LATVIJAS BANKA

EIROSISTEMA

ECONOMIC RECOVERY IN EUROPE

INESE ALLIKA

Chief Economist, International Relations Division, Bank of Latvia
15/03/2021



When and how?

Conditions for economic recovery after COVID-19

Preconditions for a sustainable, resilient recovery
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Business as usual? New normal?



Recovery - light at the end of the tunnel?



global economy is bouncing back
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In 2021 expansion is expected in all EU member states

Annual real GDP growth in %

2021

Source: Commission winter forecast, 02/2021

but
significant
country
divergences
will persist

2018 2019 2020 2021 2022
Belgium 18 17 62 3.9 3.1
Germany 1.3 0.4 -50 3.2 3.1
Estonia 44 S 2.6 38
Irelan 8.5 5.6 30 3.4 3.5
Greece 16 19 -100 35 5.0
Spain 2.4 20 1.0 5.6 5.3
France 18 15 DEASEN  ss 44
taly 0.5 03 -8.8 3.4 3.5
Cyprus 52 3 s 32 31

Latvia 4 | .35 3.5 3]
UThuania 39 43 09 22 31

m

Malta 48 53 90 45 54
Netherlands 24 1.7 4.1 1.8 3.0
Austria 26 14 | 74 20 5.1
Portugal 28 22 T4 4.1 43
slovenia 44 32 N 47 52
Slovakia 38 23 .59 40 54
Finland 13 11 30 28 2.0
Euro area ] g ] i iﬂ } ﬂ i ﬂ
Bulgaria 31 37 49 2.7 49
Czechia 32 23 57 32 5.0
Denmark 22 28 | 35 29 34
Croatia 28 29 -89 53 4.4
Hungary 54 46 | 53 40 50
poland 5.4 45 28 3.1 5.1
Romania 45 4) 50 38 40
sweden 20 13 29 2.7 40
EU 21 1.4 -6.3 3.7 39
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National fiscal policies have provided critical support for workers and firms
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Sources: Database of Country Fiscal Measures in Response to the COVID-19 Pandemic; *Source: Communication "One year since the outbreak of COVID-
and IMF staff estimates; Note: Estimates as of end-December, 2020 19: fiscal policy response", European Commission, 03/2021



National fiscal responses have been supported by the EU response

Monetary policy Flexibility in EU rules

€ 1 824.3 BILLION

Multiannual

financlal — " Next Generation EU
framework (MFF) (NGEU)
The EU's 7 €750 CovID-19
Support package for bufjgets i BILLION package fr'::zr:;Zed
- STATE AID MEASURES jobs and workers, < E over the first years
for businesses and workers businesses and @® €390bn grants
member states €1 074 3 ® et |Bans
« RELAXED FISCAL RULES | €100BILLION | BILLION Capital raised on

Support to mitigate
unemployment risks in an
emergency (SURE)

financial markets

B I L L ' 0 N for member states

European Central Bank
pandemic emergency
purchase programme

« STRUCTURAL FUNDS
easier transfers between

| €200 BILLION |

Pan-European guarantee fund for
loans to companies (European
Investment Bank)

funds and regions

[ €240 BILLION ]

Pandemic crisis support for
member states (European Stability
Mechanism)

Overall EU's recovery package amounts to €2 364.3 billion



Recovery and Resilience Facility Grants

(Percent of 2019 GDP)
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Sources: European Commission, IMF World Economic Outlook, and IMF staff calculations.



Sectoral divergences - travel and tourism sectors are being hit hard

Mights spent 2020, total Mights spent, non-residents

Countries with larger travel and tourism Couniry Miliors % change yoy _ Milions % change y-oy
sectors had steeper declines in GDP e I i
For the EU in 2020 Ireland 11 T0% 5 73%
T 0 comparedto 2019 - 0 o - —
2 - CHN o nights spent by Portugal 30 41% 14 74%
0 | | | | | | domestic residents L. - — = —
KOR o o  ©NOR declined by almost B i o : 72

——— ary -
§ 2 - 0 @ IDN '%Ug 30%, but by non- Romania 15 51% ] 79%
© . . ;

< 4 5.2 0% resident tourists e 2! S 4 6%
i "ty Q o X EU-27 1443 -30% 418 -67%
g %O °q o declined by about Estonia 4 -49% ] 7%
=5 6 - o IND o e . 70% Luxembourg 1 -45% 1 -53%
% o @ s lﬂlu'hriu . & -47% 2 -60%
o 8 L ZAF o PRT c I.rfhuur':m 3 -43% ] -72%
0 GPRA TR e eRT City travel has been =™ T S———
) 0 . much more affected  sovakia 10 -44% 2 -62%
. . Slovenia ? -42% 3 1%
1 L ARG ESP by the crisis than Germany 7 — = %
0 9 10 15 20 25 coastal and rural Austria 77 7% 51 4%
. Finland 14 -35% 2 -56%
% GDP generated by travel & tourism (2019) regions Sweden 40 7% 5 7%
France 282 -37% 43 -49%
Denmark 23 -32% 3 -53%
MNetherands 84 31% 22 -58%

Source: OECD (2021), OECD Economic Outlook, Interim Report, 03/2021

Source: Commission winter forecast, 02/2021


https://doi.org/10.1787/34bfd999-en

Crisis is likely to have persistent effects on economic structures

Euro Area: Sectoral Distribution of the Pandemic Impact
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Policy support continues to cushion the hit to the labour market

National short-time employment support initiatives protected around 20% of employment in the EU

_ (% of labour force aged 15-74) Monthly unemployment rate
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Evolution of employmentin persons and hours worked
Index, 2015=100, based on seasonally adjusted data
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So far firms are weathering an unprecedented shock well

Credit growth and interestrateson loansto

non-financial corporations and households.euro area

%
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Source: ECB, Commission winter forecast, 02/2021

1.8

‘Interest rate on mortgage credit (rhs)
Growth of credit to NFCs

1.5
Interest rate on loans to NFCs (1hs)

Growth of mortgage credit
1.3

1.0

and private sector funding has been sustained

Current situation
reflects exceptional
and effective policy

support aimed at

cushioning the impact
of the liquidity shock.

Liquidity risks may
prove easier to
address than solvency
ones



Sustainable, resilient recovery after COVID-19

Transformation to a "new normal" - what are the main challenges ahead?



Post-Covid world — short and medium-term challenges

Recovery will depend critically on how effective policies
are at mitigating the economic damage of containment
measures in the near term

4 while facilitating the necessary economic
restructuring and reallocation of resources across
sectors and regions over the medium term

« Difficult transition between crisis management and
progression towards a "new world", especially exiting the
emergency and avoiding a cliff edge

« Fiscal vulnerabilities
« Disparities across geographic areas and across workers
* Challenges of a structural transformation

« External factors: relations with UK and global trade
tensions, regionalization



EU-UK relations — Brexit impact

* Forthe EU on average, the exit of the
UK from the EU is estimated to generate
an output loss of around % % of GDP by
the end of 2022, and some 2 % pp for
the UK.

e Although the concluded EU-UK Free
Trade Agreement (FTA) sets tariffs and
guotas on goods at zero, there is a
significant increase in non-tariff
barriers (NTBs) for both goods and
services.

/’l:ﬁ >0 Firin

The tariff equivalent of the NTBs

amount to 10.9% and 8.5 % on average After Brexit transition period ended in January 2021
(trade-weighted at sectoral level) for UK goods exports to the EU fell 40.7% and imports
EU and UK imports, respectively. dropped 28.8% from a month earlier

Source: Commission winter forecast, 02/2021 Source: UK Office for National Statistics, 03/2021



Fiscal sustainability risks

General government balance (in Member States, 2020-2022, in % of GDP)
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Source: Report on Public Finances in EMU, European Comission, 02/2021
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Severe economic situation and the large
fiscal policy response have led to higher
budget deficits and debts

General government debt developments (in Member States, 2020-2022, % of GDP)
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Debt, % GDP
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COVID-19 crisis has the potential to exacerbate disparities and
inequality — across geographic areas and across workers

European regions with lower GDP per capita Gross domestic product (PPS per inhabitant), 2019
and subdued economic performance prior to 0 10k 20k 30k 40k 50k 60k 70k 80k

the pandemic appear to be more exposed to Belgium 22 600 ® o0 @ 52000

the effects of the crisis Bulgaria Wi ey
Czechia 20 100 @ 62000

Denmark 27 800 @ 51900
Germany 26 200 0L © & [ ] @ 50800
Estonia
Ireland 24 300 [ ] @ 74900
Greece 13 600 28 400
Spain 20 600 @ 38500
France 10 100 @ @ 55200
Croatia 19 900 20 500
ltaly 17 500 a @ 45200
Cyprus
Latvia
Lithuania 21200 37 800
Luxembourg )
Hungary 14 800 @ 47100
Malta
Netherlands 27 200 (8l0)] @ © 2000
Austria 27 800 9] LQ C. 47 200
Poland 15 500 @ 40800
Partugal 21100 32 000

Source: Eurostat



Employment rate, From 20 to 64 years , 2019

The pandemic also has the potential to

exacerbate intergenerational inequality. The

30 40 50 60 70 80 young and poor appear to be hit doubly hard.
Belgium o 000
Bulgaria 64.8 om @ o4 Seasonally adjusted youth (under 25s) unemployment
Czechia 7 900 00 27 Rates (%)
- Jan 20 Oct 20 Mov 20 Dec 20 Jan 21
75.7 80.4
Denmark 000 ¢ Euro area 156 174 172 172 171
Germany D e :-: EU 15.0 16.9 16.8 16.9 169
Estonia ° Belgium 119 16.6 16.6 16.6 :
- Bulgaria 121 142 13.8 13.8 16.5
Ireland 729 Q@@ 769 Czechia 5.6 3.6 04 10.5 108
Creece 53.2 67 Denmark 10.5 12.3 12.3 11.6 1.3
Germany 57 6.5 6.4 6.3 6.2
. 54.3 74.2
Spain )@ Estonia 86 229 233 18.9 :
France 4330 289 s Ireland 12.4 16.5 16.4 15.5 18.7
Croatia A7 ~r Greece 31.7 32.9 34.0 : :
— Spain 3.3 40.2 40.0 40.7 39.9
Italy 4.5 @ Mo 0 France 195 19.1 18.5 18.1 18.4
Cyprus . Croatia 17.4 222 222 222 :
) Italy 28.9 298 29.4 297
Latvia 0 Cyprus 13.4 20.1 20.1 20.1 :
Lithuania 758 @ @ a0 Latvia 14.0 12.6 13.1 14.1 15.5
e ° Lithuania 15.6 19.9 18.4 17.7 18.2
uxembourg Luxembourg 18.1 223 223 231 22.0
Hungary 70.2 ® 0l s Hungary 12.6 10.3 12.7 10.9 15.3
Malta 10.6 10.7 X 16 1.5
Malta ¢ Netherlands 6.4 10.1 o4 95 9.1
Netherlands 3@ 0 0N ::6 Austria 97 8.7 10,2 11.0 9.7
Austria 70.4 0 0@ 3 Poland 8.9 12.7 13.6 13.8 14.3
) Portugal 19.5 24.7 234 23.7 24.6
Poland 68.1 1900 @ 823 Romania 18.2 18.0" : : :
Portuga| 0 . D 78.1 Slovenia 10.3 14.6 14.6 14.6 :
Slovakia 16.4 19.9 20.4 20.5 20.8
Finland 18.8 214 215 21.6 :
Source: Eurostat Sweden 20.5 25.0 24.4 24.0 24.1
. Data not avallable * 2020 Q3 data
Balgium, Croatia, Cyprus, Romania and Slovenia: quarterly data ec.europa.el |Eur05tat-

Source datasets: une rt m (rates) and une t_m (in 1 000 persons)



COVID-19 pandemic has led to marked changes in product and
labour markets and this process will continue

A. Spending habits have shifted
% change in sales y-o-y, 2020Q4

GBR

= Online sales
= Total retail sales
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Source: Economic Outlook, Interim Report, OECD, 03/2021

B. New job postings
% change from early February 2020

« Feb.21 S Healtheare
% Apr-20 - Production
Total

Business & finance
Education

Office & admin support
Customer & personal services

Food & beverage

50 -40 -30 -20 -10 0 10 20



Long term effects and challenges

What does it mean sustainable economic growth?




Long term effects of the pandemic

Disagree M Adree  (hercentage of respondents)

The pandemic has caused us to accelerate
our take-up of digital technologies

Our business will be more efficient thanks
to what we have leamed during the pandemic

Changes we have made will make our business more resilient

A significantly higher share of our workforce will work remotely

Changes in consumer behaviour will affect
the demand for our main products/services

There will be increased market
concentration (e.g. via mergers)

Firm exit will increase significantly in our sector
Our supply chain will be more diversified
Our supply chain will be more localised

More remote working reduces staff productivity

We will internalise parts of our supply chain

-100 -50

o
0
o
-
8

Source: European Central Bank, 2021. “The long-term effects of the pandemic: insights from a survey of leading companies”



Which of the following do you think are the main global
challenges for the future of the EU? (% EU)

RISKS ARISING FROM NEW TECHNOLOGIES T O FCE IS

ORGANISED CRIME
CYBER WAR AND NEW FORMS OF CONFLICTS RAPID CHANGES IN OUR POPULATIONS

DECLINE OF THE SHARE OF THE EUROPEAN POPULATION COMPARED TO THE REST OF THE WORLD
TERRORISM

RISKS RELATED TO HEALTH
CLIMATE CHANGE AND ENVIRONMENTAL ISSUES
BREAKDOWN IN GLOBAL RELATIONS BETWEEN COUNTRIES
FORCED MIGRATION AND DISPLACEMENT

Source: European Commission, Special Eurobarometer 500, 03/2021



Which of the following do you think are the main global challenges for the future of the EU? (% - EU)

o
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BREAKDOWN IN GLOBAL RELATIONS BETWEEN COUNTRIES 18

FURTHER RISE OF POPULISM 17

CYBER WAR AND NEW FORMS OF CONFLICTS 13

RAPID CHANGES IN OUR POPULATIONS 12

RISKS ARISING FROM NEW TECHNOLOGIES

DECLINE OF THE SHARE OF THE EUROPEAN POPULATION
COMPARED TO THE REST OF THE WORLD
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Source: European Commission, Special Eurobarometer 500, 03/2021
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Population ageing will transform the structure of society

Population of older people (those aged 65 years or more) in the EU-27 will increase significantly, rising from 90.5 million
at the start of 2019 to reach 129.8 million by 2050

Population developments, by age class, EU-27, 2001-2050 (million inhabitants)
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Source: Eurostat (online data codes: demo_pjangroup and proj_19np)
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Source: Report "Ageing Europe", Eurostat, 11/2020



Digital transformation and automation

humans vs machines?

WHO LED THE DIGITAL TRANSFORMATION
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Automation and digital transformation

COVID-19 is pushing companies

@y T P

to scale to accelerate to accelerate
remote work digitalization automation

Source: Future of Jobs Report/Survey 2020, World Economic Forum, 10/2020

Rate of automation




Finland, Sweden, Denmark, Netherlands are among the global leaders
in digitalization, but there are huge divergences among member states
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Skills gaps will continue to be high as in-demand skills across jobs change

Share of tasks performed by humans vs machines, 2020 and 2025

Machine 2020 == Machine 2025 === Human 2020 == Human 2025 —  Human-machine frontier 2025

Information and data processing

Looking for and receiving job-related information
Performing complex and technical activities
Administering

Identifying and evaluating job-relevant information
All tasks

Performing physical and manual work activities
Communicating and interacting

Reasoning and decision-making

Coordinating, developing, managing and advising

Share of task hours (%) 20 40 60 80 100

Source: Future of Jobs Report/Survey 2020, World Economic Forum, 10/2020



Low-educated already exposed to automation risk may be
even more vulnerable in a post-COVID-19 future
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European way for the Digital Decade — goals for 2030

SKILLS

GOVERNMENT INFRASTRUCTURES

®m Current performance Gap to 2030

BUSINESS o o
20 million ICT specialists

Full coverage of populated areas with 5G

Full coverage of homes with a gigabit network

75% take-up of cloud, big data and Al by enterprises
At least 90% of SMEs with a basic level of digital...

At least 20% market share of EU semiconductors

Doubling the number of EU unicorns

100% online provision of key public services

Average

Source: European Commission, 2030 Digital Compass, 03/2021



Climate change

Business as usual L
o >

,COVID-19 [ post COVID-19

Largest decreases in European emissions between 1 January and 31 July 2020 attributed to the COVID-19
lockdown measures were found for nitrogen oxides (NOx) (-13.1%) and CO2 fossil fuel (-10.3%) emissions

Sources: Copernicus Atmosphere Monitoring Service



Covid-19 resulted in the largest-ever decline in global emissions

Financial
Gt 35 crisis

30 ¢
25 Second As primary energy
20 oil shock demand dropped
15 nearly 4% in 2020,
10 Great World global energy-
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decline in emissions of almost 2 000 million tonnes
Source: International Energy Agency, 2020 of CO, is without precedent in human history



Global CO, missions have already rebounded to pre-pandemic levels

%
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I global CO,
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Source: International Energy Agency, 03/2021



In order to meet EU’s new climate targets for 2030 and to reach

climate neutrality many sectors will need to transform

240
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We will need to
cut emissions
while growing
the economy
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To achieve both the new greenhouse gas target by 2030 and carbon neutrality by

2050, spending must increase to ~ 3% of GDP a year (excluding transport investment needs)

Annual investment expenditure, 2021-2030 vs. 2011-2020

EUR billion,
00 :

400 |

300 |

200

100

0

. W Historic annual investments in the energy system 2011-2020
500 Lt M Additional under cument 2030 policies vs. historic spending -
c Additional to achieve 55% greenhouse gas reduction
> ' f
4 Y ‘ $ H 1 |
I l | i :
| i - } o . - I _ | -
Total Demand  Supply | Industry  Residential ~Tertiary  Transport Powergrids  Power
i plants
Total economy Demand sectors Supply sectors

m Share of GDP (excluding transport) (right)
m Share of GDP (including transport) (right)

% GDP 4

Boilers and
new fuels

The new proposal to cut
greenhouse gas emissions 55% by
2030 increases the annual
energy-related investment
needed by an average of about
EUR 100 billion a year compared
to the baseline scenario in 2021-
2030 and close to EUR 200 billion
for 2031-2050

Source: European Commission, European Investment Bank,

Investment Report 2020/2021
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International coordination will be crucial
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Beyond climate policy - sustainable economic development

Sustainability - development that meets the needs of the present without compromising the needs of future generations

17 sustainable development goals (SDGSs)

NO
POVERTY

GOOD HEALTH QUALITY GENDER
AND WELL-BEING EDUCATION EQUALITY

T

DECENT WORK AND 1 REDUCED
ECONOMIC GROWTH INEQUALITIES

1
HEGLOBAL GOALS |
or Sustainable Development ‘ ’\‘ ’

CLIMATE LIFE BELOW PEACE AND JUSTICE PARTNERSHIPS
13 ACTION 14 WATER 16 STRONGINSTITUTIONS 17 FOR THE GOALS

-

{

>

ENVIRONMENT
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Progress towards achieving all 17 SDGs

® >80

® 70-80

@ 60-70
50 - 60
<50

Information unavailable

EU countries are among top performers

Source: Sustainable Development Report 2020, Cambridge University Press; 06/2020

Rank Country Score
1 Sweden 847
2 Denmark 8456
3 Finland 838
4 France 81.1
5 Germany 80.8
6 Norway 80.8
7 Austria 80.7
8 Czech Republic 80.6
9 Netherlands 80.4

10 Estonia 80.1
1 Belgium 80.0
12 Slovenia 79.8
13 United Kingdom 79.8
14 lreland 79.4
15  Switzerland 794
16  New Zealand 79.2
17 Japan 79.2
18  Belarus 788
19 Croatia 78.4
20 Korea, Rep. 783
21 Canada 782
12 Spain 781
23 Poland 781
24 Latvia 7.7
25  Portugal 77.6
26  lceland TS
27 Slovak Republic 775
28 Chile 77.4
29 Hungary 773
30 ltaly 77.0
3 United States 764
32 Malta 76.0


https://s3.amazonaws.com/sustainabledevelopment.report/2020/2020_sustainable_development_report.pdf

PROGRESS TOWARDS SDGs: LATVIA

r | ZERD
2 fGE 4 100

3 600D HEALTH
AND WELL BEING
4 QUALITY
EDUCATION

5 GENDER

EQUALITY

Latvia is moving away from Latvia is progressing towards
these SDGs but indicator SDG 6 these SDGs and indicator
90" values are towards the values are towards the
higher end of the range SDG 15 @ higher end of the range

: &
78 SDG 4

60 SDG 7 ’ SDG 5

DECENT WORK AND

ECONOMIC GROWTH v
o SDG 8
g o S 5DG 10 SDG 2
i v 50 :
® AEZZ @ SDG 1
1 INEQUALITIES A SDG 11
— 40 SDG 16
S SDG 12
30
SDG9
SDG 3
20 Source: Sustainable
o : o . developmentin the EU,
Latvia is moving away from these Latvia is progressing towards these Eurostat, 06/2020
10 d indicat | e ’
SDGs and indicator values are SDGs but indicator values are Note: Due to data
towards the lower end of the range towards the lower end of the range availability issues, not all
v 0 17 SDGs are shown for
-5 -4 -3 ) = 0 1 2 3 4 5 each country
SETHURE “ Progress score >

status score of a country is a relative measure, showing its position in relation to all other Member States

Progress score of a country is an absolute measure based on the indicator trends over the past five years
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Globalisation & regionalization - Europe's path to strategic autonomy

“It is vital that our Europe finds
the ways and the means to
decide for itself to rely on itself,
not to depend on others in every
I ‘ area, technological, health,
French President E. Macron  geopolitics, and to be able to
cooperate with whomever it
chooses”

EU leaders: "Achieving
strategic autonomy while
preserving an open
economy is a key objective

of the EU"

EU INITIATIVES:
Stronger international role of the euro, work on digital euro project

Industrial strategy — strategic autonomy in the most sensitive industrial ecosystems and specific areas, such as
health, defence industry, space, digital, energy and critical raw materials.

Investment, Trade and Competition policy review- more assertive trade defense instruments; screening of foreign
direct investment

Digital sovereignty - develop capacities in strategic digital value chains, especially microprocessors; accelerate the
deployment of very high capacity and secure network infrastructures — including fibre and 5G; establish trusted,
safe and secure European cloud services; digital levy




China is the largest global supplier for the majority of the
critical raw materials (CRM)

Countries accounting for largest share of EU sourcing of CRMs

- Russia
Norway Finland Palladium* 40%

Silicon metal 30% Germanium 51% /—"

- . {
Germany -2
Gallium 35% r

France :
Hafnlum 84%
Indium 28% 38%
United States __Spain i s
Beryllium* 88% Strontium 100% Kazakhstan
Natural graphite 47%
Morocco Phosphorus 71 Scandium* 66%
Phosphate rock 24% ‘ Titanium*™ 45%
Antimony 62% > Tungsten* 69%
o Guinea Borates 98% Vanadium* 39%
exico Bauxite 64% LREEs 99%
Fluorspar 25% HREEs 98%
DRC { \ ‘ K . .®
Tantalum 36% Natural rubber 31%
Brazil
Niobium 85%
South Africa Australia
Platinum* 71%
Lithium 78% Rhodium* 80%
Ruthenium™ 93% v

Source: European Commission " * share of global production



HANK YOU FOR YOUR ATTENTION

ECONOMIC RECOVERY IN EUROPE
INESE ALLIKA, 15/03/2021

Please evaluate the lecture: https://ej.uz/s905
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