

no possibility of discounting the availability of sufficient income in

the future. This implies a more or less generalized fall in demand,

which manifests itself in particular when some activities are

reopened. This is followed by shocks of supply, first, of demand, then,

and again shocks of the first and second type.31

Overall, we can identify some lasting negative effects of the

epidemic. The resulting unemployment implies depreciation of

human capital, due to inactivity and disaffection with work that

follows, the possible loss of specific human capital for companies, the

separation of existing work capacities from the specific production

31 Brinca et al. (2020) have measured the different impact of the two types of shock,
concluding that the shocks of supply, through the reduction of labour input, were
more important, but the demand shocks were significant in sectors not affected by
the closures and restrictions, such as some manufacturing sectors.
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methods they are used to, school closures and the lasting impoverish-

ment of education that results (Portes, 2020), with obvious negative

effects on productivity (on this see further Rehman et al., 2020).

A particular negative effect on productivity that acted in Italy was

the delay in digitalisation (see Cinquegrana et al., 2020). Obviously,

the recovery will depend on the measures the government takes to

counter supply and demand shocks and to boost production and

employment.32 Another important factor is related to the distribution

of losses deriving from shocks. As Gobbi et al. (2020: 1) note, in fact,

‘the pace of the recovery of economic activities. . .will depend in a

fundamental way on how the measures undertaken by governments

and other authorities will determine the allocation of losses among the

different economic actors (companies, banks, households, governments

and central banks) as well as the temporal distribution of such losses’.

  The effects of supply and demand shocks
in terms of aggregate supply and demand curves

For the reader who has knowledge of economics, the following

representation, which indicates the effects of the pandemic in terms of

aggregate demand and aggregate supply, may be helpful. The amount

of work used in the economy is represented on the abscissa axis of

Figure B1. Labour productivity is indicated on the ordinate. The aggregate

demand curve is indicated by theAD. That of the aggregate supply by the

horizontal line, which initially is positioned at level g. As part (a) of the

Figure shows, when there is a negative supply shock, the aggregate supply

curve shifts to position g’, recording a reduction in employment, from l¯ to

l’. Obviously, if there were a (negative) demand shock at the same time,

32 The effects of these shocks are illustrated in refined terms in Box 1. The need to
adapt economic policies in China to the variability and uncertainty of the
development of the pandemic is underlined in Fang (2021). The arguments
developed in Fang’s book can be referred also to other countries. Baldwin (2021)
insists on the role of science and prevention, on the one hand, and of citizen’s
actions, on the other.
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  (cont.)

the AD curve would shift to the left, with a further reduction in

employment. Only a sufficient increase in aggregate demand, indicated

by the shift of theaggregatedemandcurve to the right, in theAD’position,

could bring employment back to the initial level.

In correspondence with the two types of shocks, we indicate the

policies necessary for a country like Italy. We distinguish the case of

supply policies, which we deal with first, from that of demand

policies.

Supply policies must be adopted both immediately and in the

longer term. The former must tend, on the one hand, to contain

infections – which implies restrictions on supply, for the prohibition

to carry out certain activities or in any case for the constraints

imposed on production methods – and, on the other, to increase

production, particularly of the goods necessary to treat and combat

the epidemic (such as masks, disinfectants and the construction or

adaptation of fixed structures, in particular those necessary for treat-

ment) or its effects, with the provision of basic necessities for affected

families. These measures may require the direct intervention of

public entities or the use of incentives to private agents.

g

g

g’

AD

l’ l

g

g

g’

AD

l’ ll

AD’

  Effects of the Coronavirus on aggregate supply and demand
and on employment
(Source: Fornaro and Wolf, 2020)
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The supply policies to be implemented in the longer-term con-

cern, first of all, the rejection of market fundamentalism, considering

that the market has shown considerable rigidity, not so much in the

movement of prices, but in the re-orientation of resources from the

sectors where prices are falling towards those where prices rise. Public

action will tend to be directed primarily towards the correction of the

production structure. For a country like Italy the fields of intervention

are numerous, as are the distortions of the economic and adminis-

trative structure of this country. In addition, the public sector must be

significantly reformed, increasing its efficiency and reducing the high

ratio of public debt to GDP both by combating tax evasion and avoid-

ance33 and by stimulating GDP growth.

The private sector also needs to increase its efficiency (essen-

tially, the low productivity dynamics, due in large part to low invest-

ment in R&D) and to increase the small size of companies. There is

also a need to increase the role of the green economy, regulation of the

environment, of traffic and many other activities.

A field of particular attention is that of the reform of the legal

system of the economy, in particular of company, bankruptcy, pro-

cedural and competition law. This reform should tend to induce

companies to seek profit with competition through prices and even

more through the innovations incorporated in new investments and

the consequent increase in productivity. A particular aspect of the

reform should concern the relations of the public administration with

companies, in particular for the procurement or management of infra-

structures (Ciocca, 2020).

As for the public budget, both short- and medium-term meas-

ures would be needed. Among the former, public transfers to

33 Tax evasion can be defined as the set of methods by which a citizen or a company
tends to reduce or eliminate the tax levy by the state, violating existing rules, with
the consequence of making a public budget deficit more likely.

Tax avoidance (or elusion) is the circumvention of the laws in force, which –

while not constituting an offense (as in the case of tax evasion) – leads to the
same result.
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companies must be included to compensate them for the losses in

turnover and cover current expenses, in order to avoid excessive

indebtedness to banks. In the medium term, public financing

instruments could be created to restructure the debts of medium

and large companies. The financing of these instruments could

largely take place through the issuance of long-term debt. Tax

incentives could also be introduced to recapitalize businesses

(Gobbi et al., 2020).

In June 2020 the Colao Commission in Italy suggested:

� first of all, the strengthening of the economic and productive structure, with

innovation, reduction of the fragmentation and undercapitalisation of

companies;

� the improvement of infrastructures and the environment;

� the protection and enhancement of tourism, art and culture;

� increasing the transparency and productivity of the public administration;

� the enhancement of education and research;

� finally, the care of people and social cohesion, also with protection

from inequalities.

Some of these policies, especially those referring to infrastruc-

tures, should be implemented also in other EU countries. As for

demand policies, the order of magnitude of the intervention depends

on the fall in GDP.

This impulse can be ensured both by monetary policy, with the

reduction – down to negative levels – of interest rates (Rogoff, 2020b),

and, above all, by fiscal policy. The advantages of coordinated fiscal

and monetary policy action are underlined by Pietrunti (2020), who

points out the consequences of this coordination in a contained

increase in inflation and in a cut in the dynamics of the ratio between

public debt and GDP.

With specific reference to this ratio, public investment is

required to mitigate or avoid the fall in GDP, also to overcome the

drastic cuts made during the Great Recession to meet the EU rules of

the SGP, due to the greater flexibility of this expenditure item (see

Figure 10).
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In particular, public investments with a high multiplier should

be favoured and should grow by at least 1–2 p.p., possibly using the

desirable golden rule of public finance. From the point of view of the

geographic destination it can be useful to continue to refer to the

specific case of Italy. In this country the growth in investment spend-

ing should take place above all in the South or, at least, the ‘34%

clause’ established by the Gentiloni government in 2016 should be

respected, tending to ensure a corresponding flow of public invest-

ments, that is, a flow equal to the incidence of the Southern popula-

tion compared to the national one. The clause was suspended in

2008 2010 2012
source: Refine Datastream / Edmoid Rotischild Economic Research
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  Public and private investments, total public expenditure,
2008–2020, EU
(Source: Badré and Lemoine, 2020)
Note: Public investment is indicated by the lowest line since 2013. In 2019 it
decreased by 10% compared to the 2008 level. Private investment (intermediate line
from 2013) collapsed in the darkest years of the Great Recession, resumed its initial
value in 2018 and grew by a few points in 2019. The line that is always all the way
up is that of total public expenditure, excluding interest accrued on public debt,
which would cause it to rise even more as the public debt increases.
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2020 on a proposal from the Department for Economic Planning and

Coordination, the body of the prime minister that oversees the deci-

sions of the Interministerial Committee for Economic Planning. The

justification for the suspension is apparently well founded, if one

thinks of some of the effects of the first wave of the pandemic, that

is, the need to address the immediate health needs, objectively higher

in the North, due to the greater incidence in that constituency of

infections in that phase. But if the horizon was broadened to consider

the negative effects on demand and production also in the South of

Italy, it would have become necessary to maintain compliance with

that clause even in the first wave.

From this point of view, it will be important to implement, with

the small adjustments required by the pandemic, the Plan for the

South presented in February 2020 by the then–Minister Giuseppe

Provenzano (Minister for the South and Territorial Cohesion, 2020).

Over a ten-year perspective, the Plan tends to pursue five priorities

(commitment to young people, emphasis on innovation, social inclu-

sion, ecological compatibility, international openness). Here, how-

ever, it should be noted that, particularly for the South, innovation

must consist not so much or not only in the use of a new technology

or a new device. It must be the product of a territory, with its voca-

tions, its dynamics and its organisational skills, and therefore it is

difficult to import it. In short, ‘it must rather flourish within a local

ecosystem, which exploits existing resources’, even if – following

Schumpeter – it must overcome the previous order (Costa, 2020).

As for the other items of public spending, there should be: an

increase in the role of the welfare state, which requires policies to

mitigate inequality and economic insecurity, subsidies to families and

businesses in need; the extension of the redundancy fund and also the

increase in health expenditure (in particular, with the increase both in

the short and in the long term of public health expenses,34 which have

34 In some countries (take Finland, the UK and the USA, only to make a few examples)
the total health expenditures/GDP ratio is already high (OECD, https://data.oecd
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been cut down in many EU countries), education and research, land

and environmental security and other tangible and intangible infra-

structures.35 In the longer term, current public spending should be

made more efficient, with the elimination of numerous wastes.

In supporting the need for higher public spending, the solutions

for its coverage must also be indicated, through both internal and

European sources.

In the first case, it is possible to resort to a greater deficit and

therefore to a higher level of public debt. This solution can give rise to

debt sustainability problems. This depends on, among other things, its

initial level and on the extent of the current deficit, which is linked to

the duration of the epidemic. Debt sustainability need not be a worry

under certain conditions. There may be a need for monetisation,

restructuring or fiscal consolidation,36 but the persistence of current

low interest rates can be very useful to avoid these solutions

and ensure both limited budget surpluses and debt reductions.

Ultimately, the impact of the pandemic on public debt may be smaller

than that of the financial crisis (Barnes and Casey, 2020). A different

solution can leverage on the reduction of tax evasion and avoidance

(or elusion), which normally takes time and also has international

implications, linked to the existence of tax havens and the adoption

.org/healthres/health-spending.htm), but the problem is that some of these
expenditures are high simply because health functions are delegated to private
structures, which are more expensive.

35 In Germany, more than 1 trillion euros have been foreseen to support the economy,
with 130 billion euros to support family income and investments; VAT rates have
also been reduced and sums allocated to guarantee loans. Families will receive a
contribution of 300 euros.

36 Monetisation of the public debt is the transformation of public debt into money,
which occurs when the central bank buys the public debt of a country in definitive
terms, and not temporarily (as it happens for quantitative easing operations: see
unconventional monetary policy). The term restructuring takes on multiple
meanings in economics. When referred to public debt, it normally indicates an
agreement between the state and creditors or a unilateral decision of the former to
reduce the interest rate or to extend the maturity of a debt tranche or to cancel it.
Consolidation takes place by means of a set of policies aimed at reducing public
expenses and increasing revenues.
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of ‘tax rulings’,37 by Luxembourg, Ireland, the Netherlands, Belgium,

Malta, Cyprus and other countries, with lower revenues for Italy of

approximately 5.6 billion euros in 2015.

Figure 11 shows that in 2015 the profit-to-wage ratio did not vary

too much across the main non-haven countries, being equal to an

average 36%. By contrast, this ratio was as high as around 250% in

Luxembourg and Ireland. To bemore specific about the profits (and the

taxes) lost to one country, Italy,38 according to the same source (i.e.,

Tørsløv et al., 2020), the reader can look at Table 6, offering a picture of

the sources of lower revenues deriving from the various tax havens.

The same source, namely Tørsløv et al. (2020), indicates the

reduction in tax revenues for large districts due to the existence of

tax havens that allow the diversion of profits (see Figure 12). The
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(Source: Tørsløv, Wier and Zucman, 2020)

37 These consist of specific agreements for the reduction of taxes with individual
foreign companies to induce them to locate in the country.

38 Similar indications can be obtained for specific other countries, by consulting the
indicated source.
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Table 6. Taxes on profits and revenues lost by Italy (million $)
due to the presence of tax havens, 2015

Lost profits Lost taxes

All havens 26,476 6,354
EU havens 23,195 5,567
Belgium 2,129 511
Cyprus 14 3
Ireland 6,181 1,484
Luxembourg 11,170 2,681
Malta 191 46
the Netherlands 3,509 842
Extra-EU havens 3,281 787
Switzerland 2,250 540
Others* 1,031 247

Source: Tørsløv et al., 2020
* Bermuda, Caraibi, Puerto Rico, Hong Kong, Singapore and others.
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  Tax revenues lost due to profit shifting, 2015, EU, USA,
developing countries, other OECD
(Source: Tørsløv et al., 2020)
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reduction amounts to 18% of total taxes for the EU and about 14% for

the United States, being much higher than the world average (10%),

and even more than that of developing countries, and of OECD coun-

tries other than the EU and the United States. According to the same

source, globally almost 40% of multinational profits are shifted to tax

havens. The total amount of worldwide tax revenues lost yearly is

likely to amount to 360 billion euros (or some $427 billion yearly) (Tax

Justice Network, 2020).

Another form of tax distortion derives from the rule according

to which the countries where multinationals (or transnational corpor-

ations) have their headquarters have the right to tax the profits gained

in those countries. This rule allows the profits of multinationals in

the digital field (Facebook, Apple, Amazon, Netflix and Google) to

shift these to the countries in which their headquarters are located,

that is, the United States, or in some other countries with lower

tax rates.39 A new regulation is being studied at the OECD level that

should allow each country in which the companies indicated carry out

their activity to tax them in proportion to the activity they carry out

in that country, as measured by their revenues. Meanwhile, in July

2021 the finance ministers of the group of the twenty largest coun-

tries, the G20, have reached an agreement on the application of a

minimum global rate of 15% for the taxation of large companies that

should be in place by 2023. This will finally subject Big Tech multi-

nationals to taxation outside the location of their headquarters and

should drastically reduce tax evasion and avoidance by multination-

als. Returning to the initial discussion, the problem of solutions at the

European level to stem the negative economic effects of the pandemic

requires a longer discussion, with an initial digression on the reactions

of the various countries to the epidemic. We deal with this in the

following section.

39 Although located in the USA, these companies are allowed to carry out their
activities remotely in other countries.
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.     

The coronavirus has imposed a crossroads on Europe. The various

countries of the Union have acted in no particular order both in the

adoption of measures to combat the pandemic and in those for its

partial overcoming and also in fiscal interventions. In contrasting

policies, each country has for a long time adopted its own policies

for the containment of infections, staggered in the timing of the

regulation and not connected with those of the others (for example,

unilaterally suspending the freedom of movement of people, introdu-

cing bans on the export of some products such as material and

machinery useful for medical treatment). This was partly due to the

different timing of the infections and partly to the well-established

habit of ‘self-service’ in Europe.40

In March 2020, the European Commission effectively sus-

pended freedom of movements in the Schengen area, recommending

for people to avoid non-essential foreign travel and closing the EU’s

external borders to non-EU citizens. From 3 June 2020 all these

restrictions were removed and from the fifteenth of the same month

the restrictions on travel to and from the EU countries, the Schengen

area and the United Kingdom fell. However, some rules must still be

obeyed in moving from one such country to another.

The caution with which the Commission has moved is partly

explained by the fact that the size of the flows of people between the

various European countries is so high as to prevent, or at least advise

against, limitations, because the number of commuters residing in the

countries of the Schengen area was almost 1% in 2018, and even more

than 5% in Slovakia and 2.7% in Luxembourg. Residents in one of the

countries in the area made about 320 million trips with an overnight

stay in another EU country, more than 39 million (12%) of them for

business purposes (Meninno and Wolff, 2020). Perhaps the position

taken by the various countries in the initial phase of the epidemic is

40 The negative effects of the export ban introduced by various countries are indicated
in Grassia et al. (2020).
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also partly justified by the difficulty of understanding its extent and

consequences at that stage. And similar attitudes partly explain the

different timing and modalities of the restrictions introduced in the

various countries. However, it is difficult not to blame the indiscrim-

inate inward and outward movements abroad (as well as the reduction

of precautions in contacts) for the significant increase of infections in

European countries since August 2020.

The economic effects for Europe are difficult to predict, also

because they are linked to the trends of the epidemic. For this reason,

it is necessary to proceed by scenarios.41 Tancioni (2020) considers a

first scenario (S1) in which it is assumed that the shock concerns only

one country (in the specific case, Italy) and a second scenario (S2) in

which the shock hits with the same intensity the whole Eurozone,

with ECB measures not re-tailored to the new situation. Scenario

3 envisages that the ECB provides the system with all the liquidity

necessary for the system’s solvency, in the actual conditions that have

arisen, avoiding deflationary spirals. The fourth scenario assumes

sufficient public consumption and national public transfers to house-

holds and businesses, with the issuance of national debt. The latter

scenario assumes that the ECB absorbs the debt generated by national

policies. In general, it can be said that these scenarios contain almost

all the ingredients that may be present or absent in the actual

responses to the pandemic, but on which its economic consequences

essentially depend. The effects on GDP, the unemployment rate and

the change in the debt/GDP ratio derived from the analysis of these

scenarios are shown in Table 7. Perhaps further elements that could

be added are those relating to the situation and evolution of the

economy outside the EU.

Also Bénassy-Quéré and Weder di Mauro (2020b) proceed by

scenarios. In the most optimistic one, there would be only a few

new infections, easily faced at the epidemiological level and without

heavy negative consequences from an economic point of view for the

41 On these see also Battistini and Stoevsky (2020).
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Table 7. Effects of pandemic on GDP: Changes in the unemployment rate (UR) and in the debt/GDP ratio
in the various scenarios

Scenario

GDP Ch.%
Unem. rate
Ch. %

Debt/GDP
changes %

T1 T2 T4 T1 T2 T4 T1 T2 T4

S1 �7.9 �11.4 �9.5 4.5 3.8 6.3 12.7 18.7 17.3
S2 �11.2 �17.6 �13.4 6.8 8.0 9.2 18.0 27.5 24.7
S3 �6,6 �10.7 �5.4 3.8 3.6 4.1 7.0 10.7 4.3
S4 �8.6 �13.1 �9.4 5.0 5.0 6.3 16.4 24.6 21.4
S5 �5.4 �8.3 �3.6 3.0 2.0 3.8 6.1 8.7 3.3

Source: Tancioni, 2020
Note. These are deterministic simulations (time profile and size of shocks are fully expected) obtained by the model Be.Ta.
T(.) defines the simulation horizon, in quarters.
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private and public sectors. The intermediate scenario envisages fur-

ther outbreaks and contagions at the regional level, which require

additional contrasting measures, with uncertain effects on economic

balances. The worst scenario arises from the inability to sufficiently

deal with contagions and coordinate actions among the various coun-

tries, with a very high probability of a financial, social and political

crisis, even with the possibility that the unity of the Eurozone and

perhaps also of the EU are threatened, unless an appropriate strong

reaction in these fora is taken.

As for the contrasting economic measures, the orders of magni-

tude of the fiscal policies decided in each country range from about

1% of the GDP of the Mediterranean countries to 2% of France and

Denmark and up to 8% of Germany. The resources to be invested in

public health are partly linked to the state of the public accounts of

the various countries. They do depend less on the extent of the infec-

tions. However, the deficits needed to cope with the pandemic and the

resulting accumulation of debt will require further measures to reduce

spending and/or increase revenues to repay the accumulated debt

(Cochrane, 2020).

With regard to common interventions, monetary and credit

policies were first adopted, implementing a new unconventional

monetary policy program, in particular with the purchase of public

debt securities of the euro area countries (Pandemic Emergency

Purchase Program, PEPP, a program worth €750 billion). At the

beginning of June 2020 the ECB announced an increase of €600

billion of the PEPP, bringing the total of the program to €1,350

billion, and then a further addition to €1,850 billion and the exten-

sion of the same to March 2022, therefore beyond the initially

planned date of December 2020. The reference interest is zero and

that on bank deposits with the ECB is �0.50%, again in order to not

induce them to deposit their liquid assets with the same central

bank and stimulate banks’ lending. The operation was not bound to

a breakdown of the acquisitions of the securities for the various

countries proportional to their share of capital in the ECB, in order
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to counter the action of speculation on the differentials of the yields

of different countries’ securities, that is, on the spreads. The

banking systems of the various countries have also been refinanced,

which has allowed, on the one hand, the maintenance of public

securities held by the banks and, on the other, the financing of

the private sector, also facilitated by the granting of state guaran-

tees on bank loans to businesses.

The policies adopted by the ECB do not seem, and should not be,

influenced by the ruling with which on 5 May 2020 the German

Constitutional Court – in contrast to a previous decision of the Court

of Justice of the European Union – criticized the expansionary policies

of 2015, calling on the Bundesbank not to join such interventions. The

ruling created considerable embarrassment, but it does not appear to

have influenced the strategy adopted by the ECB, as can be seen from

the reactions of its main bodies. The expansionary monetary action

willmost likely continue for the future, if inflation continues to be low.

According to some forecasts it should be until 2029 at a level below1%,

well below the limit set by the ECB for the medium term (Claeys,

2020), even if some more recent forecasts indicate higher values.

With regard to macroprudential policy, temperaments could be

introduced to the new accounting standards in relation to expected

losses and in the calculation of troubled loans for the assessment of

the soundness and capital requirements of banks. Similarly, some

capital requirements for banks could be eased (Bénassy-Quéré and

Weder di Mauro, 2020b). Angeloni (2020) offers a different argument.

In a period in which credit systems are undergoing the impact of the

epidemic in various ways – with the need for greater loans to custom-

ers and, at the same time, the growth of ‘non-performing loans’

(NPLs) – the need of capital can be on the order of 200 billion euros

in Europe. There is therefore the need to avoid poor management of

micro- and macro-prudential policy instruments and a shrewd

strengthening of existing institutions, for example, with the possibil-

ity of increasing the role of these institutions for liquidation proced-

ures of banks in difficulty.
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Apart from the interventions of the monetary authorities and

macroprudential policy, new credit measures have been adopted at

the Community level. As for the ESM, the details of the financing

were only clarified in early May 2020. On the occasion of the epi-

demic, it was specified that conditionality relates only to the object of

expenditure (medical and health care), and not to the adoption of other

measures to reorganize the existing public debt, which would other-

wise have slowed the use of the Mechanism by heavily indebted

countries such as Italy. The loans have a term of ten years and a rate

of 0.1% is applied to them. If we consider that the interest rate on

Italian ten-year BTPs was 1.83% at the beginning of May 2020,

recourse to the ESM became convenient for Italy, as it ensured a lower

financing cost of 1.73% per year. On a loan of up to 36 billion, the

savings would have been greater than 600 million euros per year

(Accademia Nazionale dei Lincei, 2020). Since then the interest rate

has lowered in this country by about 1 p.p., but the ESM loans are still

convenient. However, it should also be noted that access to the

Mechanism by a country could imply a reduction in its credibility

and therefore an increase in the cost of other loans.

The EU Commission can authorize state support for: (1) direct

subsidies and tax breaks aimed at meeting urgent liquidity needs up to

€800,000 per company; (2) guarantees on bank loans; (3) public loans

at subsidized rates; (4) aid to banks to finance businesses; (5) short-

term export credit insurance; (6) support for research and development

against Coronavirus; (7) deferral or suspension of taxes; (8) income

support for employees.

In addition, the European Investment Bank (EIB) has created

guarantee funds for bank loans to companies with an endowment

capable of supporting loans for a total of 240 billion euros. The funds

should be financed by EU member countries according to their par-

ticipation in the Bank’s capital. Various funds were then set up such

as SURE (Support to mitigate Unemployment Risks in an Emergency)

and other funds for a total of 540 billion euros. SURE is a new

instrument that should guarantee temporary support to reduce the
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risk of unemployment in emergency situations and could raise up to

100 billion on the market through a system of guarantees by member

countries to finance member countries in difficulty (European

Commission, 2020c). In addition, the EIB will set up a pan-European

guarantee fund to support European workers and businesses affected

by the pandemic crisis, and finally the agreement to channel support

through the ESM has been confirmed. In July 2020, the so-called

Recovery Fund was also defined. It was renamed Next Generation

EU (European Commission, 2020b). With this newly created fund, the

European Commission intends to raise up to 750 billion on the

market42, giving long-term funds as collateral. This is made available

by a (temporary) increase in the European budget 2021–2027 up to 2%

of GDP (therefore doubling the current amount of the budget) for a

value of 1,100 billion over the seven years, deriving from new direct

contributions (for 390 billion) and greater guarantees from member

countries.43 The funds will be repaid against future budgets, not

before 2028 and not after 2058.44 Coverage will be offered by new

EU own resources, such as new corrective border levies for products

that involve excessive carbon emissions45 and a new tax on those

42 In its essential lines, the Fund follows many of the proposals already suggested by
Garicano (2020). The general features of the Fund and the repercussions for Italy are
outlined in Romano (2020). Various criticisms have been raised, in particular by
Clancy (2020), who points out the relative scarcity of the size of the Fund compared
to the initial advances of the president of the European Commission, Ursula Von der
Leyen. According to the president’s initial statements, the total recovery effort
would have amounted to 2.4 trillion euros, which is obviously an exaggerated value,
perhaps deriving from the sum of inconsistent figures. An in-depth analysis of the
issue is in Clancy (2020).

43 Gros (2020) had made proposals similar to the content of the Fund under
consideration, suggesting to activate Coronabonds or, better, transfers from the EU
budget, for example, simply by exempting the weaker countries from their
contributions to this budget for the next seven years, from 2021 to 2027.

44 Giavazzi and Tabellini (2020) had already suggested the issuance of very long-term
(50- or 100-year) or irredeemable securities (i.e., securities having no maturity and
with a fixed coupon or consolidated public debt securities), which would not
substantially burden the existing public debt countries and could be bought
by the ECB.

45 In July 2021, a proposal has also been presented for the establishment of a tax on the
use of polluting fuels (carbon tax), which will be called the ‘border adjustment
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multinationals that, as said, can exploit existence of tax havens. On

the objectives of the Fund, there have been people who understand

them as aimed at short-term purposes, that is, as a tool to support the

economy. But various considerations lead instead to favouring those

of a structural nature (see in particular in Pisani-Ferry, 2020).

Moreover, we can add that the long-term, generational objectives

transpire from the denomination of the Fund.

The use of these funds was also allocated by the European

Commission to countries with greater difficulties (see Figure 13) –

Italy and Spain were in the lead – to carry out investments and

reforms necessary for recovery. The reason why the Mediterranean

countries, also supported by France, have advocated this tool is that,

unlike the others, these are resources that are partly very long-term

loans, therefore to be repaid much later in time and at rates lower than

those of national bonds, and partly non-repayable. The main recipient

will be Italy, which will receive €208.8 billion (of which €81.4 is

through non-repayable subsidies and €127.4 in loans). Spain will

receive a total of €140 billion (€72.7 of which is non-repayable),

France €39 billion, Greece €31.5, Portugal €26.1 and Germany €23.6.

The estimated effects on GDP are shown in Figure 14. They are

more favourable in the peripheral countries, Greece and Portugal first,

and a little less so for Italy.

The so-called frugal countries (i.e., Austria, Denmark, Finland,

the Netherlands, Sweden) have objected to the ratification of the

Treaty for some months, but in December 2020 an agreement was

reached that led to the approval of the Recovery Fund regulation by

the European Parliament. After publication in the Official Journal of

the EU, the regulation is operational and the final spending and reform

plans have been sent by the end of April to the Commission, which

has taken two months to evaluate them. Consequently, the first loans

mechanism’. This would provide a sort of ‘climate tariff’ for a series of products
imported into the Union from countries that do not apply as stringent standards as
the European ones against climate change.
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have arrived during summer 2021. For instance, Italy has received in

August 2021 13% of its share of the aid. However, it should be noted

that, for some countries, the payments from the budget for the next

seven years cannot be materially disbursed in 2021 or 2022, if not in

minimal part. According to Darvas (2020), which takes up statements

from the European Commission, the disbursement of three-quarters

of the funds will have to wait until 2023. According to Giovannini

et al. (2020), the disbursements for the loan component will be higher
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  Economic shock caused by the Coronavirus and provisions
from the Recovery Fund
(Source: Darvas, 2021)
Notes: 1. The horizontal axis measures the extent of the shock caused by the
epidemic (in terms of the percentage of the change in GDP forecast by the European
Commission in Autumn 2020 with respect to Autumn 2019). Thus, for example, for
Italy, the 2020 forecasts indicated a reduction of GDP of about 10%. The vertical
axis measures the Fund’s provisions in percentage terms of the countries’ net
national income. For Italy they should be around 6%.
2. The numbers in parentheses after the country abbreviation indicate its per capita
gross national income compared to the EU average for 2021, according to the
forecasts of the EU Commission.
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in 2022, while the peak of non-repayable grants should occur in 2024.

Therefore, the various governments have been forced to intervene,

anticipating the funds of the Next Generation EU for 34.7 billion,

beginning January 2021.

Among other measures, the Next Generation EU provides funds

equal to 31 billion euros for the recapitalisation of companies, which

should mobilize private resources to support economically viable

companies in the sectors, regions and countries most affected by the

pandemic. Through the leverage effect, €300 billion should be raised.

In reality, this intervention, while focused on a well-founded need,

that of the recapitalisation of companies, appears insufficient in the

face of their growing debt.46

Access to funds is not conditional on compliance with the

Stability and Growth Pact (which, however, is suspended for now, as
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  Cumulative effects of the Next Generation EU Fund
(Source: Codogno and Van den Noord, 2020)

46 Boot et al. (2020) proposed a European Pandemic Equity Fund, particularly in favour
of small- and medium-sized enterprises.
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wewill see shortly) nor obviously on the adoption of ‘structural reforms’.

The disbursement of funds is subject to the presentation by individual

countries of national spending plans that will be evaluated by the

Commission and approved by the Council with a qualified majority,

that is, with the vote of at least fifteen countries representing no fewer

than 65% of the population. The approval will be accompanied by

‘country-specific recommendations’ (CSR). These will in fact constitute

the reference for the evaluation of national spending plans, with particu-

lar attention to reforms that improve the potential for growth, employ-

ment and economic and social resilience. From interviews released by

the competent authorities, the various countries could be required to

guarantee policy guidelines such as to ensure the recovery of the econ-

omy in a reasonable period of time, the sustainability of the public debt,

an improvement in coordination between the different layers of govern-

ment, the strengthening of health and education and distance learning

through digital tools, the improvement of the efficiency of the judicial

system and the public administration, the support of the vulnerable

groups most affected by the crisis and of small- and medium-sized

enterprises and innovative ones, the reduction of unemployment and

increased investment in the green economy and digitalisation.

The timeswithinwhich theuse of fundsmust bemade are import-

ant, as there is a risk, as noted by Perotti (2020), of a hasty, rash and

patronising identification of the projects to be carried out with their use.

The EU’s ability to ensure growth by stimulating productivity

and innovation will have important effects on the attractiveness of

the area for investment and on strengthening the rating of the weaker

areas, which could positively affect supply of safe assets by the

Eurozone, thus increasing the role of the euro as an international

currency (Claeys and Wolff, 2020).

Measures that are halfway between monetary and fiscal ones

are represented, among other things, by the ‘money dropped from the

helicopter’ (helicopter money), consisting of the opening of an irre-

deemable credit by the ECB to governments or by direct purchase at

the issuance of public debt securities and their immediate
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cancellation or the conversion of such securities into irredeemable

securities. Many objections would probably arise against such an

intervention, starting from the one according to which it would be

precluded by the independence of the ECB and by the existing rule

that prohibits direct financing by governments or by the fact that it

would generate inflation. The first of these objections can be over-

come, because the exceptional nature of the situation requires an

adaptation of the existing rules, as happened for the purchase of public

securities on the secondary market. In addition, the ECB could decide

on its own to implement such a policy. The second objection has no

basis, given the existing lack of aggregate demand and the need to

activate public spending to increase income and employment (Galì,

2020).47

As for expansionary fiscal policies in the strict sense, first of all

the Stability and Growth Pact was suspended for 2021 and also for

2022, which allows individual member countries to adopt significant

expansionary fiscal policies financed in deficit. The ban on state aid to

companies has also been suspended since mid-March 2020 to

December 2021.48

It would also be desirable to transform part of the national debt

into European debt (Eurobonds or similar), to reduce the ratio of public

debt to GDP, which is particularly high – or destined to become so – in

some countries such as Greece and Italy. The advantages of issuing this

form of mutualized debt are many. Among them, the lack of depend-

ence on market ratings (i.e., assessments) of the reliability of sovereign

debts and their variations, the reduction of spreads for the most

indebted countries, which would thus reduce their exposure to the

47 There are numerous positions taken by authoritative scholars in favour of this
solution. We limit ourselves to mentioning Buiter et al. (2015) and most recently De
Grauwe and Diessner (2020).

48 The apparent generosity of the concession – in the past particularly opposed by
Germany – was linked by the media to the fact that German companies have
already benefitted from half of the aid measures approved by the
European Commission.
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financial market and the possibility of banks using Eurobonds to diver-

sify their portfolios, often burdenedwith lending to domestic securities.

Further initiatives could concern: (1) the creation of a single

European institution that should be entrusted with the competences

of national institutions, such as theministries of health, in the event of

an epidemic involving more than one country; (2) enhanced cooper-

ation, to carry out a European investment projectfinanced by securities

and destined to specific investment fields (for example, bio-medical

research, transport infrastructures, information technologies, giving

equal access to the market through a level playing field). In the longer

term, it is finally necessary to devise a European industrial policy that

not only identifies priority sectors in which to invest, but that also

favours aggregations between European companies, for example in the

energy, telecommunications and bio-genetics sectors, strengthening

European research platforms useful for innovative medium-sized

enterprises and start-ups, on the model of CERN (European Center

for Nuclear Research, Conseil européen pour la recherche nucléaire),

ESA (European Space Agency) and EMBO (EuropeanMolecular Biology

Organisation). Then, various trans-European infrastructures could be

enhanced (Accademia Nazionale dei Lincei, 2020).

.    

If at a national and a European level the problems posed by the

pandemic are relevant, they are dramatic on a world level. To get an

idea of the impact of the pandemic on the economy, comparing it with

that of the Great Recession that began in 2007–2008, a weakness

index was constructed for the United States, given by the average of

the recession probabilities of the various states. Another indicator –

which, however, stopped in May 2020 – had been built with the same

methodology for the various countries. As can be seen from Figure 15,

the weakness index, which in March 2020 was still relatively low

compared to 2008–2009, jumped to very high levels in just a few

months. The economic recovery in the summer and the limited

closures of activities imposed in some countries in the autumn meant
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that the peak of weakness calculated in May 2020 did not rise further

until November 2020, but in the following months the recovery was

very neat.

At the world level, there are essentially problems of: increasing

poverty; imbalances in the supply and demand of goods, with the nega-

tive economic, social andpolitical implications that derive fromit;49 and

effects of de-globalisation. Therefore, various questions arise on the

guidelines to be imprinted in the various fora on international economic

policies and related provisions.

As for the immediate responses to the health emergency by

international organisations, more than 100 member countries of the

International Monetary Fund have requested access to its funding and

funds have already been allocated for about half of the requests. In

May 2020 the World Bank and the International Monetary Fund urged

G20 countries to establish a Debt Service Suspension Initiative of its
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Note. The Weekly Economic Index (WEI) starts in 2008.

49 Consider that profound upheavals such as those created by the pandemic destabilise
not only the economy, but also society, giving rise to protests, unrest and overthrow
of political regimes.
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member countries. This has been done first until the end of 2020 and

then again also for the whole of 2021 (World Bank, 2021a).

For interventions on a broader scale, the reduction in employment

should be noted, which has cut the incomes of many families and

increased poverty. The pandemic has mainly affected some categories

of workers:first of all women (who occupy 70% of positions in the health

and care sectors and are therefore on the front line of the epidemic);

workers in the informal sectors or with casual and temporary jobs; young

people, whose employment prospects are more sensitive to fluctuations

in demand; the elderly, who are also affected from the point of view

of vulnerability to infections; the refugees and immigrants, particularly

if employed in certain sectors; micro-entrepreneurs and self-employed

workers (ILO, 2020, Palomino et al., 2020). The International Labour

Organisation (ILO) itself suggests four pillars of intervention:

1 Stimulation of the economy and employment through traditional

macroeconomic policy tools.

2 Support for businesses, employment and income, through the extension of

social protection and various measures aimed at avoiding redundancies.

3 Protection of workers in the workplace, for example, with the strengthening

of safety measures, the use of teleworking or smart-working.

4 Use of social dialogue to design possible solutions.

A major problem to be addressed concerns the financing of businesses

in the period of the depression. Didier et al. (2020) warn that, to avoid

meltdowns and bankruptcies, it is important to preserve relationships

between businesses and workers, as well as suppliers, customers and

creditors. To this end, the credit necessary to overcome the crisis

must absolutely be guaranteed. It can be added that the credit system

has an important role in this and the guarantee of its proper function-

ing must be offered, first of all, by the monetary authorities.

As we have seen in Table 5 already presented, a fall in world

GDP has taken place in 2020. Aside from this general fall in demand,

the Coronavirus has implied a change in the composition of demand,

with an increase in demand for food and a fall in demand for durable
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goods (e.g., cars). While in normal times this sudden change in the

composition of demand could be dealt with in particular by a change

in relative prices, during the pandemic the readjustment risks are

much more difficult. Problems with the availability of food were

noted not only due to the increase in demand for these goods, but also

due to the embargo introduced by the countries that produce the raw

materials (Russia and Kazakhstan for wheat and India and Vietnam for

rice) and at the same time for the accumulation of reserves by others

(such as Egypt and the Philippines). This has led to an increase in the

prices of these raw materials (for example, by 40% for wheat), which

has hit hard 110 countries – of which 50 are developing countries that

make up three-fifths of the world population (Reinhart and

Subbaraman, 2020). In particular, developing countries, already strug-

gling with growth problems, suffer further from the pandemic, espe-

cially due to the fall in demand for their goods – as some of them based

growth on these goods – and, moreover, because of the reduction of

remittances from their own emigrant citizens and of capital inflows.

Obviously, the impact of the increase in the prices of essential

goods affects the various income earners differently, worsening the

distribution of income and wealth, to the detriment of the less well

off. The availability of food and the worsening of this distribution

could cause social unrest and, in any case, will affect the political

structures of many countries.

Absolute poverty will be increased, as will be seen better in

Chapter 3. Perhaps the only positive effect of the pandemic has been

the improvement of the environment, in terms of lower energy con-

sumption and reduced carbon dioxide emissions.

International trade, with an upward trend that had already

declined since 2008, will also suffer further from the pandemic. As

Figure 16 shows, in this case two scenarios also have been identified,

with reductions in the volume of trade of goods ranging from 13% to

32% in 2020.

With respect to the previous year, Chinese exports have

increased by 4% in 2020. All other top ten economies suffered a
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contraction in exports in 2020, varying from �5.5% for South Korea,

�6.9% for Brazil, �9.1% in Japan, �12.5% in Canada, �12.9% in the

USA, �14.8% in India and �15.3% in the UK. From the point of view

of the world economy, as a result of the pandemic, a process of de-

globalisation could be activated, with various effects, such as the

isolation of many countries and the re-nationalisation of supply

chains, which are now unfolding at the world level.50 De-globalisation

first affects the movements of people. These have been limited due to

the closures imposed by the pandemic, but it should be noted that

some countries have a feeling of repulsion towards some foreigners, in
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50 In summary, global value chains derive from the breakdown of the production
process of an asset into its various component parts, each of which is produced in a
different country. This will be discussed more fully later, particularly in Box 3. The
effects of the pandemic could be similar to those resulting from the imposition of
limitations to the international movement of goods, of the kind of duties, on which
see Cappariello et al. (2020). On the negative aspects of these effects see Baldwin and
Freeman (2020).
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particular towards residents in other EU countries, the United States

and, in a particular way, Asia. However, these feelings are not shown

towards internal minorities and immigrants. The consequence is that

the resumption of trade and international cooperation will also have

to take these reflections into account and try to find adequate remed-

ies (Bartoš et al., 2020). Finally, the risk of further trade wars arises,

beyond those that have arisen in more recent years.

Some of these effects can be counteracted by appropriate pol-

icies of the individual countries concerned, such as monetary policy

and capital controls. Such policies are hardly available to the majority

of countries, particularly in the least developed countries, which

urgently need liquidity to meet international payments. The

International Monetary Fund remains the main lender of last resort

(García-Herrero and Ribakova, 2020). This institution has responded

at least in part to the needs of developing countries and emerging

countries since spring 2020, making new funds available. The World

Bank acted in a similar way, granting numerous loans to less

developed countries (LDCs).

A superior alternative from the point of view of collaboration

between countries is the search for a more sensible model of global-

isation that focuses on areas of effective convenience, in particular

cooperation on public health, environment, production and distribu-

tion of essential goods, elimination of tax competition (which reduces

public revenues of the various countries or nourishes tax evasion and

avoidance), granting of emergency loans to many developing coun-

tries, as well as temporary suspension of repayments of their pre-

existing debts.

Overall, the future of the world economy depends not only on

the action of the virus, but on the responses of public and private

operators. In particular, the future of globalisation largely depends on

the policies implemented by the United States and China. The

European Union will have little impact, being always grappling with

its internal problems, which prevent it from deciding on progress

towards greater integration of its economic policy instruments and
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greater incisiveness of its external action. The responses of the single

European states have, therefore, assumed a leading role. In the short

term essentially two avenues are open to globalisation. The first will

confirm the trend of recent years towards certain forms of de-

globalisation. However, an alternative route is feasible, tending to

emphasize the fields in which globalisation is certainly useful, such

as that of protecting health and the environment and reducing tax

havens. Cooperation or collaboration in these areas will also contrib-

ute to fostering international trade and investment. Further trends of

globalisation in the long term will be discussed later in Chapter 4,

with reference to its third phase.

More generally, all countries should be aware of the need to

adopt – and actually implement – health and other policies capable of

addressing not only the pandemic itself, but also the negative distribu-

tional effects affecting weaker people and countries. The ordinary

resources available to the various international institutions and the

extraordinary ones they must equip with for the occasion must be

aimed at these purposes: aid to the countries having the most difficulty

in controlling the epidemic and to the people and countries most eco-

nomically affected. ‘The international health andfinancial architecture

must be further strengthened, and partly redesigned’ as well in order to

strengthen the ability to cope with future crises (Berglöf et al., 2020).

.     

Among the policies to be adopted at theworld level, a specific discussion

deserves those for the research and production of a vaccine. Aside from

the difficulties of research, the main obstacle to vaccine development

has been due to the fact that the current pharmaceutical legislation –

based on the patentability of drugs – involves privatisation and the

blocking of knowledge, making it difficult to pool knowledge developed

by each research center, which would significantly reduce the time of

the research itself (Mazzucato and Torreele, 2020; Stiglitz et al., 2020).

Regarding the possibility of obtaining vaccines capable of fight-

ing the virus in a short time, it is necessary to be very explicit and

.      

https://doi.org/10.1017/9781009209106.002 Published online by Cambridge University Press

https://doi.org/10.1017/9781009209106.002


start, first of all, from experience. Coronavirus is just one of the

viruses belonging to a strain that has also hit in the past. In fact, the

SARS we suffered from in 2002 came from another strain of the same

virus circulating these months. Regarding the possibility that the

virus would reproduce in the future in a mutated form, scientists

had been very explicit in the past (Florio, 2020).

Large companies in the pharmaceutical industry have been

focused for a long time after the outbreak of the pandemic on the

production of other types of drugs, which can treat chronic diseases,

such as cholesterol, diabetes and hypertension. Therefore, they

invest in fields that promise a geographically large, stable or, even

better, a market regularly growing over time. They also invested in

the development of anti-Coronavirus drugs, as they began to do

since March 2020 in the United States, when public funding of over

1 billion dollars was decided and without the conditionality linked

to the maximum price constraint wanted by the Democrats.

Currently there are about 126 vaccines being tested. Most of them

are still in the pre-clinical stage, that is, the one before the tests on

people, with only four of them – Pfizer, Moderna, Astra Zeneca,

Johnson & Johnson – already being distributed in Western coun-

tries, in addition to one in Russia and one in China (see in particu-

lar Garde, 2020).

After India and South Africa, US President Biden has supported

a move at the World Trade Organization (WTO) for a temporary lifting

of patent protections for coronavirus vaccines. By contrast, the EU

Commission and Council have not, whereas the EU Parliament was

in favour. Still in August 2021 the WTO is discussing the proposal.

Considering the EU position, one can understand why this is likely

not to be passed.

Looking ahead, it is necessary to replace the action of ‘big

Pharma’ (i.e., of the large pharmaceutical companies) with the activity

of an international public entity, possibly at a European level, as

mentioned, of the type of CERN. In the United States, a federal

research and development institute has been proposed for drug
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research, together with public companies that materially produce and

sell drugs that will be developed at low prices.51

.      

    

The financial crisis had disruptive effects not only in the United

States and other countries, but also – and mainly – in the European

Union, where, first of all, it didn’t disappear as soon as in the USA. In

fact, in the EU it unmasked the imbalances that had been created by

the ill-devised nature of its institutions. The financial crisis caused

also a crisis of public finances in peripheral countries, since the

governments of these countries had to intervene to save their ailing

banking sector, threatened by the return to core countries of the

financial investments that these had directed to peripheral countries

before the crisis.

In addition to the interventions of governments in the periph-

eral countries, the EU countries tried to cope with the rise of public

debt in these countries by prescribing a rule even tougher than the

SGP, that is, the fiscal compact, which thus added to financial crisis,

due to its deflationary impact.

The pandemic will have effects similar to those of the financial

crisis, with multiple consequences, all the more important and

51 In terms of proposals, at least from the point of view of similar future occurrences,
Florio (2020) and Florio and Iacovone (2020) have suggested the establishment of an
institute at a sufficiently high level such as the European one, which could be called
BIOMED EUROPA, with an annual budget between 0.10 and 0.20% of EU GDP, of
the same order of magnitude as the National Institutes of Health in the USA (41.7
billion dollars in 2020). This size could have several advantages, in terms of
extensive experimentation and production and distribution of drugs at an
international scale. It could constitute the largest public biomedical research
infrastructure in the world and perhaps induce large private pharmaceutical
companies to collaborate. It should also be added that the usefulness of such a
structure could go beyond the cure of the current pandemic, extending to the entire
chain of viruses similar to the one that is now spreading and, again, in search of
other diseases now neglected by private pharmaceutical companies. The Institute
could also control the prices of the specialties they produce. A similar scheme has
been proposed for the USA by the Democracy Collaborative think tank.
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serious the longer it lasts. From this point of view, it is painful to note

that its duration depends on the tendency of large pharmaceutical

companies not to share the results of their research, to safeguard the

possibility of enjoying patent rights. Apart from the suspension – or

some attenuation – of these rights, a possible measure aimed at

increasing cooperation in the search for antidotes could be offered by

the establishment of a common pool of resources among the

various countries.

The consequences of the pandemic will be of various kinds, not

only of an economic nature, on the levels and distribution of income

between people (particularly affected were racial minorities and

immigrants) and countries, but also social and political.

At the economic level, the effects will be as profound as ever

since the Great Crisis. While an overall limited reduction in GDP

was expected earlier in 2020, with a partial recovery in 2021, the

violent return of the virus in Europe, the United States and other

countries starting at the end of the summer 2020 has certainly

worsened the situation. Unfortunately, at present – and until the

peak of infections is passed – it is not possible to make reliable

forecasts on the extent of the worsening of the economic outlook.

One thing is certain: The current deterioration will already cause a

reduction in production, employment and international trade and an

increase in poverty.

At the social level, first of all, the fraying of the fabric of rela-

tionships between people should be noted, which is particularly acute

for young people forced into distance learning, perhaps tempered by

the acquisition of a greater awareness of the interpersonal effects of

their actions. To this end, it is also worth taking up one of the

conclusions of the Italian Accademia dei Lincei, according to which

‘the technological evolutions in the field of communications and

information, which certainly make a contribution to growth, also

seem to provide a new tool for social control, which must be regulated

in the best way to help fight the epidemic without posing risks to

democracy and the rule of law’ (Accademia Nazionale dei Lincei,
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2020: 4). In addition, it should be noted that the pandemic will affect

the structure of international economic and political cooperation,

confirming or accentuating the protectionist tendencies that have

emerged in recent years. And, apart from the effects on the world

economy, even in a more limited context, the pandemic will affect

the European economic and political order. The main consequence is

that ‘it will be shown that this is not the occasion for verifying only

the economic effects of a head-on collision, but also of European

unity’ (Bénassy-Quéré et al., 2020). Finally, it should be noted that

the pandemic and the set of measures implemented to curb it or treat

its negative effects will affect the relationship between citizens and

political power, varying the degree of support not only for the author-

ities in charge, but also for the public authorities in general. In par-

ticular, the epidemic has made evident the shortcomings of Chinese

public action and the fragility of some reactions, such as the construc-

tion of a hospital in ten days, absolutely insufficient when compared

to the spread of infections. Similarly, the shortcomings in the action

of Presidents Trump and Bolsonaro were evident. Other important

case studies could emerge from considering the reactions of many

other countries (Wyplosz, 2020). To these observations we could then

add other assessments on the reaction of the economic and social

structure of the various countries as well as of the European and

international architecture (see, for example, Bénassy-Quéré and

Weder di Mauro, 2020b).

.         

https://doi.org/10.1017/9781009209106.002 Published online by Cambridge University Press

https://doi.org/10.1017/9781009209106.002

