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 As the fallout from coronavirus plunges the eurozone into recession, fiscal 

support will be vital to prevent the sharp downturn from causing permanent 

economic scars. National governments have moved relatively quickly to 

promise large fiscal packages, averaging 11% of GDP in the biggest European 

economies, with Germany going the furthest so far. While this appears sizeable, 

most of the support is credit guarantees, so we think much greater actual fiscal 

stimulus will be required. 

 Governments initially focused on providing resources for health care, followed 

by liquidity for businesses, and have only now started on actual stimulus 

measures. Income subsidy schemes are common and seem appropriate given 

the concentrated nature of the shock on vulnerable sectors, e.g. tourism, where 

solvency will quickly become an issue.  

 However, we think even more fiscal stimulus will be needed to jump-start the 

recovery in H2 once containment measures are lifted. Some governments have 

already hinted that they’ll ramp up spending, so others may match the size of 

Germany’s package in the coming days. Ultimately, the required response will 

depend on the length of containment and the pace at which economic activity 

can resume – both still highly uncertain. 

 

With coronavirus containment measures set to send the eurozone into a severe 

recession, policymakers are grappling with how to prevent this sudden stop in activity from 

causing permanent economic damage. The ECB launched a huge expansion of its QE 

programme and measures to ensure bank liquidity. But the focus is now on fiscal policy to 

provide more targeted measures. These are critical to keep unemployment and 

bankruptcies from causing lasting economic scars once containment measures are lifted.   

 

 

Sudden stop in 

economic activity 

necessitates 

massive fiscal 

support 

 
So far, Germany has the 
largest fiscal package, with the 
other big four eurozone 
economies somewhat behind. 
However, the headline figure 
includes a large amount of 
state guarantees (blue series), 
but actual spending is still very 
small across most countries 
(red series).  

Figure 1: Size and 

breadth of fiscal 

responses to date 

vary widely among 

12 of the largest EU 

economies 
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Although these responses appear large, averaging 20% of GDP for the big four eurozone 

economies, some smaller countries are still lagging in both size and breadth of packages 

(Figure 1 and see Appendix for details). However, we think governments will likely have 

to go even further, especially if containment measures prove to be long-lived. Much of the 

focus so far has been on credit provision, but more cash stimulus measures will be 

needed. 

Strong automatic stabilisers provide a helping hand 

While we’ve seen a barrage of discretionary fiscal policy announcements in the past few 

days, it’s important to remember that automatic stabilisers will also play a large part. 

Automatic stabilisers mean government spending increases and revenues fall as growth 

slows even if the government takes no action. For example, spending on unemployment 

benefits rises and tax payments from lower incomes and corporate profits fall. This 

provides a boost to the economy. In European economies, this effect tends to be stronger 

than in other advanced economies (Figure 2). 

 
 

 

 

 

 

On average in the EU, the government budget balance will worsen by 0.5ppts for every 

1ppt drop in GDP. Therefore, given we lowered our 2020 GDP expectation for the 

eurozone by almost 3ppts, to -2.2%, in our latest forecast, the government deficit should 

worsen by around 1.5ppts, even without any discretionary fiscal policies. And if the 

economic impact is even greater, automatic stabilisers will adjust even further. 

While automatic stabilisers are helpful, they won’t be nearly enough to offset such a sharp 

and sudden slowdown. Therefore, most governments have launched a range of 

discretionary fiscal measures. 

Huge government guarantees seek to ensure business liquidity 

 

One of the first policy responses across the continent has been to massively expand 

government guarantees for business borrowing. While the size is often quite vague at this 

stage, the big four eurozone countries have each promised guarantees for loans worth 

around 15% of GDP. This policy aims to provide liquidity for companies that have faced a 

sudden drop in revenue due to the crisis and prevent them from going bankrupt, a clear 

worry in badly affected sectors such as tourism and restaurants.  

Strong automatic 

stabilisers in the EU 

will help support the 

economy… 

 
Automatic stabilisers in the EU 
are typically higher than in 
other advanced economies, 
which will help support the 
economy through the 
downturn. Even though these 
numbers are from 2005, the 
results would be similar today. 

 

Figure 2: European 

automatic stabilisers 

are high compared 

to other advanced 

economies 
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Automatic change in fiscal balance due to 1ppt change in output gap

…but won’t be 

enough on their own 

 

Governments aim to 

get liquidity to 

corporates via loan 

guarantees 
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However, this policy is limited. No amount of credit guarantees will be able to save 

businesses that suffer a sustained halt in demand. In particularly stricken sectors, such as 

tourism, this could lead to a wave of bankruptcies, which would severely dent the chances 

of a strong bounce back once containment measures are lifted.  

Another question mark is whether banks will lend to crisis-stricken businesses. 

Governments have reportedly encouraged banks to offer loans based on companies’ 

creditworthiness before the crisis hit. But they may be reluctant to do so given they still 

have to take on some of the credit risk, especially in an environment in which banks’ 

capital and credit supply will already be hit. So far, government guarantees don’t cover the 

full loans. For the countries that have detailed such a policy, guarantees are around 80%-

90% of loan amounts, with a focus on SMEs. We think these guarantees may have to 

increase to cover 100% to get banks’ lending again.  

These guarantees could eventually add a large amount to governments’ debt piles if 

companies that take on the loans default. Clearly, the longer lockdowns continue, the 

greater the risk this will happen. The guarantees provided so far are generally quite large 

compared to those provided to banks during the financial crisis (Figure 3). On average, 

losses from those guarantees to banks were very small, but the different nature of this 

shock and the type of guarantees mean this time could be different. 

 

 

 
 

Tax and social security deferrals prop up businesses in the short run 

A second area where governments have attempted to boost corporate liquidity is by 

deferring tax and social security contributions for companies affected by the downturn. 

Even without deferrals, government revenues will fall sharply (due to the automatic 

stabilisers).   

Details on the estimated impact of tax and social security deferrals is sparse. But using 

estimates from a few European countries, we think around 50% of selected taxes due in 

Q2 could be deferred. By itself, this could trigger an increase in the fiscal deficit of around 

8% in Q2, but it would quickly improve as the economy rebounds. Such a large deficit 

would require a huge amount of public debt issuance, though the ECB could help mop up 

the supply. However, these numbers are highly uncertain at present. 

These declines in revenue due to deferrals are on top of the usual automatic stabilisers. 

However, due to the nature of this shock — a total shutdown of large parts of the economy 

— we think taxes owed by businesses will fall more sharply than is usual in a downturn. 

State guarantees provided so 
far are large compared to 
during the financial crisis 
(except for countries that 
experienced major banking 
crises).  

Figure 3: Guarantees 

could significantly 

add to government 

debt 
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These would mean less tax is liable to be deferred, but tax revenues still plunge as 

business activity comes to a halt.   

It’s also important to note that governments expect to eventually be paid the deferred 

taxes, in some cases by the end of the year so that the deferrals don’t affect the overall 

budget numbers for the year. However, chances are good that this won’t happen. Some 

firms may go bankrupt and so won’t pay. Or governments may just write off part of what is 

owed. After all, demanding increased taxes in the middle of the recovery equates to fiscal 

tightening at just the wrong moment. Therefore, as with the loan guarantees, deferrals 

could have a long-run negative impact on government finances, but this is still highly 

uncertain. 

 

 

 
 

More cash, not just credit, will be needed 

Guarantees and deferrals aim to help with firms’ liquidity needs and seek to stop 

bankruptcies so the economy can get up and running again quickly. But the longer 

containment measures are in place, the more solvency — rather than just liquidity — 

becomes an issue. Therefore, governments will need to provide cash, not just credit, to 

ensure a speedy recovery from the coronavirus. Much of the cash pledged to date 

focusses on income support for workers in affected industries (see Appendix). This is 

appropriate for this type of sudden economic shock and could help prevent mass layoffs. 

It’s also scalable with the size of the shock: If the impact is worse than governments 

currently expect, they’ll pay even more to affected workers.  

Germany has made the largest cash boost so far, with the new budget pencilling in 3.6% 

of GDP worth of spending. This doesn’t even include the costs from income support for 

workers, which could easily add over 1% of GDP in a severe scenario. The rest of the big 

four are closer to 1% of GDP, but indications have been strong that more stimulus will be 

forthcoming. The logistical issues of getting support to millions of small businesses and 

the self-employed is huge, but speed is still vital. We therefore expect to see additional 

measures announced in coming days.  

Fiscal response is encouraging, but even more will be required 

Although the eurozone’s fiscal response has not been formally coordinated, we have seen 

governments move in similar directions, and the size of the packages seems to have been 

ramped up by the day. Still, we’re not sure that the current commitments are enough. 

Estimates of coronavirus’ economic impact are still hugely uncertain. Governments seem 

Deferring a large proportion of 
taxes would have a major 
impact on government 
finances in Q2. In this 
calculation, we have assumed 
tax revenues automatically 
decline in line with GDP, then 
deferrals come on top of this. 
In reality, this type of shock 
may cause a much larger 
decline in actual revenues, 
leaving less to be deferred. We 
have also assumed no 
seasonality in tax revenues. 

Figure 4: Deferrals 

could create a huge 

dent in government 

revenues in Q2 
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to have based their spending plans on rather different projections: a -5% GDP drop in 

Germany vs. a -1% decline in France, though the latter is set to be revised. Our forecast is 

somewhere between the two, but we see large downside risks. The ultimate impact, and 

therefore the fiscal cost, will depend on how quickly the virus outbreak can be brought 

under control and how successfully lasting containment measures can be combined with a 

gradual reopening of the economy. 

 

Much rhetoric has been promising even more spending in coming weeks, which ought to 

be encouraging. Governments will be helped because some of the EU’s usual limits on 

spending have been lifted. The bloc has activated the general escape clause from its 

fiscal rules for the first time. And the ECB’s unprecedented pace of bond buying should 

ensure governments are able to raise sufficient financing for now. The political wrangling 

over additional support, such as deploying European Stability Mechanism’s resources, 

does raise some concerns that peripheral governments will struggle for resources should 

the economic impact take a sharp turn for the worse. 

Finally, we also think eurozone economies will still require massive support to get back up 

and running once containment measures are lifted. Maintaining such fiscal support, not 

just in the second part of this year but also in 2021, will be crucial to ensuring a V-shaped 

recovery. We hope policymakers have learned from their recent experience of removing 

stimulus too soon. We’ll explore options for these policies in coming weeks. 

 

 

…but we think more 

spending will be 

needed to ensure the 

economy recovers 

quickly 
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Fiscal policy support (1/3)
Germany France Italy Spain

- Liquidity measures for affected 
companies. 
- KfW credit & state guarantees 
of up to €1.2tn loans to 
businesses at the moment, with 
promise of unlimited support 
(marks an increase of €757bn 
from €463bn).
- Export credit gurantees.                                                                              

- €300bn state guarantees for 
businesses
- 90% public guarantee for 
liquidity loans granted by French 
private banks to affected 
companies.

- Package includes loan 
guarantees for businesses hit by 
the crisis, boosting guarantee 
for SME loans.

- €100bn made available to 
businesses in the form of public 
guarantees.
- €400m credit line to help meet 
the liquidity needs of the tourist 
sector.

- Easier access to short-term 
work compensation, which 
replaced 60-67% of net wage 
loss. 
- €50bn stimulus to support self 
employed and the smallest of 
the small firms that would not 
benefit from Kurzarbeit and the 
usual unemployment insurance 
and would struggle to use the 
credit guarantees. 

- State will cover 84% of the 
workers’ net wage, 100% for 
those in the minimum wage 
(initial estimated cost: €8.5bn). 
- €2bn solidarity fund for 
SMEs/self-employed and 
rent/bills for SMEs will be paid 
by state.
- €1.5bn for payment of daily 
allowances for employees 
forced to stop working to 
babysit.

- Strengthening the so called 
cassa integrazione (redunancy 
fund).
- One-off payments of €600 per 
person for the self-employed, a 
freeze on any worker lay-offs, 
and a cash bonus for Italians 
still working not-remotely during 
the lockdown.

- Workers to receive 
unemployment benefits even if 
they haven't paid enough social 
security contributions.
- Self-employed able to receive 
benefits similar to the 
unemployed.

 - Deferred tax payments for 
affected companies until year-
end.

- Corporate taxes due in March 
can be deferred without 
formality and without penalty. 
Likely to be extended to April.

 - Deferred tax payments for 
companies.

- €14bn in tax relief for small 
and medium-sized businesses 
and the self employed over six 
months.

- Social security payments by 
firms on reduced working hours 
now paid for by unemployment 
insurance.

- Social contributions due in 
March can be deferred without 
formality and without penalty. 
Likely to be extended to April.

- Extended social security 
subsidies for seasonal workers.
- Companies won't have to pay 
taxes for workers temporarily 
made redundant.
- Rebates on social security for 
fixed contracts for February-
June.

- On the government's request, 
the private banks’ federation has 
agreed to postpone repayment 
of corporate loans for 6 months 
at no cost

- Moratorium on loan and 
mortgage payments (personal 
and business).

- Postponed mortgage payment 
for those made unemployed or 
who have lost regular income.

- €3.5bn e.g. to support 
hospitals and centrally purchase 
essential health care supplies.

- Additional €0.6bn for health 
spending in 2020
- Taxis and hotels paid for by 
the state to support embattled 
doctors, nurses and health 
workers.

- €3.2bn for the Italian health 
system, including to the civil 
protection agency, which is in 
charge of organising the 
country’s coronavirus response.

- Extra health spending of 
almost €4bn.

-€55bn Coronavirus provision in 
supplemetary budget.
- €7.7bn for extended basic 
social benefits, e.g. for self-
employed
- Up tp €100bn for equity stakes 
to protect key firms.
- Up to €100bn loan to KfW to 
finance its liquidity measures

- Rescue/nationalisation of 
strategic companies (e.g Air 
France) possible.
- The public investment bank will 
accept a restructuring of 
medium- and long-term 
investment loans for affected 
customers. 

- Expected to inject more funds 
into Alitalia to keep it afloat. 
- Financial support for Italian 
families that have children at 
home, and for taxi drivers and 
postmen.

- Central government says it will 
take responsibility for 
guaranteeing medical, food, and 
energy supplies.    
- Specific measures for tourism 
& transport sectors.

€bn €980bn €345bn €365bn
€200bn (incl. expected €83bn 

private sector contribution)

% GDP 28.5% 14.3% 20.4% 16.1%

€bn €32bn

% GDP 1.3%

€bn €100bn €1bn

% GDP 2.9% 0.0%

€bn €757bn €300bn €340bn €100bn

% GDP 22.0% 12.4% 19.0% 8.0%

€bn €123bn €13bn €24bn €17bn

% GDP 3.6% 0.5% 1.4% 1.4%

"Actual 
spending"

Health spending

State loans or credit 
guarantees

Income subsidies for 
workers

Tax deferrals

Social security deferrals 
or subsidies

Debt repayment 
holidays

Other

Tax / social 
security 
deferrals

Equity stakes / 
temp. 

nationalisation

State 
guarantees

Total  



Fiscal policy support (2/3)
Netherlands Belgium Austria Ireland

- Guarantee scheme for SME-
credit will temporarily extended 
by end of March (€300mn).
- The coverage share of a credit 
(max. duration 1 year)  
increased from 50% to 75%, of 
which the government 
guarantees 90%. This applies to 
bridging loans or overdraft 
credit. (€1.5bn).
- Agricultural credit scheme 
extended.

- €50bn Federal government 12-
month guarantee on all new 
credit lines granted by banks 
until Sep 30 to non-financial 
companies. 

- €2bn of loan gurarantees from 
fund to cover items such as 
bridge loans and credit 
guarantees to shore up 
businesses' liquidity.  
- €9bn credit guarantees.

- Government to compensate up 
to 90% of labour costs if there is 
a 20% fall in expected turnover, 
for up to 6 months.
- Direct one-off payments (€ 
4000) to hard-hit businesses; 
income support for self-
employed (€ 1500).

- The State will cover 70% gross 
salary of temporary unemployed 
due to coronavirus (vs. 65% 
normally) until June, gross 
salary capped at € 2754. 
- An additional exceptional 
bonus of €5.63 net will be 
granted per day of 
unemployment (circa € 150 per 
month for full time).

- Help with shortening working 
hours for staff. 
- Labour subsidies for 
companies which need to 
shorten working hours. 
- Aid for one-person and family-
owned enterprises, tourism and 
cultural sectors.

- Temporary wage subsidy of 
70% of take home up to €410 
per week for affected 
companies.
- Workers who have lost their 
jobs due to the crisis will receive 
an enhanced emergency 
payment of €350 per week (up 
from €203);
- Illness payment increased to 
€350 per week
- Support for self-employed.

- Firms can request 
postponement for (provisional) 
corporate income tax, VAT and 
labour income tax payments.
- Firms with lower profits due to 
the virus can request a revision 
to their provisional tax bill. 
- Penalty for late payments 
reduced to almost zero.

- Affected companies can 
request the deferral of tax 
payments.

- Help with deferring taxes 
would also be provided 
amounting to €10bn.

- Deferral of business rates.

- Affected companies can 
request the deferral of social 
contributions payments.

- Included in the €10 bn for tax 
deferral.

- Deferral of all loan repayments 
for non-financial businesses and 
viable self-employed until 
September 30. 
- Agreement also concerns 
mortgages for affected 
households.

 - €1bn provisioned for hospitals

- Yes but no further details 
released. The first €4 bn 
package included budget for 
health care provision, e.g. hiring 
staff or procurement of 
equipment.

 - Emergency Assistance of 
€15bn

€bn €10bn-20bn €60bn €38bn €15bn

% GDP 1.2-2.5% 12.7% 9.5% 4.3%

€bn €5-10bn €10bn

% GDP 0.6-1.2% 0.0%

€bn

% GDP

€bn €2.5bn €50bn €9bn

% GDP 0.4% 10.6% 2.3%

€bn  Approx. €14bn €10bn

% GDP 1.7% 2.1%

"Actual 
spending"

Other

Total  

Tax / social 
security 
deferrals

Equity stakes / 
temp. 

nationalisation

State 
guarantees

State loans or credit 
guarantees

Income subsidies for 
workers

Tax deferrals

Social security deferrals 
or subsidies

Debt repayment 
holidays

Health spending



Fiscal policy support (3/3)
Finland Portugal Greece Poland Sweden

- €10bn worth of loan 
guarantees to help 
worst affected 
businesses.
- State Pension Fund 
will buy €1bn of 
commercial paper.

- €3bn credit line for 
businesses, focussed on 
SMEs.

- Additional €1.8 billion in EU 
funding to boost liquidity to 
businesses, as well as 
employment and salary costs.

- Income support scheme for 
companies whose business 
has been hit.

- SEK 5bn in guarantees to 
airlines, with SEK 1.5bn 
earmarked for SAS.  

- Assistance for workers 
looking after children 
under 12.

- Special paid leave for 
parent workers.
- Those who are unemployed 
due to the pandemic will 
receive a benefit of €800 in 
April, while the state will 
cover their social security 
and health insurance costs 
(estimated cost €450 million).

- Compensating employers 
the costs of employees’ 
absentia from its first day 
(currently the first 33 days of 
workers’ sick leave are paid 
by the employer).

 - Government takes on sick 
leave expenses for 2 million 
(SEK 2bn per month).
- Shortened work-week 
where employers costs are 
reduced by up to 50% while 
employees keep 90% of 
wages (SEK 2.4bn).

- Deferred tax 
payments for 
corporates (€3-4bn 
combined with social 
security).

- €5.2bn worth of tax 
deferrals.

- Suspension of value-added 
tax payments for companies 
that have shut down on the 
government’s orders for at 
least 10 days. 

 - Temporary switch from 
accrual to cash basis for 
calculating tax obligations, 
targeted suspension of tax

- Business tax deferrals for a 
year costing €27.5bn.

- Deferred pension 
payments (€3-4bn 
combined with tax 
deferrals).

- €1bn worth of delayed 
social security 
contributions.

- Suspension until June 30 of 
payments of all social 
security contributions for 
affected companies.

- Allow delay of tax and 
social security payments.

- Loan payment deferrals                                            
- Banks already complying 
with a recommendation to 
offer coronavirus-hit 
businesses a six-month 
freeze on loan payments.

- Extra health spending 
and business support 
worth €400m.

- Expected to reach €200 
million.

- €1.5bn funding for health 
service.

- Extra SEK 1bn made 
available in resources to 
health authorities across 
municipalities. 

- Self-employed and one-
person businesses will be 
relieved of tax obligations for 
four months, while 
businesses that are being 
forced to close will have to 
pay 60 percent of the rent on 
their premises for March and 
April.

- €6.5bn infrastructure 
investment fund.

- Municipalities and regions 
compensated for 
extraordinary costs due to 
virus (SEK 1bn)

€bn €15bn €9bn €4bn €46bn €31bn

% GDP 6.2% 4.3% 2.0% 8.9% 6.8%

€bn €16bn

% GDP 3.1%

€bn

% GDP

€bn €10bn €15bn

% GDP 4.2% 2.9%

€bn €15bn

% GDP 2.9%

State 
guarantees

"Actual 
spending"

Health spending

Other

Total  

Tax / social 
security 
deferrals

Equity stakes / 
temp. 

nationalisation

State loans or credit 
guarantees

Income subsidies for 
workers

Tax deferrals

Social security deferrals 
or subsidies

Debt repayment 
holidays


