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Abstract: The appearance of the pandemic in the form of the new
disease COVID-19 greatly influenced global trends and caused a
wider economic recession. Due to unusual factors that generated the
crisis, it is specific and different from all previous ones. As the crisis
continues, estimates of future economic trends vary depending on the
health situation in individual countries, as well as the measures
applied by state authorities to mitigate it. Due to the topicality of the
crisis and its extraordinary impact on global trends, this paper
attempts to examine the effects of the pandemic on the economy of
the European Union, as well as to answer the question of the scope of
economic policy measures in overcoming recessionary effects.
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Introduction

The COVID-19 pandemic in Europe
appeared in January 2020 and 1is
still going on. The global health
crisis has radically changed the
functioning of society and, among
others, caused numerous economic
consequences. The different inten-
sity of the decline in economic
activity in individual countries is
due to numerous reasons, economic
policies in times of crisis.

From the very beginning of the
health in the
Union, it was clear that there was

crisis European
no single reaction from the member
states. It differed both in the health
measures against the pandemic
and in the measures of the econom-
ic policy of the states in the fight
against the recession. European
countries have applied a wide
range of short-term discretionary
fiscal and monetary measures in
response to the health and econom-
ic crisis. Most of these state aid
measures are aimed at preserving
jobs and maintaining the liquidity
of companies.

1. The impact of the COVID-
19 pandemic on the global
economy

In 2020, the world faced a health

crisis that left immeasurable
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health, social and economic conse-
quences. The pandemic caused by
the COVID-19 virus has seriously
changed the world, endangered na-
tional economies and dealt a blow
to the health and safety of the
population. The health, social and
economic crisis has found countries
at different levels of preparedness
to function in extraordinary,
emerging circumstances. In re-
sponse to the crisis, states have
taken certain restrictive measures
to prevent, control and stop the
pandemic. Measures ranged from
closing borders, restricting inter-
state traffic, restricting the opera-
tion of certain facilities, to quaran-
tine and curfew. The global spread
of the pandemic, in addition to
great consequences for human
health and
caused a global economic recession
and a shock for which the world
was not ready. [Kamberovié et al.,

2020, 9]

increased mortality,

What can be said with certainty is
that the shock of the pandemic hit
the economy both from the side of
aggregate demand and from the
side of aggregate supply, which is
the
situation and overcoming the crisis
especially difficult. Demand has
been affected by a significant re-

atypical and which makes

duction 1n all its components,

investments in the economy and



capital expenditures of the state
have been reduced. An even more
drastic example is the impact of the
pandemic on aggregate supply. The
aggregate supply is affected by the
fact that many economic entities
have temporarily reduced or com-
pletely stopped their work, because
many parts of the world have been
quarantined due to the require-
ment to maintain social distance
This
caused problems in the modern

and reduce contacts. has
world when it is characterized by
global supply and production
chains. [Praséevié, 2020, 10]

The direct impact of the pandemic
on the economy was manifested
through a sharp decline in GDP in
2020, which covered all regions of
the world. The decline in world
GDP in 2020 was 3.1%. [Interna-
tional Monetary Fund, 2021b, 5] In
addition to the restrictions result-
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ing from the application of non-
pharmacological epidemiological
measures, the decline in economic
activity was affected by the decline
in investment and consumption,
which led to a further decline in
demand, especially for durable con-
sumer and investment goods. The
has trig-

gered a negative spiral in which a

coronavirus pandemic
drop in supply caused by epidemio-
logical measures leads to a drop in
demand, and then a drop in de-
mand due to it leads to an addition-
al drop in supply. However, in
2021, there was a partial recovery
of the world economy, although the
pandemic is still going on. GDP
growth is projected to be 5.9% in
2021 and 4.9% in 2022. Growth of
5.2% and 4.5% 1is expected for
developed economies, and 6.4% and
5.1%

respectively. (Table 1)

for developing economies,

Table 1. Status and projections of world real production in the period

from 2019 to 2022 (%)

2019 2020 2021 2022
World Output 2.8 -3.1 5.9 4.9
Advanced Economies 1.7 -4.5 5.2 4.5
Emerging Market and Developing Economies 3.7 -2.1 6.4 5.1
World Trade Volume (goods and services) 0.9 -8.2 9.7 6.7

Source: Author’s representation based on [IMF, 2021b, 6/

When it comes to GDP per capita,
its decline was 4.3% in 2020. As a
result of the global recovery, GDP
per capita is expected to grow by
4.8% in 2021 and 3.8% in 2022.

Growth projections for developed
economies are 5.0% and 4.3%, and
for developing economies 5.1% and
4.0% in the observed years. (Table
2.
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Table 2. Status and projections of world real production per capita

in the period from 2019 to 2022(%)

2019 2020 2021 2022
World Output 1,7 -4,3 4,8 3,8
Advanced Economies 1,3 -4,9 5,0 4,3
Emerglr.lg Market and Developing 2.3 3.4 5.1 4.0
Economies

Source: Author’s representation based on [IMF, 2021b, 42]

This state of world real production
is a consequence of falling invest-
ment, private consumption and in-
ternational trade. Investments in
the period of crisis, by the way,
have a sharp decline, while their
recovery after the crisis is gradual.
The decrease in investments was
caused by the deterioration of the
liquidity of the economy and risks
that growing
while the dynamics of recovery is

are significantly,
uncertain. The decline in private
consumption in the current crisis is
delays in the
purchase of non-existent goods, as

largely due to

well as reduced opportunities to
purchase various services. One of
the specifics of the current crisis is
the extremely uneven decline in
economic

economic activity by

activities.

However, thanks to the exceptional
support of national governments
and central banks, even greater
consequences for the world econ-
omy have been avoided. Thus, in
2021, there will be a gradual global
economic recovery, regardless of
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the emergence of new strains of the
virus. According to OECD projec-
tions, recovery will be uneven and
exposed to a large number of risks,
both in developed and developing
economies. Countries emerge from
crises with various challenges,
often reflecting their strengths and
weaknesses before COVID-19, as
well as their approaches policies
during the pandemic. [OECD, 2021,

12]

2. Economic developments
and consequences of the
crisis on European Union
countries

The impact of the pandemic on the
countries of the European Union is
similar to that on the global world
economy. This means that the cri-
sis has affected both aggregate
supply,
causing a significant decline in

demand and aggregate

economic activity, rising unemploy-
ment, rising corporate bankrupt-
falling

cies, declining liquidity,

stock prices and falling energy



prices. However, not all European
affected
equally. Those countries that had a

Union countries are
more serious health crisis and more
significant measures of "locking"
the economy also had a greater
economic decline. The targets were
primarily those sectors that imply

significant social closeness that
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cannot be avoided. Thus, tourism,
entertainment industry, transport,
sports, some industries (eg produc-
tion of durable consumer goods,
luxury goods, etc.), which are espe-

cially important for European
economies, are particularly af-
fected.

Table 3. Real gross domestic product in the countries of the
European Union in the period from 2019 to 2022 (%)

2019 2020 2021 2022
European Union 1,7 -5,9 5,1 4,4
Spain 2,0 -10,8 5,7 6,4
Italy 0,3 -8,9 5,8 4,2
Portugal 2,2 -8,4 4,4 5,1
Malta 4,9 -8,3 5,7 6,0
Greece 1,9 -8,2 6,5 4,6
France 1,5 -8,0 6,3 3,9
Croatia 2,9 -8,0 6,3 5,8
Sweden 1,3 -2,8 4,0 3,4
Poland 4,5 -2,7 5,1 5,1
Denmark 2,3 -2,1 3,8 3,0
Luxembourg 2,3 -1,3 5,5 3,8
Lithuania 3,9 -0,9 4,7 4,1

Source: Author’s representation based on [IMF, 2020, 17; IMF, 2021a, 10/

Some countries of the European
Union are especially endangered
because they depend on tourism,
and at the same time they are sig-
nificantly affected by the pandemic.
Namely, the group of countries
with the largest estimated decline
in GDP includes Spain, Italy, Por-
tugal, Malta, Greece, Croatia and
France, most of which are typical
tourist destinations. On the other
hand, Sweden, Poland, Denmark,
Luxembourg and Lithuania are

with the
mildest economic consequences of
the COVID-19 pandemic. (7able 3
Sweden, for example, has benefited

among the countries

from positive net exports, as well as
significantly less restrictive mea-
sures to combat the pandemic. In
the case of Poland, this is mainly
due to low reliance on hard-hit
sectors and diversified economic
structures. Denmark has high ex-
ports of pharmaceuticals and agri-
cultural products, and these are the
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sectors most affected by the pan-
demic. [Kamberovi¢ et al., 2020, 23]
Lithuania is the country least af-
fected by the pandemic. The reason
for that is the existence of a long-
term 1investment plan and in-
creased consumption of citizens.
Even before the crisis, it was one of
the three European Union coun-
tries with the fastest growth in
gross domestic product. The pillars
of its economy are similar to
Germany's: a positive government
budget and balance of payments,
sustainable and balanced growth,
driven by household consumption,

exports and investment.

When looking at the real gross
domestic product per capita, it fell
by 6.1% in 2020 at the level of the
European Union. Of the countries,
the largest decline was in Spain
11.2%, Malta 10.8%, Greece 9%,
Italy 8.7%, Portugal 8.6%
Croatia 7.7%. In contrast, the smal-

and

lest decline was recorded in Swe-
den 3.6%, Finland and Latvia 3%,
Poland 2.5%, Denmark 2.3% and
Lithuania of only 0.2%. [World
Bank, 2021]

It is estimated that about 6 million
jobs in the European Union were
lost due to the pandemic, with a
large drop in income in tourism.
Hotels recorded a decline of 85%,
tour operators 85%, train transport
85%, cruise travel and air travel as
much as 90%. [Praséevié, 2020, 16]
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A survey by the European Associa-
Small and
Medium-sized Enterprises found
that more than 90% of small and
medium-sized enterprises in the

tion of Craftsmen,

European Union saw a drop in
traffic due to the pandemic and
measures to combat it. About 20%
of SMEs lost all turnover in a few
Two-thirds of SMEs said
they had delayed investment deci-
sions or reduced
[SMEUnited, 2020]

weeks.

investments.

The pandemic had a special nega-
tive impact on labor market devel-
opments, which led to an increase
The
unemployment rate in the Euro-
pean Union in 2020 reached 9%. It
is also high in 2021, but slightly
lower at 7.1%. Among European

in the unemployment rate.

countries, Greece and Spain cur-
rently have the highest unemploy-
ment rates of 15.1%, followed by
Italy with 9.7%, Sweden with 9.5%,
Latvia with 8%, while Poland, the
Netherlands and the Czech Repub-
lic have the lowest unemployment
rates, with 3.6%, 3.2% and 2.8%,
respectively. [Statista, 2021]

In addition to open unemployment,
there is also the problem of insuffi-
cient employment, which refers to
workers who are still employed, but
work significantly shorter than
they could, or work remotely. Esti-
mates for Italy indicate that as

many as 50-60% of workers work



remotely or do not work at all.
[Prasc¢evié, 2020, 17] The situation
is similar in other economies,
where states generally try to pre-
vent companies from laying off
workers through various aid pro-
grams, linking aid to businesses
with the condition that they did not
lay off workers, or directly paying
reduced wages to workers in these

companies.

In the countries of the European
Union, the decline in production in
agriculture, financial services, real
estate and government services
was small, while informatics and
telecommunications grew. Indus-
trial production in the European
Union has decreased significantly,
with the decline at the level of
individual countries depending on
the share of production of existen-
tial goods, such as food, beverages,
pharmaceuticals, household chemi-
cals and the like, and the number
of non-existent goods such as
durable consumer and investment
goods. In general, the decline in
industrial production was smaller
in less developed countries, where
the production of subsistence prod-
ucts has a higher share, compared
[Arsié,

to developed countries.

2021, 59]

In December 2020, the European
Union developed a comprehensive
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financial package of €1,824.3 billion
for the following years, in order to
mitigate the socio-economic conse-
quences of the COVID-19 pandemic
and take into account its long-term
priorities. It covers € 1,074.3 billion
for the Multiannual Financial
Framework (MFF) for the period
2021-2027 and € 750 billion for the
Next EU (NGEU)
recovery instrument. [European
Council, 2020a] The Multiannual
Financial Framework is a long-
term budget to fund almost 40 EU
spending programs over the seven-

Generation

year period. It covers seven areas
Figure I
2020b]

[European  Council,

1) Single Market, Innovation and
Digitalisation,

2) Cohesion, Resilience and Values,

3) Natural Resources and Environ-
ment,

4) Migration and Border Manage-
ment,

5) Security and Defense,

6) Neighborhood and World and

7) European Public Administration.

For the implementation of the EU's
Next Generation Recovery Instru-
ment, all Member States have, in
accordance with their constitution-
al provisions, given the green light
for spending in order to recover
from the effects of the COVID-19
pandemic crisis.
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1074,3 (MFF) + 750 (NGEU) = 1824,3 (Total Budget)

143.4

73.1 ‘/

98.4 ) /

13.7
22.7

= Single Market, Innovation
and Digital

m Cohesion, Relilience and
Values

= Natural Resources and
Environment
Migration and Border
Management

m Security and Defence

= Neighbourhood and the
World

m European Public
Administration

m Next Generation EU

Figure 1. Multiannual financial framework 2021-2027 and Next
Generation EU (billion €) on European Union
Source: Author’s representation based on [European Council,2020a]

This financial package enables the
European Union to provide the
largest amount of funds for recov-
ery from the COVID-19 disease
pandemic in the coming years. It is
expected that the real gross
domestic product at the level of the
European Union will increase in
2021 compared to 2020 by about
5%, while it will continue to grow
in 2022 and approximately 4.4%,
when it will reach the level before
the crisis. This scenario is, to a
greater or lesser extent, envisaged
for EU member states as well (see
Table 3). Also, real gross domestic
product per capita will increase by
4.9% in 2021 and 4.3% in 2022.
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[World Bank, 2021] As can be seen,
the European Union and its mem-
bers are ready to face the crisis and
mitigate its devastating effects.
The coordination of measures in
the field of social, health and eco-
nomic policies has contributed to

that.

3. EU measures in the fight

against the COVID-19
pandemic

In the fight against the COVID-19
pandemic, the governments of most
European countries have imposed
strict restrictions on the movement
of people and taken significant



monetary and fiscal measures. The
combination of national fiscal poli-
cy measures and bond purchases by
the European Central Bank (ECB)
is aimed at mitigating the economic
impact of the pandemic. EU and
ECB officials are pushing for a co-
ordinated fiscal response from the
eurozone and the wider EU. The
EU is considered to have entered
the largest economic recession in
its history.

European Union countries, as well
as other non-EU countries, have
taken three key actions in the fight
against the pandemic: [Coli¢, 2021,
247]

1. The so-called "locks", ie quaran-
tine. Italy is the first country in
Europe to introduce quarantine
throughout the country, which
referred to the closure of compa-
nies and the ban on movement.
Other countries have also intro-

Al-

countries

duced similar restrictions.
most all European
closed schools and some compa-
nies, but also limited them to
public gatherings. European gov-
ernments have mobilized mili-
to help

including their involvement in

tary forces citizens,
building temporary hospitals to
house patients. Public transport
was reduced and curfew was in-

troduced.
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2. Economic incentives. The gov-
ernments of the EU countries
have taken a number of mea-
sures that have certainly miti-
gated the economic downturn.
These measures relate to loans
and credit guarantees for compa-
nies, subsidies to companies in
the form of payment of income to
workers, deferral of tax pay-
ments and deferral of debt. The

Bank has

Pandemic Emer-

European Central
adopted the
gency Purchase Program (PEPP)
worth 750 billion euros for all
member states, aimed at calming
the financial market and stop-
ping the debt crisis in the Euro-
zone. [European Council, 2020c]
Eurozone leaders agreed on a
540 billion-euro bailout package.
This package covered: (1) access
to the European Stability Mecha-
nism (ESM) credit lines to cover
health and other costs of €240
billion, (2) the creation of a €200
billion
Bank fund to support businesses

European Investment
and the unemployed euros and
(3) 100 billion euros for the Euro-
pean Commission's unemploy-
ment reinsurance plan. [Euro-
pean Stability Mechanism, 2020]

3. Closing borders. The govern-
ments of European countries

have made a decision on border
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control, and some countries have
restricted entry only to their citi-
zens. These measures restrict
the free movement of goods and
services and the free movement
of people, which are key ele-
ments of the EU's single market.
Bearing in mind that the highly
integrated economy of the Euro-
pean Union rests on these key
elements of the EU single mar-
ket, it can certainly be concluded
that closing the borders is disas-
trous for the economy. The tem-
porary ban on entry into the EU
for most foreign nationals is also
considered a partial measure to
preserve freedom of movement
within the EU.

4. Vaccination. In mid-2020, the
European Commission presented
the EU Vaccination Strategy
with the aim of accelerating the
development, production and im-
plementation of the COVID-19
vaccine. The objectives of the
strategy are as follows: to ensure
a quality, safe and effective vac-
cine; ensure timely access to

vaccines for the people of the

Member States and at the same

time be a leader in solidarity at

world level; ensure fair access to
affordable vaccines for all EU
citizens. [European Commission,

2020]

In addition to these activities, EU
member states have taken a wide
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range of measures to alleviate the
COVID-19 pandemic. These are: 1.
Government support measures, 2.
Central bank measures, 3. Pruden-
tial measures and 4. Activities
aimed at ensuring the normal func-
tioning of the market. [Financial
Stability Board, 2020]

Government  support

were the first line of defense and

measures

were implemented through the fol-
lowing activities:

state guarantees on loans grant-
ed to the economy, primarily to
small and medium enterprises;
direct state support through
state funds and schemes;
restructuring of loans granted to
companies and citizens, by intro-
ducing a moratorium, ie delays
in repayment of liabilities for a
certain period of time;

subsidies on employee income
and deferral of tax and other

fiscal obligations.

Simultaneously with the measures
of the government, the central
banks of most European countries
their monetary policies

acted first through the policy of

within

reducing interest rates, and then
through new or intensifying exist-
ing securities repurchase programs.
In order to adequately support the
economy and citizens, central
banks

sources of liquidity to banks since

have provided additional



the beginning of COVID-19, both
through the approval of longer-
term bank loans and extension of
refinancing operations and by re-
ducing required reserves. Also, the
central banks, in cooperation with
commercial banks, provided easier
to both
through stimulative bank loans
and through the purchase of com-

financing companies

pany bonds.

Since the beginning of the corona-
virus pandemic, central banks' ap-
involved
of
reference and other interest rates,

proaches have mainly

similar activities: reduction
quantitative easing, extension of

maturities of refinancing opera-
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tions, activities aimed at uninter-
rupted lending to banks and other
financial institutions. These mea-
sures are aimed at supporting the
national and global economy, with
the aim of absorbing the shock of
the current crisis, providing afford-
able lending, increasing bank lend-
ing capacity, supporting access to
credit for businesses and house-
holds and preserving financial
stability  through
cooperation.

international

Table 4 shows the measures taken
by some European countries in
order to combat the negative econo-
mic consequences of the pandemic.

Table 4. Measures taken by individual countries to combat the

coronavirus

Measures

Countries

Government loans or credit
guarantees to companies

Germany, France, Italy, Great
Britain, Spain

Income subsidies for affected workers

Germany, France, Italy, Spain

Deferred tax payments

Germany, France, Great Britain,
Spain

Social security subsidies

Germany, France, Spain, Great
Britain

Debt refinancing

Italy, Great Britain, Spain

Source: [Colic, S.,2021, 249]

In response to the coronavirus pan-
demic, the ECB has introduced a
new repo facility (Eurosystem repo
facility for central banks - EUREP),
with the aim of providing repo lines
as a precaution to central banks
outside the Eurozone. EUREP is
addressing the possible liquidity

needs of the euro in the event of
market dysfunction resulting from
the COVID-19 shock, which could
adversely affect the monetary poli-
cy mechanism. [European Central
Bank, 2020]

Along with the mentioned mea-
sures, the member states of the
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European Union had to prepare a
plan for economic recovery and
ensuring the normal functioning of
the market. The European Com-
mission has set priorities for the
recovery plan that member states
should adhere to, such as: job cre-
ation, economic and social re-
silience of member states and GDP
growth. The plan envisions more
than a third of the allocations to

support the green transition. The

European Green Deal is the basic
policy document for EU changes
that contribute to a sustainable
economy. The document aims to en-
courage industries to use resources
efficiently by switching to clean
technologies, CE business models,
halting climate change, restoring
biodiversity loss and reducing pol-
lution. [Milié & Andelkovié, 2021,
386]

Figure 2. Currency breakdown of green bond issuance (%)

@ Euro
® US Dollar

O Other currencies

Source: [Janse & Tsanova, 2020]

The intention of the European
Union 1s to become a global leader
in green technologies and economic
sustainability through the Euro-
pean Green Deal program. Invest-
ments supported by the economic
recovery package and the budget
should be fully in line with the
goals of establishing a climate-
neutral economy. This policy initia-
tive is extremely important because
it will bring significant changes in
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the
private sector, with the EU's sus-

investment mindset of the

tainable development strategy di-

recting private capital towards

environmentally sustainable in-
vestments. (Figure 2) Given that
almost half of the global financing
of a sustainable capital market is
denominated in euros, it is clear
that the EU has a leading role in
this area at the global level. [Janse

& Tsanova, 2020] EU policy aimed



at green recovery and sustainable
production in the coming period
will contribute to the fight against
climate change, as well as overcom-
ing the consequences of the eco-
nomic crisis caused by the COVID-
19 pandemic.

Based on all the above, we can con-
clude that the European Union has
taken measures not only to miti-
gate the economic consequences of
the pandemic, but also to preserve
the ideas of multilateralism and
solidarity. Because of the way it
has protected its citizens, business-
es and member countries, it 1is
showing global leadership in the
best interests of humanity.

Conclusions

The ongoing coronavirus pandemic
has a significant impact on the real
economy not only in the European
Union but also around the world.
As a result, the global financial
economy 1s experiencing major
market turbulence. Financial mar-
kets are currently very volatile and
under pressure. This brings chal-
lenges to trade institutions. In
addition, the need for credit and
liquidity among bank customers

around the world is increasing.

Many believe that the European
Union has entered, so far, the big-
gest economic recession in its
history. The changes in the econ-

omy caused by the COVID-19 pan-
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demic are not only temporary but
also structural. This will leave
significant consequences for the
productivity of the service sectors,
and some activities of the economy
will need a longer period to return
to the pre-crisis level. How much
these structural changes will affect
the economy and deepen the al-
ready existing differences between
European countries will depend on
the economic policies that will be
the response to the pandemic. In
this regard, it seeks a coordinated
response to monetary and fiscal
policies in both developed and
developing countries across Europe.

The monetary policy of the Euro-
pean Central Bank and the central
banks of European countries has a
key role in combating the negative
economic consequences of COVID-
19. Central banks have built signif-
icant capital and liquidity funds in
recent years. They are also pre-
pared for difficult situations that
can affect the economy as a whole.
They have the task of keeping the
financial sector liquid, ensuring the
implementation of measures relat-
ed to financing and assistance to all
sectors of the economy, above all,
those on which future economic
growth and inflation rate depend.
Central banks have responded to
the crisis with an expansionary
monetary policy, through more
favorable borrowing conditions, in-
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creased banking capacity and the
application of quantitative easing.
On the other hand, fiscal policy
measures were aimed at direct
financial assistance to citizens and
the economy, primarily small and
medium enterprises, subsidies for
employees, as well as the introduc-
tion of delays in the payment of tax
liabilities.

The COVID-19 pandemic, which
caused a shock in the economy of
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Rezime: Pojava pandemije u vidu nove bolesti COVID-19 nagovestila
je znacajan uticaj na ekonomska desavanja i1 kretanja, prvenstveno
kroz moguéu pojavu ekonomske recesije koja je po svim
pokazateljima globalna i drugacija od ranijih kriza, pre svega usled
neuobicajenih faktora koji je generisu. Pandemija se, svakako, moze
smatrati negativnim egzogenim Sokom cije se delovanje Siri kroz
privredni sistem, izazivajuéi ekonomski pad i recesiju. Kako kriza jos
uvek traje, procene budué¢ih ekonomskih kretanja variraju u zavis-
nosti od broja zarazenih i preminulih po pojedinim zemljama, kao 1
od mera koje drzavni organi primenjuju u njenom ublazavanja. Zbog
aktuelnosti krize 1 njenog izuzetnog uticaja na globalna kretanja,
ovaj rad pokusava da sagleda efekte pandemije na ekonomiju Evrop-
ske unije, kao 1 da odgovori na pitanje koji su dometi preduzetih
mera ekonomskih politika drzava u prevazilazenju recesionih
efekata.

Kljuéne reéi: COVID-19, Evropska wunija, pandemija, Kkriza,
ekonomske mere
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