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Magic Money Trees & The New Private-Public
Dynamic — An Exploration Of EU Economic
Policy Development




Content

Finance Watch

« What is Finance Watch — from the Great Financial Crisis to the COVID crisis

« We're all in this together — Global perspective

 The EU’s response — firefighting, monetary, fiscal

* EU post-COVID fiscal (and taxation) coordination: what and how?

» Perspectives and debate




Finance Watch

» Do you think that EU leaders know what they’re doing?



Who are we?

ABOUT US~- MEMBERS ' HUB

<

Finance Watch

LATEST ~ UNDERSTANDING FINANCE ~

“NA

[H JUNE
1:30P

STABILITY

Webinar: “Breaking the
climate-finance doom
loop” - Finance Watch and
Carbon Tracker Initiative

» Read more

NATIONAL NETWORKS-

Tracker

Finance Watch

PRESS ROOM NEWSLETTER f o in @ 0 X

o

¥

BREAKING THE
AATE-FINANCE

POLICY & REGULATION ~

FINANCIAL SUPERVISION

BANKING

FINTECH

RETAIL & FINANCIAL
INCLUSION

SUSTAINABLE FINANCE

LAWMAKING

FINANCIAL MARKETS

TRADE




From fixing to re-thinking?

<>
Finance Watch

Making finance s

To end
all crises?

Implementing Basel |ll in the European Union

A position paper on CRD IV/CRR

February 2012

Finance Watch

Nature’s Return

Embedding environmental goals at the heart of
economic and financial decision-making

A Finance Watch report

#EUGreenDeal
#Biodiversity

Finance Watch




Money grows on trees

Finance Watch

Figure 5: G-4 central bank balance sheet, flow
Trillion USD; 12 month change
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Money grows on trees
Finance Watch

Chart of the week
Central bank balance sheetin U.S. dollars, 2004-2020
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Source: BlackRock Investment Institute, with data from Refinitiv Datactream, April 2020. Notex The chart shows the size of the balance shest of
eech central bank
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The « pervasive state » or moral hazard?

Finance Watch

Figure 9.
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Note: QE1 (11/25/08) = Fed starts buying $1.24tn in mortgage securities. QE1 expanded (3/16/2009) = Fed starts buying $300bn in Treasuries. QE2
(11/3/10) = Fed starts buying $600bn in Treasuries. QE3 (9/13/12) = Fed starts buying $40bn/month in mortgage securities (open ended). QE3 expanded
(12/12/12) = Fed starts buying $45bn/month 1n Treasunes. Fed terminated QE net purchases (10/1/14). Fed reduced holdings (10/1/17-9/30/2019).
Source: Federal Reserve Board. Standard & Poor’s and Haver Analytics.

12



We’re in this together @

Finance Watch

GDP Percentage Change

World Euro Area —USA —Japan China




Back to the European Union iV

Finance Watch




Finance Watch

Firefighting

_ crisis EU economic response

€575 bn €100 bn €70 bn €3,045 bn €240 bn €200 bn

National SURE - EU Direct EU National liquidity European Stability  EIB - European
measures taken funding for budget measures, Mechanism Investment Bank
under the short-time work support including schemes Pandemic Crisis Group financing

flexibility of EU schemes approved under Support for businesses
budgetary rules temporary, flexible, for Member States

(general escape EU State aid rules
clause)

Total: €4.2 trillion

. % European

| === Commission

The ECB has launched the €1,350 bn Pandemic Pandemic Emergency Purchase Programme




Current plans, monetary and fiscal

Finance Watch

EUROPE’S RAPID MONETARY AND FISCAL COVID-19 RESPONSE

Maonetary response Fiscal response

+  European Central Bank's Pandemic Emergency Purchase *  Arapid COVID19 response was put in place in 2 months’
Programme (PEFF) time: E5M €240bn for medical costs, EIB €200bn

+ €750 hillion was announced 18 March and increased to guarantees for companies (SMEs) and European
£1.3 trillion in June 2020 Commission €100bn for unemployment support

*  This comes on top of the existing monetary policy * Inluly, an additional €750bn was approved of which

£390bn are grants and £360bn loans
This comes on top of all national fiscal response

L 1.350 B 750 1.290
£ billian £ billiorn
&00
0 EC Grants 390
540
EC Sure Tttt

PEFF EIB

ESM
15 May/ 1 21-1ul-20 Tatal

12-Mar-20 4-Jun-20 Total June 2020

Sowrewr, CCE, CIG, CC and C5M
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Monetary

Finance Watch

Figure 3: ECB balance sheet, with forecast until end-2021
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Source: UBS, Haver
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Fiscal @

Finance Watch

Announced COVID-19 response fiscal stimulus

Figure 1
o package: G20 economies plus Spain
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Source: Vivid Economics using IMF COVID-19 response tracker and other sources.
Note: Light blue represents developed and dark blue represents developing countries. Updated on August 28, 2020,
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A needed re-balancing (public investment)

Finance Watch

0%
m1960s ®1970s W 1980s ™ 1990s W 2000s W 2010s
5%
ms 9 N
5% I
5% o
| |

France Germany Italy Japan Spain United Kingdom United States

Fig. 1 Government Fixed Capital Formation as % of Primary Current Expenditure.

Source of data: OECD Economic Outlook. Figure created by the authors.
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Finance Watch
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The EU's fiscal plan

Finance Watch

EU expenditure 2021-2027

€1824.3
BILLION

Multiannual
financial —g Next Generation EU
framework (MFF) €7 5 0 (NGEU)

The EU’s 7-year COVID-19 recovery
budget /:_/@ BILLION package front-loaded
- overthefirstyears

@® €390bn grants

€1 074.3 @ €360bn loans
BILLION Capitél raised on

financial markets
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The Recovery & Resilience Facility - HOW

Finance Watch

Recovery and Resilience
Facility: grants

Total grants: €312.5 billion

€218.75 F— €93.75
BILLION | BILLION
GRANT ALLOCATION GRANT ALLOCATION
KEY i KEY
* unemployment 2015- ki » drop in real GDP over
2019 2020
* inverse GDP per capita » overall drop in real GDP
* population share 2020-2021

* inverse GDP per capita

2021-2022 2023 « population share
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The Recovery & Resilience Faclility - WHAT

Finance Watch

AN ECONOMY THAT WORKS FOR PEOPLE & PLANET

- Research and nnovation
- Digitisation

+ Efficient and competitive
markets

« Strong industrial base

« Supporting SMEs

« Access to finance

- Favorable business
environment

« Deepening the

Single Market

First-Mover Advantage

COMPETITIVE

SUSTAINABILITY Investment and
Reforms

« Completing our Economic
and Monetary Union

«  Sound public fmances
« Stable financial sector

Just Transition

« Implementing

the European

Pillar of Social Rights
« Invest in skills and health

« Fighting poverty « Preventing domestic and

- Gender equality external imbalances

« Fair taxation « Structural reforms to boost
- Sogal and temitorial cohesion productivity

- Job quality

. + Intermational role of the
Inclusive Growth S
23




Towards an EU Taxation Union?

New own resources

Four-phase approach:

Non-recycled plastic waste based
contribution

Carbon border adjustment
mechanism and digital levy

e 1January 2021 e to be introduced by
1 January 2023

EU Emissions Trading System based own resource
(possible extension to aviation and maritime)

Working on introducing
other new own resources

(for example a financial
transaction tax)

EARLY REPAYMENT OF NEXT
GENERATION EU

Finance Watch
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Recovery or Resilience?

Finance Watch

Figure4 | Greenness of Stimulus Index:
G20 economies plus Spain
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Finance Watch

» Do you think that the return of resolute, directional fiscal policy is a good thing?

26



Now what? @

Finance Watch
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QUESTIONS & DISCUSSION, ANSWERS? ‘
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THANK YOU FOR WATCHING

Forthcoming Webinars

» Thursday 01 October (14:00) Long Lessons — Can The Religions Of The Book Teach Modern
Finance

» Tuesday 06 October (11:00) ESOP Institutional Investors’ Views On The Use Of Share Plans

» Tuesday 07 October (19:30) Tennis Around The Time Of Thomas Gresham

> Thursday 08 October (12:30) Why Do People Do Hostile Profiling?

Visit https://fsclub.zyen.com/events/webinars/



https://fsclub.zyen.com/events/webinars/

