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CORNELIA MEYER

The European Union has long 
been hailed as the guaran-
tor of stability and peace 

in Europe; even its fiercest critics 
admit that the dissolution of the 
Warsaw Pact would not have been 
so smooth, had it not been for the 
EU’s support and largesse.

Over the past decade the organi-
zation has had to contend with sev-
eral adversities that shook it to its 
core. The eurozone crisis of 2012 
left deep rifts between the eco-
nomically weaker southern states 
and the more affluent north; the 
departure of the UK caused deep 
wounds and put into question the 
EU’s very modus operandi, particu-
larly its unyielding bureaucracy; 
Angela Merkel’s decision in 2015 to 
admit about a million refugees flew 
in the face of previous agreements, 
and backfired not only in parts of 
Germany but in the Balkans too; 
and there are deep ideological di-
visions over tolerance and human 
rights between the more liberal 
original member states and later 
arrivals with a Warsaw Pact legacy 
such as Poland, Hungary, the Czech 
Republic and Slovakia.

COVID-19 has magnified these 
cracks in the EU’s cohesion. The 
question now is whether it emerg-
es from the pandemic stronger or 
weaker — or whether it will even 
implode.

The Schengen zone was built 
on the free movement of people 
across borders, but as the virus 
spread, the barriers went up. Many 
workers in border regions are 
employed in neighboring coun-
tries, some in medical and care 
professions, which heightens the 
care crisis. Confining hundreds 
of thousands of Eastern Europe-
an agricultural laborers to their 
homes endangers the harvest of 
early vegetable crops, which may 
have ramifications for overall food 
security. Giant trucks carrying es-

sential goods are still allowed to 
cross borders, but their drivers’ 
access to food and hygiene is pre-
carious; without them, supermar-
ket shelves would remain empty 
and Europeans would go hungry.

EU member states also showed 

a woeful lack of solidarity when 
it came to protective equipment 
such as masks, gloves and gowns; 
Germany and other countries have 
banned their export. Pictures of 
Chinese and Russian aircraft 
delivering desperately needed 

medical equipment to Italy will 
be ingrained in this generation’s 
collective memory. They will ask 
themselves, where was Europe-
an solidarity when we needed it 
most?

So what should be done now? 

NOTHING IS AT LAST SACRED 
BUT THE INTEGRITY OF YOUR 
OWN MIND.
RALPH WALDO EMERSON

QUOTE 
OF THE 
DAY

Europe 
struggles 
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virus test

BY GIOVANNI DELL’ARICCIA, 
PAOLO MAURO, ANTONIO 
SPILIMBERGO, AND JEROMIN 
ZETTELMEYER

The COVID-19 pandemic 
is a crisis like no other. 
It feels like a war, and 

in many ways it is. People are 
dying. Medical professionals 
are on the front lines. Those 
in essential services, food dis-
tribution, delivery, and public 
utilities work overtime to sup-
port the effort. And then there 
are the hidden soldiers: those 
who fight the epidemic con-
fined in their homes, unable to 
fully contribute to production.

In a war, massive spending on 
armaments stimulates econom-
ic activity and special provi-
sions ensure essential services. 
In this crisis, things are more 
complicated, but a common fea-
ture is an increased role for the 
public sector.

At the risk of oversimplifying, 
policy needs to distinguish two 
phases:

Phase 1: the war. The epi-
demic is in full swing. To save 
people’s lives, mitigation meas-
ures are severely curtailing 
economic activity. This may be 
expected to last at least one or 
two quarters.

Phase 2: the post-war recov-

ery. The epidemic will be under 
control with vaccines/drugs, 
partial herd immunity, and con-
tinued but less disruptive con-
tainment measures. As restric-
tions are lifted, the economy 
returns—perhaps haltingly—to 
normal functioning.

The success of the pace of 
recovery will depend crucially 
on policies undertaken during 
the crisis. If policies ensure that 
workers do not lose their jobs, 
renters and homeowners are 
not evicted, companies avoid 
bankruptcy, and business and 
trade networks are preserved, 
the recovery will occur sooner 
and more smoothly.

This is a major challenge for 
advanced economies whose 
governments can easily finance 
an extraordinary increase in 
expenditures even as their rev-
enues are dropping. The chal-
lenge is even greater for low-in-
come and emerging economies 
that face capital flight; they will 
require grants and financing 
from the global community (a 
focus for a subsequent blog).

WARTIME POLICY MEASURES

Unlike other economic down-
turns, the fall of output in this 
crisis is not driven by demand: 
it is an unavoidable conse-
quence of measures to limit the 

spread of the disease. The role 
of economic policy is hence not 
to stimulate aggregate demand, 
at least not right away. Rather, 
policy has three objectives:

Guarantee the functioning 
of essential sectors. Resources 
for COVID-19 testing and treat-
ment must be boosted. Regular 
health care, food production 
and distribution, essential in-
frastructure, and utilities must 
be maintained. It may even in-
volve intrusive actions by the 
government to provide key sup-
plies through recourse to war-
time powers with prioritization 
of public contracts for critical 
inputs and final goods, conver-
sion of industries, or selective 
nationalizations. France’s early 
seizing of medical masks and 
the activation of the Defense 
Production Act in the United 
States to ensure the production 
of medical equipment illustrate 
this. Rationing, price controls, 
and rules against hoarding may 
also be warranted in situations 
of extreme shortages.

Provide enough resources for 
people hit by the crisis. House-
holds who lose their income 
directly or indirectly because 
of containment measures will 
need government support. Sup-
port should help people stay at 
home while keeping their jobs 
(government-funded sick leave 

reduces movement of people, 
hence the risk of contagion). 
Unemployment benefits should 
be expanded and extended. 
Cash transfers are needed to 
reach the self-employed and 
those without jobs.

Prevent excessive econom-
ic disruption. Policies need to 
safeguard the web of relations 
among workers and employ-
ers, producers and consum-
ers, lenders and borrowers, 
so that business can resume 
in earnest when the medical 
emergency abates. Company 
closures would cause loss of 
organizational know-how and 
termination of productive long-
term projects. Disruptions in 
the financial sector would also 
amplify economic distress. 
Governments need to provide 
exceptional support to private 
firms, including wage subsidies, 
with appropriate conditions. 
Large programs of loans and 
guarantees have already been 
put in place (with the risks ul-
timately borne by taxpayers), 
and the EU has facilitated direct 
capital injections into compa-
nies by relaxing its state-aid 
rules. If the crisis worsens, one 
could imagine the establish-
ment or expansion of large state 
holding companies to take over 
distressed private firms, as in 
the United States and Europe 

Economic Policies for the COVID-19 War

This pandemic may be the 
making or unmaking of the 
EU. If the 27 member states 

cannot stand together in 
the face of such adversity, 

they risk becoming no more 
than a fair-weather union. 
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Defense Secretary Es-
per says firing the Navy 

captain who raised alarms 
about coronavirus on his 
aircraft carrier was “a tough 
decision” but he supports 
it. Citing an ongoing inves-
tigation, Esper won’t say if 
he agrees w/ Trump it was 
“terrible” Captain Crozier 
wrote a letter.

@kaitlancollins

The U.S. had a program 
- PREDICT - that iden-

tified lethal viruses abroad 
to prevent their spread to 
the U.S.. It had found 1,200 
viruses (and 160 coronavi-
ruses) in 10 years. It was 
actively working in China. 
o months before the Wu-
han outbreak, Trump shut 
the program down.

@ChrisMurphyCT

The media, “experts,” 
and Democrats are 

trying to make it impos-
sible for the president to 
even consider rational 
options for opening parts 
of the economy.  And, of 
course, some of these 
governors won’t recon-
sider their decisions in 
some areas, either.

@marklevinshow

In the UK another 621 
people have died of 

#coronavirus the total 
death toll is now 4,934. 
This morning the govern-
ment warned that people 
could be stopped from 
leaving their homes for 
exercise if too many flout 
existing rules that some 
still seem to be ignoring.

@aliarouzi

 Disclaimer: (Views expressed 
by columnists are personal and 
need not necessarily reflect our 

editorial stances)

medical equipment to Italy will 
be ingrained in this generation’s 
collective memory. They will ask 
themselves, where was Europe-
an solidarity when we needed it 
most?

So what should be done now? 

Some advocate “corona bonds,” 
guaranteed jointly and severally 
by all European countries. This 
would be particularly important 
for Italy, which has been ravaged 
by COVID-19. The country is al-
ready highly indebted, and some 

economists expect its debt-to-GDP 
ratio to reach 150 percent.

Germany, the Netherlands, 
Austria and Finland are opposed, 
because they fear they would be 
on the hook indefinitely for oth-
er countries’ debt. The northern 

states prefer the European Stabil-
ity Mechanism, which has a debt 
capacity of 410 billion euros and 
allows countries to borrow on their 
books. Germany and the Nether-
lands have proposed an aid package 
of up to 20 billion euros, which 
would be a drop in the ocean. 
French finance minister Bruno Le 
Maire suggested a rescue bond of 
limited duration, 5 to 10 years, and 
wants urgent action: “We should 
not be obsessed by the word ‘coro-
na bonds’ or eurobonds. We should 
be obsessed by the necessity of 
having a very strong instrument to 
provide us with economic recovery 
after the crisis.”

This pandemic may be the mak-
ing or unmaking of the EU. If the 27 
member states cannot stand together 
in the face of such adversity, they risk 
becoming no more than a fair-weath-
er union. As Portugal’s finance min-
ister Mario Centeno put it: “The 
way Europe deals with the financial 
strains left behind by the virus will 
determine the shape and the extent 
of the recovery, and, ultimately, the 
cohesion of the euro area.”

European Commission pres-
ident Ursula von der Leyen hit 
the German TV stations on Friday 
night vouching for European soli-
darity. Some may struggle to take 
her fine words at face value.

1814
Nominal beginning of the 
Bourbon Restoration; 
anniversary date that Napoleon 
abdicates and is exiled to Elba.

1830
Church of Christ, the original church 
of the Latter Day Saint movement, is 
organized by Joseph Smith and others at 
either Fayette or Manchester, New York.

1841
U.S. President John Tyler is 
sworn in, two days after having 
become President upon William 
Henry Harrison’s death.

1860
The Reorganized Church of Jesus Christ of 
Latter Day Saints, later renamed Community 
of Christ, is organized by Joseph Smith III and 
others at Amboy, Illinois.

TODAY 
IN 

HISTORY

during the Great Depression.
Greater intervention by the 

public sector is justified by the 
emergency for as long as ex-
ceptional circumstances per-
sist, but must be provided in a 
transparent manner and with 
clear sunset clauses.

Policies in support of house-
holds, businesses, and the fi-
nancial sector will involve a 
mix of liquidity measures (pro-
vision of credit, postponement 
of financial obligations) and 
solvency measures (transfers of 
real resources; see table).

Several tradeoffs will need 
to be managed. If transfers 
or subsidized loans are given 
to a large corporation, they 
should be conditional on pre-

serving jobs and limiting CEO 
compensation, dividends, and 
stock repurchases. Bankrupt-
cy would ensure that equity 
holders share some of the costs, 
but would also cause signifi-
cant economic dislocation. An 
intermediate option is for the 
government to take an equity 
stake in the firm. When liquid-
ity is the problem, credit by 
the central bank (through asset 
purchase programs) or other 
government controlled finan-
cial intermediaries (through 
loans and guarantees) has 
proven effective in previous 
crises. Many practical questions 
arise also in identifying and 
supporting hard-hit small- and 
medium-sized enterprises or 
self-employed individuals. For 
these, direct transfers based on 
past tax payments should be 
considered.

These domestic policies need 
to be supported by maintaining 
international trade and coop-
eration, which are essential to 
defeating the pandemic and 
maximizing the chances of a 
quick recovery. Limiting the 
movement of people is neces-
sary for containment. But coun-
tries must resist the instinct of 
shutting down trade, especially 
for health-care items and the 
free exchange of scientific in-
formation.

FROM SHELTER-IN-PLACE TO 
RECOVERY

Promoting the recovery will 
have its own challenges, includ-
ing higher levels of public debt 
and possibly new swaths of the 
economy under government 
control. But relative success in 
Phase 1 will ensure that eco-
nomic policy can go back to 
its normal operation. Fiscal 
measures to boost demand will 
become increasingly effective 
as more people are allowed to 
leave their homes and go back 
to work.

Interest rates and inflation 
were projected to be low-for-
long prior to the pandemic in 
most advanced economies. Pre-
venting major disruptions in 
supply chains should avoid in-
flation during the emergency and 
recovery phases. If the measures 
to contain the spread of the vi-
rus are successful, the necessary 
increase in the public debt ratio 
will have been sizable, but inter-
est rates and aggregate demand 
are likely to remain low in the 
recovery phase. Under those cir-
cumstances, fiscal stimulus will 
be appropriate and highly effec-
tive in most advanced economies. 
And this will facilitate exit from 
the exceptional measures intro-
duced during the crisis.

Economic Policies for the COVID-19 War
These domestic policies 
need to be supported by 

maintaining international 
trade and cooperation, 
which are essential to 

defeating the pandemic and 
maximizing the chances of a 

quick recovery.

Desolate airports around the world 
bear testimony to the cruel im-
pact of the COVID-19 pandemic 

on civil aviation – both passenger and 
cargo services. The International Air 
Transport Association (IATA) announced 
global passenger traffic data for February 
2020 showing that demand (measured 
in total revenue passenger kilometers or 
RPKs) fell 14.1% compared to February 
2019. This was the steepest decline in 
traffic since 9.11 and reflected collapsing 
domestic travel in China and sharply 
falling international demand to/from and 
within the Asia-Pacific region, owing to 
the spreading COVID-19 virus and govern-
ment-imposed travel restrictions.

The aviation industry is the thread 
that stitches the globe together. With-
out the global connectivity provided 
by aviation, sustaining global supply 
chains, as well as developing country in-
dustries such as perishable horticulture 
and tourism would be impossible. It is 
therefore imperative that governments 
start examining action plans to create 
rescue packages for their national carri-

ers in particular and for the 
aviation industry in general. 
Otherwise, we risk causing 
irrecoverable damage to in-
ternational connectivity. By 
value, 35 % of international 
trade flown by air, 57 % of 
international tourists travel 
by air and each airline job 
contributes to 24 more in 
the wider economy. 

Around the world, the 
busiest airports are seeing 
hundreds of aircraft parked 
idly in hangers and runways 
with nowhere to go. Even as 
passengers protest that is-
suing travel vouchers in lieu 
of refunds for unused tick-
ets is unfair, an IATA analy-
sis shows that airlines may 
burn through $61 billion of 

their cash reserves during the second 
quarter ending 30 June 2020.

In Bahrain, the COVID-19 crisis is sure 
to impact the timeline and progress of 
our local aviation industry, whether in 
the form of delay in opening the new air-
port or in the bottom line of our national 
carrier, Gulf Air. As passengers, we are, 
of course, very patriotic and I am sure 
many of us will try to fly Gulf Air for our 
travels, once the pandemic ebbs. 

But I appeal to the other stakeholders, 
be it Bahrain International Airport or 
Gulf Air to also make an immense effort 
to woo passengers with the four things 
that travellers value the most: punctual-
ity, a widespread network, a welcoming 
service on ground and in the air as well 
as good fares that make economic sense. 
All of these will help us join hands and 
overcome aviation’s darkest hour when 
the sun shines again. 

 (Captain Mahmood Al Mahmood is the  
Editor-in-Chief of The Daily Tribune and 
the President of the Arab-African Unity 

Organisation for Relief, Human Rights and 
Counterterrorism)        

Joining 
forces to 
save civil 
aviation

CAPT. MAHMOOD AL MAHMOOD

Around the 
world, the 

busiest airports 
are seeing 

hundreds of 
aircraft parked 
idly in hangers 

and runways 
with no 

where to go. 


