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Abstract

The key research objective is to analyze the global economic consequences of the
COVID-19 pandemic based on the analysis of valid academic, statistical and Internet
sources and to prove the assumption that these consequences are significantly greater than
those caused by the 2008 Global Financial Crisis. The paper also presents possible
recovery curves of the global economy, and assesses the measures taken by institutions in
the EU, the USA and the Republic of Serbia in the fight against COVID-19.
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INTRODUCTION

The contemporary world, thanks to the developed health care sys-
tem and technological capacities, can cope with various diseases easier
than before. However, technological progress itself has not only increased
the interdependence of the modern world, but also its vulnerability due to
the creation of conditions (population density growth, obesity epidemics,
etc.) for the faster spread of the virus. The question remains whether the
answer to pandemics in the 21% century should be to close borders or im-
prove international cooperation in order to facilitate the monitoring of the
disease and control its spreading. Economists provide a clear answer to
this question: closing countries to prevent the spread of disease is causing
companies to go bankrupt, increasing unemployment, declining budget
revenues, enormous country borrowing and the global economic crisis.

The COVID-19 pandemic caused by the SARS-CoV-2 virus has
paralyzed the global economy. The COVID-19 pandemic does not only
affect the poor, large, but also rich countries. The number of deaths in Ita-
ly, Spain, France, Great Britain and the USA proves that best. However,
countries in Asia, Africa and Latin America are at a greater risk because
they have relatively underdeveloped health systems.

Almost all regions of the world will suffer a double-digit decline in
trade in 2020, with exports from North America and Asia being hit hard-
est. The biggest drop in trade will be in the electronics and automotive
industries, which are characterized by complex links in the value chain.

Forecasts by experts in the World Bank, the International Mone-
tary Fund (IMF) and numerous institutes clearly indicate that the recovery
of the global economy can be expected only in 2021 and 2022. It is logi-
cal that the curve of that recovery will be in the shape of the letter “U” ra-
ther than in the shape of the letter “V”. This means that, after a rapid de-
cline, the global economy will only be able to recover over a long period
of time. In addition, these experts warn that, due to the unpredictability of
the COVID-19 pandemic, their forecasts will not be easy to achieve.

In 2020, the decline in gross domestic product (GDP) of the euro-
zone countries will be greater than the decline in EU GDP. A drop in
health risk and the recovery of the eurozone can be expected if these
countries gradually lift restrictive measures. In that case, the speed of
their recovery can hardly be accurately predicted. The COVID-19 pan-
demic is not only a danger, but also a chance. The Netflix, Disney + and
Amazon performance in the first quarter of 2020 clearly confirms this.

With a comprehensive and economically acceptable package of
measures, worth 5.1 billion euros, the Government of the Republic of
Serbia will significantly reduce the negative effects caused by the
COVID-19 pandemic. It is certainly superfluous to ask whether the state
should or should not provide support to workers in the form of salaries
and companies through taxes and contributions. However, four questions



The Coronavirus Pandemic: Economic Consequences and Government Reactions 845

arise: Are delays in the payment of payroll taxes a sufficient measure? In
addition to delaying the payment of payroll taxes and contributions and
income taxes, should the tax burden on the economy be reduced? Instead
of giving all adult citizens 100 euros (“helicopter money”), should that
money be given to those who lost their jobs, the unemployed and the
most socially endangered? Finally, with the linear character of certain
measures, will the funds of the economic rescue fund, which were mainly
collected through borrowing, give the best effects? (Milovanovi¢, Radis-
avljevi¢, Buki¢; 2020: 56-65).

THEORETICAL BACKGROUND

The first written traces of pandemics are 25 centuries old. The old-
est recorded pandemic occurred during the Peloponnesian War in the 5%
century BC. The Greek physician Hippocrates was the first to define epi-
demics.

The movement of people due to the gathering of fruits, the creation
of cities, the establishment of trade channels, but also wars, opened the
space for various epidemics.

Infectious diseases appeared during the time of the original civi-
lization and have taken several hundred million lives to this day. Howev-
er, infectious diseases not only sowed death, but also affected military
failures, as well as the fate of empires. For example, the plague of Thu-
cydides destroyed the Athenians and greatly contributed to their defeat by
Sparta, while the plague in the 6" century prevented the Byzantine em-
peror Justinian from annexing the remnants of the former Western Roman
Empire, which disintegrated in 476. In addition, contagious diseases facil-
itated the spread of religions (e.g. Christianity) and stopped wars (e.g. the
“Hundred Years” War between France and England from 1337 to 1453).

Despite the great achievements of medicine, infectious diseases
still cause a more intense fear of the apocalyptic end of the world than
“Armageddon” due to nuclear war or man’s fear of death. This fear has
come to the fore in the last two decades, with the spread of SARS (2002-
2003), “bird flu” also known as H5N1 (2003-2007), swine flu, a new type
of HIN1 virus (during 2009), MERS (present since 2012), Ebola (the ep-
idemic lasted from 2013 to 2016) and especially COVID-19.

The literature on the economic impacts of the COVID-19 pandem-
ic is spreading rapidly. The number of studies on its economic conse-
quences is also increasing (Barro et al., 2020). Governments can reduce
the total number of deaths with various anti-epidemic measures, but at the
same time push the economy into a greater recession caused by the pan-
demic. For example, severe anti-pandemic measures in the U.S., such as
spending cuts and temporary closures of companies, have led to a rise in
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recession, but have also saved approximately half a million lives in the
U.S. (Eichenbaum et al., 2020).

Although the COVID-19 pandemic has been going on since 11
March 2020 and is attracting the attention of a growing number of scien-
tists, research on its economic consequences is still in its infancy. A large
number of papers appear, especially those on the macroeconomic conse-
guences of this pandemic. Research centers and media are extremely in-
terested in publishing comments, editorials and analyses. Baldwin and
Beatrice have published a book illustrating the effects of the COVID-19
pandemic on politics, trade, supply chains, finance, banking, travel, and
the vulnerability of individual regions (Baldwin, and Beatrice, 2020).
There are also papers on simulation modeling based on previous experi-
ence, real-time data, as well as the IMF, the Bank for International Set-
tlements, the World Bank, the OECD and UNCTAD sources.

The COVID-19 pandemic significantly increases financial and
banking risks. It causes deep disturbances both on the supply side (due to
disruption of processes and activities in international supply chains) and
on the demand side (due to the slowdown of world trade flows). Using a
very simplified “circular flow diagram”, Baldwin proves that measures to
limit the spread of the COVID-19 pandemic directly and greatly reduce
the flow of workers from their place of residence to the company, leading
to a rapid and large reduction in production (supply) of goods and ser-
vices (Baldwin, 2020). Also, the uncertainty caused by this disease, regu-
latory restrictions imposed by governments, and the global decline in the
level of economic activity negatively affect most components of aggre-
gate demand.

Based on experience in modeling the economic effects of an influ-
enza pandemic, Wren-Lewis suggests that the COVID-19 pandemic is
slowing economic growth as a result of declining work hours, rising pro-
duction costs, rising inflation rates and declining social spending (Wren-
Lewis, 2020). Also, the pandemic affects the value of shares. Gormsen,
Joachim and Koijen study the impact of the pandemic on stock price fluc-
tuations and dividend levels to encourage positive expectations among
investors and reduce the risk of recession (Gormsen, and Koijen, 2020).

Studies on the macroeconomic consequences of infectious diseases
such as AIDS (Cuddington, and Hancock, 1994: 363-368; Cuddington,
and Hancock, 1995: 1-28; Haacker, 2020; Freire, 2004) and SARS (Lee,
and McKibbin, 2004: 113-131; Shannon, and Willoughby, 2004: 359-
381) have revealed their effects on households, companies and govern-
ments. Also, these studies provide valuable information for assessing the
degree of susceptibility of individual countries to COVID-19 and taking
measures to successfully eliminate the economic consequences of this
disease.
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COVID-19 is a persistent and unpredictable disease. It is accom-
panied by great human sacrifices and devastating economic consequenc-
es. International financial institutions, monetary authorities and central
banks are trying to mitigate the negative effects of the COVID-19 pan-
demic on the real economy by implementing special fiscal, monetary and
macro-financial measures. Nevertheless, the duration of this disease, as
well as the extent of its consequences, cannot be precisely determined.

METHODOLOGICAL RESEARCH FRAMEWORK

The main research objective is a comparative analysis of the Glob-
al Financial Crisis of 2008 and the COVID-19 crisis, based on the gener-
ated uncertainties and turbulence in the world’s leading countries, in or-
der to see the spectrum and depth of impact of these crises on the global
economy. The second research objective is to present the possible recov-
ery curves of the world economy and evaluate the measures taken by the
bodies of the European Union, the USA and the Republic of Serbia in the
fight against this disease, based on the identified economic consequences
of the COVID-19 pandemic.

The research is mostly based on information collected via the In-
ternet in the first quarter of 2020. The research relies on information on
the economic consequences of COVID-19, taken from relevant textbooks
and scientific papers. The research methods (analysis, synthesis, generali-
zation, analogy, abstraction and concretization) allow the use of data and
information collected for the purpose of consistent, logical and true con-
clusion. Systematized knowledge about the research subject (economic
consequences of the COVID-19 pandemic) and experience are the basis
for predicting the shape of the recovery curve of the world economy, but
also the reason for further research in this area.

The authors are aware that the availability of empirical data would
result in mathematical and statistical formulations that provide a more re-
alistic picture of the studied phenomena and more valid conclusions.
However, based on lessons learned from the Global Financial Crisis and
those resulting from comparing this crisis to the COVID-19 crisis, econ-
omists can provide governments and managers with a wide range of in-
formation relevant to making rational decisions.

The authors try to test the following hypothesis:

H: The global economic consequences of the COVID-19 pandemic
go beyond, in terms of spectrum and depth, the economic consequences
of the 2008 Global Financial Crisis.
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RESULTS AND DISCUSSION

Comparison of the 2008 Global Financial Crisis
and the COVID-19 Crisis by their key economic characteristics

The COVID-19 pandemic halted the long-term growth of global
trade and production volume and real GDP (Milovanovié¢, Milanovié,
Radisavljevi¢; 2020: 153). The COVID-19 pandemic has forced govern-
ments and the largest world economies to demand from their citizens to
stay at home, to close shops, factories and other facilities to suppress the
spread of coronavirus. The entire world could be said to testify to a
unique health and economic crisis, which generations of people have not
seen. The breakdown of global production and logistics networks fol-
lowed. There has been a global shortage of very important medical
equipment (clinical and transport respirators, protective masks and
gloves), anti-disinfectants and drugs (plaquenil, azithromycin, etc.), al-
most a complete cessation of international air transport and the destruc-
tion of tourism (Milovanovi¢, 2020: 376). That is why Kristalina Georgi-
jeva, the IMF director, states that the global economy is already in reces-
sion, which is “much worse than the global financial crisis.”

The spread of the SARS-CoV-2 virus in the first quarter of 2020
has fueled suspicions that it will do more damage to the global economy
than that caused to the global economy by the 2008 Global Financial Cri-
sis. Regardless of the different causes of these crises, they are similar in
certain economic characteristics and, therefore, suitable for comparison.

In this part of the paper, we want to compare the mentioned crises
according to their common economic characteristics, such as: 1) the un-
certainty they generate, and 2) the turbulence they cause on the stock ex-
change. With this analysis, we want to show that the COVID-19 crisis, in
the first quarter of 2020, hit the global economy harder than the 2008
global financial crisis. Due to the nature and scope of the paper, the eco-
logical, psychological and political aspects of these crises, although very
significant, have not been analyzed.

Uncertainty caused by the “subprime” virus and SARS-CoV-2
virus. Both crises are characterized by uncertainty after their appearance in
one of the two leading economies (bankruptcy of the American financial
corporation Lehman Brothers and the appearance of the “subprime” virus in
2008 and the appearance of COVID-19 in China in December 2019), as well
as rapid global expansion. This uncertainty can be defined as a risk whose
probability of occurrence and impacts are difficult to predict.

Until 2007, Americans were granted subprime loans. This risk was
hidden through the seemingly sound securitization of receivables and re-
ceivables owners. In such conditions, no one knew where and how much
risk there was. This was followed by a freeze on international financial
flows and an increase in uncertainty. And the crisis caused by the
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COVID-19 pandemic freezes a large part of global trade. The World Pan-
demic Uncertainty Index (WUP index), developed by the International
Monetary Fund, and the Global Economic Policy Uncertainty Index
(GEPU index, calculated according to PPP rates), had significantly higher
values in the first quarter of 2020 than during the 2002 epidemics and
during the 2008 Global Financial Crisis. For example, the value of the
WUP index during the five epidemics (SARS, bird flu H5N1, swine flu
HAN1, bird flu A/H7N9, Ebola, and MERS), which broke out since 2002,
was lower than in the first quarter of 2020, when there was a sudden
spread of COVID-19 disease (see Figure 1).
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Figure 1. Pandemic and Uncertainty 1996Q1 to 2020Q1
Source: Ahir, H., Bloom N., and Furceri D. (2020, April 04). World Uncertainty
Index. Available at: https://worlduncertaintyindex.com/data/)

The value of the GEPU index was 341 in March 2020 and as much
as 423.84 in May, which is significantly above the jump in its value
during the Global Financial Crisis (202 in October 2008) (Figure 2).
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Figure 2. The World Pandemic Uncertainty Index (a) and Global
Economic Policy Uncertainty Index (b)

Source: Marc-Olivier Strauss-Kahn (May 2020), Can we compare the
COVID-19 and 2008 crises? SUERF Policy Note, Issue No 164. Available
at: https://www.suerf.org/policynotes/13389/can-we-compare-the-covid-19-and-

2008-crises.

The expectation that a sharp and deep recession will be offset by a
sharp and abrupt recovery (that the global economic recovery curve will
be V-shaped) is unrealistic, as long as global uncertainty remains high.

Turbulence on major world stock markets. At the beginning,
both the World Financial Crisis (2008) and the COVID-19 Crisis (first
guarter of 2020) saw declines on the major world stock exchanges. The
recessions caused by these crises are qualified as the biggest since the
Great Depression.

Immediately after the bankruptcy of Lehman Brothers, the value of
the Dow Jones stock index fell by an incredible 504.48 points (-4.42%),
the most since the terrorist attacks of 11 September 2001, while the value
of the S&P 500 stock index fell by 2.5 %. The largest one-day decline in
the value of the Dow Jones stock index (777.68 points or 3.3%) was
recorded on 29 September 2008 (Figure 3).
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Figure 3. Two characteristic declines in the value of the Dow Jones
stock index in September 2008

Source: Top 10 Dow Jones Drops. Available at: http://content.time.com/time/specials/
packages/article/0,28804,1845523 _1845619,00.html.

The total decline in the value of the S&P 500 stock exchange index
in 2008 was 38.49%, which is its largest annual decline. In the era of the
Global Financial Crisis, there was a drop: the price of oil dropped from
138 to 95 dollars per barrel, the value of the main Brazilian stock index
Ibovespa dropped by 10% and the London stock index FTSE dropped by
5.3% (https://www.adigitalblogger.com). On 9 March 2009, the S&P 500
stock index had the lowest value (676.53 points) since the outbreak of the
Global Financial Crisis and the bankruptcy of Lehman Brothers
(https://www.reuters.com) (Figure 4).
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500 March 9, 2009: S&P 500 hits
its bottom close at 676.53
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Figure 4. Lowest recorded value of the S&P 500 stock index
since the outbreak of the Global Financial Crisis and the bankruptcy
of Lehman Brothers
Source: Yahoo Finance, 2020.
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Far greater turbulence on world stock markets was caused by the
spread of COVID-19 in the first quarter of 2020.

At the beginning of February 2020, COVID-19 was mostly limited
to China. The US S&P 500 reached its all-time high on 19 February 2020.
However, just a few days later, when news of the spread of this disease
outside China appeared, stock market indices began to fall.

On 12 March 2020, the value of shares on the American stock
exchange dropped by about ten percent. Then, the biggest losses in one
day from October 1987, that is, from the so-called “Black Monday”,
occurred. This ended the longest phase of growth in history (bull market),
which began after the World Financial Crisis in 2008. The “bear market”
phase followed, when investors suddenly sold off shares.

The dramatic decline in the value of shares on stock exchange
around the world on 12 March 2020 caused not only the rapid spread of
COVID-19 outside China, but also the fear of investors that the spread of
this disease will slow down global economic growth. On 12 March 2020,
the value of the S&P 500 index fell by 9.51%. As early as 20 March, its
value decreased by 31.9% compared to the value (peak) of 12 February
(Figure 5).
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Figure 5. S&P 500 Bear Market
Source: FactSet, 2020.

Due to the spread of COVID-19, after 12 March 2020, there was a
large decline in the value of the Dow Jones (-9.99%) and Nasdaq
Composite (-9.43%) stock indices (https://www.cnbc.com). U.S. stock
markets sank further after the decision of the President Donald Trump
administration to suspend flights from European countries due to the
spread of COVID-19. Trump’s decision led to a drop in the value of the
airlines’ shares by 19.6%, as well as to an additional drop in the price of
Brent crude oil by 8.6%. On 12 March 2020, stock markets in other parts



The Coronavirus Pandemic: Economic Consequences and Government Reactions 853

of the world were shaken. Thus, the pan-European STOXX 600 index
dropped by 11.48%.

The COVID-19 crisis in the first quarter of 2020 caused a high
average decline in key US stock indexes, compared to their value on 31
December 2019. The Dow Jones and S&P 500 stock indices had the
worst performance ever recorded in the first quarter of 2020. The Dow
Jones dropped by 23.1% and the S&P 500 by 20% (Figure 6).
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Figure 6. U.S. Stock Plunge in the First Quarter 2020
Source: FactSet, 2020.

In the first quarter of 2020, the Dow Jones stock index had the
lowest quarterly value since 1987. In the same quarter, the S&P 500 stock
exchange index had the largest quarterly drop since 2008.

Economists of one of the oldest financial institutions in the USA,
JPMorgan Chase & Co., estimate that by the end of 2021, the COVID-19
pandemic will cost the world around 5.5 billion USD, which will lead to a
reduction in global GDP by almost 8% (https://www.archyworldys.com).

Hopes for Recovery According to the “U” and/or “V”’ Form

The V-shaped economic recovery curve is mainly due to the sharp
decline of a particular economy, which quickly follows the continuous
recovery of that economy. Such a curve in the last five decades has more
mimicked changes in company growth and profits than changes on
financial markets. The U-shaped economic recovery curve shows that the
economy is failing for a long period of time and then recovering quickly.
Such a recovery implies a gradual revival of economic activity, with the
entry into the crisis being faster than the exit from the crisis.
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Jurgen Stackmann, the VW head, assesses that the demand recovery
curve for its passenger cars in China will have the shape of the letter "V",
but not in Europe, which is realistic. The sales of their passenger cars in
China in the last week of April 2020 was higher than in the same period in
2019. The accelerated recovery of demand in China is largely the result of
the desire of customers to use their own vehicles instead of public transport.
In contrast, in April, VW sales in Europe decreased by 85% compared to
sales in the same period in 2019, because some large markets (e.g. Italy and
Spain) completely closed. In addition, the company's car sales decreased by
50% in North America and by as much as 81% in South America
(https://ww.thisismoney.co.uk). Without the recovery of the EU, North
and South American markets, the EU car industry, which employs about
9% (2.6 million) of EU factory workers (https://www.nytimes.com), will
primarily be able to rely on the growth of demand on the Chinese market.

Most CEOs predict a “U” recovery, which means they expect a
long period between recession and recovery. No one can precisely
determine the duration of the health crisis, whether there would be a
second wave, nor what the second wave would look like, which indicates
a recovery in the form of the letter "W". It is only clear that the recovery
of the economy will begin when the health crisis ends to a certain extent.

The Ernst & Young survey shows that 54% of top company
executives expect a recovery in the form of the letter "U" — a period of
reduced economic activity that will take place in 2021 (https://ww.ey.com).
As a reason for such an expectation, they cite the necessity of a relatively
long-time interval for the full opening of national economies and the
return of consumers to their old way of life.

The “U” recovery significantly reflects the presence of fear among
customers even after the removal of measures and the opening of economies.
For example, even after the lifting of measures by governments in some
Asian countries, there has been no rapid recovery in tourism and an increase
in restaurant guests.

Alexandre de Juniak, director general of the International Air
Transport Association (IATA), an organization that includes 290 airlines
from 120 countries (https://www.iata.org), estimates that the crisis in the
global aviation industry will take the form of the letter "U". Also, the
recovery of domestic air traffic will be faster than international.

Due to the COVID-19 pandemic, the airlines, as well as those
operating in the hotel and tourism sector, were left virtually without any
income overnight, as the governments of many countries took strict measures
of social distancing. Most airlines landed their planes. The losses of airlines
for commercial passenger transport in 2020 could reach 314 billion USD
(https:/Amnww.theguardian.com), which makes about 37% of their total
revenues in 2019. Despite the fact that several governments have introduced
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new or expanded the range of existing financial assistance measures, some
airlines will find it difficult to survive until the start of economic recovery.

Hotels closed their doors as restaurants turned to customers who come
for food on their own and take it home. Global revenues generated from
travel and tourism in 2020, instead of the planned 711.944 billion USD, will
amount to 568.583 billion USD, which is a decrease of about 17% compared
to the previous year (Figure 7) (https://www.statista.com). However, many
countries hope that, after putting the epidemic under control or using
vaccines, their recovery will be as fast as the decline itself.
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Figure 7. Change in travel and tourism revenues in the period from 2019
to 2020 in billions of USD

Such hopes were supported by the IMF in its first (April) edition of
the World Economic Review for 2020, which will be re-published six
months later. Assuming that the COVID-19 pandemic would end in the
second half of 2020, that measures to curb the spread of the pandemic
would be phased out, and that effective measures would be taken to limit
the economic damage caused by isolation measures, the IMF predicted a
global economic recovery in the form of the letter “V”. This means that
the decline of the global economy in 2020 will be large, but that its rapid
recovery will follow in 2021 (Figure 8).
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(by April 2020)
Source: World Economic Oulook, April 2020: The Great Lockdown. Available
at: https://www.imf.org/en/Publications/WEO/Issues/2020/04/14/weo-april-2020

Experts of this financial institution estimate that, in 2020, the
COVID-19 pandemic will lead to a negative growth of the global
economy of three percent (https://www.bloomberg.com). Such a decline
has not been recorded since the Great Depression in the 1930s. The
COVID-19 pandemic will hit the eurozone countries, the United States
and China the hardest. Due to the unpredictability of the course and
duration of the pandemic, it is realistic to expect that the IMF will
significantly revise its forecasts by the end of 2020.

European Union and US Reactions to the COVID-19 Pandemic

The COVID-19 pandemic has strongly affected the economies of
all EU member states. To a certain extent, the member states have started
to close their national borders, so that the principle of solidarity, on which
the EU is built, was violated.

A clear indicator of the economic crisis in the EU, caused by
COVID-19, is the decline in its GDP. In the first quarter of 2020, the
decline in GDP of this economic integration, compared to the previous
quarter, was 3.5% (Figure 9) (https://ec.europa.eu). The decline in GDP
of France in the first quarter of 2020, compared to the last quarter of the


https://www.imf.org/en/Publications/WEO/Issues/2020/04/14/weo-april-2020

The Coronavirus Pandemic: Economic Consequences and Government Reactions 857

previous year, was 5.8% and Italy 4.7%. The crisis will be especially
devastating for the economies of the Eurozone. According to the
estimates of the experts of the European Central Bank (ECB), by the end
of 2020, the fall in the GDP of the Eurozone will be between 5 and 12%
(https://www.theguardian.com).

B Eurozone (Relative change in GDP compared to the previous quarter)
BB European Union  (Relative change in GDP compared to the previous quarter) 3.8%
- 0

w— Eurozone (Relative change in GDP compared to the previous year)

&S b b b A LN o A now s

=== European Union (Relative change in GDP compared to the previous year)

Figure 9. Relative change in GDP compared to the previous quarter
(columns) and the previous year (lines)

The COVID-19 pandemic will have a very negative impact on the
largest economy in Europe — the economy of Germany. The pandemic will
negatively affect the labor market and public finances. Unemployment in
Germany will increase to 5.9% in 2020. The recession in that country in 2020
will reach 4.2%. However, thanks to fiscal aid, economists expect a strong
recovery of production in Germany in 2021 of 5.8%.

On 18 March 2020, the ECB activated a 750 billion euros Pandemic
Emergency Purchase Program (PEPP) to support the euro during the
pandemic (https:/mww.ecb.europa.eu). The program, if accompanied by
fiscal actions by governments, will boost the eurozone economy and the
credit market. The Program is also an addition to the 120 billion euros set by
the ECB on 12 March 2020 (https://www.euractiv.com), in order to support
economic activity, protect jobs and maintain price stability in the euro area.
Since 2015, the ECB has bought bonds worth around 2.7 trillion euros.
By the end of 2020, this bank will buy bonds (debts) of countries and
companies within the Eurozone, in order to show its commitment to the
euro. It will also ease some restrictions on bond purchases, as well as
some of its collateral standards to make it easier for banks to raise funds.
Greece expects its inclusion in the ECB's bond-buying program for the
first time will help reduce borrowing costs. The ECB's monetary stimulus
will help both Italy and Spain reduce borrowing costs, especially after the
outbreak of the coronavirus epidemic.
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On 9 April 2020, EU finance ministers reached an agreement on a
comprehensive economic response to the COVID-19 pandemic. The EU
has mobilized about 540 billion euros to protect and rebuild member
states’ economies after the pandemic, but has also set conditions for the
use of joint credit lines (https://www.euractiv.com). The implementation
of the adopted aid package, as a sign of solidarity, began in the last week
of April.

To deal with the effects of the economic crisis caused by the
COVID-19 pandemic, EU members have reached an agreement on three
"safety nets". The first "safety net" called "SURE" is intended for workers
of all EU member states. "Sure" is a temporary EU instrument that will
support national 'safety nets' for workers. "Sure" will channel up to 100
billion euros to national services that support part-time work or pay
unemployment benefits and other programs for workers. EU member
states will provide guarantees to raise money for their workers.

The second "safety net” is intended for companies in all EU
member states. EU member states at national levels provide assistance
within their borders to companies to maintain liquidity. Unfortunately,
this assistance is uneven due to the different strengths of the economies of
the member states. EU companies, primarily small and medium-sized
ones, have 200 billion euros at their disposal, which they can get in the
form of a loan through the European Investment Bank.

The third "safety net" is intended only for eurozone member states
in times of crisis, under standardized conditions and with the assessment
of EU institutions. It is about creating a fund for rescuing the Eurozone
(European Stability Mechanism) of 240 billion euros by allocating 2% of
GDP. The Netherlands is the last EU country to prevent an agreement on
the formation of this fund, that is, opposed the easy conditions for
obtaining cheap loans provided by that fund. Every member of the
Eurozone that requests funds from this fund will be subjected to EU
economic and fiscal coordination and monitoring, that is, will have to
accept reforms. The only condition to access this loan is that the use of
that money will be exclusively intended to finance direct or indirect
health care, treatment and prevention of COVID-19.

Due to the unwillingness of the Netherlands and Germany to
guarantee the borrowing of others, at the level of the Eurozone, for which
the European Commission envisages a reduction of economic activity by
7.7% in 2020, no consensus has been reached on joint borrowing, i.e.
issuing the so-called "corona bonds" without maturity, which Italy, Spain
and France insisted on. According to the Commission's forecast, after the
historic recession in 2020, the eurozone will grow by 6.25% in 2021
(https://mww.bignewsnetwork.com).

With the agreed package of 540 billion euros, the EU will need at
least another 500 billion euros for the next phase of the fight against
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COVID-19. In addition, the EU must carefully consider new instruments,
but also use existing institutions, including the European Commission and
the EU budget.

In addition to the ECB, similar measures due to the COVID-19
pandemic have been taken by the central banks of England, Canada,
China, Australia and Japan. Globally, such measures surpassed those
taken by central banks during the 2008 financial crisis. For example, the
US Federal Reserve System, or in common parlance the Fed, which plays
the role of the US central bank, has decided to cut the interest rate to
almost zero and inject about 4.7 trillion USD onto the financial markets in
order to save the country from a possible recession. So, as direct support
to the economy, the Fed received about 4.7 trillion USD of liquidity. In
addition, the U.S. passed four laws in just two months in response to
COVID-19, providing total federal aid to companies, individuals, and
hospitals of about 3 trillion USD. This means that from the outbreak of
COVID-19 in the United States until the end of April 2020, direct and
credit assistance together amounted to about 7.7 billion dollars, which is
the largest amount in the history of the United States. Despite this
significant financial help, in just seven weeks in March and April 2020,
about 26 million people lost their jobs in the United States.

Rationality of Decisions of the Serbian Government
in the Era of the COVID-19 Pandemic

Due to the very uncertain economic impacts of the COVID-19
pandemic by the end of 2020, the World Bank is very pessimistic. It
predicts a fall in GDP in the Western Balkans region between 3.1
(baseline scenario) and 6% (pessimistic scenario). According to its basic
scenario, the economies of the Western Balkan countries will face a fall
in GDP between -1.4% and -5.6% by the end of 2020 (Figure 10)
(https://www.worldbank.org).

Serbia

MNorth Macedonia
-5.6% Montenegro

Eosove

Bosmia & Hercegovina
5.0% Albania

Westemn Balkans

Figure 10. Real GDP growth of the Western Balkans and the region in
2020 according to the basic scenario of the World Bank
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The fall in the GDP of the Republic of Serbia will be around -
2.5%. In the region of the Western Balkans, only Northern Macedonia (-
1.4%) will have a smaller decline than the Republic of Serbia.

In late March 2020, the Government of the Republic of Serbia
presented a package of measures worth about 5.1 billion euros (about
11% of GDP) to help the economy affected by the coronavirus. In order
to survive, entrepreneurs, micro, small and medium enterprises received
the amount of three net minimum wages per employee, provided they did
not fire more than 10% of employees since the introduction of the state of
emergency. Large companies also received assistance — 50% of the
minimum wage for employees with an official decision on employment
termination. Tax relief for the private sector during the state of emergency, at
least for three months, is also significant. In order to increase liquidity, the
government allowed private sector entities to pay payroll taxes and
contributions in 24 installments starting at the earliest from 2021. From April
to June 2020, the Government allowed the postponement of the payment of
income tax, as well as property tax for legal entities and entrepreneurs.
Finally, every adult citizen received direct assistance of 100 euros from
the state, in the dinar equivalent.

The Government of the Republic of Serbia did not want to use the
three-billion-euro aid package from the EU Rapid Financing Instrument,
which the EU provided to ten partners in the enlargement and
neighborhood process to help them fight the economic consequences of
the COVID-19 pandemic. The government estimated that the Republic of
Serbia had no problem with the balance of payments and that is why it
did not turn to the IMF for the use of the EU aid package for a period of
one year.

The decision of the Government of the Republic of Serbia not to
use the offered funds to solve the problem of macroeconomic stability is
directly aimed at preventing the increase of the external debt. However, in
the long run, such a decision is questionable, given that it is not possible
to predict the duration and scale of the coronavirus crisis. Also, this
decision of the Government can be a challenge for other economies of the
Western Balkans. By using EU assistance in the form of favorable loans,
the Republic of Serbia would to some extent strengthen the economic
stability of other economies in the Western Balkans. The COVID-19
pandemic has hit the EU economies and even called into question the
principle of solidarity. However, if it wants to develop faster, the EU will
have to encourage wider integration processes between the countries that
strive for it.

Is the sale of two-billion-euro government bonds on 11 May 2020
on the international financial market, instead of using an IMF loan, the
most favorable borrowing of the Republic of Serbia? Is such a decision
just entering a new phase of “debt slavery”? On the international financial
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market, the Republic of Serbia borrowed twice in 2019 under favorable
conditions — in June and November. In June, the state sold one billion
euros in bonds with a yield of 1.6%, and in November another 550
million euros with a yield of 1.25% and a ten-year maturity, which
significantly reduced interest costs in the budget, improved the currency
structure and public debt. At that time, the great interest of investors
clearly represented their high trust in the Republic of Serbia. However,
borrowing two billion euros on the international capital market for a
period of seven years, with a yield of 3.375%, was certainly a unique
move of the Government of the Republic of Serbia in the region.

Compared to the cost of borrowing in 2019, the cost of borrowing
during the crisis caused by the COVID-19 pandemic based on the sale of
government bonds has increased. Instead of using the funds provided by the
EU through the IMF in April (through the instrument of rapid financing), at
very favorable interest rates (from 1.13 to 2.5%), the Government of the
Republic of Serbia opted for those that are significantly more expensive. It is
clear that in borrowing, the Government was aware of the fact that the use of
IMF funds is subject to stricter control than the use of significantly more
expensive funds raised through the issuance of bonds on the international
financial market. The freedom to use the funds has been given priority over
the total price of those funds. It is difficult to conclude that the Government
of the Republic of Serbia reacted well and that it will overcome the
consequences of the COVID-19 pandemic more successfully than the
remaining ten EU partners in the enlargement and neighborhood process. It is
realistic to expect that the funds of the crisis program of EU macro-financial
assistance of three billion euros will enable EU partners in the enlargement
and neighborhood process to, under more favorable conditions than the
Republic of Serbia, ensure their macroeconomic stability and preserve their
companies during the crisis.

CONCLUSION

In order to curb the spread of COVID-19, many countries have
opted for greater or lesser isolation of the population (lockdowns), which
has resulted in a sharp decline in their economic activity.

The COVID-19 pandemic will cause an annual drop in world GDP
of about three percent. The depth and duration of this decline will largely
depend on the duration of the pandemic, but also on the quality of the
measures implemented by the governments of individual countries.
Economic recovery is more likely when companies and consumers see
the pandemic as a temporary, one-off shock.

The deep recession was also announced by a drastic drop in oil
prices on the global market. Such a drop in oil prices indicates that even
the largest producers of this raw material did not take seriously the impact



862 G. Milovanovi¢, A. Andjelkovi¢, G. Popovic¢

of the COVID-19 pandemic on stopping the global economy. Unfortunately,
end consumers, especially in European countries, did not benefit much from
the enormous drop in crude oil prices, because it was not accompanied by an
equivalent drop in retail prices. In any case, the stabilization of crude oil
prices should be expected, but the pace of that stabilization will largely
depend on the level of recovery of the pandemic-stopped economies.

Due to the unpredictability of the health crisis caused by the
coronavirus, as well as the nature of the spiral of expectations, it is hard
to believe that the recovery of the global economy according to the “V”
pattern, which would otherwise be the best, is possible. It is more realistic
to expect that the recovery of the global economy from this crisis will be
mostly in the shape of the letter “U”.

The analysis of the global economic consequences of the COVID-19
pandemic, using the classical methodology of theoretical research of
relevant academic sources, statistics of financial institutions and
governments, and Internet sources, yielded results that confirm the initial
assumption that the consequences of this pandemic on the global economy
are much greater than those caused by the 2008 Global Financial Crisis.
However, the analysis itself showed vulnerability, because it covered a
relatively short time interval and it is difficult to accurately see the spectrum
of impact, depth of impact and duration of the pandemic. Given that there is
very little research in the academic literature on the economic consequences
of the COVID-19 pandemic, the originality and significance of the research
is reflected in an attempt to anticipate these consequences and thus help
governments and companies circumvent or at least minimize them.

In order to reduce the negative effects of the COVID-19 pandemic
on the economy and citizens, in April 2020 the Government of the
Republic of Serbia began implementing a program of economic measures
(tax policy measures, providing direct assistance to the private sector,
measures to preserve liquidity and direct assistance to all adult citizens),
worth 5.1 billion euros. From the beginning of the implementation until
the middle of May, the measures of the Government in terms of
preserving the acquired level of employment and providing assistance to
companies, although linear in nature, gave good results. Unfortunately, it
is not possible to accurately predict the duration and overall consequences
of the pandemic.
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T'opan Musioranoenh?, Anexcannpa Auhenxosuh', 'agpujena Monosuh?
Vuusepsurer y Huury, Exonomcku Qaxy.rrer, Humi, Cp6uja
2yuusepsuter [Tpuspeana akagemuja y Hosom Cajty, @aky/ITeT 3a IPUMEHEHN
MEeHalMEeHT, eKOHOMH])Y U (uHaHcHje, beorpan, Pemmy6nmka Cpouja

Pe3ume

Haxo cy, ca jemHe crpaHe, pa3BOj 3[ApaBCTBEHOT cuUcTeMa W moBehame TeXHO-
JIOIIKOT KamalyTeTa JOMPUHENN TOME Jla Ce CaBPEMEHO JPYIITBO JIAKIIe HOCH ca pa3-
JUYHATHM BpcTama OOJIecTH, ca ipyre CTpaHe je JOIUIo M 10 oBehamba pambUBOCTH ca-
BPEMEHOT JIPYIITBA, jep CY CTBOPEHH YCIIOBH 3a JIAKIIEe MPEHOIIeHE BUPYCa, Kao IITO
je ciyuaj ca Bupycom SARS-CoV-2. IMurame je na au je y mocrojehuM ycioBuMa
HaHJeMHje BUpyca KOPOHA MPaBH OArOBOp 3aTBapare TPaHULA, WIH j€ UITaK MOXKEIb-
HUjU 1 IPUMEPEHHjU paja Ha jadamy MmehyapkaBHe capaame. Ca acmekra eKOHOMH-
CTa, 3aTBapame 3eMajba Pajyl CIpevaBamba IIMPEHha BUPYCa BOAM Ka OaHKPOTHpaY
KOMITaHHja, PacTy HE3alOCICHOCTH M, KOHAYHO, TII00aTHO] €KOHOMCKO] KPH3H IITO,
CBaKako, HHje HUTH 100ap, HUTH MOXKeJbaH MCXOA. XOohe JIM mocieanie naHaeMuje
BHUPYCOM KOpPOHA OWTH MAlEKOCEeXHHjE O OHMX M3a3BaHHMX ['mobamHOM (uHaAHCH]-
ckoM kpu3oM u3 2008. roaune? M3 oBor murtama M MPOMCTHYE TVIABHU LHJb OBOT
HCTpaKMBamba KOjU Ce OJHOCH Ha peajn3alijy KoMIapaTuBHe aHanmuze [nobOanHe
exoHOMCKe kpu3e 13 2008. roxuHe U KpHu3e y3pOKOBaHe NMaHAEMHjOM BHPYCa KOPOHa.
Takolje, unb HCTpaXKUBamwba je U NedUHICake MOTYHiNX KpHBa OMOpaBKa CBETCKE €KO-
HOMHje, Te eBayalyja Mepa npexysetux ox crpane Esporncke yuuje (EY), Cjenume-
Hux Amepnuknx Jlpxasa (CAJl) u Pemy6muke CpOuje kao oAroBopa Ha HacTaly CH-
Tyalujy y3pokoBaHy manzemMujoM. CIpOBEIEHO HCTpaKMBambe Ce 3aCHHUBAa Ha KO-
puirthemwy peneBanTHUX MHTepHET, akaieMCKUX M CTAaTUCTUYKUX H3BOpa KOjH Cy OMO-
ryhunu n3Bnauerme oArosapajyhinx HaydyHHMX 3akJbydaka. Pe3ynTaTw ucCTpakuBama
rokasajiy cy jaa he manjaemuja BUpyCOM KOPOHA €BHJICHTHO Y3POKOBATH Maj] CBETCKOT
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B/II1-a Ha roAMIIKHEM HUBOY 3a OKO TpH IporieHTa. Cama 1yOWHA U TyKHHA Tpajarba
OBOT I1aJIa YCJIOBJBEHA je MY)KHHOM Tpajarka MaHAeMHje, ali ¥ KBaJIUTETOM Mepa Koje
cy mpenysene U koje he npexyseru Biazne 3emasba. [lopex Tora, pesyiratu cy ykazanu
U Ha TO Jia je HepeaHo OYeKHWBaTH Ja he ce omopaBak eKOHOMHjE OJBHjaTH IpeMa
“B” (V) obpaciyy, Te aa je omopasak y (opmu JatuHuyHor ciosa “Y” (U) Bepoat-
Huju. KoHayHo, nmoTBpljeHa je movyeTHa MpeTIoCTaBKa Ja Cy MOCICIUIE Y3pOKOBaHE
MaHJAeMHjOM BHpYyCa KOPOHA ca acIeKTa riodaiHe ekoHoMHje Behie o1 OHUX HacTalInux
yenen I'mobanne ¢unancujcke kpuse u3 2008. rogune. Mehytum, Mopa OUTH KOH-
CTaTOBAHO J]a caMa aHaJli3a moceayje oapeheHe HegocTaTke 300T TOra IMTO 00yXBaTa
peIaTHBHO KpaTak IIepUO, Te je OMIIO TeIIKO MPELM3HO CarjeaTH CIeKTap U TyOuHy
yTHIIaja, Kao U NPOLIEHUTH Tpajarmbe caMe IaHIeMuje.



