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Digital NGEU: an important leap or not?

Like electricity in its day, digital technologies are emerging as the new General Purpose Technology (GPT). That is, they are a
technology with an enormous capacity to bring change to societies.! Given their transformative potential and the unparalleled level
of investment that European countries will devote to digitalisation thanks to the Next Generation EU (NGEU) funds, it is important
to analyse the potential impact that this new digital

spending will have on Europe’s major economies. Next Generation EU: disbursements

NGEU Digitalisation

Before we begin, it should be noted that not all €billions €bilions  %oftotal NGEU % of 2020 GDP
countries will benefit equally from the boost s - . —_ -
provided by NGEU. The European funds are designed

. . France 394 84 213 04
to provide greater support to the economies hardest
hit the pandemic. Thus, Italy, Portugal and Spain will '@V 1915 481 21 29
be among those most benefited in the distribution, Spain 69.5 19.6 28.2 17
with projected disbursements in the digital sphere Portugal 16.6 37 221 18

0 0 . .
of between 2% and 3% of their GDP (See first tab |E), Notes: Italy considers both grants and loans under the Resilience and Recovery Mechanism. Without the loans, the
while France and Germa ny, which benefit to a lesser amount would come to around 70 billion euros, in line with what Spain expects to receive. Only funds from the

. . o . Resilience and Recovery Mechanism are considered, and other programmes such as REACT-EU are excluded.
extent, will receive less than 0.5% of their GDP. Source: CaixaBank Research, based on data the European Commission reports on the NRRPs.

A boost to investment in intangibles

The boost to digitalisation is closely linked to investment in so-called intangible assets. Unlike more traditional investment assets,
intangible assets lack a physical component. We are talking about investing in software, databases, training and know-how.
Between one and two-thirds of digital investment is usually in intangibles.? Given the importance of this type of investment in

the boost to the digital economy, as a first line of

Investment in intangibles: starting position enquiry we wonder what impact NGEU will have on

and impact of NGEU (average for 2021-2023)

(% of GDP) such investments.

13 In order to measure NGEU’s direct impact on
12 - ®  investmentin intangibles, we subtract the amounts
1 °® — corresponding to infrastructure investments (mainly
10 —  broadband and 5G) from the total quantities
9 — —  expected to be invested in digitalisation shown in
8 = ; ) — thefirst table, since infrastructure is not considered
7 — g () — an intangible. We then add our estimate of the
6 — —  knock-on effect that NGEU-associated policies could
55— @ — have on private investment in intangibles. This
4 ' ' : : : ' calculation is based on the forecasts produced by the

Spain Portugal Germany Italy France us

European Commission regarding NGEU'’s economic

Investment in intangibles as a % of GDP (average for 2013-2015) impact. We aISO compute the impact assuming a
Impact of NGEU - optimistic scenario

@ Investment in intangibles as a % of GDP (average for 2000-2007) much smaller knock-on effect (half of the level

— Impact of NGEU - conservative scenario |n|t|a||y estimated).
Source: CaixaBank Research, based on data from Intan, Spintan, Eurostat and the World Bank.

The biggest gains occur in the countries that receive
the most NGEU funds relative to their size. Italy leads the way, with an increase in the relative weight of investment in intangibles
over GDP of between 0.8 and 0.9 pps a year in 2021-2023, while Spain and Portugal follow closely behind with an increase in the
range of 0.6 to 0.8.3 These are notable figures (see chart): for Spain, this represents almost half of the increase it experienced in

1. For more details on the impact of General Purpose Technologies, see the article <NGEU: a very timely boost for digitalisation» in the Dossier of the MR03/2021.

2. See R. Anderton, V. Jarvis, V. Labhard, F. Petroulakis and L. Vivian (2020). «Virtually everywhere? Digitalisation and the euro area and EU economies». ECB Occasional
Paper (2020244).

3. This calculation differs from that shown in the article <NGEU: a very timely boost for digitalisation» in the Dossier of the MR03/2021. The differences are due to the
fact that, in this article, the knock-on effect is calculated on the basis of estimates by the European Commission, whereas in the previous article they were calculated
based on government estimates.
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2013-2015 compared to the period 2000-2007; for Portugal, it is a very similar increase to that which occurred between the two
periods; while for Italy, it is a much bigger increase.

A boost to economic activity

In a second analysis, we built a scenario to assess the short- and long-term impact on GDP of the digital spending foreseen by the
national recovery and resilience plans of the major European countries. To do this, we used the levels of investment in intangible
digital assets mentioned above, we classified this expenditure according to the type of digital investment detailed in the various
plans, and we used the tax multipliers related to digitalisation estimated by the German Institute for Economic Research (known
as the DIW).# Specifically, the DIW provides short- and long-term tax multipliers for the development of databases and cloud
services in order to facilitate the use of artificial intelligence, the digitalisation of industry, the formation of human capital and the
digitalisation of the health sector and general government administrations. According to this institute, the biggest impacts are
those associated with programmes for developing

human capital in digital skills, while the smallest Impact of the NGEU investments in digitalisation

impacts are those associated with public sector  (pp difference in GDP compared to a scenario without NGEU
digitalisation. The last table shows the impact of the ~ funds, annual average)

funds on GDP. 2021-2022 2023-2025 2026-2041
Germany 0.10 0.07 0.02
The estimates show that investments in digitalisation France 010 007 002
can have a substantial impact in the short term, with
) . . Italy 058 051 013
annual increases in GDP ranging from 0.3% to 0.6%
Spain 033 0.30 0.07

for Italy, Spain, and Portugal, the countries earmarked
to receive the most funds. It can also be seen that, in FardLisal

all cases, the investments result in a positive long-  Source: CaixaBank Research.
term impact on the level of GDP. If we compare the

results country by country, Portugal stands out insofar as it is able to achieve a similar return to Italy despite investing substantially
less in digitalisation (1.8% of its GDP, compared to 2.9% in the case of Italy). This is due to the greater relative weight that Portugal
devotes to investments related to the formation of human capital.®
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In short, the NGEU funds have the potential to play a crucial role in accelerating the roll-out and implementation of new digital
technologies in the EU and in boosting the economic recovery. The success of NGEU will lie in the effectiveness of the investments
themselves, something that we will not be able to evaluate until a few years have passed.

Claudia Canals and Oriol Carreras

4.The estimates only include the direct effect of the NGEU funds and do not cover any funds derived from the knock-on effect. This is due to the difficulty in classifying
these funds according to the different types of digital spending.
5. See the article «<NGEU: an international comparison of the recovery plans and their investments in new technologies» in this same Dossier.
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