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Introduction

Monica Billio
Universita Ca’ FoscariVenezia, Italia

Simone Varotto
ICMA Centre, Henley Business School, University of Reading, UK

Pandemics are disruptive events that have profound consequences
for society and the economy. This volume aims to present an anal-
ysis of the economic impact of COVID-19 and its likely consequenc-
es for our future. This is achieved by drawing from the expertise of
authors who specialise in a wide range of fields including fiscal and
monetary policy, banking, financial markets, pensions and insurance,
artificial intelligence and big data, climate change, labour market,
travel, tourism and politics, among others. We asked contributing
authors to write their chapters for a non-technical audience so that
their message could reach beyond academia and professional econ-
omists to policy makers and the wider society. The material in this
volume draws from the latest research and provides a wealth of ide-
as for further investigations and opportunities for reflection. This al-
so makes it an ideal learning tool for economics and finance students
wishing to gain a deeper understanding of how COVID-19 could in-
fluence their disciplines.

The volume begins by taking a historical perspective. Moreno, On-
gena, Ventula Veghazy and Wagner explore the linkages between the
Great Recession of 2008-09 and the current pandemic. They argue
that the ways in which the former crisis was fought may have a bear-
ing on the severity of the outcomes of the current crisis. Governments
that piled up debt to bail out banks in their country may have divert-
ed resources away from critical sectors including public health ser-
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vices. This in turn may have curtailed the ability of those countries to
contain the spread of the virus and offer adequate health treatment
to the sick. Similarly, job losses following the Great Recession, espe-
cially among young people (e.g. in Italy and Spain) may have created
a greater incentive for younger generations to live at home with their
parents. Such proximity between younger and older people, with the
latter more vulnerable to the infection, may have led to higher mor-
tality rates during the pandemic. Finally, forbearing bank supervi-
sors that have allowed banks to keep in their balance sheet ‘zombie’
firms following the last crisis may have created the pre-conditions
for government funding to fall in the ‘wrong hands’ of failing compa-
nies, rather than healthy ones, during the current crisis.

Historical comparisons are further stretched back by Bell, Lacey
and Prescott who look at the lessons from the Black Death of 1348-
51, which may still be relevant today. They argue that restricting
freedom of movement, especially if protracted in time, can generate
resentment and lead to social unrest and political turmoil. Events in
fourteenth century England suggest that governments need to act
quickly to address social injustice when social tension is high be-
cause of a pandemic. History also teaches us that psychological re-
actions of crisis-affected masses may lead to nationalistic tenden-
cies. This is further explored by Halikiopoulou who focuses on the
rise of populism in Europe. The author distinguishes between coun-
tries already dominated by populist movements and those where pop-
ulists are in opposition parties. A pandemic, and the resulting eco-
nomic crisis, may create an opportunity for populists in opposition
to gain more support from the voters that are worst affected by the
economic downturn. A likely consequence of ‘my-country-first’ poli-
cies, which can find quick appeal in periods of economic and health
crises, is protectionism. Laker identifies clear signs of protectionist
trends emerging from the pandemic and warns that these can have
disproportionate consequences for developing economies as they are
more dependent on imports for critical medical supplies and their
population’s basic needs.

The UK experience during the First and Second World Wars as well
as the Great Recession is examined by Scott to shed light on the fis-
cal implications of COVID-19 and the likely consequences for British
taxpayers. He argues that the austerity measures that could follow
fiscal expansion during the current pandemic would be misguided.
Past events suggest that fiscal austerity may have the unintended
consequence of slowing economic growth and generating mass un-
employment, while a less fiscally conservative approach would lead
to a stronger and sustainable recovery.

Busetto, Dufour and Varotto extend the fiscal policy analysis to
continental Europe. They show that pre-existing debt levels influence
governments’ ability to sustain their pandemic-hit economies. Ger-
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many’s relatively low debt-to-GDP ratio has helped it to implement a
‘fiscal bazooka’ to protect its economy without paying the price of a
substantially higher cost of borrowing. Italy, on the other hand, with
a more contained fiscal expansion, is expected to experience a more
punitive increase of its borrowing costs. This, in turn, would have a
further negative impact on its already anaemic growth prospects.

Financing costs in European countries are also explored by Billio,
Costola, Mazzari and Pelizzon who look at the repo market. Specifical-
ly, they focus on the effect on repo rates of monetary policy announce-
ments made by the European Central Bank (ECB) during the pandem-
ic. They find that countries in Europe’s periphery, e.g. Italy and Spain,
may be highly dependent on the ECB support to keep their repo rates
in line with those of other countries. An announcement made by the
ECB that it would not intervene to support countries with higher sov-
ereign risk was sufficient to generate a substantial divergence of their
repo rates from those of low risk countries. A subsequent ECB an-
nouncement which clarified that the Central Bank would indeed sup-
port weaker economies caused an immediate realignment of the repo
rates. This highlights the critical role that monetary policy can have
to contain the effect of the pandemic on financial markets.

The connection between sovereign risk and bank risk has become
more evident since the European sovereign debt crisis. Andries, On-
gena and Sprincean observe that such connection and feedback loop
have become stronger during the pandemic but are not as important
as they were during the sovereign crisis. This is partly the result of
stricter bank regulation that has made banks better able to with-
stand periods of instability. Lazar and Zhang examine in detail some
aspects of the new bank rules and conclude that they might lead to
banks overestimating risk and keeping higher than needed equity
capital levels, which are sub-optimal.

Stock markets reacted strongly to the spread of COVID-19. Ramel-
li and Wagner analyse the stock performance across 90 countries in
different phases of the crisis: incubation, outbreak, fever and recov-
ery. They find highly levered companies to be the ones with a more
volatile behaviour, which confirms the role of debt in amplifying eco-
nomic shocks and uncertainty. Worryingly, corporate debt levels have
increased since the start of the pandemic, which may contribute to
further market instability in case of future outbreaks of the virus.
This has reawakened the debate about whether corporations should
still be incentivised to pile up debt through the tax deductibility of in-
terest payments.* The authors also perform an industry analysis that

1 See Financial Times article “Should We End the Tax Deductibility of Business Inter-
est Payments?”. 22 July 2020. https://www.ft.com/content/426c1465-9561-4300~
8d3e-2430e4124c93.
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