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ABSTRACT 

COVID-19 has brought an unprecedented crisis full of 

uncertainty, and no handbook exists to present institutional bodies 

the best measures to mitigate it. This paper’s main objective is to 

analyze the specific measures that public institutions are to 

implement to prevent the aggravation of this recession, which has 

been caused by an exogenous shock. 

Being aware of the novelty this crisis presents, this paper is 

not only based on what analysts argue, but also on the lessons that 

the world has learned from precedent economic crises, as well as 

the behavioral response individuals might undertake. 

 

Key words: COVID-19, economic recession, exogenous crisis, 
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1. INTRODUCTION 

 

COVID-19 will mark the history of world crises. The current paralysis of the world 

economy was caused by a temporary shutdown to prevent an even greater humanitarian crisis. 

Thus, the underlying cause of the recession is due to an exogenous shock that has affected the 

global economic system, unlike the last endogenous financial and real estate crisis. Forecasts 

of the economic downturn are devastating, but many analysts have claimed that this situation 

may end when economic activity resumes. However, not all experts share this optimism. 

The virus has led to an unprecedented crisis full of uncertainty, and no handbook exists 

to present the international community the best measures to mitigate it. 

In order to overcome this situation (1) an effective containment of the virus is to be 

conducted —strengthening health systems as well—, and (2) public financial and economic 

policies must be carried out in several fields. Namely, governments must prevent solid 

companies from ending up in bankruptcy, whilst employment is secured, and sovereign long-

term solvency is guaranteed. 

This paper's main objective is to analyze the specific measures that public institutions 

are to implement to prevent the aggravation of this crisis and to recover the economy as quickly 

as possible. This paper is not only based on what the economists and analysts argue, but also 

on the lessons that the world has been forced to learn from past economic crises. 

For a better understanding of the COVID-19 crisis, a brief macroeconomic and 

behavioral economics contextualization is a must (section 1). With that in mind, a comparative 

framework between the public policies carried out in four special countries will be presented 

(section 2). Firstly, Italy as the country that initially faced hardships in the European Union, 

which has also been a terrible victim of previous crisis on the continent. Secondly, the United 

States, since it is a world-leading economic powerhouse. Thirdly, China as it is where the virus 

was originated, and due to its economic emerging character. And, finally, South Korea, since 

it has played a leading role in the health containment of the virus. 

The second part of this paper aims to provide a critical approach to the public policies 

at the disposal of governments and institutional bodies. In doing so, the aforementioned 

countries’ measures are noted, as well as the worldwide reaction to previous economic crises 

are taken into consideration (section 3). Specifically, the study tests the economic backing to 

the sanitary management, and social, (strictly) economic and tax recommendations. 
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Finally, a report on the feasibility and convenience of the endorsed measures from the 

standpoint of human behavioral economics is displayed (section 4). And, accordingly, some 

conclusions are exhibited on how the economic vulnerability arising from the COVID-19 crisis 

is to be tackled. 

 

2. CONTEXTUALIZATION 

 

2.1   Macroeconomic approach 

 

The prevention of the Coronavirus’ spread has led to lockdowns worldwide and 

widespread closures1, while at the same time more resources have been devoted to healthcare 

systems and the protection of vulnerable groups2. Altogether, the health crisis already had a 

large impact on economic activity in the second trimester of 2020. 

By now, the April IMF predictions3 indicate a fall in the world output of 3 points (6.3 

points less than predicted in January), which would be compensated by an increase in 2021 of 

5.8 points. Figure 1 shows the evolution of the percentage change in GDP in Italy, the U.S., 

South Korea, and China during the 2008 crisis, compared to the same data for the current crisis 

(with predictions for 2020 and 2021). The contraction of the global economy is projected to 

occur in a much worse manner than during the 2008 financial crisis. 

The decline in economic activity is already visible: the low demand from closures of 

non-essential workplaces, travel restrictions, and behavioral changes are the main reason from 

the demand side4. However, the closure of industries and the obstruction of production and 

distribution chains do, in turn, amplify such an impact through the supply side.  

                                                 

1 Regarding the updated containment measures currently in place in each country, see OECD (2020). Tackling 

Coronavirus: Country policy tracker. Retrieved from: http://www.oecd.org/ (Accessed May 2020). For a broader 

analysis of containment and mitigation policies, see OECD (March 2020). Flattening the COVID-19 peak: 

Containment and mitigation policies. Retrieved from: https://read.oecd-ilibrary.org/ (Accessed on May 3, 2020). 
2 For the response of healthcare systems in OECD countries, see OECD (April 2020). Beyond Containment: 

Health systems responses to COVID-19 in the OECD. Retrieved from: https://read.oecd-ilibrary.org/ (Accessed 

on May 3, 2020). 
3 IMF predictions are presented in IMF (April 2020). World Economic Outlook, April 2020: The Great Lockdown. 

Retrieved from: https://www.imf.org/ (Accessed on May 3, 2020). 
4 In these terms is explained by the IMF in IMF (April 2020). World Economic Outlook…, op. cit., p. 2. 
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Figure 1. Percentage change of gross domestic product, constant prices (estimates after 2019)5 

The slowdown of economic activity has already led to the loss of many jobs, mainly 

from workers made redundant because companies cannot afford them. As a result of these 

impacts on the labor market, the unemployment rate is projected to largely shoot up. Figure 2 

displays the significant increase in unemployment that the U.S. and Italy will suffer during the 

following two years, far from the rates during the 2008 financial crisis. 

 

 

Figure 2. Unemployment rate, percentage of the total labor force (estimates after 2019)6 

Altogether, alterations of output may be predicted —as well as may be reflected in the 

future— by financial markets. In figure 3, the volatility of financial markets is pictured to have 

reached even higher levels than during the 2008 crisis.  

                                                 

5 Data extracted from IMF (April 2020). World Economic Outlook Database. [WEO_Data.xls]. Retrieved from: 

https://www.imf.org/ (Accessed on May 3, 2020). 
6 Data extracted from IMF (April 2020). World Economic Outlook Database…, op. cit.  
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Figure 3. Historical evolution of VIX index (in USD)7 

However, not only the financial market is facing the uncertainty generated by the crisis8, 

but even commodity prices are expressing it. The breakdown suffered by the OPEC9 was 

transmitted to other commodity prices: from January to March, metal prices have fallen by 

more than 15%, natural gas prices by around 38%, and oil by 65%10 —reaching a price of USD 

33.50 the barrel on March 30. 

To conclude, current forecasts are largely unfavorable, but in fact, the evolution of the 

global output and economic activity will depend on many unpredictable factors11. Thus, the 

worst pandemic the economy is now facing is uncertainty, against which governments are to 

fight to ensure the best evolution of all possible. 

  

                                                 

7 Adjusted close price of CBOE Volatility Index (^VIX). Data extracted from yahoo.finance (2020). CBOE 

Volatility Index (^VIX). [^VIX.csv]. Retrieved from: https://finance.yahoo.com/ (Accessed on May 3, 2020). 
8 For more specific information on the financial conditions and markets, see IMF (April 2020). Global Financial 

Stability Report. Retrieved from: https://www.imf.org/ (Accessed on May 3, 2020). 
9 For more information on the breakdown of OPEC’s agreement, see, for instance, Thompson, M. & Defterios, J. 

(March 6, 2020). Oil just had its worst day in 11 years as OPEC and Russia fall out over the coronavirus crisis. 

CNN Business. Retrieved from: https://edition.cnn.com/ (Visited on May 3, 2020). 
10 Regarding that data, see IMF (April 2020). World Economic Outlook…, op. cit., p. 2. 
11 Factors such as «the pathway of the pandemic, the progress in finding a vaccine and therapies, the intensity and 

efficacy of containment efforts, the extent of supply disruptions and productivity losses, the repercussions of the 

dramatic tightening in global financial market conditions, shifts in spending patterns, behavioral changes (such as 

people avoiding shopping malls and public transportation), confidence effects, and volatile commodity prices», 

as explained in IMF (April 2020). World Economic Outlook…, op. cit., p. 4.  
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2.2     Behavioral economics 

 
“Extinction is the rule. Survival is the exception.” Carl Sagan12 

 

COVID-19 is confronting society with the dilemma of moral hazard. With hospitals 

getting to their bottleneck13, public authorities are warning of an overload that could result in 

the impossibility to assist all infected patients.  Moral hazard occurs when a party takes a risk 

they would not usually take because they know that they will not bear its consequences14.  

Most individuals have not been socially responsible because of the simple fact that their 

life was not in danger. Only potential risk groups that surrounded them would bear a real risk 

in case of infection. Through this limited ability to calculate, called availability heuristics, 

individuals kept following their default choices: going out, avoiding social distancing and, in 

short, keeping up with their daily routine. 

Only the massive importance of social networks has made individuals change their pure 

self-interest for semi-altruistic behavior. The vast majority of them will not stay home to avoid 

hospital congestion, but because of the fear of infecting their family. As hard as that sounds, it 

is what makes individuals stay home15. Emotion overtakes reason16. 

Human behavior is generally predictable, but general panic, fear, and uncertainty have 

made it tremendously unforeseeable. This section will analyze six cognitive biases that have 

conditioned human behavior during the pandemic: 

(i) The Normalcy Bias —or Ostrich-Effect17—, consists of pretending circumstances have not 

been altered when there is proof that suggests they have18. For instance, in the early stages of 

the pandemic the Spanish government discouraged people from using facemasks, since, 

according to the media and the government experts19, they were unnecessary. On the other side, 

                                                 

12 This paper came to the attention of this quote through the following article: Tubau, J. (March 15, 2020). El 

miedo nos salvará. Cardinal. Retrieved from: https://cardinal.substack.com/ (Visited on May 3, 2020)  
13 Point of congestion in a production system that occurs when workloads arrive too quickly for the production 

process to handle. For getting a broader definition of this concept, see Barone, A. (May 8, 2019). Bottleneck. 

Investopedia. Retrieved from: https://www.investopedia.com/ (Visited on May 3, 2020).  
14 For getting a broader definition of this concept, see Definition of Moral Hazard on https://economictimes.com/ 

(Visited on May 3, 2020) 
15 For seeing a more elaborated opinion peace on this topic, see Tubau, J. (March 15, 2020), op. cit.  
16 Nicholson, N. (1998). How hardwired is human behavior? Harvard Business Review, 76, pp. 134-147. 
17 Karlsson, N., Loewenstein, G., & Seppi, D. (2009). “The ostrich effect: Selective attention to 

information.” Journal of Risk and uncertainty, 38(2), pp. 95-115. 
18 Karlsson, N., Loewenstein, G., & Seppi, D. (2009). “The ostrich effect…”, op. cit., pp. 95-115. 
19 See, for instance Salinas, V. (February 27, 2020). Los expertos insisten: las mascarillas son innecesarias. El 

Levante. Retrieved from: https://www.levante-emv.com/ (Visited on May 3, 2020) 

https://cardinal.substack.com/
https://economictimes..com/
https://www.levante-emv.com/
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countries like South Korea20 encouraged their use21. Later on, the Spanish government ratified 

its effectiveness22. 

(ii) Both individuals and governments suffered from an over-confidence bias23 by under-

estimating the risk of the virus: several politicians had initially denied its existence and 

consequences24, as well as some individuals25. 

(iii) Individuals tend to be myopic, preferring positive outcomes in the present than in the future. 

A consequence of this bias is panic buying. Hoarding goods can be a rational response for 

people who strongly dislike risk or uncertainty. Fear is part of the human code. We have 

developed, through natural selection, the panic mechanism26. Our instincts tell us that it would 

be a mistake to let our guard down when feeling threatened27.   

(iv) That is why the zero-risk bias is a strong conditioner28.  Individuals are willing to take 

significant steps to reduce any kind of risk to zero, preferring a reduction from 5% to 0% rather 

than from 75% to 70%, even though those are proportionally equal. They want a 0% chance of 

running out of their essentials. 

(v) Framing is of uttermost importance. For instance, if instead of social distancing we called it 

physical distancing, that would change individuals’ attitude towards isolation. While social 

distancing implies being alone, physical distancing only means being unaccompanied. Every 

mandated choice —i.e., staying home, working from home— has to be framed appropriately 

to change individuals’ default behavior, such as shaking hands and touching their faces. 

Furthermore, they tend to be resistant to change due to the status quo bias. 

                                                 

20 No need to say, with a way more effective strategy to control the spread of the virus. 
21 For more specific information on the declarations made by the South Korean authorities see Jeong, A. (March 

15, 2020). South Korea Rations Face Masks in Coronavirus Fight. The Wall Street Journal. Retrieved from: 

https://www.wsj.com/ (Visited on May 2, 2020) 
22 While disregarding the use of facemasks and denying their effectiveness during the months of February and 

March, the Spanish government established that their use was compulsory on public transport on May. See 

Lindsay, A. (May 2, 2020) Coronavirus: Spain makes masks compulsory on public transport. BBC News. 

Retrieved from: https://www.bbc.com/ (Visited on May 3, 2020) 
23 Pallier, G., Wilkinson, R., Danthiir, V., Kleitman, S., Knezevic, G., Stankov, L., Roberts, R.D. (2002). "The 

Role of Individual Differences in the Accuracy of Confidence Judgments". The Journal of General Psychology, 

129 (3), pp. 257–299. 
24 For talking a closer look at this issue, see Donald Trump’s declarations on Bump, P (April 20, 2020). What 

Trump did about coronavirus in February. For the most part, he downplayed the threat. The Washington Post. 

Retrieved from: https://www.washingtonpost.com/ (Visited on May 4, 2020) 
25  Brito, C. (March 25, 2020) Spring breakers say coronavirus pandemic won't stop them from partying. CBS 

News. Retrieved from: https://www.cbsnews.com/news/ (Visited on May 4, 2020) 
26 See Tubau, J. (March 15, 2020). El miedo..., op. cit.  
27 See Tubau, J. (March 15, 2020). El miedo..., op. cit.  
28 Crosby, D. (2016). The Laws of Wealth: Psychology and the secret to investing success. Harriman House 

Limited. 

https://en.wikipedia.org/wiki/Hyperbolic_discounting
https://www.wsj.com/
https://semanticscholar.org/paper/267721a9b46c5ecda13e644bf59fbcd337daf8f2
https://semanticscholar.org/paper/267721a9b46c5ecda13e644bf59fbcd337daf8f2
https://www.washingtonpost.com/people/philip-bump/
https://www.washingtonpost.com/
https://www.cbsnews.com/news/
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(vi) Individuals respond to herd behavior29. When acting collectively, they often make decisions 

as a group that they would not make on their own. Take the case of empty supermarkets. 

Individuals identify others stocking food and prepare to do the same, while that is a choice 

most of them would not have done individually. This concept is closely related to the 

bandwagon effect, which occurs when a pattern of conduct is further adopted as more people 

follow it30. 

 

3. TERRITORIAL MEASURES 

 

3.1 Italy 

 

(i) In terms of tax measures, the Italian government suspended tax payment terms due in April 

and May 2020 regarding withholding taxes, VAT, social security contributions, and mandatory 

insurance premiums31. This measure applied to a wide range of businesses that belonged to the 

sectors deemed most at risk32. Moreover, the government offered entitlement to a tax credit on 

50% of the cost incurred in the sanitization of the company’s premises and work instruments, 

with a EUR 20,000 limit33. On May 1934, some other measures were introduced: (1) the 

maintenance of the current VAT rates during 202135; (2) a “super-reduced” 5% rate of VAT 

for supplies of certain medical goods; and (3) the extension of certain deadlines for tax 

payments and social security contributions until September 202036. 

                                                 

29 Raafat, R. M., Chater, N., & Frith, C. (2009). Herding in humans. Trends in cognitive sciences, 13(10), pp. 420-

428. 
30 Colman, A. (2003). Oxford Dictionary of Psychology. New York: Oxford University Press, p. 77 
31 See Free, P. (March 18, 2020). Coronavirus: The financial help available in Italy and how to claim it. The Local. 

Retrieved from: https://www.thelocal.it/ (Visited on May 7, 2020). 
32 According to the Italian Law-Decree No. 23/2020 (Decreto Cura Italia). For more information, see Scampuddu, 

B. & Nieddu, G.L. (May 4, 2020). Italy imposes a series of liquidity measures in reaction to the COVID-19 

emergency. International Tax Review. Retrieved from: https://www.internationaltaxreview.com/ (Visited on May 

7, 2020). 
33 See Gori, G. (April 2, 2020). Italian measures to face ongoing COVID-19 outbreak. Cocuzzae Associati. 

Retrieved from: https://www.cocuzzaeassociati.it/ (Visited on May 7, 2020). 
34 These measures have been implemented by means of the Law Decree nº 34 of 19 May 2020, which is known 

in English as the “Relaunch decree”.  
35 Repealing the increase that the Budget Law for 2020 envisaged.  
36 See KPMG Report (May 21, 2020). Italy: VAT relief, other tax relief measures (COVID-19). KPMG. Retrieved 

from: https://home.kpmg/ (Visited on May 21, 2020). 

https://archive.org/details/dictionaryofpsyc00colm_0/page/77
https://archive.org/details/dictionaryofpsyc00colm_0/page/77
https://www.thelocal.it/
https://www.internationaltaxreview.com/author?name=Gian+Luca+Nieddu
https://www.internationaltaxreview.com/
https://www.cocuzzaeassociati.it/
https://home.kpmg/
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(ii) Respecting employment measures, wage guarantee instruments such as “CIGO”37, “CIGD”38 

or “Assegno Ordinario” were widely applied. These wage funds activate in case of suspension 

of, or reduction in, working activities due to temporary events that cannot be ascribed to the 

company39, intending to reduce the personnel cost for employers. It also stipulated a prohibition 

to employers to dismiss employees due to economic reasons40 throughout a fixed period41, 

including collective dismissals. Finally, the government offered a special allowance of EUR 

600 during March 2020 to out-of-work self-employed and special parental leave regime42. 

Mortgage payments were also temporarily suspended for up to eighteen months for first-time 

homebuyers.  

(iii) Concerning economic measures43, Italy increased the funding limit for the banking system 

from EUR 1M to EUR 3M to dedicate the credit to provide subsidized loans to SMEs, which 

would give them liquidity and capacity to invest. Simultaneously, SMEs, micro-enterprises, 

and self-employed moratorium benefited on loans for a total value of EUR 220M, facilities for 

credit advances, and an extension of the termination date of bullet term loan facilities44. Finally, 

90% of the loan guarantee45 was granted for free to businesses with less than 500 employees, 

provided by the Guarantee Fund for SMEs46, concerning loans of EUR 5M at the highest47. 

  

                                                 

37 Cassa Integrazione Guadagni Ordinaria. See European Monitoring Centre on Change (April 20, 2020). Short-

time allowances (Ordinary Wages Guarantee Fund –CIGO–, and Extraordinary Wages Guarantee Fund –CIGS–

solidarity contracts, solidarity funds). Retrieved from: https://www.eurofound.europa.eu/ (Visited on May 7, 

2020). 
38 Cassa Integrazione in Deroga. See European Monitoring Centre on Change (April 20, 2020). Short-time 

allowances..., op. cit.  

39 See European Monitoring Centre on Change (April 20, 2020). Short-time allowances…, op. cit.  
40 Set under law 604/1996. 
41 From March 17, 2020 to May 15, 2020. 
42 The government provided for up to twelve days per month of extra parental leave for March and April 2020 –

in addition to the ordinary parental leave– with 50% of the salary when children are under twelve. European Social 

Insurance Platform. Social Security & COVID-19. Retrieved from: https://esup.eu/ (Visited on May 10, 2020) 
43 Most of them were approved under the Law Decree No. 23/2020, Decreto Liquidità. 
44 See Tronconi, A., Arban, D., Lo Castro, F. (May 14, 2020) Italy. Government and institution measures in 

response to COVID-19. KPMG. Retrieved from: https://home.kpmg/ (Visited on May 15, 2020) 
45 With the limit of two times the salary expenses of 2019, 25% of the turnover of 2019 or the forecasted operating 

expenses costs/investment costs of the next 12 to 18 months. 
46 Fondo centrale di garanzia PMI. 
47 White & Case Coronavirus Resource Center. (April 10, 2020). The "Cure Italy" and "Restore Liquidity" 

Decrees: Keeping Italian Companies Alive? White & Case Publications. Retrieved from: 

https://www.whitecase.com/ (Visited on May 17, 2020). 

https://www.eurofound.europa.eu/
https://home.kpmg/
https://www.whitecase.com/coronavirus-hub
https://www.whitecase.com/
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3.2 United States of America 

 

(i) To stabilize the economic damage and support citizens, jobs, and business, the United States 

Senate approved the «Coronavirus Aid, Relief, and Economic Security Act» (CARES Act), a 

USD 2TN stimulus package48.  

(ii) The package includes income support for eligible individuals of USD 1,200 per adult and USD 

500 per child49.  

(iii)  As for tax measures, the package includes tax credits, tax deferrals, and tax deductions, both 

for individuals and firms. For instance, all federal tax filing and payments are postponed from 

April 15 to July 15 for individuals. For businesses and self-employed individuals, the first 

installment of 2020 quarterly estimated tax payments are also deferred to July 1550. It allows 

employers to defer payment of the employers’ share of social security tax for up to two years 

and provides a refundable employee retention tax credit (ERTC)51. Finally, it is worth 

mentioning the increase in tax deduction for net operating losses and the extension of tax 

returns for charitable donations52.   

(iv) Respecting employment measures, the legislation introduces the «Paycheck Protection 

Program» (PPP) —a USD 669-billion business loan program— to help small business to cover 

payroll and other essential costs53. It also expands unemployment insurance for workers: USD 

600 extra per week for up to four months, and extended U.I. benefits to gig and self-employed 

workers54. 

(v) Concerning economic measures, the legislation provides USD 454BN in funding for lending 

facilities managed by the Federal Reserve (FED), to help large and medium-sized businesses 

access capital by offering loans, loan guarantees, and purchases of their corporate debt55. The 

                                                 

48 Introduced on March 19, 2020. This is the largest-ever economic stimulus package in U.S. history, amounting 

to 10% of the total U.S. gross domestic product. See: Wire, S. D. (2020, March 25). Senate passes $2-tn economic 

stimulus package. Los Angeles Times. Retrieved from: https://www.latimes.com/ (Visited on May 9, 2020).  
49 To see more information, visit the IRS page: https://www.irs.gov/.   
50 U. S. tax measures related to COVID-19. (2020, March 26). In Guide Loyrette Nouel. Retrieved from: 

https://www.gide.com/fr/actualites/us-tax-measures-related-to-COVID-19.  (Visited May 10, 2020). 
51 The credit is equal to 50% of qualified wages paid to an employee between March 12, 2020 and January 1, 2021 

(the maximum credit for any one employee is USD5,000). See Lipscomb S. (May 11, 2020). How the Employee 

Retention Tax Credit Works. Smart Asset Blog.  Retrieved from: https://sartasset.com/ (Visited on May 11, 2020).  
52 Socha, M., McGregor, S., Adams, A. M., & Walker, D. (April 13, 2020). COVID-19 Federal Stimulus and Not-

For-Profit Organizations. Cherry Bekaert LLP. Retrieved from: https://www.cbh.com/ (Visited on May 10, 2020).  
53 This loan has a maturity of 2 years and an interest rate of 1%. For more information visit the web page of U.S. 

Small Business Administration: https://www.sba.gov/.  
54 Pofeldt, E. (March 30, 2020). The historic $2 trillion CARES Act will be economic lifeline for gig workers and 

freelancers. CNBC. Retrieved from: https://www.cnbc.com/ (Visited on May 9, 2020).  
55 See: Sheiner, L & Yilla, K. (May 4, 2020). The ABCs of the post-COVID economic recovery. Brookings. 

Retrieved from: https://www.brookings.edu/blog/ (Visited on May 9, 2020).  
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FED also announced a Quantitative Easing (Q.E.) program, purchasing Treasury securities and 

agency mortgage-backed securities «in the amounts needed»56, a cut in the interest rate to near 

zero, and a reduction reserve requirement of thousands of banks to zero57. 

3.3 China 

 

(i) During the outbreak period, the government supported financially and economically all the 

essential infrastructures required to fight the expansion of the virus58, by means of fiscal 

policies (including tax deductions and subsidies), monetary policies (providing loans and credit 

availability59) and social insurance policies (by delaying or deducting its payments). 

(ii) Once the epidemic reached a lower level of spread, the government focused on resuming 

production by manufacturers60, via the following policies61: 

(iii) On the fiscal field, tax cuts (such as VAT exemptions for small businesses62), fee exemptions 

(as with social security contributions63), cost reductions (for example, of taxes on land to reduce 

rents, or of electricity bills to promote production), and subsidies64 (to airlines to promote 

international flights restoration65, for instance) have been arranged. 

(iv) As for monetary policies66, the People’s Bank of China (PBC) intervened in the credit market 

through conventional instruments, facilitating loans, and modifying the mandatory reserve ratio 

                                                 

56 See the web page of Federal Reserve (https://www.federalreserve.gov/) for a more detailed information. 
57 Rushe, D. (March 16, 2020). Federal Reserve cuts interest rates to near zero in attempt to prop up US economy. 

The Guardian. Retrieved from: https://www.theguardian.com/ (Visited on May 9, 2020).  
58 China stated that CNY110.500 millions (USD15.900 millions) were devoted to fight the epidemic. See El 

Periódico and Reuters (March 10, 2020). Estas son las medidas económicas con las que el mundo responde al 

coronavirus. El Periódico. Retrieved from: https://www.elperiodico.com/ (Visited on May 9, 2020). 
59 CNY53.500 millions (EUR6.8 millions) have been lend to companies —mainly IT ones— to fight the COVID-

19 virus. See De la Cal, L. (March 16, 2020). La economía china reinicia su actividad tras un batacazo histórico. 

El Mundo. Retrieved from: https://www.elmundo.es/ (Visited on May 9, 2020). 
60 After two months of quarantine, in mid-March the economy was reactivated with almost 95% of large 

companies and 60% of small and medium sized companies operating in the Hubei province. See De la Cal, L. 

(March 16, 2020). La economía china..., op. cit.  
61 Regarding the different measures implemented in China, see Huang, Y. et al. (March 2020). “Saving China 

from the coronavirus and economic meltdown: Experiences and lessons”. In Baldwin R. & Weder di Mauro, B. 

(Eds.), Mitigating the COVID Economic Crisis: Act Fast and Do Whatever It Takes, pp. 77-91. London, UK: 

CEPR Press. Retrieved from: https:/voxeu.org/ (Visited on May 9, 2020). And OECD (2020). Tackling 

Coronavirus (COVID-19): Country policy tracker. Retrieved from: https://oecd.org/ (Visited on May 9, 2020). 
62 Exemption for small taxpayers in Hubei and reductions to 1% (currently 3%) in other areas from March 1 to 

May 31. See OECD (2020). Tackling Coronavirus (COVID-19)…, op. cit.  
63 Exemption for SMEs in certain sectors, as well as reduction of half of large companies’ contributions. See 

OECD (2020). Tackling Coronavirus (COVID-19)…, op. cit.  
64 Social welfare subsidies have been extended and enlarged for jobless, orphans and migrants, among other 

services, that are being subsidized as well. See OECD (2020). Tackling Coronavirus (COVID-19)…, op. cit. 
65 Airlines are exempt from contributions to the airline development fund. See OECD (2020). Tackling 

Coronavirus (COVID-19)…, op. cit.  
66 In terms of employment and social policies, some measures have been taken, as presented in Huaxia Bank 

(April 21, 2020). China takes measures to ensure employment, work resumption. Xinhua. Retrieved from: 

https://xinhuanet.com/ (Visited on May 2020). 
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of banks67. Chinese financial institutions aimed to protect the SMEs sector68 with reductions 

of interest rates, refinancing loans, and making available credit lines for them. 

(v) The public sector has launched the development of many projects (at the expense of 

government bonds69) to expand domestic demand, primarily through infrastructure investment. 

(vi) Concerning trade and foreign investment policies, foreign trade credits and deferment of loan 

payments have been made available, and tax rebates have been made immediately effective. In 

addition, insurance companies are promoted to provide credit insurance and lower fees for 

trading firms. 

3.4 South Korea 

 

(i) As for tax measures, South Korea provided tax relief for people and businesses who could not 

afford that expense. Korea offered income and VAT tax extensions to businesses in the affected 

industries70. 

(ii) Concerning employment measures, South Korea gave wage subsidies to firms and individuals 

for leave taken to stay home to care for children during school closings71. 

(iii)  Regarding economic measures, they expanded and extended transfers, both cash and in-kind, 

especially for vulnerable groups72. 

 

4. ASSESSING THE MEANS TO PREVENT THE CRISIS 

 

4.1 Containment and mitigation policies 

 

Economically speaking, prior to the approach to the social, (strictly) economic, and tax 

measures, it is essential to neutralize the virus itself: firstly, to save lives, but secondly, to save 

                                                 

67 This modification of the reserve requirement ratio has already released CNY550,000 millions (EUR63,470 

millions). See De la Cal, L. (March 16, 2020). La economía china..., op. cit. Reductions of this ration have been 

approved only for certain banks and certain activities (lending to SMEs, agriculture and entrepreneurs), and 

subsequent reductions have been yet announced. See OECD (2020). Tackling Coronavirus (COVID-19), op. cit.  
68 Small and medium-sized enterprises (SMEs) have been one of the main concerns of the Chinese government, 

which are really on relief with some specific measures for them. For more information about the specifications on 

these policies, see Huang, Y. et al. (March 2020). “Saving China from the coronavirus…”, op. cit., pp. 86-90. 
69 China Development Bank (CDB) issued the first batch of special bonds to fight the virus, equivalent of CNY135 

billion at 1.65% for the purpose of emergency funding for affected firms. See OECD (2020). Tackling Coronavirus 

(COVID-19), op. cit. And De la Cal, L. (March 16, 2020). La economía china…, op. cit.  
70 Gaspar, V. & Mauro, P. (March 5, 2020) Fiscal Policies to Protect People During the Coronavirus Outbreak. 

International Monetary Fund Blog. Retrieved from: https://blogs.imf.org/ (Visited on May 2, 2020). 
71 Gaspar, V. & Mauro, P. (March 5, 2020). Fiscal Policies…, op. cit.  
72 Gaspar, V. &Mauro, P. (March 5, 2020). Fiscal Policies…, op. cit.  

https://www.imf.org/en/Publications/IMF-Staff-Position-Notes/Issues/2016/12/31/Collecting-Taxes-During-an-Economic-Crisis-Challenges-and-Policy-Options-23092
https://blogs.imf.org/
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the economy. The OECD73 indicates that the health response to COVID-19 is based on four 

pillars, according to which countries are to make significant investments to execute policies. 

(i) Surveillance and detection. From the four studied countries, only South Korea74 

—and, potentially, China—, have invested enough resources. Nevertheless, most countries 

have failed to ensure a prompt detection75, and more resources should have been devoted to it. 

(ii) Clinical management of cases. A major investment on the obtention of PPEs or 

respirators, on the construction of provisional hospitals76, or on the recruitment of more medical 

staff, have been deployed77. Nevertheless, during the first weeks of the crisis, some of this 

capital was not available in some regions and it is still not accessible in some parts of the 

globe78. Supply of essential clinical material should be faster, that is, countries need to ensure 

basic stocks during non-emergency periods, or productive chains to rapidly react. 

(iii) Prevention of the spread in the community. Even though the social distancing 

measures and quarantines have been asymmetrically applied across regions79, they have been 

generalized. In some cases, they were lately applied —namely, the U.S.80 or Italy81—, or early 

lifted —specially, in some liberal states in the U.S.82. Moreover, some other measures have 

been generally taken: cancellation of events, travel bans, or closure of shops. 

                                                 

73 Recall OECD (March 2020). Flattening the COVID-19 peak…, op. cit., p. 7.  
74 Regarding the advanced contract tracing systems used by South Korea, see Pueyo, T. (April 2020). Coronavirus: 

Learning How to Dance. Part 1: A Dancing Masterclass, or What We Can Learn from Countries Around the 

World. Medium. Retrieved from: https://www.medium.com/ (Visited on May 6, 2020). 
75 For a great view on the testing performed worldwide, see Hasell, J. et al. (2020). Coronavirus (COVID-19) 

Testing. Our World in Data. Retrieved from: https://ourworldindata.org/ (Visited on May 6, 2020). 
76 At the start of the crisis in Wuhan, the Chinese government did not hesitate to quickly mobilize resources and 

people to build emergency hospitals in a matter of 6 days. See Redacción BBC News Mundo (January 25, 2020) 

Coronavirus: la construcción de un hospital en 6 días y otras medidas de urgencia con las que China intenta frenar 

la acelerada expansión del virus. BBC News. Retrieved from: https://www.bbc.com/ (Visited on May 5, 2020). 

Also New York has built several field hospitals —one of them within Central Park— and has set up a military 

medical ship which is docked on the Hudson River, and more than 50,000 people have volunteered to help. For 

more information, see Barro, A. (April 8, 2020) En el hospital de campaña del Central Park: "Si se satura, 

montamos otro en una catedral". El confidencial. Retrieved from: https://www.elconfidencial.com/ (Visited on 

May 5, 2020). 
77 Regarding some of the actions executed in the European Union to ensure the availability of supplies and 

equipment, see European Commission (2020). Ensuring the availability of supplies and equipment. Retrieved 

from: https://ec.europa.eu/ (Visited on May 10, 2020). 
78 On the COVID-19 supply information worldwide, see UNICEF (2020). Supplying the fight against the 

coronavirus disease (COVID-19). UNICEF. Retrieved from: https://www.unicef.org/ (Visited on May 10, 2020). 
79 For a photographic illustration, see Los Angeles Times (April 6, 2020). Coronavirus social distancing around 

the world. World and Nation. Retrieved from: https://www.latimes.com/ (Visited on May 10, 2020). 
80 On the late application of social distancing measures in the U.S., see the critical by Abelson, R. et al. (May 21, 

2020). Lockdown Delays Led to at Least 36,000 More Deaths, Models Find. The New York Times. Retrieved 

from: https://www.nytimes.com/ (Visited on May 10, 2020). 
81 Regarding some of the failures committed by Italy in the initial management of the virus spread, see Pisano 

G.P. et al. (March 27, 2020). Lessons from Italy’s Response to Coronavirus. Harvard Business Review. Retrieved 

from: https://www.hbr.org/ (accessed on May 11, 2020). 
82 See which states are reopening and which are still shut down in Mervosh, S. et al. (May 18, 2020). See Which 

States Are Reopening and Which Are Still Shut Down. The New York Times. Retrieved from: 

https://www.bbc.com/mundo/noticias-internacional-51249360
https://www.elconfidencial.com/
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Such measures may be necessary, but whenever they can be substituted, other means 

must be used83: the substitution of some level of restriction —by means of more detection, as 

in the South Korean case— has been proved to reduce the economic harm84. 

(iv) Maintenance of essential services. They have been generally ensured. Some 

countries have even made use of their military emergency units to ensure such functioning85. 

4.2 Social measures 

 

COVID-19 has caused the global economy to be trapped in a vicious circle. The spread 

of the pandemic meant waves of demand shock from people staying in isolation and facing 

unemployment. Thus, people have been unable to consume, which in turn caused a supply 

shock when many companies had to close due to new sanitary restrictions and lack of demand. 

Therefore, the supply and demand shock reinforced each other. Since many individuals have 

less income to spend, companies will need to drop prices to gain business, setting off a 

deflationary trend, and thus worsening the economy crush.  

 The adoption of strong social measures to avoid layoffs and maintain individuals’ 

income is essential to alleviate the shock in aggregate demand and, thus, be able to get out of 

the vicious circle. To defend this measure, it is necessary to look back to the lessons previous 

crisis taught us. 

On October 29, 1929, the collapse of the New York Stock Exchange on the so-called 

Black Tuesday set off the Great Depression. All economic indicators sunk, and unemployment 

rates in the U.S. reached almost 25%86. To alleviate a crisis that was already global, Franklin 

D. Roosevelt applied a package of measures known as «the New Deal». This was a public 

spending program tailored towards the recovery of the financial system, the regulation of free 

                                                 

https://www.nytimes.com/ (Visited on May 18, 2020). For some specific cases and declaration on the U.S. 

resistance to a continued lockdown, see Maqbool, A. (April 27, 2020). Coronavirus: The US resistance to a 

continued lockdown. BBC News. Retrieved from: https://www.bbc.com/ (Visited on May 16, 2020). 
83 For instance, the case in the Netherlands is unique, since they preferred to adopt a so-called herd immunity 

policy, which implies fewer lockdowns, but it entails certain risks. For a critical approach to the Dutch policy, see 

Holligan, A. (April 5, 2020). Coronavirus: Why Dutch lockdown may be a high-risk strategy. BBC News. 

Retrieved from: https://www.bbc.com/ (Visited on May 16, 2020). 
84 About how South Korea controlled the epidemic without heavily impacting the economy, see Pueyo, T. (April 

2020). Coronavirus: Learning How to Dance. Part 1: A Dancing Masterclass, or What We Can Learn from 

Countries Around the World. Medium. Retrieved from: https://www.medium.com/ (Visited on May 16, 2020). 
85 Regarding the implication of armed forces in fighting COVID-19 in Europe, see EUROMIL (2020). Armed 

forces and COVID-19. Euromil. Retrieved from: https://euromil.org/ (Visited on May 16, 2020). China’s military 

has also helped overseas, as presented in Ho, M. and Chan, M. (May 9, 2020). Coronavirus response: China’s 

military may have filled the gap left by the US but it’s only temporary, experts say. South China Morning Post. 

Retrieved from: https://scmp.com (Visited on May 16, 2020). 
86 Ivanova, I. (May 14, 2020). Unemployment rate could hit 25%, rivaling Great Depression, Goldman Sachs 

predicts. CBS News. Retrieved from: https://www.cbsnews.com/ (Visited on May 16, 2020).  
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enterprise, and the assistance of a large number of unemployed people. In that sense, the 

program aimed to reactivate the economy through the recovery of consumption and investment 

by employing individuals in the public sector. The New Deal was also characterized by 

incorporating a package of social measures, such as cash subsidies to farmers, shaky mortgages 

refinancing to homeowners, the setting of a minimum wage, and the creation of the first federal 

unemployment and pension insurance system87. This helped many people to get out of poverty, 

consumption increased, economic indexes improved, and private companies strengthened and 

increased their profits again88. 

Now, according to the IMF89, for the first time since the Great Depression, advanced 

and emerging markets and developing economies are in a recession. Moreover, figures are 

beginning to be quite similar to those of the Great Recession in different economic indicators. 

For instance, in the U.S. more than 16% of the labor market filed for jobless benefits during 

the last six weeks, which is almost 20%, a level not seen since the early 1930s90. 

Also, making a brief reference to the 2008 financial crisis91, it is key to keep in mind 

the most essential lesson from the Great Recession: the importance of providing a rapid and 

credible response to address a crisis by public institutions. In that sense, for instance, the 

unemployment rate in Spain was much higher (26%) than in other countries who suffered both 

financial and housing crisis such as the U.S. (10%) or the United Kingdom (9%), because of 

the lack of action by the government and the central bank92.  

Hence, taking into account these two precedents, states need to increase their public 

spending and approve government programs —like Roosevelt did— as quickly as possible —

in the way the U.S. and the United Kingdom did in 2008. Likewise, it is time to strengthen the 

health system and provide social benefits to prevent rising unemployment and, thus, falling 

consumption.  

                                                 

87 For more information about the different social measures see Martín-Aceña, P. (2011). ¿Qué pasó en 1929? El 

año que cambió el mundo. In P. Martín-Aceña (Ed.), Pasado y presente: de la Gran Depresión del siglo XX a la 

Gran Recesión del siglo XXI, pp. 41-78. Bilbao, Spain: Fundación BBVA.  
88 Nevertheless, the New Deal is considered by many to have been failure: Johnston, M. (April 13, 2020). The 

economic effects of the New Deal. Investopedia. Retrieved from: https://www.investopedia.com/ (Visited on May 

16, 2020).  
89 Gopinath, G. (April 14, 2020). The Great Lockdown: worst economic downturn since the Great Depression. 

IMF Blog. Retrieved from: https://blogs.imf.org/ (Visited on May 16, 2020).  
90 Romans, C. (April 27, 2020). Great Depression comparisons are depressing but this time is different. CNN 

Business. Retrieved from: https://www.edition.cnn.com/ (Visited on May 16, 2020).  
91 See next section for more details. 
92 Alierta, M. (October 8, 2015). ¿Por qué la tasa de paro en España llegó al 26%? Cinco días. Retrieved from: 

https://www.cincodias.elpais.com/ (Visited on May 16, 2020).  
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Accordingly, many countries have started to regulate and implement different social 

measures both to decrease unemployed and to help small businesses to cover the payroll costs. 

China, where roughly 5 million people lost their jobs in the first two months of 202093, has 

taken some measures to ensure and promote work resumption94: in the first quarter of 2020, 

the government helped enterprises recruit 500,000 workers to ensure the production of medical 

supplies. Nevertheless, more effort should be made to guarantee unemployment insurance to 

all workers, as some cannot apply for it because they have not worked long enough95. 

Contrarily, other countries such as Italy or South Korea applied grants for self-employed and 

special parental leave regimes. Moreover, Italy applied also some wage guarantee instruments 

such as «CIGO», «CIGD» and «Assegno Ordinario», as indicated by the foregoing96. The U.S. 

has also reacted quickly with the approval of an additional USD 600 per week unemployment 

insurance for workers, gig-workers, and self-employed under the CARES Act —where many 

are granted more money than they would have typically earned in their jobs97. In addition to 

this, the Paycheck Protection Program (PPP) has helped the small business to pay up to eight 

weeks of payroll costs98. 

After all, a capitalist economic system is based on consumption. If individuals are 

unemployed and thus have no income, there is no consumption and aggregate demand falls, 

being followed by a drop-in prices. This can cause a deflationary trend, in which no individual 

invests because they know that in the future the item could be bought cheaper, which ends up 

                                                 

93 Cheng, E. (March 16, 2020). Roughly 5 million people in China lost their jobs in the first 2 months of 2020. 

CNBC. Retrieved from: https://www.cnbc.com/ (Visited on May 18, 2020).  
94 Declared by the Ministry of Human Resources and Social Security. See Huaxia, X. (April 21, 2020), op. cit.  
95 Workers registered in the jobless claims program can draw monthly payments for up two years if they 

contributed to the scheme for a decade. The length of the payment decreases with shorter contribution periods. To 

more information: Crossley, G. & Leng, C. (April 13, 2020). Coronavirus pandemic to test China’s unemployment 

safety net. Reuters. Retrieved from: https://www.reuters.com/ (Visited on May 18, 2020).  
96 This is an analogous formula to «Kurzabeit» in Germany or «ERTE» in Spain, a figure in which, in the event 

of a fall in production, the employer can make a temporary reduction in the working hours of its employees without 

losing any jobs, since the state assumes the workers’ cost, establishing a public provision to cover part of the 

payroll reduction. This measure has a dual purpose: (i) keep as many workers as possible in their jobs and avoid 

layoff and, (ii) if these policies were applied quickly enough, they would curtail a significant drop in household 

income, which, in turn, would prevent consumption from falling. See: Roldán, T., García Pascual, A. & Rey, P., 

(March 2020). Política económica contra el coronavirus: impacto y respuestas para España, p. 13, ESADE Center 

for Economic Policy & Political Economy. Retrieved from: https://www.esade.edu/ (Visited on May 1, 2020). 
97 The goal of this insurance is to replace people’s wages, in the same way that other countries are doing but by 

paying large percentages of workers’ salaries to prevent layoffs. To know more about this kind of unemployment 

benefit visit: Koeze, E. (April 23, 2020). The $600 unemployment booster shot, State by State. The New York 

Times. Retrieved from: https://www.nytimes.com/ (Visited on May 17, 2020). 
98 Funds can also be used to pay interest on mortgages, rent, and utilities. On May 17, 2020, Senator Rubio called 

for fast action to extend U.S. Paycheck Protection Program on his Twitter account. Numerous small business 

owners have complained about the design of the lending initiative, but U.S. is expected to revise the PPP. See: 

Hayashi, Y. (May 17, 2020). U.S. expected to revise Small-Business Aid Program. The Wall Street Journal. 

Retrieved from: https://www.wsj.com/ (Visited on May 18, 2020).  

https://www.esade.edu/
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paralyzing the economy. Therefore, the problem must be solved by the roots, and the first step 

is to promote employment99. 

Finally, it is interesting to point out that, to alleviate also the supply shock, this crisis 

should be seen by companies as an opportunity to change their business model, investing in 

digitization and promoting teleworking100. And not only to facilitate the recovery of 

consumption, but also because the virus will presumably change the way we consume101. 

4.3 Economic measures 

 

There is extreme uncertainty about the depth of the current crisis. Experts argue that the 

economic readjustment and recuperation will depend on the duration of the pandemic, the 

speed in which containment measures are lifted, and on the effectiveness of the measures taken 

by public institutions102.  

Although many comparisons have been made between the economic recession of 2008 

and the crisis that has abruptly arisen now103, there are significant differences between both of 

them, primarily in their origins. While the Great Recession was caused by the economic cycle 

itself104, the origin of the “Great Pandemic” of 2020 is due to an exogenous shock105. The 

starting position for the 2020 economy is also significantly better than 2008’s, since business 

and individuals are less indebted, and the financial sector has recovered.   

Nevertheless, there are some similarities in their consequences106. Primarily, there has 

been a generalized necessity of liquidity. The IMF has warned that Coronavirus will hurt the 

global economy “way worse” than the 2008 financial crisis107, what according to some 

                                                 

99 To know more see Sánchez, C. (March 20, 2020). La deflación acecha por el desplome de las materias primas. 

El Confidencial. Retrieved from: https://www.elconfidencial.com/ (Visited on May 4, 2020) 
100 Amat, O. (May 7, 2020). 10 mesures per salvar el teixit empresarial. Via Empresa. Retrieved from: 

https://www.viaempresa.cat/ (Visited on May 16, 2020). 
101 To see how consumption has changed: Leatherby, L. & Gelles, D. (April 11, 2020). How the virus transformed 

the way Americans send their money. The New York Times. Retrieved from: https://www.nytimes.com/ (Visited 

on May 17, 2020). 
102 Amat, O. (April 24, 2020). “És imprescindible actuar de manera ràpida i contundent”. Indicador de Economía. 

Retrieved from: https://www.indicadordeeconomia.com/ (Visited on May 20, 2020).  
103 Rial, L. (April 17, 2020). Las lecciones de 2008 para la crisis actual: más similitudes que diferencias. Rankia 

pro. Retrieved from: https://www.rankiapro.com/ (Visited on May 20, 2020).  
104 Systemic and a combination of vulnerabilities that developed in the financial system, caused by endogenous 

risk amplification.  
105 Rodríguez, M. (April 16, 2020). De la Gran Recesión a la Gran Pandemia: diferencias entre la crisis de 2008 

y la de 2020. BBVA. Retrieved from: https://www.bbva.com/ (Visited on May 20, 2020).  
106 Domínguez, D. (March 11, 2020). El BCE compara la crisis del coronavirus con la de 2008. ED. Retrieved 

from: https://www.economiadigital.es/ (Visited on May 20, 2020).  
107 Klebnikov, S. (April 3, 2020). IMF Warns Coronavirus Will Hurt Global Economy. Forbes. Retrieved from: 

https://www.forbes.com/ (Visited on May 20, 2020).  

https://www.elconfidencial.com/
https://www.viaempresa.cat/
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authors108 requires «a swift and targeted policy response that is commensurate to the size of 

the challenge to minimize the indirect —and likely more persistent— economic effects of the 

coronavirus crisis». The priority now is to rescue businesses, especially SMEs109 and self-

employed workers110, as well as the most vulnerable economic sectors111, instead of banks —

as was the case in 2008112.  

Consequently, a robust and coordinated fiscal response113 is needed to provide affected 

companies and self-employed workers with the resources to be able to afford their expenses, 

as they are currently facing hardships due to the lack of personnel, supplies, or the impossibility 

to operate because of the necessity to close to comply with sanitary requirements114.  

The increase in public spending should be financed by central banks through 

quantitative easing programs. These involve a deep decrease in interest rates, thus boosting 

consumption and investment, as well as avoiding deflationary trends115. The most important 

thing that needs to be done is the orchestration of how liquidity can reach those sectors in need 

and, subsequently, consumers, since otherwise these measures will not be effective116. Only 

once the economy is recovered should governments focus on decreasing public debt by 

                                                 

108 Galí, J. (March 2020). “Helicopter money: the time is now”. In Baldwin R. & Weder di Mauro, B., op. cit., p. 

58. 
109 Since they are the employment engine of most countries, accounting in the United States for 83% of payrolls. 

See González Férriz, R. (March 23, 2020) ¿Qué se dice del Covid-19? Las PIMES son las empresas que tendremos 

que salvar ahora. El Confidencial. Retrieved from: https://www.elconfidencial.com/ (Visited on May 4, 2020) 
110 A debate arises as to whether large corporations deserve public help, since many —instead of using their 

previous years' profits to improve their competitive advantages or to be financially prepared for unforeseen 

contingencies, such as the current situation— have decided to use that cash to distribute dividends to their 

shareholders. Nevertheless, the debate of whether to protect SMEs is less controversial, since they are the 

employment engine of the most countries. For instance, in the U.S., they account for 83% of payrolls and in Spain 

99.8% of the business network is made up of SMEs. See: González Férriz, R. (March 23, 2020), op. cit. and RTVE 

(March 16, 2020). El coronavirus pone en riesgo la supervivencia de 2,8 millones de empresas y más de 10 

millones de empleos. RTVE Noticias. Retrieved from https://www.rtve.es/noticias (Visited on May 14, 2020). 
111 Communications. (April 14, 2020). Carlos Torres Vila: “La clave para salir con fuerza de la crisis es preservar 

el empleo”. BBVA. Retrieved from: https://www.bbva.com/ (Visited on May 21, 2020).  
112 Libre Mercado ed. (September 9, 2011). El FMI alerta: “se agota el tiempo” para salvar a la banca europea. 

Libre Mercado. Retrieved from: https://www.libremercado.com/ (Visited on May 21, 2020).  
113 See next section to see the tax fiscal measures in more detail. 
114 It is advisable, for instance, to inject direct liquidity into SMEs through state subsidies as soon as possible, 

because, although they will increase public debt, it will allow the economy to recover quickly. This consideration 

is presented in Amat, O. (April 12, 2020). “Si ho fem bé evitarem la crisi econòmica”. L’Econòmic. Retrieved 

from: https://www.leconomic.cat/ (Visited on May 4, 2020). 
115 J. GALÍ presents an alternative to this measure in order to prevent the increase in governments’ debt ratios, 

albeit one that has remained a taboo among most economists: «the helicopter money», an unrepayable funding by 

the central bank of additional fiscal transfers deemed necessary. For more information: Galí, J. (March 2020). 

“Helicopter money: the time is now”. In Baldwin R. & Weder di Mauro, B., op. cit., pp. 58-61 
116 In this sense, commercial banks can also be a key tool for SMEs, facilitating the financing to SMEs with lower 

interest rate loans, as well as refinance their outstanding credit (i.e.: renegotiating the time frame and moving 

short-tem loans to long-tem ones), thus setting aside the conflict of interest that arise in the Principal-Agent 

problem.  

https://www.elconfidencial.com/
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reducing corruption and tax fraud, improving public efficiency, and approving new tax 

measures117. 

Therefore, it is time to give a fast response, such as some countries did in 2008 with the 

attempt to minimize the impact of the 2008’s financial crisis. China, for instance, launched on 

November 9, 2008118, a stimulus package of USD 586BN, equivalent to approximately 13% of 

its GDP119. The adoption of an expansionary monetary policy by PBC was also important to 

support the aforementioned fiscal policy —in the first half of 2009, bank credit increased by 

USD 1,03TR120. However, this caused China's public debt to get out of control121. South Korea 

reacted quickly, injecting liquidity into the banks thanks to its reserve funds, which allowed 

them to do a better job regarding debt122. In the U.S., the federal government also reacted with 

overwhelming speed, implementing several programs under the Troubled Asset Relief 

Program (TARP)123. The FED’s action was also instantaneous, carrying out different 

unconventional monetary policies. On November 25, 2008, the FED started the first round of 

its quantitative easing program (QE1), injecting USD 600 billion124. These fast responses 

permitted these countries to prop up economic growth. In the European Union, the situation 

was very different: the lack of fast reaction and the delay in taking unconventional monetary 

policies125 until 2011 prevented the Eurozone’s economy from recovering until much later.  

In light of the above, for the most affected European states like Italy or Spain —where 

the response to the virus has lacked the pan-European synchronization of the 2008 financial 

crisis126—, it is crucial that the EU institutions show clear coordination. The most notable 

                                                 

117 Amat, O. (April 12, 2020). “Si ho fem bé…”, op. cit.  
118  Barboza, D. (November 9, 2008). China unveils sweeping plan for economy. The New York Times. Retrieved 

from: https://www.nytimes.com/ (Visited on May 22, 2020).  
119 Chipman, A. (April 6, 2020). Why China’s COVID-19 stimulus will look different than in the past. China 

Briefing. Retrieved from: https://www.china-briefing.com/ (Visited on May 22, 2020).  
120 Yongding, Y. (January 24, 2020). China’s response to the global financial crisis. East Asia Forum. Retrieved 

form: https://www.eastasiaforum.org/ (Visited on May 22, 2020).  
121 In 2018, China’s public debt reached the 50.64% of China’s GDP. Data extracted from: 

https://www.datosmacro.expansion.com/ (accessed on May 22, 2020).  
122 Giné, J. (2009). La economía de Corea del Sur en 2009 y perspectivas para 2010. Uclm. Retrieved from: 

https://www.previa.uclm.es/ (Visited on May 22, 2020).  
123 The USD 700 billion rescue package differed from the public stimulus package approved in China, as the first 

one was designed to help strengthen bank balance sheets but not directly mandate new lending or support specific 

investment projects in the U.S. See: Segal, T. (April 18, 2020). TRAP. Investopedia. Retrieved from: 

https://www.investopedia.com/ (Visited on May 22, 2020).  
124 Buraschi, A. & Whelan, P. (2016). “Bond Markets and Unconventional Monetary Policy”. In Veronesi, Pietro. 

Handbook of fixed-income securities. Hoboken, New Jersey: Wiley, pp. 93-117. 
125 This difference in action with the Fed can be explained, in part, because one of the Fed's primary goals is to 

safeguard the U.S. from banking problems. Instead, the main objective of the ECB is to keep the inflation rate 

close to 2% 
126 FT Reporters. (March 30, 2020). How major economies are trying to mitigate the coronavirus shock. Financial 

times. Retrieved from: https://www.ft.com/ (Visited on May 22, 2020).  
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measures so far have been the suspension of the Stability and Growth Pact127 restrictions, and 

the approval of a EUR 540BN package for businesses, workers, and member states. This 

package includes the SURE instrument, which will allow financial assistance up to EUR 

100BN in the form of loans to protect jobs, among others128.  

What is more, this coordination is also seen in major European powers: Germany and 

France propose the launch of an economic recovery fund of EUR 500,000M through non-

reimbursable subsides129. On the other hand, the ECB —acting faster than in the previous 

crisis— on March 18, 2020, launched a new temporary asset purchase program —the Pandemic 

Emergency Purchase Programme (PEPP)— for acquiring EUR 750BN of public and private 

sector securities130. ECB will also allow banks to supply credit to individuals and SMEs that 

need it131. 

Moreover, the ECB will also continue to act undeterred to maintain yield spreads for 

the government debt of southern European countries like Italy132. Hence, the Eurozone is going 

in the right direction compared to the 2008 crisis.  

Concerning the other states under study, China has started to look after the SME sector 

providing them with the possibility of deferring or refinancing loans and facilitating the 

availability of credit lines133. PMC has reacted quickly but with less forcefulness than the ECB 

and the FED, since it has only carried out conventional monetary policies by reducing the 

                                                 

127 Europa Press. (March 21, 2020). La UE suspende el Pacto de Estabilidad: los gobiernos podrán aumentar el 

gasto cuanto necesiten por el coronavirus. El Economista. Retrieved from: https://www.eleconomista.es/ (Visited 

on May 22, 2020).  
128 CEU. (2020). COVID-19 coronavirus outbreak and the EU’s response. Council of the European Union. 

Retrieved from: https://www.consilium.europa.eu/ (Visited on May 22, 2020). 
129 Carbajosa, A. & Ayuso, S. (May 18, 2020). Merkel y Macron anuncian un plan de ayudas de 500.000 millones 

para la reconstrucción de Europa. El País. Retrieved from: https://www.elpais.com/ (Visited on May 22, 2020).  
130 The most important novelty in this QE is that to prevent companies from suffocating due to lack of liquidity, 

the ECB will start buying short-term corporate debt —promissory notes— since that is what companies use to 

cover their day-to-day financial needs. To know more about this QE, see: Roldán, T., García Pascual, A. & Rey, 

P., (March 2020). Política económica contra el coronavirus…, op. cit., pp. 12-14. Another important measure 

linked to the PEPP is that banks will currently be able to use SMEs loans as collaterals when attending liquidity 

auctions organized by the ECB, whereas before they could only offer public debt, see: Stumpf, A. (April 7, 2020). 

El BCE elimina el riesgo de liquidez de la banca para garantizar que fluye el crédito. Expansión. Retrieved from: 

https://www.expansion.com/ (Visited on May 4, 2020). 
131 That information is presented in Roldán, T., García Pascual, A. & Rey, P., (March 2020). Política económica 

contra el coronavirus…, op. cit, pp. 12-14. 
132 In fact, the risk prime of the Italy bonds has fallen since March 18, 2020 (the day ECB announced the PEPP). 

See European Central Bank Media. (May 18, 2020). Interview with Christine Lagarde. ECB Media. Retrieved 

from: https://www.ecb.europa.eu/ (Visited on May 22, 2020).  
133 The value of the fiscal measures implemented by the Chinese government since now is about EUR 322,000 

millions. See Matos, E. (April 5, 2020). La receta china para curar su economía del COVID-19. Cinco Días, El 

País. Retrieved from: https://www.cincodias.elpais.com/ (Visited on May 22, 2020).  
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banks’ mandatory reserve ratio, injecting liquidity, and lowering interest rates134. The South 

Korean government announced a stimulus package of USD 9.8BN to cushion the impact of 

Coronavirus, financing it by issuing Treasury bonds135, thus acting in the right direction. 

Finally, the U.S. approved its largest economic stimulus package ever, the CARES Act. It has 

undertaken an aggressive quantitative easing program «in the amounts needed», similar to the 

one of last financial crisis. The FED is also carrying out different programs of credit facilities, 

as it is the best way to secure that the money reaches the sectors in need.  

To sum up, even though the Great Recession was a systemic financial crisis fueled by 

the endogenous interactions of the market, and we are currently facing an exogenous shock, 

comparing the Coronavirus crisis and 2008’s is inevitable. Even though we do not know when 

the pandemic will be over, affected states need to be prepared to reopen the economy with the 

appropriate readjustments. If we employ the learned lessons from the last global economic 

crisis —that is, if we act fast and with no hesitation in implementing coordinated expansionary 

fiscal and monetary policies— the economy will reach a desirable growth trend faster than in 

2008. 

4.4 Tax measures 

 

Determining the appropriate tax policy to deal with this crisis is not an easy task, taking 

into account that short and long-term interests discern, in addition to the subjective factor of 

political ideology. In any case, by resorting to similar situations in history, a more accurate 

assessment can be made. 

Now, the priority is to avoid a system collapse. Especially in those countries where 

SMEs play a leading role in the economy, public measures that ensure the liquidity and survival 

of companies and, consequently, of employment, must be adopted. 

However, these public measures imply a substantial increase in debt —especially taking 

into consideration the presumably long-term duration of this crisis— so only the measures that 

are compatible with the long-term interests of economic reconstruction and recovery should be 

chosen. 

It is important to create a structure that helps to raise funds in order to not only return 

the debt, but also to collect the money in the first place. To do so, one needs an attractive 

                                                 

134 5D Agencias. (February 3, 2020). Inyección de liquidez del banco central chino para apoyar la economía ante 

el virus. Cinco Días, El País. Retrieved from: https://www.cincodias.elpais.com/ (Visited on May 22, 2020).  
135 El Periódico, Reuters. (March 10, 2020). Estas son las medidas económicas con las que el mundo responde al 

coronavirus. Retrieved from: https://www.elperiodico.com/ (Visited on May 22, 2020).   
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program to make investors feel confident and lend money without demanding excessive risk 

premiums. However, this is a controversial issue: although tax relief measures can ease 

companies' short-term cash flow tensions, controlling public debt should be the first priority in 

the long term, and raising funds through taxes is the principal instrument to do so. 

A common practice throughout the history of the U.S. to combat economic recessions 

has been to reduce taxes to promote labor productivity and increase demand, boosting the 

economy. After presidents Reagan and W. Bush, Obama adopted it again to deal with the 2008 

financial crisis through “The American Recovery and Reinvestment Act”, signed on February 

17, 2009136. This plan contained tax cuts for individuals to stimulate consumption in the form 

of various tax credits137 and tax cuts for companies138, notably by extending the carry-forward 

of losses from two to five years139140.  

Through the bold and quick implementation of the economic measures outlined in the 

previous section, in coordination with tax incentives, the U.S. overcame the crisis. Europe did 

not follow the same path and, as a result, the recovery took much longer.  

On November 26, 2008, the European Commission unveiled the European Economic 

Recovery Plan for Growths and Jobs (EERP), which included a mix of tax and expenditure 

measures to support the real economy and to boost confidence141. At that time, Italy, like most 

European countries, lowered existing taxes142. However, a few years later, in 2011, it 

experienced another serious recession due to a sovereign debt crisis143.  In order to finance net 

borrowing, Italy adopted austerity tax policies144 that consisted of a combination of increases 

in VAT, social contributions, and direct taxes145, as well as a reduction of expenditures146. The 

Italian government implemented unpopular policy changes such as the property tax and the 

                                                 

136 A first step was the Economic Stimulus Act of February 13, 2008, which provided US taxpayers with various 

tax credits for a total of over USD 150 billion. 
137 Estimated total amount: Approximately USD 240 Billion. 
138 Estimated total amount: Approximately USD 50 Billion. 
139 Hemmelgarn, T., & Nicodème, G. (2010). The 2008 financial crisis and taxation policy. European 

Commission's Directorate-General for Taxation and Customs Union, p. 19. 
140 To know more about the 2008–10 tax stimulus acts visit Center, T. P. Briefing Book: A citizen’s guide to the 

fascinating (though often complex) elements of the US tax system. The tax policy center. Retrieved from: 

https://taxpolicycenter.org/ (Visited on May 23, 2020).  
141 Hemmelgarn, T., & Nicodème, G. (2010). The 2008 financial crisis…, op. cit., p. 11. 
142 See Hemmelgarn, T., & Nicodème, G. (2010). The 2008 financial crisis…, op. cit., p. 11 (Table 2).  
143 Figari, F., & Fiorio, C. V. (2015). Fiscal consolidation policies in the context of Italy's two recessions. Fiscal 

Studies, 36(4), 499-526, p. 1. 
144 See Sánchez de la Cruz, D. (October 18, 2016). Así han subido los impuestos en Europa desde el estallido de 

la crisis. Libre Mercado. Retrieved from: https://www.libremercado.com/ (Visited on May 22, 2020) 
145 In particular, the local taxes on property. 
146 Such as cuts in public sector, salaries, and pensions. For more information, see Houlder, V. (December 10, 

2015) Tax and spend in the EU differs after crisis. Financial Times. Retrieved from: https://www.ft.com/ (Visited 

on May 22, 2020). 
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pension system reform147, but it is believed that if no policy response had been introduced, the 

government deficit would have jumped to about 9% of GDP148.  

Still, it is important to keep in mind that raising taxes can backfire, as happened in 

Spain. After the financial crisis, Spain was among the European countries that applied higher 

taxation plans149, and yet, the Spanish Tax Agency collected less. This was due to (i) the 

decrease in economic activity derived from the recession and (ii) the tax increase itself, which 

depressed activity even more 150.  

By virtue of all the above, it can be concluded that (i) according to the historical 

background it is not appropriate to raise taxes to fight recessions151, (ii) but neither is it 

advisable to decrease them if in the near future a budget deficit will require to cut spending or 

raise taxes again152. Consequently, the suggested tax measures to be implemented consist of153:  

(i) Deferring or fractionating the payment of (i) periodic taxes and (ii) taxes which    

accrual coincides with the months of greatest economic impact154. 

(ii) Not applying default interests —or demanding them above a certain limit. 

(iii) Not providing a guarantee —or requiring it from a certain amount upwards155. 

(iv) Avoiding the reduction or elimination of taxes156. Nevertheless, this can be 

modulated if (i) an extraordinary use of the taxable event is being made because of the 

                                                 

147 Figari, F., & Fiorio, C. V. (2015). Fiscal consolidation..., op. cit., p. 15. 
148 Figari, F., & Fiorio, C. V. (2015). Fiscal consolidation…, op. cit., p. 10. 
149 See Sánchez de la Cruz, D. (October 18, 2016), op. cit.  
150 VAT rate, for example, rose from 16% in 2007 to 21%, which froze consumption and led to a decrease in the 

tax bases of almost EUR one hundred billion. Counting all taxes (personal income tax, corporate, VAT and 

specials), the decrease in taxable bases was above 200,000 million euros. See Sánchez, C. (May 29, 2013) La 

crisis y la subida de impuestos se comen el 20% del PIB a efectos fiscales. El Confidencial. Retrieved from: 

https://www.elcondifencial.com/ (Visited on May 20, 2020). 
151 Authors such as Gay de Liébana, corroborated this argument, stating that in a time of economic destruction, 

where companies have difficulty surviving and job destruction occurs, taxes must not be raised. EuropaPress 

Editorial. (May 5, 2020). Oriol Amat pide rescatar la economía y ve muy urgente impulsar planes por sectores. 

EuropaPress. Retrieved from: https://www.europapress.es/ (Visited on May 22, 2020). 
152 Tax changes must not have a short-term nature, meaning they should not be reduced to go rise quickly. There 

should be long-term stability so that businesses can adopt long-term strategies. See Hudson, V. & Roy-

Chowdhury, C. (January 2010). Tax After the Financial Crisis. Association of Chartered Certified Accountants. 

Retrieved from: https://www.accaglobal.com/ (Visited on May 20, 2020). 
153 Taken as a model the comments of the Spanish Royal Decree-Law 7/2020, of 12 march, of postponement and 

fractionation of tax debts. On this matter, see Carbajo, D. (March 18, 2020). Actualizado fiscales aprobadas para 

hacer frente al impacto COVID19 económico del COVID-19. Tirant Tech. Retrieved from: 

https://editorial.tirant.com/  (Visited on May 4, 2020). 
154 With the information we have now, this would be March, April and May 2020, even though some countries 

are already extending until September. 
155 In the Spanish Royal Decree-Law 7/2020, of March 12, of postponement and fractionation of tax debts, the 

limit is set at EUR 30,000. 
156 Because it goes against the long-term recovery interest. 

https://www.europapress.es/
https://www.accaglobal.com/
https://editorial.tirant.com/mailing/comentarios_medidas_fiscales_covid19.pdf
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shock, which constitutes an excessive tax burden157, or (ii) the intention is to encourage 

companies to carry out hygiene measures that protect customers and workers158.  

(v) Tax relief measures of limited duration. 

Italy, the U.S., China, and South Korea are implementing tax measures that go in the 

same direction as those suggested in this paper. They are all deferring and fractionating the 

payment of taxes, but China has additionally cut the VAT, going further than recommended. 

Italian deductions correspond to the exception included in point 4(2)159. 

Additionally, governments could apply a complementary measure consisting of 

creating an exclusive tax for big fortunes or raising the income tax levy at its highest level.  

Argentina has already implemented the one-off tax on big fortunes160, and Italy has 

proposed a reconstruction rate that would be applied progressively to citizens with income over 

EUR 80,000 per year during 2020 and 2021. It is calculated that the measure would affect 2% 

of taxpayers, and that it would collect approximately EUR 1,250M161.   

This measure has already been implemented throughout history. Franklin D. Roosevelt 

reacted to the 1929 crisis with the New Deal, which considered a “wealth tax” to charge 75% 

of the highest incomes162. Afterward, Truman financed 90% of the Marshall Plan —which 

consisted of a USD 13BN investment in the recovery of Europe after WWII— taxing large 

fortunes by more than 20%163. 

«We must review the system and make important corrections to reduce inequalities»164, 

and this crisis gives us an opportunity to do so. 

 

 

                                                 

157  For instance, Chilean Law No. 21,215 temporarily reduces Stamp Tax (Ley de Timbres y Estampillas or 

“ITE”) to 0% on taxable transactions, what includes numerous operations that taxpayers perform on a daily basis 

to finance their activities.  
158 The Chilean tax authorities have indicated that: «Those expenses incurred, voluntarily or mandatory, by 

taxpayers in avoiding, containing or decreasing the spread of COVID-19 will be tax-deductible», as explained in 

Ferrari, O. & Ferrer, S. (April 13, 2020). COVID-19: Tax measures to mitigate the economic impacts. Garrigues 

NewsRoom. Retrieved from: https://www.garrigues.com/ (Visited on May 4, 2020). 
159 They intend to encourage companies to carry out hygiene measures that protect customers and workers. 
160 To know more, see Times & AFP (April 15, 2020). Tax on Argentina’s biggest fortunes to fight COVID-19 

pandemic on way. Buenos Aires Times. Retrieved from: https://www.batimes.com/ (Visited on May 4, 2020). 
161 H. Valls, F.  (May 18, 2020) Sánchez se abre a explorer una tasa Covid alternative al imuesto a ricos de Iglesias. 

La Información. Retrieved from: https://www.lainformacion.com/ (Visited on May 4, 2020). 
162 La información Editorial. (February 4, 2016). Desmontando el mito sobre los impuestos a los ricos. La 

Información. Retrieved from: https://www.lainformacion.com/ (Visited on May 16, 2020). 
163 Approving the revenue Act of 1935. Understanding Taxes. Retrieved from: 

https://apps.irs.gov/app/understandingTaxes/ (Visited on May 20, 2020). 
164 EuropaPress Editorial. (May 5, 2020). Oriol Amat pide rescatar la economía..., op. cit.  

https://www.lainformacion.com/
https://www.lainformacion.com/
https://apps.irs.gov/app/understandingTaxes/student/whys_thm02_les05.jsp
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5. MEASURES FEASIBILITY FROM A BEHAVIORAL PERSPECTIVE 

 

History has taught us that, even with the best instructions possible commanded in any 

kind of situation, individuals deviate their behavior from the homo economicus pattern. In this 

way, it is paramount to challenge the recommended measures to discern whether they are likely 

to be effective from a behavioral economics perspective.  

Concerning containment and mitigation measures, in section 3.1, it was stated that 

surveillance is the most effective way to stop the spread of the virus. Nevertheless, giving the 

government allowance to monitor people can be dangerous in the long term. Normalizing the 

deployment of mass surveillance tools would give governments’ worldwide legitimacy not 

only to surveil, but also to monitor citizens165. If corporations and governments start harvesting 

our biometric data in masse, they can get to know us far better than we know ourselves, 

allowing them to sell us anything they want —be it a product or a politician 166. Asking people 

to choose between privacy and health is, in fact, the very root of the problem. Because this is 

a false choice. We can, and should, enjoy both privacy and health. Therefore, it is aligned with 

these paper recommendations’ to affirm that society should rely far more on extensive 

testing167, honest reporting and, willingness to co-operate of a well-informed public168. 

As to social measures, while section 3.2 suggested that governments create a strong 

unemployment net, some authors argue that this measure may encourage unemployed 

individuals to remain jobless for a longer period169. This opportunistic behavior can indeed 

occur, but free-riders should be considered a sunk cost. Section 3.2 also endorsed businesses 

to take this situation as an opportunity to change their business model, investing in digitization 

and teleworking. Technological innovation and artificial intelligence are going to accelerate at 

a pace we have yet to comprehend. That means automation will likely disrupt current jobs170. 

Consequently, it is true to say that businesses will have to adapt, improvise and overcome these 

new circumstances, but this is going to be an arduous task due to the status quo bias: individuals 

are resistant to change.  

                                                 

165 Noah Harari, Y. (March 20, 2020). The World After Coronavirus. Financial Times. Retrieved from: 

https://www.ft.com/ (Visited on May 23, 2020). 
166 Noah Harari, Y. (March 20, 2020). The World…, op. cit.  
167 Such as the policy undertaken by South Korea. 
168 Noah Harari, Y. (March 20, 2020). The World…, op. cit.  
169 Mochoruk, B. & Wessel, D. (October 1, 2015). What behavioral economics can teach us about unemployment 

insurance. Brookers. Retrieved from: https://www.brookings.edu/ (Visited on May 23, 2020). 
170 Skipper, C. (September 30, 2018) The Most Important Survival Skill for the Next 50 Years Isn’t What You 

Think. GQ. Retrieved from: https://www.gq.com/ (Visited on May 23, 2020). 
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https://www.brookings.edu/author/brendan-mochoruk/
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Regarding economic measures, section 3.3 recommended to take a coordinated and 

unionized stand –for instance, to the European Union- to create fiscal stimulus to SMEs. This 

can backfire. Private Banks of each state can establish tough requirements for companies to 

actually get financing171. This conflict of interests results in a Principal-Agent problem, in 

which the final goal of the stimulus may be frustrated by its own execution. 

Lastly, those governments that apply tax measures benefits will certainly count on a 

high rate of approval for the next elections. Since individuals are myopic, they will only take 

into account the short-term tax relief, failing to consider that this measure goes hand in hand 

with an ulterior tax increase. 

At the end of the day, policymakers need to consider how the aforementioned measures 

will affect individuals’ decision-making processes. If they fail to do so, their measures are 

doomed to be unsuccessful. 

6. CONCLUSIONS 

 

The health crisis caused by COVID-19 has put into the spotlight the fragility of our 

economic system. During the precedent lines of this work, it has been denoted that its impact 

will not be limited to certain fields of our society: this economic impasse will spread from 

individual employment to sovereign solvency of states. 

At the moment of this paper being signed —that is, at the end of May 2020—, the 

economic shock of the underlying crisis of COVID-19 is yet nameless and erratic. 

Notwithstanding that, a far-reaching and rapid response is to be engineered to ensure that the 

hazard is mitigated. 

On the one hand, it has been copiously demonstrated that health systems must be 

fortified, but the be-all and end-all of the economic investment on the containment of the virus 

is to be on detection. The duration of the economic collapse and its harshness are ultimately 

conditional on the effectiveness of such an ability to manage the virus itself. Further to this, in 

order to contain the propagation of the virus, it is also essential to raise awareness within the 

population and, in doing so, common behavioral biases are to be taken into consideration. In 

addition, individuals’ inherent rights to freedom are to be weighted when balancing the best 

policy to endorse. 

                                                 

171 To prevent this from happening, the European Central Bank has asked private banks not to pay dividends to 

their shareholders until at least October 2020. See: Noticias Banco de España (2020). Acciones Relacionadas con 

el COVID-19. Banco de España. Retrieved from: https://www.bde.es/bde/es/ (Visited on May 24, 2020). 
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On the other hand, with the spread of the virus disciplined and a sanitary response 

coordinated, this paper has noted the demand for public measures to (i) safeguard solvent 

companies, (ii) shield their employees, and (iii) avoid sovereign defaults and bailouts. In doing 

so, lessons from the past are to be borne in mind, and the measures which are already into force 

must be challenged. 

Firstly, in the social field, effective plans need to be arranged to avert dismissals, 

subsidize workers’ income, and promote employment in economically critical areas. 

Genuinely, the purpose of these measures is to ensure a certain level of consumption —

avoiding a fall in aggregate demand—, whilst even larger deflationary trends and a broader 

standstill of the economy are blocked. 

Secondly, as to economic measures, expansionary fiscal and monetary policies are to 

be performed. The target of these efforts is to ease an economic stimulation, to grant immediate 

liquidity to firms in the shakiest sectors —such as SMEs. Furthermore, public debt —generally, 

in the form of bonds— may be used to endow with the prescribed funds, so a sensible design 

of feasible debt systems is pivotal. 

Thirdly, tax measures must be presented in full concordance with the rest of the 

schemes. In the sort-run, tax payments of debts which accrual takes place during the very crisis 

are to be deferred or fractionated. This policy aims to impede the financial smothering of firms 

and, in turn, the loss of more jobs. Besides, in the medium-term, a bill could be sponsored to 

attain a better —but non-confiscatory— redistribution of wealth. The underlying idea would 

be to charge big fortunes to fund the overcoming of these economic struggles. 

Finally, policymakers ought to envisage the likely non-rational conduct of individuals 

and take advantage of their biases to certify the effectiveness of foregoing policies. 

In conclusion, a great awareness of the call for the discharge of responsible and mature 

economic measures is decisive, being mindful of the fact that it is cheaper to prevent than to 

treat. 
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