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Covid-19 painfully hit Exfope ant@Asia. Policymakers in
both regions reactegiswiftly to the urfjiecedented downturn
with large rescug’packages but with diffei@at policy actions.
Chief Econgfrists Hoe Ee Khor from AMRO &4 Rolf

Strauchfyom ESM explain why.

The id-19 pandemic has resulted in more than 20 million confirmed infection

dwide and more than 730,000 deaths up to now. Countries in Europe and Asia
seen severely affected by the pandemic and the subsequent economic crisis. The euro
area was painfully hit by the epidemic in March and April, with almost 1.3 million

curve, though several countries are reporting a second wave of infections. Across the
ASEAN+3 region, almost 500,000 cases have been confirmed.[!l Most countries have
flattened the curves except for Indonesia and the Philippines and a second wave in
Japan.

Figure 1. Daily new Covid-19 infections in 2020 (7-day

average)
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ASEAN+3 Euro area

Source: Johpf Jpkins University, own calculations. Note: The difference e number of
cases in 2uro area and the ASEAN+3 region show up similarly when s d by
popula or by health care capacity as measured by the number of hospital &

£4 ilomic activity in the euro area is expected to contract by 8.7% this year from 1.
s2rowth in 2019.121 In the ASEAN+3 region, GDP growth in 2020 is expected to drop to
0.2% from 4.8% last year.3l As Chief Economists at institutions overseeing financial

shareholders and members, as well as policy advice.

In this blog, we note that while policymakers in Europe and Asia reacted swiftly to the
unprecedented downturn with large rescue packages, their policy actions differ. Another
difference is the important role of supranational agencies in Europe.

We highlight that:

e Pre-crisis fiscal buffers differed across and within the two regions.
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¢ Differen icy responses are due to different national and regig nstitutions and
different vui_wabilities in the two regions.

e Euro area count sed mainly guarantees and liquidi pport schemes, various
discretionary meas and automatic stabilisers.l

e ASEAN+3 countries mosti;. msorted to discretigt 1y measures.

European response

As an immediate euro area-wide regf nse, the E° ‘emporarily suspended its fiscal rules
and applied more flexibility to it e aid rules and ules governing the EU cohesion
funds.

As signs of a deeper do rn intensified, European finance™ wisters endorsed three
regional safety nets ounting to €540 billion, for workers, bus es, and countries.
They comprise thgt "dropean Commission’s SURE programme to ort workers, the
European Inved ‘ient Bank’s Guarantee Fund to mobilise loans to sme d medium-
sized enterg’ “es (SMEs), and the European Stability Mechanism’s Pande Crisis
Suppor elp euro area countries cope with more spending on healthcare ¢

preval on.

ork is now centred on the implementation of the new €750 billion Recovery Fund.
und is attached to the new long-term EU budget, and is composed of €390 billion grants;

Different economic and fiscal stimuli

The temporary suspension of the EU fiscal rules was part of the EU’s concerted response
to Covid-19 and allowed euro area countries to use expansionary fiscal policy to revive
their economies. Similarly, policymakers across the ASEAN+3 region have deployed
unprecedented economic stimulus measures to support their economies.

The overall fiscal and indirect financial measures (i.e. debt moratorium), are close to 29%
of euro area GDP and 13% of GDP in the ASEAN+3 region.[6] In both regions, the size of
the stimulus differs substantially across countries due to differences in their fiscal and
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financial space ong the euro area, the size of the stimulus meas anges from
about 50% of GDi w a few percentage points. Similarly, in the ASE N+3 region, the size
ranges from 40% of & P for Japan, to about 10% for the other g snomies.

Differences in the overall s %.0f the regional crisis responat are first explained by the use
of guarantees to support firms_ Sigure 2).

For the euro area, the discretionary. wdgetary mef dres amount to 5.3% of GDP, while
tax and social security deferrals sum G, w 2.1%¢ 5t GDP.[7] These measures are backed
by an unprecedented amount of guarante d liquidity facilities of almost 22% of GDP,
mostly to support corporates and SME

Across the ASEAN+3 economies, &* "policy mix ¢ considerably. At the regional
level, discretionary fiscal measuf 5 average 5.1% of ¢ 2, which are backed by liquidity
support schemes averaging/ . of GDP and include te ary debt relief and
moratoriums. Tax and SO contribution deferrals add ano .5% of GDP. The
stronger reliance on g4 ‘antees in the euro area channel liquia:, xthrough the banking
system into the ecg y.

Second, diffe es exist in the way household income is supported. | regions,
discretion? easures targeted the immediate needs of the health care sy and
epidemd _ontrol early on. In helping households and workers, the use of direc acome
supg’ schemes have been effective in many ASEAN+3 economies. Wage co-pe. ments

apport employment were less widespread. By comparison, job retention scheme
sperating through short-time work compensation, are among the most prominent crisis
responses among euro area countries.

The contrast in discretionary fiscal measures across the two regions reflects the
difference in economic structures, such as larger social security systems in euro area
countries, and a larger informal economy (i.e. not regulated or protected by the state) as
well as more flexible labour markets in many ASEAN+3 countries.

Thirdly, these structural differences can be observed in the size and operation of
automatic stabilisers, e.g., through taxation and the extended coverage of unemployment
and social benefits. In the euro area, their role and significance is prominent and they are
estimated at around 5% of GDP. By comparison, the role of automatic stabilisers is more
limited in most ASEAN+3 economies, estimated at 1.1% of GDP (Figure 2).

4 | Blog | August 2020




Figure 2. EQ@imates of economic stimulus angéxutomatic

stabilisers in th&@guro area and ASEAN+, GDP)
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measures is available. For the CLM economies (Cambodia, Lao PDR, Myanmar), the
column shows the overall economic stimulus. The figure shows estimates expressed as
percent of 2019 GDP with a cut-off date of 15 July 2020. The size of the discretionary
measures, deferrals and government guarantees and liquidity support schemes refer to
the announced measures and do not capture the effect of these measures on the fiscal
balance for fiscal reporting purposes. At this early stage, it is also assumed that none of
the discretionary measures announced falls under the automatic stabilisers.

Monetary policy responses

5 | Blog | August 2020



https://www.esm.europa.eu/file/figure2-2020-07-20jpg

The Europea tral Bank (ECB) reacted swiftly to the economic fa py adopting an
extensive set of sures based on a substantial €120 billion expal on of its asset
purchase programme. % addition, the ECB boosted the volumeg purchases and
widened eligibility with aew temporary €750 billion Pandg Emergency Purchase
Programme, which was fu enhanced by €600 billion4 “ching a total envelope of
€1.35 trillion. The horizon of tfi. mrogramme was exte d to at least June 2021. Further,
the ECB took actions to ease the den on the ba g sector and to keep credit flowing
included long-term financing for bank eased ateral requirements and increased the
flexibility in the use of banks’ capital anc iy buffers.

Central banks in most ASEAN+3 econgf s ¢ » provided monetary stimulus, in addition
to regulatory forbearance for financi stitutions: %2n out of the 14 ASEAN+3 economies
eased key interest rates, althoug e magnitude di significantly. Key monetary policy
measures among ASEAN+3 g¢ iomies to support bu ses include government
guarantees on select ban ding activities, especially le g to SMEs, market
interventions to improval juidity, temporary financing lines in form of credit subsidies,
low-cost and soft loa¢ ;"as well as central bank purchases of co ate bonds. Moreover,
regulatory forbes e encourages the well-capitalised banking secCt. o provide some
relief to borro

Sapf’ pandemic shock — different policy responses

he Covid-19 pandemic is a health crisis posing multiple threats and calling for an

systems built up buffers differed across and within Europe and the ASEAN+3 region
when the pandemic hit. Some policymakers had less room than others to mitigate the
impact of the pandemic. Moreover, the institutional framework and the economic structure
of economies in the two regions led to differences in policy responses.

ASEAN+3 countries, despite their economic heterogeneity, mostly resorted to
discretionary measures to support workers and the most vulnerable sectors of the
economy. The central banks in emerging markets and developing economies cut policy
rates and injected liquidity.

Euro area countries supported their economies mainly through guarantees and liquidity
support, various discretionary measures such as job retention schemes, and the effective
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operation of at. watic stabilisers.

Central banks in aadv ed economies on the other hand, includi e ECB, constrained
by their interest rate se«. ¥, responded with quantitative meag’ s to support their
economies and ensure the wderly functioning of the finang arkets. In addition, some
euro area-wide initiatives aimc_ o alleviate the risk of & "homic divergence within the
euro area because of the crisis.

It remains uncertain when the pande vill bat Sntained and what further stimulus may
be needed. Future downside risks include olonged pandemic and a second wave,
which could lead to renewed lockdown C economic downturn, and increased
fiscal pressures. Ultimately, there is 3¢ “ed to tic_ it from current emergency measures
into more sustainable policies to guard long-r onomic prospects in both regions.

This blog post was publisheg® 5'an op-ed in Project S ate and also appeared on
AMRO'’s blog.
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otnotes

[1] The ASEAN+3 region comprises the ten ASEAN economies (Brunei Darussalam, Cambodia,

as the Plus-3 economies (China, Japan, Korea and Hong Kong, China).

[2] European Commission (2020), Economic Forecast Summer (Interim).

[3] AMRO (2020), Update of the ASEAN+3 Regional Economic Outlook (AREO) — August 2020.

[4] Discretionary measures refer to changes in budgets resulting from policy decisions and changes in
laws, statutes and administrative practices. These can have short-term and very lasting impacts, for
example, when they affect pension systems. Instead, automatic stabilisers are changes in tax
revenues and spending, which emerge quasi automatically from changes in economic activity. Among

others, corporate taxes decline if firms earn less and payments for unemployment benefits go up when
unemployment increases.

[5] Special meeting of the European Council (2020), Conclusions
[6] This figure does not incorporate automatic stabilisers.
[7] In this category, measures do not include deferrals in the form of debt repayment moratorium.
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