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CHAPTER 1

Following a collapse last year caused by the COVID-19 pandemic, global economic output is expected to expand
4 percent in 2021 but still remain more than 5 percent below pre-pandemic projections. Global growth is
projected to moderate to 3.8 percent in 2022, weighed down by the pandemic’s lasting damage to potential
growth. In particular, the impact of the pandemic on investment and human capital is expected to erode growth
prospects in emerging market and developing economies (EMDEs) and set back key development goals. The
global recovery, which has been dampened in the near term by a resurgence of COVID-19 cases, is expected to
strengthen over the forecast horizon as confidence, consumption, and trade gradually improve, supported by
ongoing vaccination. Downside risks to this baseline predominate, including the possibility of a further increase
in the spread of the virus, delays in vaccine procurement and distribution, more severe and longer-lasting effects
on potential output from the pandemic, and financial stress triggered by high debt levels and weak growth.
Limiting the spread of the virus, providing relief for vulnerable populations, and overcoming vaccine-related
challenges are key immediate policy priorities. As the crisis abates, policy makers need to balance the risks from
large and growing debt loads with those from slowing the economy through premature fiscal tightening. To
confront the adverse legacies of the pandemic, it will be critical to foster resilience by safeguarding health and
education, prioritizing investments in digital technologies and green infrastructure, improving governance, and
enhancing debt transparency. Global cooperation will be key in addressing many of these challenges.

Summary
COVID-19 caused a global recession whose depth
was surpassed only by the two World Wars and
the Great Depression over the past century and a
half. Although global economic activity is growing
again, it is not likely to return to business as usual
for the foreseeable future. The pandemic has
caused a severe loss of life, is tipping millions into
extreme poverty, and is expected to inflict lasting
scars that push activity and income well below
their pre-pandemic trend for a prolonged period.

and developing economies (EMDEs) is expected
to proceed early this year. Most other EMDEs,
however, face greater constraints in vaccine
procurement and distribution. Until vaccines are
widely distributed, effective containment strategies
to limit the spread of COVID-19 remain critical.

The incipient recovery was initially supported by a
partial easing of stringent lockdowns. Various
restrictive measures have been reintroduced,
however, as COVID-19 has continued to spread
around the world. Some areas have experienced a
sharp resurgence of infections, and daily new cases
remain high (figure 1.1.A). That said, there has
been substantial progress in the development of
effective vaccines, and inoculation has begun in
some countries. A more general rollout in
advanced economies and major emerging market

Following the initial rebound in mid-2020, the
global economic recovery has slowed (figure
1.1.B). Whereas activity and trade in the goods
sector have improved, the services sector remains
anemic, with international tourism, in particular,
still depressed. The fall in global investment has
been pronounced, particularly for EMDEs
excluding China (figure 1.1.C). Even though
financial conditions remain very loose, reflecting
exceptional monetary policy accommodation,
underlying financial fragilities are mounting. Most
commodity prices rebounded from their mid2020 lows as strict lockdowns were gradually lifted
and demand firmed, especially from China;
however, the recovery in oil prices was more
modest amid concerns over the pandemic’s lasting
impact on oil demand.

Note: This chapter was prepared by Carlos Arteta, JustinDamien Guénette, Patrick Kirby, and Collette Mari Wheeler, with
contributions from Rudi Steinbach, John Baffes, Osamu Inami,
Sergiy Kasyanenko, Gene Kindberg-Hanlon, Peter Nagle, Cedric
Okou, Franz Ulrich Ruch, and Ekaterine Vashakmadze. Research
assistance was provided by Damien M. V. Boucher, Hrisyana
Doytchinova, Fuda Jiang, Maria Hazel Macadangdang, Julia
Roseman Norfleet, Ipek Ceylan Oymak, Vasiliki Papagianni, Shijie
Shi, Kaltrina Temaj, Jinxin Wu, and Juncheng Zhou.

In all, the global economy is estimated to have
contracted 4.3 percent in 2020—a 0.9 percentage
point smaller collapse than was expected in June
forecasts (figure 1.1.D). In advanced economies,
the initial contraction was less severe than
anticipated, but the ensuing recovery has been
dampened by a substantial resurgence of COVID19 cases. Meanwhile, output in China is estimated
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TABLE 1.1 Real GDP1

Percentage point
differences from
June 2020 projections

(Percent change from previous year)

World
Advanced economies
United States
Euro area
Japan
Emerging market and developing economies
EMDEs excluding China
Commodity-exporting EMDEs
Other EMDEs
Other EMDEs excluding China
East Asia and Pacific
China
Indonesia
Thailand
Europe and Central Asia
Russian Federation
Turkey
Poland
Latin America and the Caribbean
Brazil
Mexico
Argentina
Middle East and North Africa
Saudi Arabia
Iran, Islamic Rep. 3
Egypt, Arab Rep. 2
South Asia
India 3
Pakistan 2
Bangladesh 2
Sub-Saharan Africa
Nigeria
South Africa
Angola
Memorandum items:
Real GDP1
High-income countries
Developing countries
Low-income countries
BRICS
World (2010 PPP weights) 4
World trade volume 5
Commodity prices 6
Oil price
Non-energy commodity price index

2018

2019

2020e

2021f

2022f

2020e

2021f

3.0
2.2
3.0
1.9
0.6
4.3
3.2
2.0
5.7
4.8
6.3
6.6
5.2
4.1
3.4
2.5
3.0
5.4
1.9
1.8
2.2
-2.6
0.5
2.4
-6.0
5.3
6.5
6.1
5.5
7.9
2.6
1.9
0.8
-2.0

2.3
1.6
2.2
1.3
0.3
3.6
2.3
1.6
4.8
3.2
5.8
6.1
5.0
2.4
2.3
1.3
0.9
4.5
1.0
1.4
-0.1
-2.1
0.1
0.3
-6.8
5.6
4.4
4.2
1.9
8.2
2.4
2.2
0.2
-0.9

-4.3
-5.4
-3.6
-7.4
-5.3
-2.6
-5.0
-4.8
-1.3
-5.3
0.9
2.0
-2.2
-6.5
-2.9
-4.0
0.5
-3.4
-6.9
-4.5
-9.0
-10.6
-5.0
-5.4
-3.7
3.6
-6.7
-9.6
-1.5
2.0
-3.7
-4.1
-7.8
-4.0

4.0
3.3
3.5
3.6
2.5
5.0
3.4
3.0
6.1
3.9
7.4
7.9
4.4
4.0
3.3
2.6
4.5
3.5
3.7
3.0
3.7
4.9
2.1
2.0
1.5
2.7
3.3
5.4
0.5
1.6
2.7
1.1
3.3
0.9

3.8
3.5
3.3
4.0
2.3
4.2
3.6
3.2
4.8
4.1
5.2
5.2
4.8
4.7
3.9
3.0
5.0
4.3
2.8
2.5
2.6
1.9
3.1
2.2
1.7
5.8
3.8
5.2
2.0
3.4
3.3
1.8
1.7
3.5

0.9
1.6
2.5
1.7
0.8
-0.1
-0.7
0.1
-0.2
-1.7
0.4
1.0
-2.2
-1.5
1.8
2.0
4.3
0.8
0.3
3.5
-1.5
-3.3
-0.8
-1.6
1.6
0.6
-4.0
-6.4
1.1
0.4
-0.9
-0.9
-0.7
0.0

-0.2
-0.6
-0.5
-0.9
0.0
0.4
0.1
0.0
0.6
0.1
0.8
1.0
-0.4
-0.1
-0.3
-0.1
-0.5
0.7
0.9
0.8
0.7
2.8
-0.2
-0.5
-0.6
0.6
0.5
2.3
0.7
0.6
-0.4
-0.6
0.4
-2.2

2.2
4.4
4.4
5.4
3.6
4.3

1.6
3.7
4.0
4.7
2.8
1.1

-5.4
-2.3
-0.9
-1.1
-3.7
-9.5

3.2
5.2
3.3
6.1
4.3
5.0

3.5
4.3
5.2
4.5
3.9
5.1

1.4
0.1
-0.8
0.6
0.4
3.9

-0.6
0.5
-0.6
0.8
0.0
-0.3

29.4
1.7

-10.2
-4.2

-33.7
2.2

8.1
2.4

13.6
1.3

14.2
8.1

-10.7
-0.6

Source: World Bank.
1. Headline aggregate growth rates are calculated using GDP weights at 2010 prices and market exchange rates.
2. GDP growth rates are on a fiscal year basis. Aggregates that include these countries are calculated using data compiled on a calendar year basis. Pakistan's growth rates are based on
GDP at factor cost. The column labeled 2019 refers to FY2018/19.
3. Columns indicate fiscal year. For example, 2018 refers to FY2018/19.
4. World growth rates are calculated using purchasing power parity (PPP) weights, which attribute a greater share of global GDP to emerging market and developing economies (EMDEs)
than market exchange rates.
5. World trade volume of goods and nonfactor services.
6. Oil price is the simple average of Brent, Dubai, and West Texas Intermediate prices. The non-energy index is the weighted average of 39 commodity prices (7 metals, 5 fertilizers, 27
agricultural commodities). For additional details, please see https://www.worldbank.org/commodities.
Note: e = estimate; f = forecast. World Bank forecasts are frequently updated based on new information. Consequently, projections presented here may differ from those contained in other
World Bank documents, even if basic assessments of countries’ prospects do not differ at any given date. Country classifications and lists of EMDEs are presented in table 1.2. BRICS
include: Brazil, the Russian Federation, India, China, and South Africa. Due to lack of reliable data of adequate quality, the World Bank is currently not publishing economic output, income, or
growth data for Turkmenistan and República Bolivariana de Venezuela. Turkmenistan and República Bolivariana de Venezuela are excluded from cross-country macroeconomic aggregates.
Click here to download data.
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to have rebounded last year at a faster-thanexpected clip, with particular support from
infrastructure spending. China’s strength was an
exception, however, and disruptions from the
pandemic in the majority of other EMDEs were
more severe than previously envisioned, resulting
in deeper recessions and slower recoveries,
especially in countries with recent large COVID19 outbreaks (figure 1.1.E).

FIGURE 1.1 Global prospects

Prospects for the global economy are uncertain,
and several growth outcomes are possible. In the
baseline forecast, global GDP is expected to
expand 4 percent in 2021, predicated on proper
pandemic management and effective vaccination
limiting the community spread of COVID-19 in
many countries, as well as continued monetary
policy
accommodation
accompanied
by
diminishing fiscal support. Nonetheless, the level
of global GDP in 2021 is forecast to be 5.3
percent below pre-pandemic projections—or
about $4.7 trillion. After this year’s pickup, global
growth is envisioned to moderate in 2022 to 3.8
percent—still above its potential pace, but
weighed down by lasting damage from COVID19. By 2022, global GDP is still expected to be
4.4 percent below pre-pandemic projections—
with the gap in EMDEs nearly twice as large as in
advanced
economies—as
output
remains
dampened by lingering risk aversion on the
demand side and the effects of diminished physical
and human capital accumulation on labor
productivity (figure 1.1.F).

A. Evolution of the pandemic

B. Global activity indicators

C. Investment levels over 2020-22

D. Global growth

E. Contributions to global growth
forecast revisions

F. Gaps with pre-pandemic
projections by 2022

Advanced economies are projected to recover, with
growth reaching 3.3 percent and 3.5 percent in
2021 and 2022, respectively, on the back of
pandemic containment aided by widespread
vaccination and sustained monetary policy
accommodation, which is expected to more than
offset the partial unwinding of fiscal support.
Although aggregate EMDE growth is envisioned
to firm to 5 percent in 2021 and to moderate to
4.2 percent in 2022, the improvement largely
reflects China’s expected rebound. Absent China,
the recovery across EMDEs is anticipated to be far
more muted, averaging 3.5 percent in 2021-22, as
the pandemic’s lingering effects continue to weigh
on consumption and investment (chapter 2).
Despite the recovery, aggregate EMDE output in

5

COVID-19 has continued to spread, with sharp resurgences in some areas.
Global economic activity, which started to rebound in mid-2020, has
moderated. The fall in global investment last year was sharp, particularly
for emerging market and developing economies (EMDEs) excluding China.
The 2020 global recession was somewhat less pronounced than previously
expected due to shallower contractions in advanced economies and a
more robust recovery in China, whereas most other EMDEs experienced
deeper recessions. Global activity is forecast to remain well below prepandemic projections as the recovery is hampered by the pandemic’s
lingering effects.

Sources: Google COVID-19 Community Mobility Reports (database); Haver Analytics; Our World in
Data (database); World Bank.
Note: AEs = advanced economies; EMDEs = emerging market and developing economies; FCS =
fragile and conflict-affected situations; LICs = low-income countries.
A. Figure shows seven-day moving average of the daily new COVID-19 cases. Last observation is
December 15, 2020. Sample consists of 36 advanced economies and 147 EMDEs.
B. Data are daily for mobility, monthly for industrial production and retail sales, and quarterly for GDP.
Mobility is the simple average of movement trends as reported in the Google COVID-19 Community
Mobility Report. Daily movement trends are calculated as deviations from the baseline, which is the
median value during the five-week period January 3 - February 6, 2020. Last observation is 2020Q3
for GDP, September 2020 for retail sales, and October 2020 for the other indicators.
C. Investment refers to gross fixed capital formation. Aggregate growth is calculated with real
investment at 2010 prices and market exchange rates as weights. Sample includes 141 countries,
consisting of 36 advanced economies and 105 EMDEs.
D. Shaded area indicates forecasts. Data for 2020 are estimates. Aggregate growth rates calculated
using GDP weights at 2010 prices and market exchange rates.
E. Figure shows the contribution to forecast revisions relative to the June 2020 edition of the Global
Economic Prospects report.
F. Figure shows the gaps between the current projections and the forecasts released in the January
2020 edition of the Global Economic Prospects report.
Click here to download data and charts.
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2022 is expected to remain 6 percent below its pre
-pandemic projection.
The pandemic has caused per capita incomes to
fall in more than 90 percent of EMDEs, tipping
millions back into poverty. For more than a
quarter of EMDEs, the pandemic is expected to
erase at least 10 years of per capita income gains—
and, in about two-thirds of EMDEs, per capita
incomes are projected to be lower in 2022 than
they were in 2019 (figure 1.2.A). After more than
two decades of steady global poverty reduction,
the crisis is projected to push poverty rates back
up to levels last seen in 2017. The pandemic has
also impeded future prospects for poverty
reduction by adversely affecting longer-term
productivity growth—the deterioration in
confidence has dampened investment, and the loss
in learning-adjusted school years and prolonged
spells of unemployment have eroded earlier gains
in human capital.
In low-income countries (LICs), activity in 2020
shrank 0.9 percent—the first aggregate
contraction in a generation. Growth is forecast to
resume at a moderate pace in 2021-22, averaging
4.3 percent. Nonetheless, output in LICs is
expected to remain 5.2 percent below its prepandemic projections by 2022. The pandemic has
hit fragile and conflict-affected LICs particularly
hard, and their recovery is set to be even more
sluggish, in part because the large-scale rollout of
vaccines among these economies is expected to lag
that of advanced economies and major EMDEs.
The materialization of a number of downside risks
could derail the projected global economic
recovery, however. The pandemic could accelerate,
and delays in vaccine procurement and
distribution could limit the scope for achieving
durable containment. Even if the pandemic is
brought under control, its effect on potential
growth could be longer lasting than expected.
Debt has surged above already-high levels and,
although banking systems are generally well
capitalized, a wave of bankruptcies could erode
bank buffers, putting some countries at increased
risk of financial crisis (box 1.1). In contrast,
stronger-than-expected growth outcomes could
result from improved pandemic management,

G LO BAL EC O NO MIC P ROS P EC TS | J AN U ARY 2021

aided by the rapid rollout of highly effective
vaccines, which could trigger a sharp rise in
consumer confidence and unleash pent-up
demand.
In light of these risks, there are various possible
scenarios for the ultimate path for global growth
(box 1.4; figure 1.2.B). In particular, in a
downside scenario, new cases of COVID-19
would remain persistently higher than in the
baseline in many parts of the world, and the
vaccine rollout process would be slowed by
logistical impediments and general reluctance to
be immunized. Activity and financial conditions
would deteriorate as a result. In these
circumstances, global growth would be much
more subdued, only recovering to 1.6 percent in
2021 and 2.5 percent in 2022. In a more severe
downside scenario including widespread financial
stress, global growth could even be negative in
2021.
This exceptional level of uncertainty around the
near-term outlook also highlights the role of policy
makers in raising the likelihood of better outcomes
while warding off worse ones. Effective
containment measures are key to avoid disruptive
flare-ups of new cases. As such, the top near-term
policy priority will continue to be pandemic
control, such as sustaining compliance with social
distancing and masking guidelines; increasing
testing capacity; and, eventually, overcoming
challenges in procuring and distributing vaccines,
particularly in LICs. Timely and equitable access
to vaccines across the world will necessitate global
cooperation. Only once the pandemic is contained
in all countries will each country be safe from a
resurgence.
Even once the pandemic has subsided, the global
economic landscape is unlikely to return to its
previous state. The pandemic will leave lasting
scars on productivity, including through its effect
on the accumulation of physical and human
capital, which will exacerbate the downward trend
in potential growth (figure 1.2.C). Accordingly,
beyond the necessary steps to nurture the recovery
and protect vulnerable populations in the near
term, decisive policy action will be essential to
address the far-reaching damage from COVID-19
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and ultimately mitigate its compounding effects
on the ongoing structural decline in long-term
growth (chapter 3).
The prospect of a protracted period of low
inflation and interest rates has important
implications for both monetary and fiscal policy.
In advanced economies, where the room for
additional monetary policy support is limited,
central bank frameworks are being reassessed,
while fiscal policy is playing a more prominent
role in macroeconomic stabilization. Over the
longer run, the pandemic has highlighted the
urgent need for reforms in advanced economies
that harness the productivity benefits of sectoral
reallocation and bolster the adoption of
automation and digital technologies, along with
the strengthening of social safety nets to facilitate
this process.
In EMDEs, monetary policy is likely to remain
generally accommodative in the near term, helped
by subdued inflationary pressures and expectations
of prolonged expansionary monetary policy
stances in advanced economies. Several EMDE
central banks have continued to employ asset
purchase programs. These purchases appear to
have been effective at stabilizing financial markets
during the height of financial stress last MarchApril. Nevertheless, asset purchase programs need
to be accompanied by clearly articulated policy
mandates and objectives to avoid the risk that they
would erode institutional independence and deanchor inflation expectations (chapter 4). In
addition, EMDEs increasingly face the challenge
of preserving financial stability while maintaining
accommodative macroprudential policy stances—
such as lowered capital and liquidity
requirements—to help facilitate credit availability
and support the recovery.
Despite high debt levels, many EMDEs have
implemented unprecedented fiscal support in
response to COVID-19 to protect lives and
livelihoods, confront the collapse in activity, and
bolster the eventual recovery. Nevertheless, relative
to advanced economies, the amount of support in
EMDEs has been far more limited—particularly
in countries facing narrower fiscal space, such as
LICs. In most advanced economies and EMDEs,
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FIGURE 1.2 Global risks and policy challenges
The pandemic is tipping millions back into poverty and reversing earlier
per capita income gains. Downside risks to the growth outlook
predominate, and the uncertain evolution of the pandemic, influenced in
part by vaccine-related developments, suggests that various growth
scenarios are possible. Even after the crisis subsides, the long-term
damage caused by the pandemic is expected to weaken potential growth.
Many countries have provided exceptional levels of fiscal support, which
are expected to be withdrawn amid sharply higher debt levels. In the
longer run, a concerted push toward productivity-enhancing structural
reforms will be required to offset the pandemic’s scarring effects.
A. Reversals of EMDE per capita
income gains in 2020, by number
of years

B. Possible scenarios of global
growth

C. Estimated impact of the pandemic
on global potential growth

D. Global fiscal impulses

E. Government debt

F. Cumulative response of long-term
growth forecasts after institutionalreform advances and setbacks

Sources: Consensus Economics; International Crisis Risk Group (database); International Monetary
Fund; Kilic Celik, Kose, and Ohnsorge (2020); World Bank.
Note: EMDEs = emerging market and developing economies; LICs = low-income countries.
A.-C. Aggregates calculated using U.S. dollar GDP per capita at 2010 prices and market exchange
rates.
A. Figure shows percentage of EMDEs by number of years of lost per capita income gains.
B.D. Shaded areas indicate forecasts.
B. Black vertical lines are the lower and upper bounds of growth in the scenarios described in box 1.4.
C. Potential growth based on production function estimates. Shaded area indicates pre-COVID
baseline. Sample includes 30 advanced economies and 50 EMDEs.
D. Fiscal impulse defined as change in the cyclically-adjusted primary balance (CAPB) from previous
year. Decline in the CAPB indicates fiscal consolidation; increase in the CAPB indicates fiscal
expansion. Sample includes 61 economies.
E. Aggregates calculated using current GDP in U.S. dollars as weights. Data for 2020 are estimates.
F. Coefficients of a local projection estimation of 10-year-ahead growth forecasts on reform
advances and setbacks in 57 countries during 1990-2020. For more details, see chapter 3.
Click here to download charts and data.
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much of the fiscal support provided last year is
expected to be withdrawn, weighing on growth
(figure 1.2.D). Whereas deficits are generally
expected to shrink over the forecast, they will
nonetheless contribute to rising debt, potentially
planting the seeds for future problems—
particularly if borrowing is not used efficiently
(figure 1.2.E).

fiscal resources to support social protection
programs. More broadly, deeper global collaboration will be needed to develop equitable and
sustainable solutions to the world’s most pressing
long-term challenges, including tackling climate
change and eliminating extreme poverty.

Against this backdrop, EMDE policy makers will
need to tackle the challenge of avoiding premature
fiscal tightening in the short term, but unwinding
fiscal support measures and ensuring fiscal
sustainability over the medium term. This will be
especially difficult for some countries, given the
substantial deterioration of fiscal positions that has
occurred in the past year. Accordingly, there is a
pressing need for EMDEs to improve domestic
revenue mobilization and prioritize expenditures
that yield large growth dividends. Additionally,
the erosion of public balance sheets may call for
the global community to provide assistance—in
some cases including immediate debt relief—for
hard-hit fiscally constrained EMDEs to support
their most vulnerable populations through the
crisis.

COVID-19 has continued to spread around the
world, resulting in the re-imposition of lockdown
measures and a slowdown in the pace of the recovery.
Although global trade in goods has largely rebounded,
trade in services remains feeble. Global financial
conditions are being supported by monetary policy
accommodation, but financial systems in many
countries are showing signs of underlying strain.
Whereas most commodity prices, particularly those of
metals, rebounded in the second half of the year as
demand firmed, the recovery in oil prices has been
more modest.

Global context

Pandemic developments

EMDE policy makers will also need to make
sustained efforts to attenuate the pandemic’s longterm damage to underlying growth and incomes.
Addressing the recent increase in food insecurity
and safeguarding access to education are essential
to promoting the development of human capital.
Simultaneously, far-reaching investment in digital
and green infrastructure can facilitate sectoral
reallocation while enhancing environmental
resilience. Improved governance and reduced
corruption can lay the foundations for higher long
-run growth (figure 1.2.F). Increased debt
transparency will be key to mitigate the risk of
sovereign debt and financial crises, one of the most
pressing threats to growth prospects.

COVID-19 continued to spread in the second half
of 2020, with steady increases in confirmed cases
in some countries and renewed outbreaks in others
(figures 1.3.A and 1.3.B). In recent months,
advanced economies—particularly the United
States and several euro area countries—have
accounted for an increasing share of cases; in
EMDEs, outbreaks in the South Asia, Latin
America and the Caribbean, and Europe and
Central Asia regions have continued to grow.
Deaths from COVID-19 in Sub-Saharan Africa
have remained low despite fears that limited
healthcare capacity made it vulnerable, reflecting
its young population (WHO 2020). High positive
test rates in some countries and evidence from
antibody tests suggest the virus is far more
prevalent than indicated by confirmed cases
(figure 1.3.C).

Global cooperation will be essential for supporting
vulnerable populations and achieving a sustainable
and inclusive global recovery. In light of
substantial fiscal constraints and high debt levels,
globally coordinated debt relief, predicated on
debt transparency, could help many economies—
particularly LICs—and provide much-needed

Growing
outbreaks
have
forced
many
governments to maintain or reintroduce some
lockdown measures (figure 1.3.D). Nonetheless,
pandemic-control measures have become better
targeted and less economically disruptive. For
example, extensive mask usage appears to be a
minimally disruptive way of slowing the spread of
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the virus, and some countries that adopted
widespread test-and-trace policies have suffered
fewer health and economic consequences (Konda
et al. 2020; Schünemann et al. 2020).
Several vaccine candidates are in development, and
some have already been used in countries such as
the Russian Federation and China. With the
completion of some Phase 3 trials, vaccination has
begun in a number of advanced economies. A
more general rollout of several effective vaccines is
envisioned to proceed in early 2021 in advanced
economies and major EMDEs, starting with
vulnerable populations. It is expected that the
vaccine rollout will be considerably slower in other
EMDEs and LICs as a result of difficulties with
procurement and distribution.
Global trade
Global trade collapsed last year as border closures
and supply disruptions interrupted the international provision of goods and services. Goods
trade fell more rapidly and recovered more swiftly
than during the global financial crisis, while
services trade remains depressed (figure 1.4.A).
Relative strength in manufacturing, alongside
persistent weakness in services, reflects the unusual
nature of the recession, which has shifted
consumption patterns toward goods and away
from services requiring face-to-face interactions
(figure 1.4.B). The recovery in global merchandise
trade has also benefited from the resilience of
global value chains to supply disruptions (Hyun,
Kim, and Shin 2020).
Continued impediments to international travel
and tourism are contributing to persistent
weakness in services. International travel has
recovered from its April trough but has stabilized
far below pre-pandemic levels (figure 1.4.C). In
the decade following the global financial crisis,
rising trade intensity of global activity was almost
entirely driven by trade in services (figure 1.4.D).
The same is unlikely to be the case in the current
recovery, as services will struggle to rebound until
countries loosen international travel restrictions.
Although there have been some steps toward trade
liberalization, such as the African Continental
Free Trade Area agreement and the Regional

CHAPTER 1

9

FIGURE 1.3 Pandemic developments
COVID-19 continued to spread in the second half of 2020, with renewed
outbreaks in some countries. Advanced economies have accounted for an
increasing share of cases, with particularly large concentrations in Europe
and the United States. High positive test rates in some regions suggest the
virus is far more prevalent than indicated by confirmed cases. The growing
number of COVID-19 cases has forced many governments to maintain or
reintroduce lockdown measures.
A. Evolution of the pandemic in
advanced economies

B. Evolution of the pandemic in
EMDEs

C. Positive COVID-19 test rate by
region

D. Stringency of pandemic-control
measures

Sources: Hale et al. (2020); Our World in Data (database); World Bank.
Note: AEs = advanced economies; EMDEs = emerging market and developing economies; EAP =
East Asia and Pacific, ECA = Europe and Central Asia, LAC = Latin America and the Caribbean,
MNA = Middle East and North Africa, SAR = South Asia, SSA = Sub-Saharan Africa.
A.B. Figures show seven-day moving average of the daily new COVID-19 cases per million people.
Last observation is December 15, 2020.
C. Figure shows the three-month average of the share of total COVID-19 tests that were positive for
each region. Last observation is December 15, 2020.
D. Figure shows the simple average stringency index for EMDEs. Shaded area indicates the regional
range. The stringency index refers to the average sub-indexes of nine mitigation measures: School
closings, workplace closings, cancellation of public events, cancellation of public transport, restriction
on gatherings, stay-home requirements and restrictions to international and domestic travel and
public information campaigns. The stringency index range is between 0 and 100, with 100 being the
most stringent. Last observation is December 13, 2020.
Click here to download data and charts.

Comprehensive Economic Partnership, higher
tariffs on U.S.-China trade remain in effect, and
there has been little recent progress toward “deep”
trade agreements that foster broader economic
integration (Mattoo, Rocha, and Ruta 2020;
World Bank 2020a). Trade policy uncertainty has
fallen from its highs in 2019 but is still above
historic norms, in part due to the potential of
renewed trade tensions between major economies.
The recently announced Brexit deal between the
United Kingdom and the European Union is

10

CHAPTER 1

G LO BAL EC O NO MIC P ROS P EC TS | J AN U ARY 2021

FIGURE 1.4 Global trade

Financial markets

Goods trade fell more rapidly and recovered more swiftly than during the
global financial crisis. It benefited from the substitution of demand from
services toward manufactures, as well as the resilience of global value
chains. In contrast, services trade remains depressed, in part owing to
travel restrictions constraining tourism. A slow recovery in services trade—
a key engine of trade growth following the global financial crisis—is
expected to reduce the trade intensity of activity.

Aggressive policy actions by central banks kept the
global financial system from falling into crisis last
year. Financial conditions are generally loose, as
suggested by low borrowing costs, abundant credit
issuance, and a recovery in equity market
valuations amid positive news about vaccine
developments (figure 1.5.A; Altavilla et al. 2020).
This masks rising underlying vulnerabilities,
however, including rising debt levels and
weakening bank balance sheets.

A. Trade in goods and services

C. International tourist arrivals

B. Cumulative deviation of global
manufacturing and services PMI since
January 2020

D. Growth in exports of goods and
services, 2010-19

Sources: CPB Netherlands Bureau for Economic Policy Analysis; Haver Analytics; World Bank; World
Tourism Organization; World Trade Organization.
A. Goods trade is in real terms from the CPB Netherlands Bureau for Economic Policy Analysis,
whereas services trade is in values from the WTO. For global financial crisis, t = November 2008; for
COVID-19, t = March 2020.
B. Manufacturing and services are measured by the Purchasing Managers’ Index (PMI). PMI readings
above 50 indicate expansion in economic activity; readings below 50 indicate contraction. Figure
shows the cumulative deviation from 50 since January 2020. Last observation is November 2020.
C. Figure shows international tourist arrivals between 2019 and 2020.
D. Figure shows the average annual growth rate for goods and services exports between the year
2010 and 2019.
Click here to download data and charts.

likely to contribute to a further decline in trade
uncertainty.
Global trade is projected to contract by 9.5
percent in 2020—comparable to the decline
during the 2009 global recession but affecting a
markedly larger share of economies—before
growing by an average of 5.1 percent in 2021-22.
The moderate pickup in global trade reflects
persistently subdued global investment and the
gradual and incomplete recovery of global travel,
and is expected to result in a further decline in the
trade intensity of activity.

Debt burdens have increased as corporates have
faced a period of sharply reduced sales and
sovereigns have financed large stimulus packages
(box 1.1). This follows a decade in which global
debt had already risen to a record high of 230
percent of GDP by 2019. High debt levels leave
borrowers vulnerable to a sudden change in
investor risk appetite. This is especially true for
riskier borrowers and EMDEs dependent on
capital inflows to finance large fiscal and external
current account deficits (figure 1.5.B). Capital
inflows to many EMDEs remain soft, with
significant weakness in both foreign direct
investment (FDI) and portfolio flows (figure
1.5.C; World Bank 2020b). This, alongside a
collapse of export revenues, has led to substantial
currency depreciations and rising borrowing costs
in some countries, particularly commodity
exporters (figure 1.5.D; Hofmann, Shim, and
Shin 2020; Hördahl and Shim 2020).
Banks’ capital buffers are under pressure due to
falling profitability and asset quality deterioration.
Defaults have already surged in the hardest-hit
sectors and countries, and rising credit
downgrades point to further strains in the future
(Banerjee, Cornelli, and Zakrajšek 2020). These
developments reduce the resilience of financial
systems, particularly in countries with weaker
banking systems or without the policy space to
provide sufficient support to stressed financial
institutions.
Commodity markets
Most commodity prices rebounded in the second
half of last year; however, the pickup in oil prices
lagged the broader recovery in commodity prices
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due to the prolonged impact of the pandemic
on global oil demand (figure 1.6.A; World Bank
2020c). Crude oil prices averaged $41/bbl in
2020, a 34 percent fall from 2019. Oil demand
fell 9 percent last year—the steepest one-year
decline on record—as a result of pandemic-control
measures and the associated plunge in global
demand, which was partly offset by historically large production cuts among OPEC+
(Organization of the Petroleum Exporting
Countries, as well as Russia and other non-OPEC
oil exporters; figure 1.6.B). Oil prices are forecast
to remain close to current levels and average $44/
bbl in 2021 before rising to $50/bbl in 2022. The
main risk to this forecast relates to the evolution of
the pandemic, with oil demand particularly
susceptible to lockdown measures and reduced
mobility; however, positive vaccine news has
reduced this risk somewhat.
Base metal prices were, on net, broadly flat in
2020, as sharp falls in the first half of the year
were followed by a strong recovery in the second
half due to rising demand from China (figure
1.6.C). Prices are expected to increase 5 percent in
2021 alongside the expected rebound in global
demand. Agricultural prices rose 4 percent in
2020, largely driven by supply shortfalls and
stronger-than-expected demand in edible oils
and meals. Some regions experienced localized
food price spikes, and a decline in household
incomes—particularly among the poorest populations—has increased the risk of food insecurity
(figure 1.6.D). Agricultural prices are forecast to
see a further modest increase in 2021.

Major economies:
Recent developments
and outlook
In advanced economies, a sharp resurgence of
COVID-19 cut short an incipient economic rebound
in the second half of 2020. The expected recovery in
2021 and beyond will depend heavily on the
evolution of the pandemic, which will in turn be
influenced by the possibility of widespread effective
vaccination. In China, the economic rebound has
been rapid but uneven, with consumer services
trailing industrial production.
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FIGURE 1.5 Global finance
After tightening early last year, global financial conditions have eased
considerably. Nevertheless, many underlying vulnerabilities have risen.
Credit spreads and debt inflows remain sensitive to investor sentiment.
Although capital flows to most emerging market and developing
economies (EMDEs) have stabilized, they remain soft, and foreign direct
investment inflows have declined substantially. In some EMDEs, large
capital outflows and a collapse of export revenues have led to substantial
currency depreciations.
A. Global financial conditions

B. EMDE debt flows and credit
spreads

C. Capital flows to EMDEs

D. EMDE exchange rate depreciations

Sources: Bloomberg; Goldman Sachs; Haver Analytics; International Institute of Finance;
International Monetary Fund; J.P. Morgan; Moody’s; World Bank.
A. Index rescaled to equal 100 at the start of the corresponding event (t=0): September 9, 2008, for
the global financial crisis (GFC) and January 21, 2020, for COVID-19. An increase (decrease) in the
index indicates a tightening (loosening) of financial conditions, while a value above (below) 100
indicates that financial conditions are tighter (looser) than their average since 2000. Based on
Goldman Sachs Financial Conditions Index (FCI) for 12 advanced economies, the euro area, and 12
emerging market and developing economies (EMDEs). Aggregates calculated using U.S. dollar GDP
weights at 2010 prices and market exchange rates. The FCI is a weighted sum of short-term bond
yields, long-term corporate yields, exchange rates, and stock market valuations. Last observation is
December 11, 2020.
B. Portfolio debt inflows are shown as cumulative 12-week flows to nine EMDEs with weekly data
available, excluding China. Emerging Market Bond Index (EMBI) spreads show the difference
between credit spreads for high-yield (HY) and investment grade (IG) borrowers classified based on
Moody’s sovereign credit ratings. The EMBI Index tracks the performance of U.S. dollar-denominated
sovereign bonds issued by EMDEs. Last observation is December 11, 2020.
C. FDI = foreign direct investment. Portfolio flows and FDI are as a percent of GDP and are calculated
using nominal U.S. dollar GDP; GDP data for 2019 are used for 2020. Gross FDI inflows are shown
as four-quarter cumulative sums and are shown as a deviation from the 2016-2019 average (2
percent of GDP). Portfolio flows are calculated as the median for a sample of 19 EMDEs, with shaded
area indicating the 25-75 percentile range. Sample for FDI inflows includes 28 EMDEs, with data
available through 2020Q3.
D. Change in nominal exchange rates since start of 2020. Shaded area indicates 25-75 percentile
range. Sample includes 23 EMDEs with free floating or floating exchange rate regimes: 8 commodity
importers and 15 commodity exporters. Last observation is December 15, 2020.
Click here to download data and charts.

In advanced economies, precautionary social
distancing and stringent lockdowns in response to
surging COVID-19 cases triggered an unprecedented collapse in the demand and supply of
services in mid-2020 (figures 1.7.A and 1.7.B;
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BOX 1.1 How has the pandemic made the fourth wave of debt more dangerous?
The COVID-19 global recession and economic policy response have triggered a surge in debt levels in emerging market and
developing economies (EMDEs). Even before the pandemic, however, a rapid buildup in these economies—dubbed the
“fourth wave” of debt accumulation—had raised concerns about debt sustainability and the possibility of financial crisis. The
pandemic has made the fourth wave even more dangerous by exacerbating debt-related risks. The global community needs to act
rapidly and forcefully to make sure the fourth wave does not end with a string of debt crises in EMDEs, as earlier waves did.

Introduction
The COVID-19 pandemic has triggered a massive increase
in global debt levels, including in emerging market and
developing economies (EMDEs). Among EMDEs,
government debt is expected to increase by 9 percentage
points of GDP in 2020—its largest increase since the late
1980s when EMDEs saw a series of debt crises. The jump
in government debt has been broad-based, with a large
increase in all regions and all major EMDEs. a Private
sector debt is also expected to rise sharply as firms deal
with the fallout of the global recession.
Even before the pandemic, however, debt in EMDEs had
risen to record levels (Kose, Nagle et al. 2020). Starting in
2010, a new wave of global debt accumulation was
underway, with the largest, fastest, and most broad-based
increase in global debt in five decades, led by EMDEs.
Total debt in EMDEs reached 176 percent of GDP in
2019, driven by private debt which rose to 123 percent of
GDP. The rapid increase in debt was a major cause of
concern, as similar previous waves of debt have ended with
widespread financial crises, such as the Latin American
debt crisis in the 1980s, and the East Asia financial crisis in
the late 1990s.
The pandemic has further exacerbated the debt-related
risks in EMDEs. Against this backdrop, this box addresses
the following questions:
•

What was the status of the fourth wave before the
pandemic?

•

Why is the fourth wave even more dangerous now?

•

What are the risks of inaction?

•

What new policy challenges has the pandemic
created?

Note: This box was prepared by Ayhan Kose, Peter Nagle, Franziska
Ohnsorge, and Naotaka Sugawara.
a South Asia has seen the steepest increases, with India’s government
debt expected to rise by 17 percentage points of GDP amid a severe
output contraction of more than 9 percent.

The box updates earlier work on the risks associated with
the debt buildup over the past decade (Kose, Nagle et al.
2020). It expands this work by examining in greater detail
the challenges of debt resolution in the current context,
drawing on lessons from past restructurings.

Prior to the pandemic: The fourth wave
of debt accumulation
Prior to the COVID-19 pandemic, starting in 2010, a
fourth wave of global debt accumulation was underway,
with the largest, fastest, and most broad-based increase in
global debt in five decades. Global debt had risen to a
record high 230 percent of GDP in 2019 and government
debt to a record 83 percent of GDP. In EMDEs, total
debt had reached 176 percent of GDP, led by private debt
which rose to 123 percent of GDP. This increase was
mainly, but not solely, driven by China: in about 80
percent of EMDEs, debt was higher in 2019 than in 2010
and, in a half of them, 20 percentage points of GDP
higher.
This wave was preceded by three previous debt waves since
the 1970s, all of which ended with widespread financial
crises. The first global wave of debt spanned the 1970s and
1980s, with borrowing by governments in Latin America
and in low-income countries, particularly in sub-Saharan
Africa. This wave saw a series of financial crises in the early
1980s. The second wave ran from 1990 until the early
2000s as banks and corporations in East Asia and the
Pacific and governments in Europe and Central Asia
borrowed heavily, and ended with a series of crises in these
regions in 1997-2001. The third wave was a runup in
private sector borrowing in Europe and Central Asia (as
well as in advanced economies), which ended when the
global financial crisis disrupted bank financing in 2007-09
and tipped many economies into sharp recessions.
The fourth wave of debt shared several features with the
previous three waves: a low interest rate environment and
the emergence of new financial instruments or financial
market actors. Of particular concern was that the fourth
wave had seen a protracted period of weak investment and
slowing growth despite surging debt (chapter 3, box 3.2).
In other respects, the fourth wave differed from its
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BOX 1.1 How has the pandemic made the fourth wave of debt more dangerous? (continued)
predecessors: policy frameworks were stronger in some
EMDEs and debt in advanced economies was broadly flat.
Yet, even before the pandemic, there was no room for
complacency. Previous crises had frequently been triggered
by exogenous shocks that resulted in a sharp increase in
investor risk aversion and sudden stops of capital flows.
Global growth slowdowns were often catalysts for crises.

Implications of the pandemic for debt-related
risks
The pandemic has made the fourth wave of debt even
more dangerous by increasing its risky features. The sheer
magnitude and speed of the debt buildup heightens the
risk that not all of it will be used for productive purposes.
For now, unprecedented monetary policy accommodation
has calmed financial markets, reduced borrowing costs,
and supported credit extension. However, amid the
economic disruption caused by the pandemic, historically
low global interest rates may conceal solvency problems
that will surface in the next episode of financial stress or
capital outflows. In addition, recent policy moves may
erode some of the improvements that have occurred in
EMEs in monetary, financial and fiscal policy frameworks,
central bank credibility, and fiscal sustainability (Kose and
Ohnsorge 2019, chapters 3 and 4).

bank easing in major advanced economies. All major
advanced economy central banks launched or expanded
asset purchase programs, and several EMDE central banks
have joined them (chapter 4). Real policy rates are negative
in advanced economies, as in the first wave of debt.
Policy frameworks. While necessary to soften the impact
of the pandemic-induced recession, some recent policy
moves may erode policy frameworks.
•

Central bank credibility. Monetary, financial, and
fiscal policy frameworks in EMDEs improved
significantly in the 2000s, helping these countries
weather the global recession of 2009 and bouts of
volatility over the subsequent decade (Kose and
Ohnsorge 2019). In 2020, several EMDE central
banks expanded their remit by starting asset purchase
programs to stabilize financial markets (Arslan,
Drehmann, and Hofmann 2020; IMF 2020a). While
appropriate in the midst of a deep recession, the
prolonged use of these tools could dampen investor
confidence and risk de-anchoring inflation expectations if central bank credibility is undermined by
extended funding of large fiscal deficits (chapter 4).

•

Credibility of fiscal rules. In the face of unprecedented
fiscal stimulus requirements, fiscal rules risk being
eroded. Many fiscal rules have escape clauses intended
to be invoked in time of major economic stress, and a
large number of countries have already activated these
clauses as a result of the pandemic (Budina et al.
2012; IMF 2020b). It is important, however, that the
use of this flexibility is temporary and transparent.
While exact timelines for a return to normal will vary,
clear communication will be critical: if countries fail
to reverse their path to these escape clauses as the
recovery gains traction, investors may begin to
question the long-term sustainability of government
finances.

Size and speed of increase in debt. As a result of sharp
output collapses combined with unprecedented policy
stimulus, debt-to-GDP ratios are set to rapidly reach new
highs. Global government debt is expected to reach 99
percent of GDP for the first time on record in 2020
(figure B1.1.1). Among EMDEs, total debt had already
risen by about 7 percentage points of GDP each year prior
to the crisis; in 2020, government debt alone is expected to
rise by 9 percentage points of GDP, while corporate
indebtedness is also likely to sharply increase. b
Low global interest rates. At the onset of the pandemic,
financial markets came under considerable strain, with
sharply rising sovereign bond spreads for highly indebted
EMDEs, a historic flight to safety, and record capital
outflows from EMDEs (World Bank 2020d). Financial
conditions have since eased due to unprecedented central
b In contrast to EMDEs, total advanced economy debt was little
changed during the fourth wave as private sector deleveraging was offset
by a modest increase in public sector debt. However, this is expected to
shift dramatically in 2020, with a sharp increase in both public and
private sector debt. Government debt alone is expected to rise by 20
percentage points of GDP to 124 percent of GDP in advanced
economies (IMF 2020c).

Changes in financial markets. With the onset of COVID19, several new developments have spurred financial
market activity in the midst of a collapse in output: the
reach of central banks into new financial market segments
has broadened; governments have heavily encouraged
credit extension; and regulators and supervisors have eased
restrictions.
•

Central banks. Quantitative easing by EMDE central
banks has eased borrowing conditions in financial
market segments that would otherwise only be
indirectly affected by monetary policy rate cuts. This
has ensured continued access to finance in the midst
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BOX 1.1 How has the pandemic made the fourth wave of debt more dangerous? (continued)
FIGURE B1.1.1 Debt and policy measures during the pandemic
The pandemic has made the fourth wave of debt even more dangerous by strengthening its risky features. The sheer
magnitude and speed of the debt buildup runs the risk that not all of it will be used for productive purposes. For now,
unprecedented monetary policy accommodation has calmed financial markets, reduced borrowing costs, and supported
credit extension. However, amid the economic disruption caused by the pandemic, historically low global interest rates may
conceal solvency problems that will surface in the next episode of financial stress. In addition, some recent policy moves
may erode central bank credibility and fiscal sustainability.
A. Global debt

B. Debt in EMDEs

C. Changes in debt

D. Policy rates

E. Asset purchases in EMDEs

F. Fiscal measures in response to the
COVID-19 pandemic

Sources: Bank for International Settlements; Haver Analytics; International Monetary Fund; Kose, Nagle et al. (2020); Kose, Sugawara, and Terrones (2020); OECD;
World Bank.
Note: AEs = advanced economies, EMDEs = emerging market and developing economies, EAP = East Asia and Pacific, ECA = Europe and Central Asia, LAC = Latin
America and the Caribbean, SAR = South Asia, SSA = Sub-Saharan Africa.
A.B. Aggregates are calculated using current GDP in U.S. dollars as a weight, based on data for up to 182 countries, including up to 145 EMDEs. Shaded area refers to
forecasts for 2021-22; data for 2020 are estimates.
C. Rate of changes calculated as changes in total debt-to-GDP ratios over the denoted periods, divided by the number of years in each of them. Total debt is defined as a
sum of government and private debt. Aggregates are calculated using current GDP in U.S. dollars as a weight. Total debt in 2020 is obtained under the assumption that it
changes at the same pace as government debt in respective country groups.
D. Quarterly nominal policy rates. Aggregates are calculated using real GDP in U.S. dollars as a weight. Sample includes 123 countries, consisting of 36 advanced
economies and 87 EMDEs. Last observation is 2020Q2.
E. Announced or completed purchases (where no announcement exists) relative to 2019 nominal GDP as of November 2020. Bar shows average in each region. Orange
whiskers show regional range. Red line shows average of advanced economy programs launched in 2020.
F. Data are as of June 12, 2020. Country groups are weighted by GDP in purchasing power parity-adjusted current U.S. dollars. Revenue and spending measures
exclude deferred taxes and advance payments.
Click here to download data and charts.

of the recession but this may crowd out private sector
investors if sustained over a prolonged period in
illiquid EMDE financial markets (chapter 4).
•

Governments. Government support packages have
encouraged continued credit extension to corporates.

About 40 percent of the fiscal support from
governments in EMDEs constitutes liquidity support
measures such as loans, equity injections, and
guarantees (IMF 2020c). Some governments have also
encouraged banks to make use of available capital and
liquidity buffers to support lending (Feyen et al.
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BOX 1.1 How has the pandemic made the fourth wave of debt more dangerous? (continued)
2020; IMF 2020b, 2020d). While these are necessary
to avoid widespread bankruptcies, they may support
nonviable “zombie” firms. These contingent liabilities
could eventually migrate onto government balance
sheets, either in a financial crisis or, indirectly, in a
period of sustained low growth (Mbaye, MorenoBadia, and Chae 2018).
•

Bank supervision and regulation. The global banking
industry has asked regulators to relax or delay postcrisis rules on capital, liquidity, and accounting
standards as a result of the pandemic, with some
countries agreeing to delays or postponement of new
regulations (IMF 2020c). Regulatory forbearance has
increased. Unless comprehensive reporting of asset
quality is assured, these measures risk eroding the
transparency regulators and investors need to assess
financial institutions’ balance sheets.

Use of debt. Rising debt is less of a concern if it is used to
finance growth-enhancing investments, particularly if they
boost exports (World Bank 2017). During the first three
waves of debt, borrowing was often used to finance
productive investments. However, there are also many
examples where debt was employed for less productive
uses, including favoring domestic industries, or financing
construction and property booms that did not raise
productivity. A surge in debt without an increase in
growth-enhancing investment projects is one of the factors
that led to debt crises (Kose, Nagle et al. 2020, chapter 3,
box 3.2). The COVID-19 pandemic has necessitated
large-scale borrowing to finance many critical fiscal
support measures. However, the scale and speed at which
these measures were introduced creates considerable
potential for diversion and misuse of funds.

that the current buildup is spread across both private
and public sector debt, as well as across advanced economies, EMDEs, and LICs. Several countries eligible for
International Development Association (IDA) lending are
already in debt distress or are close to it.
Protracted resolution. During the first wave of debt,
widespread sovereign debt defaults in Latin America and
LICs in the early 1980s took many years to be resolved,
with debt continuing to rise after the initial default. Debt
relief only occurred in Latin America with the Brady Plan
in 1989, while in LICs, meaningful debt relief did not
occur until the Heavily Indebted Poor Countries (HIPC)
initiative and Multilateral Debt Relief Initiative (MDRI)
in 1996 and 2005, respectively. In contrast, during the
second and third waves of debt, which mainly involved the
private sector, debt resolution occurred more rapidly, but
at a substantial cost to governments that frequently assisted
through bank recapitalization and other support schemes.
Lost decade of growth. Prolonged periods of debt
restructuring were associated with a lost decade of growth
in Latin America and, in LICs, negative per capita income
growth over several years. The COVID-19 pandemic is
likely to deepen and prolong a slowdown in output,
productivity, and investment growth that has been
underway for a decade (chapter 3).c Weak growth will
further increase debt burdens and erode borrowers’ ability
to service debt. For some countries in debt distress, the
economic outlook may only improve once debt relief via
debt write-offs occurs, rather than rescheduling (Reinhart
and Trebesch 2016). Preemptive debt restructurings have
generally been associated with better macroeconomic
outcomes rather than restructurings that occur after a
default has occurred (Asonuma et al. 2020).

Consequences of inaction

New policy challenges

The previous waves of debt ended with widespread
financial crises. When debt resolution was protracted,
growth was often slow to recover or even resulted in a lost
decade of growth.

Several countries, particularly low-income countries, are
already in, or at risk of, debt distress (IMF 2020e). In
addition, the characteristics of the debt buildup of the
fourth wave also raise new challenges and again highlight
the major difficulties in achieving lasting debt relief.

Financial crises. Since 1970, about half of all countries
that experienced a rapid buildup of debt also experienced a
financial crisis. Where debt accumulation episodes were
accompanied by crises, output and investment were
significantly lower even several years after the end of the
episode than in countries without crises (figure B1.1.2).
There is a risk that the fourth wave, like its predecessors,
also ends with a major financial crisis, with some countries
already experiencing debt distress. Of particular concern is

Debt service costs. Many countries, particularly LICs, face
large debt-servicing costs, with several already in debt
distress. Debt service standstills can provide a temporary
solution by providing breathing room to continue critical
spending while allowing time for a comprehensive
c See Dieppe (2020); Kilic Celik, Kose, and Ohnsorge (2020); and
Kose and Ohnsorge (2019).
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BOX 1.1 How has the pandemic made the fourth wave of debt more dangerous? (continued)
FIGURE B1.1.2 Cost of inaction, new challenges
Past episodes of rapid debt accumulation were often associated with financial crises. When debt resolution was protracted,
as it was in the 1980s and 1990s in Latin America and low-income countries, growth was often slow to recover or even
resulted in a lost decade of growth. At present, several countries are already in debt distress or are close to it. The rapid
increase in nonconcessional debt and lack of debt transparency also raise new challenges for achieving lasting debt relief.
A. Rapid debt accumulation episodes
associated with financial crises

B. Outcomes of rapid government debt
accumulation episodes

C. Government debt in LICs and LAC

D. Risk of external debt distress in
selected countries

E. Nonconcessional debt in EMDEs

F. Countries meeting selected DeMPA
minimum requirements

Sources: Haver Analytics; International Monetary Fund; Kose, Nagle et al. (2020); Kose, Sugawara, and Terrones (2020); World Bank.
Note: EMDEs = emerging market and developing economies; HIPC = Heavily Indebted Poor Countries; LAC = Latin America and the Caribbean; LICs = low-income
countries.
A. “Episodes associated with crises” are episodes of rapid debt accumulation which experienced financial crises (banking, currency, and debt crises, as in Laeven and
Valencia, 2020) during or within two years after the end of episodes. For definition of episodes and sample, see Kose, Nagle et al. (2020).
B. Median for episodes with data available for at least 8 years from the beginning of the episode. Year “t” refers to the beginning of rapid government debt accumulation
episodes. Episodes associated with crises are episodes of rapid debt accumulation that experienced financial crises (banking, currency, and debt crises, as in Laeven
and Valencia, 2020) during or within two years after the end of episodes. “***” denotes that medians between episodes associated with crises and those with no crises
are different with statistical difference at the 1 percent level, based on Wilcoxon rank-sum tests. Cumulative percent increase from t, based on real growth rates for output
and investment. Government debt accumulation episodes defined as in Kose, Nagle et al. (2020).
C. Three-year moving averages. Shaded area indicates forecast for 2020.
D. Defined as in IMF (2020). Based on a sample of 69 economies with available data, as of September 30, 2020.
E. Nonconcessional external debt as a share of general government debt. Averages over the denoted periods on the horizontal axis. Median of up to 120 EMDEs, with a
smaller sample size for earlier years.
F. Figure shows share of 17 LICs meeting minimum standards as defined by Debt Management Performance Assessments (DeMPA) in December 2018.
Click here to download data and charts.

assessment of debt sustainability that can lead to more
lasting changes (Buchheit and Gulati, forthcoming). By
avoiding short-term cash shortages, they can prevent a
liquidity crisis becoming a solvency crisis. The External
Debt Service Suspension Initiative (DSSI) is one example.
As of November, 44 of the world’s poorest countries have
applied for the DSSI and benefited from an estimated $5.3
billion in debt service relief from official bilateral creditors,

complementing emergency financing provided by the
World Bank and the International Monetary Fund.
However, it is critical that these policies are only
temporary measures to make space until permanent
solutions can be secured. Debt standstills defer payments
of interest and principal, but do not reduce debt levels.
During the Latin American debt crisis, repeated debt
reschedulings prolonged debt crises without resolving
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BOX 1.1 How has the pandemic made the fourth wave of debt more dangerous? (continued)
them, and resulted in additional debt buildup and longterm debt overhangs. In addition, there can be hurdles to
implementing debt standstills. For example, only 44 of the
73 countries eligible for the DSSI have requested
assistance, held back by concerns that applying for the
DSSI would affect their sovereign credit rating and restrict
their access to new borrowing.
Fragmented creditor base. In the event of a debt crisis, its
resolution will likely be more complex than earlier crises
since there are many creditors with diverse motivations
(international financial institutions, Paris Club bilateral
lenders, non-Paris Club bilateral lenders including public
owned policy institutions like the China Development
Bank, and private sector lenders). The importance of
bilateral non-Paris Club lenders has increased significantly,
and China is now the largest official creditor to developing
countries (Horn, Reinhart, and Trebesch 2020).
Lack of debt and investment transparency. The growing
diversity of creditors and complexity of debt instruments
has been associated with greater uncertainty about the level
and composition of debt, as not all creditors are bound by
a single set of reporting standards and loan terms are often
confidential. In 2019, of the 17 LICs with available data,
minimum requirements in debt recording were met by
only eight, and monitoring guarantee requirements were
met by only four. Due to shortcomings in accuracy,
timeliness, coverage, and completeness of debt records,
only four of these 17 countries met the minimum
requirements for debt reporting and evaluation (Essl et al.
2019; World Bank 2019). Of 59 countries eligible for
IDA borrowing, only one-third reported private sector
external debt statistics (World Bank and IMF 2018). This
raises the risk that public sector debt is higher in some
EMDEs than reported. In addition, a lack of clarity about
commitments encumbers debt restructuring negotiations,
scrutiny of borrowing decisions, and efforts to ensure that
borrowed funds are well spent. Debt sustainability can be
undermined by policies that impose strict nondisclosure
clauses on government borrowers, require major liens and
collateralization, and place guaranteed debt repayments
in state-owned enterprises.
Governance shortcomings. Many EMDEs, particularly
LICs, still fall short in the strength of institutions that
create distance between borrowing decisions and political
pressures, as reflected in the low share of LICs that meet
minimum requirements for debt administration, legal
frameworks, and audit practices (World Bank 2019). This
increases the risk that borrowing is excessive and not used
for productive purposes.

Global debt resolution practices. In several dimensions,
the playing field is currently tilted in favor of creditors and
discourages prompt and comprehensive debt resolution.
For example, financial centers that adjudicate disputes
related to debt restructuring—especially New York, where
two-thirds of outstanding sovereign bonds are governed—
have provisions that favor hold-out bond holders. These
include prejudgment penalties, large exemptions for
buying bonds at steep discounts before default with the
intent of suing subsequently, and modest taxes on excess
capital gains (Stiglitz and Rashid 2020). While 91 percent
of sovereign bond issuance since 2014 has included
collective action clauses that facilitate restructuring, a large
legacy stock without such clauses remains: about 50
percent of outstanding international debt does not include
collective action clauses (IMF 2020e).

Policy implications
The COVID-19 pandemic has caused a surge in debt
levels and exacerbated existing debt-related risks and
vulnerabilities, leading to debt distress in some countries.
Debt is likely to rise further as governments and financial
systems finance the recovery by facilitating the move of
capital, labor, skills, and innovation to a post-pandemic
economic environment. Policy makers will also need to act
to prevent short-term cash flow shortages from derailing
the recovery in business activity and to provide space to
assess debt sustainability, as well as to consider the best
approaches to resolving debt if it becomes unsustainable.
In the short term, efforts to broaden the scope of debt
covered by debt service standstills, notably by including
the private sector, will provide additional breathing space
for countries at risk of debt distress (World Bank 2020e, f;
Bolton et al. 2020; Okonjo-Iweala et al. 2020). d However,
such solutions will only be stop-gaps while a lasting
solution is found. In the past, excessive debt has been
resolved in one or more of six ways: three orthodox policy
choices including growth, fiscal austerity, and
privatization, and three heterodox approaches including
unexpected inflation, often in combination with financial
repression, debt relief, and taxing wealth (Reinhart,
Reinhart, and Rogoff 2015; Reinhart and Sbrancia 2015).
Each of these approaches is associated with challenging
trade-offs such that choices need to be carefully tailored to
country circumstances.
d The implementation of such an expansion would be a formidable
challenge because it would involve coordination of numerous different
stakeholders, including private creditors, official and multilateral
creditors, and debtor countries (Gelpern, Hagan, and Mazarei 2020).
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BOX 1.1 How has the pandemic made the fourth wave of debt more dangerous? (continued)
Where debt restructurings prove necessary, both creditors
and debtors should aim for ambitious restructurings. e
There is historical precedent for centrally orchestrated debt
restructurings, including the London Debt Agreement of
1953; the Brady Plan in 1989-1994; and the HIPC
initiative in 1996 (Guinnane 2015; Kaiser 2013; Kose,
Nagle et al. 2020; Reinhart and Trebesch 2016). The
Group of Twenty Common Framework that was reached
in November 2020 is a step beyond the DSSI (G20 2020).
The objective of the framework is to facilitate timely and
orderly debt treatment for DSSI-eligible countries, and
encourage broad creditor participation, including the
private sector.
International financial institutions can also use lending
conditionality to incentivize sovereign debtors and their
creditors to aim for more ambitious restructurings (IMF
2020e). The IMF’s “lending into arrears” (LIA) program,
which had its origins in the Brady Plan in 1989, is one
such lever (Truman 2020).f The LIA is conditional on a
member “pursuing appropriate policies and making a
“good faith effort” to reach a collaborative agreement with
its private creditors,” which incentivizes the debtor to

e Shallow agreements that avoid face value reductions can usher in, or
extend, a protracted series of modest restructurings that last for many
years until a more permanent resolution is found (Kose et al. 2020).
f “Lending into arrears” describes the situation where the IMF
extends financial assistance to a member country that is in arrears to
private creditors. Ordinarily, the IMF does not lend to countries in
arrears.

reach an agreement (IMF 2013). At the same time, the
program neutralizes the possibility that private sector
creditors could use the IMF’s “no arrears” rule as
negotiating leverage over debtors (Buchheit and Lastra
2007). In addition, financial centers that adjudicate
disputes related to debt restructuring could level the
playing field, which is currently tilted in favor of creditors
(Stiglitz and Rashid 2020).
Longer term, measures are needed to strengthen the
transparency of borrowing processes, borrowing amounts
and terms, and spending of borrowed funds. Improved
debt transparency is associated with lower borrowing costs
and improves debt management practices (Kubota and
Zeufack 2020). Several countries have made progress in
this regard, including increased access to data on SOE debt
and collateralized loans (World Bank 2020g). However,
further progress is needed, especially in the context of
transparency of debt contracts. Creditors can help by
refraining from confidentiality clauses, allowing borrowers
to publish detailed information, and themselves
disseminating data on their lending. Beyond debt
transparency, reforms to make debt management more
effective can be complemented by other reforms that
develop the institutional capacity and good governance to
identify and monitor risks as well as conduct strategic
planning. For the private sector, robust corporate
governance can help ensure that private debt is well-spent
in support of productivity-driven growth. Measures to
improve and strengthen insolvency frameworks will also be
critical amid rising rates of bankruptcies.

Fernandez-Villaverde and Jones 2020). Robust
retail sales powered a rebound in the third quarter
of last year, but the recovery stalled following a
resurgence of COVID-19 infections (figure
1.7.C).
Rapidly diminished momentum points to a slow
and challenging recovery ahead, as was the case
following the global financial crisis (figure 1.7.D).
Subdued demand and heightened economic
uncertainty, combined with disruptions to
schooling and employment, are weighing heavily
on labor productivity.
Following a 5.4 percent contraction in aggregate
advanced economy GDP last year—with output
declines in virtually all economies—activity is

forecast to expand 3.3 percent this year, in tandem
with improved management of the pandemic and
ongoing vaccination. Growth is then expected to
edge further up to 3.5 percent in 2022, supported
by widespread inoculation. Despite this recovery,
the level of output by the end of the forecast
horizon will remain 3.2 percent below prepandemic projections. This outlook is predicated
on continued monetary and fiscal support.
United States
The fall in U.S. activity in the first half of 2020
was nearly three times as large as the peak decline
during the global financial crisis, underscoring the
depth of the recession (figure 1.8.A). For 2020 as
a whole, U.S. output is estimated to have fallen by
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3.6 percent. Although the pandemic’s economic
impact was not as severe as envisioned in previous
projections, last year’s contraction was more than
one percentage point larger than that of 2009.
Substantial fiscal support to household incomes—
far exceeding similar measures delivered during the
global financial crisis—contributed to a robust
initial rebound in the third quarter of 2020, which
was subsequently cut short by a broad resurgence
of the pandemic (figures 1.8.B and 1.8.C).
Growth is forecast to recover to 3.5 percent in
2021—0.5 percentage point lower than previously
projected, held down in the early part of the year
by subdued demand amid renewed restrictions
and a broad-based resurgence of COVID-19.
Activity is expected to strengthen in the second
half of this year and firm further next year, as
improved COVID-19 management—aided by
ongoing vaccination—allows for an easing of
pandemic-control measures. Despite a 3.3 percent
expansion in 2022, output is projected to remain
2.1 percent below pre-pandemic trends in that
year, weighed down by labor market hysteresis and
the scarring of potential output (figure 1.8.D).
The potential for additional fiscal support and
improved pandemic management during the
forecast horizon could result in stronger-thanexpected growth outcomes.
Euro area
Following the historic pandemic-induced collapse,
an emerging rebound in economic activity in the
third quarter of last year was cut short by a sharp
resurgence of COVID-19, which prompted many
member countries to reimpose stringent lockdown
measures (figures 1.9.A and 1.9.B). Several
services sectors vital to the area’s economy—
tourism in particular—remain depressed and are
unlikely to recover until effective management of
the pandemic improves confidence in the safety of
face-to-face interactions (figure 1.9.C). Despite a
worsening pandemic, manufacturing has continued to recover, supported by strengthening
foreign demand.
Against the backdrop of a historic recession, the
policy response has been far-reaching and sustained. National fiscal support packages were
bolstered by grants from the European Union to

CHAPTER 1

19

FIGURE 1.6 Commodity markets
Most commodity prices rebounded over the second half of 2020. Oil prices
partially recovered as production fell sharply, particularly among OPEC+;
however, this rebound was more modest than the broader recovery in
commodity prices as oil demand disappointed. The rise in metal prices
was mainly driven by strong demand from China. Some regions
experienced localized food price spikes, which exceeded the rise at the
global level.

A. Commodity price indexes

B. OPEC+ crude oil production

C. Metal prices

D. Regional and world food prices

Sources: Bloomberg; International Energy Agency (database); Organization of Petroleum Exporting
Countries (OPEC); World Bank.
Note: OPEC+ = OPEC plus 10 additional oil exporters; EAP = East Asia and Pacific, ECA = Europe
and Central Asia, LAC = Latin America and the Caribbean, MNA = Middle East and North Africa,
SAR = South Asia, SSA = Sub-Saharan Africa.
A. Last observation is November 2020.
B. “Other OPEC” includes all current OPEC countries except Saudi Arabia, and Iran, Libya, and
República Bolivariana de Venezuela, which are exempt from production cuts. “Other OPEC+”
includes Azerbaijan, Bahrain, Brunei, Kazakhstan, Malaysia, Oman, South Sudan, and Sudan. Last
observation is November 2020.
C. Data for December represent averages of daily prices. Last observation is December 15, 2020.
D. Regional aggregates follow World Bank classifications and are based on averages of over 155
countries. Price change has been calculated as the year-on-year percent change for each month,
averaged over January to November 2020. “World Index” represents the corresponding change of the
World Bank’s Food Commodity Price Index.
Click here to download data and charts.

the hardest-hit member countries, which are
expected to support activity starting in 2021
(figure 1.9.D).
In all, following a sharp contraction of 7.4 percent
in 2020, growth is forecast to rebound to 3.6
percent in 2021, underpinned by improved
COVID-19 management, an initial vaccine rollout, and rising external demand, particularly from
China. Growth is projected to strengthen further
to 4 percent in 2022 as widespread vaccination
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FIGURE 1.7 Advanced economies
The collapse in economic activity in the second quarter of 2020 was largely
driven by sharp declines in the demand and supply of services. A lull in the
COVID-19 outbreak in the second half of last year allowed for a solid
rebound, powered largely by retail sales, but the more recent rise in
COVID-19 cases has slowed the recovery. The level of output is expected
to remain below its pre-crisis peak for a prolonged period, as was the case
following the global financial crisis.

A. Ratio of decline in select GDP subcomponents relative to decline in GDP

C. Retail sales relative to
pre-pandemic trend in advanced
economies

B. Demand and supply sentiments
extracted from earning calls

D. Advanced-economy GDP

contributes to firming consumption and
investment—still above potential growth, but
leaving output 3.8 percent below pre-pandemic
trends.
Japan
Early effective management of COVID-19,
coupled with unprecedented fiscal support,
powered a rebound in activity in the third quarter
of 2020. This nascent recovery quickly lost
momentum as a resurgence of COVID-19
dampened consumption, even though the
manufacturing sector continued to firm.
After contracting by an estimated 5.3 percent in
2020, activity is expected to expand by 2.5 percent
in 2021 as additional fiscal stimulus is
implemented and, with new COVID-19 cases
brough down to low levels, pandemic-control
measures are gradually phased out. Growth is
projected to tick down to 2.3 percent in 2022,
leaving output 2.4 percent below its pre-pandemic
trend.
China

Sources: Haver Analytics; Loughran and McDonald (2011); OECD (database); Oxford Economics;
Securities and Exchange Commission; Seeking Alpha; Taskin (forthcoming); World Bank.
A. “Investment” corresponds to gross fixed capital formation. Bars represent ratios of cumulative
change in sub-component relative to GDP change. For each episode, period is identified using precrisis peak and crisis trough of GDP. Value of 1 equals same degree of change. Data are simple
average of nominal local-currency cumulative change across Group of Seven (G7) member countries
which include Canada, France, Germany, Italy, Japan, the United Kingdom, and the United States.
B. The sentiment scores are calculated using earnings call transcripts of publicly listed firms in the
United States. The listed companies are headquartered in 53 countries, including advanced
economies (38) and EMDEs (15). Demand sentiment score for each call is calculated as (number of
positive tone words - number of negative tone words)/(total number of words) around demand-related
words (demand, export, exports). Each call’s supply sentiment score is calculated using the same
formula around supply-related words (supply, supplier, suppliers, import, imports). The call-level
sentiment scores are aggregated using market capitalization values of companies as weights. The
sentiment score formulas follow Hassan et al. (2019) and Taskin (forthcoming). The lists of negative
and positive tone words are borrowed from Loughran and McDonald (2011). Z-scores represent the
difference between raw values and their long-term average, divided by their long-term standard
deviation. Mean and standard deviation are calculated over the period 2010Q1-2019Q4. Last
observation is December 17, 2020.
C. Figure shows the percent difference between the level of realized real retail sales and their prepandemic trend. Pre-pandemic trend excludes pandemic developments by assuming that sales grow
at their 2019 average rate starting in February 2020. Last observation is October 2020.
D. Figure shows the index of aggregated quarterly GDP history and projection for advanced
economies. The blue line shows GDP history from 2007Q1 to 2010Q4, the red line shows GDP
history from 2019Q4 to 2020Q3, and the dashed line shows baseline GDP projection from 2020Q4 to
2022Q4. The index is set to 100=2008Q4 for the blue line and 100=2019Q4 for the other lines.
Sample includes 25 advanced economies.
Click here to download data and charts.

Growth decelerated to an estimated 2 percent in
2020—the slowest pace since 1976 but above
previous projections, helped by effective control of
the pandemic and public investment-led stimulus.
The recovery has been solid but uneven, with
consumer services trailing industrial production
(figure 1.10.A). For most of last year, import
growth lagged a rebound in exports, contributing
to a widening current account surplus (figure
1.10.B).
Accommodative fiscal and monetary policies led to
a sharp increase in the government deficit and
total debt (figures 1.10.C and 1.10.D; World
Bank 2020h). Fiscal policy support, which initially
focused on providing relief and boosting public
investment, is starting to moderate.
Growth is forecast to pick up to 7.9 percent in
2021, above previous projections due to the
release of pent-up demand, and moderate to 5.2
percent in 2022 as deleveraging efforts resume.
Even as GDP returns to its pre-pandemic level in
2021, it is still expected to be about 2 percent
below its pre-pandemic projections by 2022, with
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the crisis accentuating preexisting vulnerabilities
and imbalances (World Bank 2020i).

Emerging market and
developing economies
Activity in EMDEs fell 2.6 percent in 2020 as a
result of the COVID-19 pandemic. Although
aggregate EMDE growth is projected to pick up to 5
percent in 2021 and moderate to 4.2 percent in
2022, output will remain well below pre-pandemic
projections throughout the forecast horizon. The
pandemic is expected to inflict long-term damage on
EMDE growth prospects by depressing investment
and human capital. Progress on critical development
goals has been set back by several years, as the
pandemic has disproportionately affected vulnerable
groups and is driving poverty rates sharply higher.
Recent developments
The health and economic crisis triggered by
COVID-19 caused EMDE output to shrink an
estimated 2.6 percent in 2020—the worst rate
since at least 1960, the earliest year with available
aggregate GDP data. Excluding the recovery in
China, the contraction in EMDE output last year
is estimated to have been 5 percent, reflecting
recessions in over 80 percent of EMDEs—a higher
share than during the global financial crisis, when
activity shrank in about a third of EMDEs. The
economies that suffered the worst declines were
those with a heavy reliance on services and tourism
(Cabo Verde, Maldives, Montenegro, the
Caribbean, the Seychelles), those with large
domestic outbreaks (Argentina, India, Mexico,
Peru), and those that faced sharp declines in
industrial-commodity exports due to the fall in
external demand (Ecuador, Oman; figure 1.11.A).
Services activity contracted last year as consumers
shifted away from activities requiring face-to-face
interactions amid severe and prolonged weakness
in international travel (figure 1.11.B). In the
average EMDE, services accounted for more than
half of the value-added GDP prior to the
pandemic. The relatively higher share in countries
dependent on tourism helps to explain why they
have experienced relatively deeper contractions
(figure 1.11.C).
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FIGURE 1.8 United States
The output collapse in the first half of 2020 dwarfs declines during the
global financial crisis and other previous recessions. Large-scale
emergency support to household incomes—well above that of the global
financial crisis—helped power a rebound in a broad range of indicators
starting in mid-2020, which was subsequently halted by a resurgence of
COVID-19. Going forward, the recovery is likely to face headwinds from
labor market scarring, with long-term unemployment rising at a faster rate
than during the global financial crisis.
A. GDP decline in historical
comparison

B. Personal consumption
expenditures and disposable income

C. Selected indicators of economic
activity

D. Long-term unemployment

Sources: Federal Reserve Bank of St. Louis (database); U.S. Bureau of Economic Analysis
(database); World Bank.
Note: GFC = global financial crisis; NFP = total nonfarm private payroll employment; Durable goods =
manufacturer’s new orders of durable goods.
A. Figure shows the percentage difference for U.S. real GDP between the peak before the crisis and
the lowest point during the crisis. The “Early 1980s” is 1981Q4 to 1982Q1, “1973 Oil crisis” is 1974Q1
to 1975Q1, “1957 recession” is 1957Q4 to 1958Q1, “GFC” is 2008Q1 to 2009Q2, and “COVID-19” is
2020Q1 to 2020Q2.
B. Figure shows the percentage difference between peak values and lowest point during recessions.
Date for pre-recession peak of GFC is June 2008 and trough is March 2009, date for pre-recession
peak of COVID-19 recession is February 2020 and trough is April 2020.
C. Figure shows values for the United States as percentage changes since January 2020. Last
observation is November 2020 for industrial production and NFP and October 2020 for durable goods
and exports.
D. Figure shows the number of people unemployed for 27 weeks and over during the global financial
crisis period and COVID-19 in the United States. “t” represents November, 2008 for the global
financial crisis period, and March, 2020 for the COVID-19 period.
Click here to download data and charts.

Substantial macroeconomic support helped soften
the decline in activity. The fall in investment was
partly curbed by policy rate cuts and macroprudential support measures, which provided
liquidity and promoted lending, as well as by
sizable fiscal packages, which increased capital on
health and information technology. The fall in
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FIGURE 1.9 Euro area
The output collapse in the first half of 2020 far exceeded that of previous
crises. The recovery that followed lost some momentum as COVID-19
cases surged in the second half of 2020. Tourism—a vital economic sector
for several member economies—experienced a particularly acute decline
and remains deeply depressed. The European Union’s recovery fund is
expected to provide significant support to hard-hit members facing fiscal
constraints.
A. Euro area GDP decline in historical
comparison

C. Decline in tourism in euro area
member countries with large tourism
sectors

B. Selected indicators of economic
activity in the euro area

D. European Union recovery fund
allocation for select members

In commodity exporters, the dual shock of
pandemic-related economic disruptions and
plunging commodity prices generated substantial
headwinds to activity in 2020. The rebound in
industrial production across commodity exporters
has been tepid, with production remaining below
pre-pandemic levels (figure 1.11.F). The weakness
reflects a decline in extractive investment and, for
oil exporters, OPEC+ oil production cuts and
still-subdued oil prices (World Bank 2020c).
In several low-income countries, rising caseloads
forced governments to keep some containment
measures in effect during the second half of
2020 (Ethiopia, Mozambique, Rwanda, Uganda;
box 1.2). In all, output in LICs is estimated to
have shrunk 0.9 percent in 2020—the group’s
first contraction in a generation. Among fragile
and conflict-affected LICs—already struggling
with limited fiscal space and state capacity—the
collapse in activity was far steeper, with output
falling by an estimated 3.9 percent (Afghanistan,
Central African Republic). Output among other
LICs also weakened appreciably, as tourism
revenues tumbled, consumption fell, and investment came to a halt (Madagascar, Rwanda).
Outlook

Sources: European Central Bank (database); European Commission; European Statistical Recovery
Dashboard (database); Federal Reserve Bank of St. Louis (database); World Bank; World Travel &
Tourism Council (database).
Note: GFC = global financial crisis; IP = industrial production.
A. Figure shows the percentage difference for euro area quarterly real GDP between the pre-crisis
peak and the lowest point during the crisis. The GFC is from 2008Q2 to 2009Q2, Euro debt crisis is
from 2011Q3 to 2013Q1, and the COVID-19 recession is 2020Q1 to 2020Q2.
B. Figure shows percentage changes since January 2020. Last observation is October 2020.
C. Figure shows peak declines for the year-on-year percentage change of nights spent at tourist
accommodation establishments by non-residents. The regional aggregate is calculated as the
average of the euro area members where tourism’s contribution to GDP is above the euro area
median value in 2019. “Madrid train bombings” refers to the terrorist attack that occurred in Madrid,
Spain, on March 11, 2004.
D. Figure shows, as a percent of 2019 GDP, the total preliminary estimated Next Generation EU
grants plus loans using European Commission’s allocation key.
Click here to download data and charts.

private consumption was less severe in EMDEs
that used available fiscal policy space to expand
social safety nets and support employment. The
resilience of remittances in some countries also
helped to cushion the blow to households (figure
1.11.D; Quayyum and Kpodar 2020; World Bank
2020j). Despite these mitigating factors, mounting
job losses resulted in labor incomes falling between
10 to 15 percent across EMDE regions (figure
1.11.E; ILO 2020).

Growth outlook
COVID-19 has dealt a substantial blow to the
outlook in all EMDE regions (box 1.3; chapter 2).
The pandemic is estimated to have erased at least
10 years of per capita income gains in more than a
quarter of EMDEs in 2020 (figure 1.12.A).
EMDE output is projected to expand 5 percent in
2021, predicated on firming external demand and
improved pandemic management, aided by
vaccine rollouts in major EMDEs (figure 1.12.B).
Excluding China, however, growth for EMDEs
this year will be more subdued, at only 3.4
percent, reflecting lingering disruptions from
outbreaks in many EMDEs. Despite the projected
aggregate recovery in 2021, forecasts in roughly
two-thirds of EMDEs were downgraded—
especially in Europe and Central Asia (ECA),
where a number of economies are experiencing a
sharp resurgence of the virus.
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EMDE growth is envisioned to moderate in 2022,
to 4.2 percent, near its potential pace. Despite the
recovery, aggregate EMDE activity next year is
expected to remain 6 percent below pre-pandemic
forecasts. The shortfall is broad based, with more
than 90 percent of EMDEs projected to register
lower output levels in 2022 than previously
anticipated.
Headwinds to activity remain particularly
pronounced for economies with large services
sectors, including those that rely on tourism, as
social-distancing measures and sustained weakness
in international travel weigh on hospitality and
transportation (OECD 2020a). Economies with
large services sector are envisioned to recover more
slowly than other EMDEs, expanding an average
of 3.2 percent over 2021-22. Similarly, growth in
industrial-commodity exporters is expected to be
anemic, averaging 2.8 percent over 2021-22, as
many have tightened fiscal stances due to the
collapse in revenues.
The pandemic is expected to exacerbate the
slowdown in productivity and potential output
through its scarring effects on investment, labor
supply, and human capital (Dieppe 2020; World
Bank 2020k). Investment, which had decelerated
in the past decade, is expected to weaken further
as elevated uncertainty and impaired corporate
profitability dent confidence (figure 1.12.C). After
contracting in nearly all EMDEs in 2020,
investment is forecast to shrink again this year in
more than a quarter of economies—primarily in
Sub-Saharan Africa (SSA), where investment gaps
were already large prior to the pandemic. The
drop in FDI inflows to EMDEs will further
hinder capital accumulation (UNCTAD 2020).
COVID-19 is also likely to set back human capital
development (World Bank 2020l). Longer
unemployment spells may discourage workers
from remaining in the labor force, which could
appreciably erode skills given steep job losses. In
previous economic crises, vulnerable groups faced
higher rates of school dropout and reduced skills
development, which increased income disparities
(Shmis et al. 2020). School closures are expected
to reduce the learning-adjusted years of education
across EMDE regions by roughly a third to a full
year (figure 1.12.D; Azevedo et al. 2020). This,
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FIGURE 1.10 China
The recovery in China has been solid but uneven, with consumer services
trailing industrial production. Import growth has lagged the ongoing
rebound in exports, contributing to a widening current account surplus.
Sizable policy support has pushed total debt to new highs.
A. Activity indicators

B. Balance of payments

C. Fiscal support measures,
augmented fiscal deficit, and
government debt

D. Total non-financial-sector credit
and GDP growth

Sources: Bank for International Settlements; Haver Analytics; Institute of International Finance;
International Monetary Fund; National Bureau of Statistics of China; World Bank.
A. Figure shows quarter-on-quarter annualized change of real GDP in 2015 prices, and year-on-year
change of total real industrial value added (2005=100) and non-seasonally adjusted nominal retail
sales. Last observation is 2020Q3 for GDP, and November 2020 for industrial production and retail
sales.
B. Net capital flows and change in reserves are estimates. Net capital inflows include net capital and
financial account balance, errors and omissions. 2020 is based on January-September official
balance of payments statistics. Last observation is 2020Q3.
C. Centr. gov. bonds = Central government special bonds. Figure shows estimated fiscal support by
categories, including investment, tax and non-tax measures, and other spending, which includes
transfers to households. Augmented fiscal deficit includes net borrowing for the consolidated balance
of four separate budgetary accounts: i) public finance budget balance, ii) government finance budget
(including investment financed by local government bonds and land sales), iii) social security fund
balance, and iv) SOE management fund balance. Government debt includes contingent debt
associated with liabilities of local government finance vehicles. “Other” includes transfers to
households. General government gross debt in 2019 and 2020 are estimates.
D. Total credit to non-financial sector includes household, non-financial corporate, and public sector
debt. Total debt and GDP growth for 2020 are forecasts. Last observation is 2020Q1 for debt and
2020Q2 for GDP growth. Data for 2020 are estimates.
Click here to download data and charts.

combined with deskilling due to prolonged
unemployment, will likely lower future earnings
and dent human capital (Fasih, Patrinos, and
Shafiq 2020; Fuchs-Schündeln et al. 2020).
Overall, COVID-19 could reduce EMDE
potential growth by a further 0.6 percentage
point, to 3.4 percent, over the next decade absent
reforms to boost underlying drivers of long-term
growth (boxes 3.1 and 3.2).
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FIGURE 1.11 Recent developments in emerging market
and developing economies
Emerging market and developing economies have been hard hit by
COVID-19, especially those with the highest number of cases and those
reliant on services, tourism, or industrial commodity exports. Retail sales
have stabilized at low levels amid large job and income losses, although
the latter has been partially offset by resilient remittance inflows in some
economies. The pickup in industrial activity has been tepid in commodity
exporters due to weak extractive investment.
A. Average contraction in output in
2020, by EMDE group

B. EMDE commercial-services exports
and tourist arrivals, excluding China

C. Share of services in 2019, by EMDE
group

D. Retail sales volumes and
remittance inflows in 2020

Among LICs, growth is forecast to resume at a
moderate pace, reaching 3.3 percent in 2021—less
than two-thirds of the average pre-pandemic
pace—and subsequently firming to 5.2 percent in
2022 (box 1.2). This pickup in LIC activity
assumes that external demand from key trading
partners, particularly China, recovers as expected
and that containment measures are gradually
relaxed as effective vaccines are rolled out
domestically by early 2022. Long-standing
logistical challenges in LICs are expected to delay
the vaccine distribution and weigh on the
recovery. Moreover, ballooning government debt
burdens across LICs—which rose by an estimated
7 percentage points to 69 percent of GDP in
2020—are envisaged to severely constrain fiscal
policy (The Gambia, Mozambique, Zimbabwe;
Essl et al. 2019; World Bank 2020k). Globally
coordinated debt relief, predicated on debt
transparency, could assist several LICs in
providing the fiscal support and social protection
needed to bolster the recovery (box 1.1).
Poverty and per capita income growth

E. Job losses in EMDEs as a share of
employment

F. EMDE industrial production in 2020

Sources: Haver Analytics; International Labour Organization; Johns Hopkins University; Quayyum
and Kpodar (2020); World Bank; World Tourism Organization; World Trade Organization.
Note: EMDEs = emerging market and developing economies; LICs = low-income countries. “Industrial
commodity exporters” indicates EMDEs that export either energy or metals. “Largest service sector”
includes EMDEs in the top quartile of services as a share of the economy. “Tourism reliant” includes
EMDEs in the top quartile of inbound tourism expenditure as a share of GDP. “Highest COVID-19
cases” includes countries in the top quartile of COVID-19 cases per capita.
A. Data for 2020 are estimates. Aggregates calculated using 2020 U.S. dollar GDP at 2010 prices and
market exchange rates. Yellow lines indicate the interquartile range. Sample includes 113 EMDEs.
B. Figure shows the year-on-year growth of commercial-services exports measured in millions of U.S.
dollars. Sample includes 18 EMDEs for services exports and 27 EMDEs for tourist arrivals. Last
observation is September 2020.
C. Figure shows services measured as value added as a share of GDP. Orange horizontal line
indicates the simple average in EMDEs, which is about 52 percent. Sample includes 115 EMDEs.
D. Data are seasonally adjusted, based on data and methodology from Haver Analytics and Quayyum
and Kpodar (2020). Last observation is September 2020 for retail sales and remittances. Sample
includes 22 EMDEs.
E. Figure shows the equivalent number of full-time jobs (48 hours/week as measured by the
International Labor Organization) lost in 2020 as a percentage of the total employment for EMDEs in
2019. Data for 2020Q4 are International Labour Organization forecasts. “Informal employment” is
defined as in the January 2019 Global Economic Prospects report.
F. Last observation is October 2020.
Click here to download data and charts.

The poorest and most vulnerable countries and
populations have been hard hit by the pandemic,
putting several of the Sustainable Development
Goals (SDGs) even further out of reach. The
pandemic has reversed the downward trend in
global poverty for the first time in a generation
and is projected to push more than 100 million
people into extreme poverty, even though there is
heightened uncertainty about the ultimate
outcome (figure 1.13.A; Lackner et al. 2021;
World Bank 2020m). More than one-half of this
increase is expected to occur in South Asia—where
substantial gains in poverty reduction had
previously been made—and about one-third in
Sub-Saharan Africa—where four in ten people
already live in extreme poverty.
Inequality is also likely to worsen, partly reflecting
the fact that the pandemic is expected to have a
disproportionately negative effect on the incomes
of vulnerable groups (Furceri et al. 2020; ILO
2020). These include women, migrant workers,
those employed in lower-skilled occupations or
informal sectors, and those with limited assets and
thus constrained access to credit (Azcona et al.
2020; Islam et al. 2020). Rising inequality
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magnifies the impact of the global recession on
poverty, with even modest increases in inequality
indicators associated with tens of millions more
people falling below the international poverty line
(Lakner et al. 2020). The longer-term impacts of
disruptions to schooling, which have been more
prolonged in EMDEs and LICs, are also likely to
particularly affect those populations with limited
access to infrastructure and technology, such as
the internet or personal computers, and leave
more lasting scars (figures 1.13.B and 1.13.C;
chapter 3; Azevedo et al. 2020; Copley et al.
2020).
Although EMDE per capita incomes are expected
to begin to recover in 2021-22 as activity
gradually picks up, they are expected to remain
well below pre-pandemic projections (figure
1.13.D). In over one-half of EMDEs, five or more
years of per capita incomes gains have been lost,
while in more than one-quarter of economies—
many of which are clustered in Latin America and
the Caribbean (LAC), the Middle East and North
Africa (MENA), and SSA—all progress made over
the 2010s has been erased. In all, per capita GDP
levels are projected to be lower in 2022 than in
2019 for about two-thirds of EMDEs.
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FIGURE 1.12 Prospects for growth in emerging market
and developing economies
COVID-19 has reversed at least a decade of per capita income gains in
about a quarter of emerging market and developing economies (EMDEs).
Although activity in EMDEs is projected to firm over the forecast horizon,
output levels will remain well below their pre-pandemic projections. In lowincome countries, where activity contracted for the first time in a generation
last year, growth is expected to resume at a moderate pace. The
pandemic is expected to dent longer-term prospects partly through its
impact on investment and schooling.

A. Reversals of EMDE per capita
income gains in 2020, by number of
years

B. GDP in EMDEs

C. Investment gaps with pre-pandemic
levels

D. Impact of COVID-19 on
learning-adjusted years of schooling

Global outlook and risks
Although global activity is projected to recover as the
pandemic is gradually brought under control, it is not
expected to return to its pre-crisis trend. The baseline
forecast is subject to several risks. The spread of the
pandemic could accelerate, particularly if the
vaccination process is delayed, and economic
weakness and impaired banking systems may lead to
financial crises. In the medium term, the crisis may
lower global potential output as a result of lasting
damage to health, education, and balance sheets.
Declining global cooperation may lead to greater
uncertainty and less effective policy actions.

Sources: Azevedo et al. (2020); World Bank.
Note: EMDEs = emerging market and developing economies; LICs = low-income countries; EAP =
East Asia and Pacific, ECA = Europe and Central Asia, LAC = Latin America and the Caribbean,
MNA = Middle East and North Africa, SAR = South Asia, SSA = Sub-Saharan Africa. Data for 2020
are estimates.
A. Aggregates calculated using U.S. dollar GDP per capita at 2010 prices and market exchange
rates. Figure shows the percentage of EMDEs by number of years of lost per capita income gains,
measured as the difference between 2020 and the latest year of per capita income that is below 2020
value over the 2000-19 period.
B. Data for 2020 are estimates. Shaded areas indicate forecasts. Aggregates calculated using U.S.
dollar GDP at 2010 prices and market exchange rates. Dashes correspond to the percent difference
between the latest projected levels of GDP and those in the January 2020 Global Economic
Prospects report.
C. Aggregates calculated using U.S. dollar GDP at 2010 prices and market exchange rates. Bars
correspond to the percent difference between the latest projected levels of investment and those in
the January 2020 Global Economic Prospects report.
D. Figure shows the simulated impact of COVID-19 school closures on schooling from the prepandemic baseline, as in Azevedo et al. (2020). The intermediate and pessimistic scenarios assume
schools are closed for 5 and 7 months, respectively.
Click here to download data and charts.

Global outlook
Global activity is estimated to have contracted 4.3
percent in 2020 as a result of COVID-19, making
it the fourth most severe global recession of the
past 150 years, exceeded only by the first World
War, the Great Depression, and the Second

World War. Given the unprecedented nature of
the pandemic, prospects for the global economy
are uncertain, and several growth outcomes are
possible. In the baseline forecast, global growth is
expected at 4 percent in 2021, and is projected to
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FIGURE 1.13 Poverty and per capita income in emerging
market and developing economies
Global extreme poverty is set to rise markedly as a result of the pandemic,
with sharp increases in South Asia and Sub-Saharan Africa. Relative to
advanced economies, disruptions to schooling have, on average, been
more prolonged in emerging market and developing economies (EMDEs),
including in low-income countries. Such disruptions are likely to
disproportionately affect more vulnerable groups owing to lack of access
to distance learning. Although EMDE per capita incomes are projected to
firm in 2021-22, their levels will remain well-below pre-pandemic trends.
A. Increase in global extreme poverty
headcounts by 2021

C. Access to technology of EMDE
schoolchildren

B. Duration of school closures

D. EMDE per capita GDP relative to
pre-pandemic projections

Sources: Lakner et al. (2021); UNESCO (database); UNICEF; World Bank; World Bank (2020m).
Note: EMDEs = emerging market and developing economies; LICs = low-income countries;
MICs = middle-income countries; SAR = South Asia; SSA = Sub-Saharan Africa.
A. Figure shows the additional number of people pushed into poverty by 2021 as a result of the
COVID-19 pandemic. Lower ends of the bars and whiskers reflect the baseline scenario; upper ends
reflect the downside scenario. The increase in extreme poverty headcounts by 2021 due to the
pandemic is calculated by comparing poverty using pre- and post-pandemic growth forecasts
available as of October 2020; the former are used as a counterfactual series for poverty in a world
without COVID-19 (Lakner et al. 2020).
B. Data correspond to the number of days country school systems in each grouping were categorized
as “closed due to COVID-19”. Countries where school systems are classified as “partially open” are
excluded. “EMDEs” excludes LICs. Last observation is December 16, 2020.
C. Bars denote averages. “Poorest” reflects the poorest income quintile, and “Richest” the richest
income quintile. Sample includes 15 MICs and 5 LICs that participated in the latest UNICEF Multiple
Indicator Cluster Survey (MICS6 in 2017-19).
D. Data are in constant 2010 U.S. dollars. Shaded area indicates forecasts. Trend is assumed to
grow at the regression-estimated trend rate of 2010-19. Baseline output is latest baseline forecast
over 2020-22 and, for 2023 onwards, computed using long-term consensus forecasts published in
October 2020.
Click here to download data and charts.

moderate further in 2022, to 3.8 percent. Even by
2022, global GDP is forecast to be 4.4 percent
below pre-pandemic projections, with the gap in
EMDEs nearly twice as large as in advanced
economies, highlighting the massive economic
costs inflicted by COVID-19 (figure 1.14.A).
Risks to this outlook are tilted to the downside,

with the probability of markedly worse-thanexpected outcomes being nearly five times higher
than the historical average (figure 1.14.B).
The collapse in global activity in 2020 is estimated
to have been slightly less severe than previously
expected, mainly due to shallower contractions in
major advanced economies and a more solid
recovery in China. Economic disruptions in many
other EMDEs were worse than expected, however,
resulting in a predominance of downgrades,
including for large economies such as Argentina,
India, Mexico, and Thailand (figure 1.14.C).
Forecasts for activity in 2021 have also been
revised down in the majority of both advanced
economies and EMDEs, resulting in a downgrade
to global growth.
The forecast for global growth depends on the
weighting methodology being used. Advanced
economies account for 60 percent of global
activity according to the market exchange rate
weights used in the baseline projections. In
contrast, these economies only account for 40
percent of global activity when using purchasing
power parity (PPP) weights—a methodology that
places greater weight on faster-growing EMDEs.
Since advanced economies generally suffered
deeper recessions and are forecast to have slower
recoveries than EMDEs—especially China, which
is rebounding particularly strongly—the profile
for global activity is weaker when using market
exchange rate weights compared to PPP weights.
As a result, global GDP is estimated to have
contracted 3.7 percent in 2020 and is forecast to
expand 4.3 percent in 2021 using PPP weights—
slightly higher than the projections using market
exchange rates (table 1.1).
The baseline outlook assumes that pandemiccontrol measures are able to reduce the daily
number of infections in the first half of 2021.
Moreover, the deployment of effective vaccines,
which has begun in some countries, is envisioned
to gather pace in early 2021 in advanced
economies and major EMDEs, with widespread
vaccination achieved by late 2021. The process for
other EMDEs and for LICs is expected to take
place with a lag of two to four quarters,
respectively,
partly
reflecting
distribution
impediments. Vaccine deployment is assumed to
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bolster a recovery in consumer and business
confidence and buttress financial market
sentiment. As a result, consumption is expected to
continue to strengthen and investment to recover.
Macroeconomic policy is assumed to remain
accommodative during the forecast horizon, with
continued support from monetary policy and
deficits remaining wide despite some fiscal
tightening.
Risks to the outlook
The recovery expected in the baseline forecast
could be derailed by the materialization of a
number of risks. The spread of the virus could
accelerate if pandemic-control measures fail or if
there are delays in the deployment of vaccines.
This would interrupt the already-slow recovery
and deepen the damage to the global economy. It
would also exacerbate existing strains—prolonged
economic weakness could trigger a wave of
bankruptcies; banking balance sheets could be
further impaired; governments might be unable to
continue providing support; and, in some
circumstances, temporary bouts of unemployment
and business shutdowns could become permanent.
Given the crucial importance of the progression of
the pandemic in shaping the global outlook, a set
of scenarios described in box 1.4 explores the
economic impact of alternative assumptions about
the spread of the virus and progress in
administering vaccinations (figure 1.14.D). In the
upside
scenario,
effective
COVID-19
management, aided by the rapid deployment of
highly effective vaccines, could allow for markedly
faster easing of the pandemic, triggering a sharp
rise in consumer confidence and unleashing pentup demand. Industrial commodity exporters and
countries with greater exposure to trade and
tourism would be expected to benefit most from a
faster resolution of the pandemic.
In the downside scenario, new cases of COVID19 would remain persistently higher than in the
baseline in many parts of the world and the
vaccine rollout process would be slowed by
logistical impediments and reluctance toward
immunization. In these circumstances, global
growth would be much more subdued, only
recovering to 1.6 percent in 2021 and 2.5 percent
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FIGURE 1.14 Outlook and risks
Although global activity is projected to recover as the pandemic is
gradually brought under control, it is not expected to return to its pre-crisis
trend over the forecast horizon. The baseline outlook is subject to
considerable uncertainty, and the balance of risks is to the downside. In
contrast to those in advanced economies, growth estimates for 2020 have
been revised down in the majority of emerging market and developing
economies. Growth forecasts hinge on assumptions about the spread of
the virus and progress in vaccination, which drive different scenarios of
growth.
A. Gaps with pre-pandemic
projections

B. Probability of global growth being
1 percentage point below current
baseline

C. Share of countries with forecast
revisions

D. Possible scenarios of global
growth

Sources: Bloomberg; Consensus Economics; World Bank.
Note: EMDEs = emerging market and developing economies.
A. Figure shows the gaps between the current projections and the forecasts reported in the January
2020 edition of the Global Economic Prospects report.
B. Probabilities for the forecast distribution of global growth are generated using time-varying
estimates of the standard deviation and skewness extracted from the forecast distribution of three
underlying risk factors (oil price futures, S&P 500 equity price futures, and term spread forecasts).
The weight of each of the risks factors is derived from the model described in Ohnsorge, Stocker, and
Some (2016). Values for 2021 are computed from the forecast distribution of 12-month-ahead oil
price futures, S&P 500 equity price futures, and term spread forecasts. Values for 2022 are based on
24-month-ahead forecast distributions. Last observation for S&P 500 and oil price futures is
December 16, 2020, while term spread forecasts are from November 2020.
C. Figure shows the share of EMDEs and advanced economies with forecast upgrades, downgrades,
and no forecast changes since the June 2020 Global Economic Prospects report.
D. Black vertical lines indicate ranges based on the lower and upper bounds of growth in the
scenarios described in box 1.4. Aggregate growth calculated using U.S. dollar GDP weights at 2010
prices and market exchange rates. Shaded areas indicate forecasts.
Click here to download data and charts.

in 2022. Advanced economies would expand a
meager 0.6 percent in 2021, while EMDEs would
grow by 3.1 percent—and only 1.6 percent
excluding China.
In an even more severe downside scenario,
renewed financial stress would contribute to
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BOX 1.2 Recent developments and outlook for low-income countries
The COVID-19 pandemic has dealt a devastating blow to low-income countries (LICs). Economic activity fell by 0.9 percent
last year—the steepest decline in three decades—with an even deeper contraction among the fragile and conflict-affected LICs. As
a result, gains in living standards have been eroded, tipping tens of millions of people into extreme poverty cumulatively in 202021. The legacy of the pandemic is expected to be long-lasting. Growth among LICs is projected to average 4.3 percent in 202122, well below pre-pandemic rates, with recoveries dampened in part by higher debt burdens and financial fragilities. Risks to the
outlook for LICs are tilted firmly to the downside, and include a slower vaccine rollout, reduced development spending amid
severely constrained fiscal space, increased inequality, and growing insecurity.

Recent developments
The COVID-19 pandemic has dealt a heavy blow to lowincome countries (LICs). In 2020, disruptions to activity
due to social distancing and lockdowns implemented to
mitigate the pandemic’s spread were worsened by sharply
lower external demand, falling industrial commodity
prices—particularly oil—and a collapse in tourism activity.
Although the virus so far appears to have spread more
slowly through LICs than previously expected—likely due
in part to more limited testing capacity understating the
true size of the pandemic and a younger population than
in most other economies—the number of new cases
remained elevated during the second half of last year
(Ethiopia, Mozambique, Uganda; figure B1.2.1.A and
B1.2.1.B). Output among LICs is estimated to have fallen
by 0.9 percent in 2020—the steepest contraction in three
decades (figure B1.2.1.C). As a result, a decade or more of
per capita income gains has been reversed in about 15
percent of LICs (figure B1.2.1.D).
Fragile and conflict-affected LICs have been particularly
hard hit by the pandemic, with activity contracting by an
estimated 3.9 percent. The resultant fall in per capita GDP
is expected to set average living standards back by a decade
or more in 25 percent of fragile and conflict-affected LICs.
Four of the five most severe COVID-19 outbreaks among
LICs, in cases per million, have been in fragile and
conflict-affected LICs (Afghanistan, Central African
Republic, Guinea-Bissau, The Gambia). The adverse
effects of the pandemic have been exacerbated by the
underlying vulnerabilities of these economies. Weak state
capacity and limited fiscal space have constrained the scope
for authorities to respond decisively to the pandemic. In
Sudan, output fell an estimated 8.4 percent in 2020 as the
pandemic’s impact on activity was compounded by civil
unrest, sharp declines in real income from a tripling of

Note: This section was prepared by Cedric Okou and Rudi
Steinbach. Research assistance was provided by Maria Hazel
Macadangdang.

inflation, and falling agricultural production amid a locust
infestation and severe flooding (FAO 2020a). In
Afghanistan, the disruptions to domestic trade and
commerce contributed to a 5.5 percent drop in output
(World Bank 2020j).
Activity also weakened markedly among other LICs, with
growth slowing to an estimated 2.2 percent last year.
Growth in Ethiopia—the largest LIC economy—
decelerated sharply to 6.1 percent in the 2020 fiscal year,
which ended in early July. With the pandemic in Ethiopia
gathering significant pace in the second half of last year,
activity at the start of the 2021 fiscal year has been tepid.
In other countries, the pandemic and lockdown measures
substantially reduced tourism revenues, weighed on
consumption and investment, and disrupted exports
(Guinea, Rwanda).
Current account deficits widened in three-quarters of LICs
last year, as reduced external demand and lower industrial
commodity prices, particularly oil, weighed on export
revenues in several countries (Chad, Democratic Republic
of Congo, South Sudan; figure B1.2.1.E). Remittance
inflows have fallen amid widespread job losses in host
countries, weighing further on current account balances in
several economies (Rwanda, Tajikistan). Despite global
financial conditions easing appreciably in 2020, financing
of current account deficits has remained challenging for
many LICs that have limited access to international
financial markets and are reliant on official development
assistance.
The pandemic led to a sharp increase in government
indebtedness last year, as revenues collapsed along with
economic activity while government spending rose to
address the health crisis and mitigate the pandemic’s
adverse economic impacts (figure B1.2.1.F). Contractions
in activity also contributed to higher debt-to-GDP ratios.
In the average LIC, government debt jumped 7 percentage
points to 69 percent of GDP. In fragile and conflictaffected LICs, where fiscal positions were already weaker,
government debt rose to 73 percent.
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BOX 1.2 Recent developments and outlook for low-income countries (continued)
FIGURE B1.2.1 Recent developments
The number of new COVID cases remained elevated during the second half of 2020; nonetheless, limited testing capacity in
many LICs likely understates the true magnitude of domestic outbreaks. Pandemic-related disruptions in 2020 led to the first
contraction in LIC output in a generation, with the outlook subject to substantial downside risks. As a result, a decade or more
of per capita GDP gains has been erased in about 15 percent of LICs and 25 percent of fragile and conflict-affected LICs.
Steep falls in revenues and costly fiscal support measures have contributed to sharply higher government debt.

A. COVID-19 infections in LICs

D. Years of per capita GDP gains
reversed in 2020

B. COVID-19 testing and cases

E. Current account balances

C. GDP growth

F. Government debt

Sources: Hasell et al (2020); International Monetary Fund; John Hopkins University; World Bank.
Note: Shaded area indicates forecasts. EMDEs = emerging market and developing economies; LICs = low-income countries; Fragile LICs = fragile and conflict-affected
LICs.
A. Sample includes 28 countries. Last observation is December 17, 2020.
B. Last observation is December 17, 2020.
C. Aggregate growth rates calculated using GDP weights at 2010 prices and market exchange rates. Diamonds correspond to the downside scenario.
D. Aggregates calculated using U.S. dollar GDP per capita at 2010 prices and market exchange rates. Figure shows the share of countries by number of years of lost per
capita income gains, measured as the difference between 2020 and the latest year of per capita income that is below 2020 value over the 2000-19 period. Sample
includes 25 LIC economies, 16 fragile and conflict-affected LICs, and 146 EMDEs.
E. F. Unweighted averages.
Click here to download data and charts.

Outlook
Growth in LICs is projected to return to 3.3 percent in
2021—well below earlier forecasts and the pre-pandemic
average pace—before firming to 5.2 percent in 2022. The
pickup in activity partly reflects an expected recovery in
external demand. Despite the resumption of growth, the
level of activity by 2022 is forecast to remain 5.2 percent
below its pre-pandemic trend. As a result, per capita

incomes are projected to be lower in 2022 than the levels
recorded in 2019 in 56 percent of LICs (figure B1.2.2.A).
The growth forecast in LICs is based on the assumption
that one or more approved vaccines will be widely
distributed starting in the second half of 2021 in advanced
economies and major EMDEs. In LICs, however, it is
expected to only be available four quarters after the roll out
starts in advanced economies. This group faces more
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BOX 1.2 Recent developments and outlook for low-income countries (continued)
FIGURE B1.2.2 Outlook and risks
Despite the projected pickup in LIC growth in 2021-22, activity is projected to remain well below its pre-pandemic trend,
especially among fragile and conflict-affected LICs. After falling sharply last year, per capita incomes are projected to edge
up in 2021-22—but the rebound is envisioned to be smaller in fragile and conflict-affected LICs. The steep deterioration in
living standards is set to push many millions of people into extreme poverty. Rising debt servicing costs, along with severely
constrained fiscal space, may raise debt sustainability concerns. Growing insecurity and frequent natural disasters pose
additional risks.

A. Level of LIC activity relative to
pre-pandemic trend

D. Debt service costs in LICs, by risk of
debt stress

C. Poverty headcounts in LICs

B. Growth per capita

E. Violence against civilians

F. Frequency of natural disasters

Sources: Armed Conflict Location & Event Data Project (ACLED), https://www.acleddata.com; EM-DAT (database); International Monetary Fund; Lakner et al. (2021);
World Bank; World Bank (2020m).
Note: Shaded area indicates forecasts. AEs = advanced economies; LICs = low-income countries; Fragile LICs = fragile and conflict-affected LICs.
A. Pre-pandemic trend corresponds to January 2020 forecasts in the Global Economic Prospects report.
B. Aggregate growth rates calculated using GDP weights at 2010 prices and market exchange rates. Aggregate per capita growth rates calculated using the total GDP
for each subgroup divided by its total population.
C. Lower (upper) edge of the shaded area reflects the baseline (downside) projection for the impact of the pandemic on poverty headcounts and rates in LICs.
D. Aggregates represent the estimated amount of interest and principal due on total sovereign debt in 2020 and 2021 as a share of 2019 nominal GDP.
E. Number of acts of violence against civilians. Last observation is December 12, 2020.
F. Average number of natural disaster episodes per country per year, by income group (Dieppe 2020).
Click here to download data and charts.

binding logistical hurdles than other EMDEs in the
effective nationwide distribution of vaccines. These
include lacking infrastructure such as transport networks
and reliable cold chains to distribute temperature-sensitive
vaccines, weak health systems, and limited state capacities
(Guignard et al. 2019; Kartoglu and Milstien 2014; World
Bank 2020g). Moreover, severe fiscal space constraints
mean that many LICs will likely also have limited scope to

procure sufficient quantities of vaccines, absent coordinated
international support.
The recovery among fragile and conflict-affected LICs is
projected to be sluggish, with growth resuming at 2.4
percent in 2021, before firming to 4 percent in 2022.
Despite the pickup in growth, activity in these economies
in 2022 would remain 5.6 percent below its pre-pandemic
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BOX 1.2 Recent developments and outlook for low-income countries (continued)
TABLE 1.2.1 Low-income country forecasts a

Percentage point
differences from June
2020 projections

(Real GDP growth at market prices in percent, unless indicated otherwise)
2018

2019

2020e

2021f

2022f

2020e

2021f

Low Income Country, GDP b

4.4

4.0

-0.9

3.3

5.2

-0.8

-0.6

Afghanistan

1.2

3.9

-5.5

2.5

3.3

0.0

1.5

Burkina Faso

6.8

5.7

-2.0

2.4

4.7

-4.0

-3.4

Burundi

1.6

1.8

0.3

2.0

2.5

-0.7

-0.3

Central African Republic

3.7

3.1

0.0

3.2

4.1

-0.8

-0.3

Chad

2.4

3.2

-0.8

2.4

3.3

-0.6

-2.3

Congo, Dem. Rep.

5.8

4.4

-1.7

2.1

3.0

0.5

-1.4

Eritrea

13.0

3.7

-0.6

3.5

5.5

0.1

-2.2

Ethiopia c

8.4

9.0

6.1

0.0

8.7

2.9

-3.6

Gambia, The

6.5

6.0

-1.8

3.1

5.3

-4.3

-3.4

Guinea

6.2

5.6

5.2

5.5

5.2

3.1

-2.4

Guinea-Bissau

3.8

4.6

-2.4

3.0

4.0

-0.8

-0.1

Haiti c

1.7

-1.7

-3.8

1.4

1.5

-0.3

0.4

Liberia

1.2

-2.3

-2.9

3.2

3.9

-0.3

-0.8

Madagascar

4.6

4.8

-4.2

2.0

5.8

-3.0

-2.0

Malawi

3.2

4.4

1.3

3.3

4.9

-0.7

-0.2

Mali

4.7

5.0

-2.0

2.5

5.2

-2.9

-1.5

Mozambique

3.4

2.2

-0.8

2.8

4.4

-2.1

-0.8

Niger

7.0

5.8

1.0

5.1

11.8

0.0

-3.0

Rwanda

8.6

9.4

-0.2

5.7

6.8

-2.2

-1.2

Sierra Leone

3.4

5.5

-2.3

4.1

4.6

0.0

0.1

South Sudan c

-3.5

-0.3

9.3

-3.4

0.0

13.6

20.2

Sudan

-2.3

-2.5

-8.4

2.5

3.1

-4.4

2.0

Tajikistan

7.3

7.5

2.2

3.5

5.5

4.2

-0.2

Togo d

4.9

5.3

0.0

3.0

4.5

-1.0

-1.0

6.2

6.8

2.9

2.8

5.9

-0.4

-0.9

Uganda

c

Source: World Bank.
Note: e = estimate; f = forecast. World Bank forecasts are frequently updated based on new information and changing (global) circumstances. Consequently, projections
presented here may differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any given
moment in time.
a. The Democratic People’s Republic of Korea, Somalia, the Syrian Arab Republic, and the Republic of Yemen are not forecast due to data limitations.
b. Aggregate growth rates are calculated using GDP weights at 2010 prices and market exchange rates.
c. GDP growth based on fiscal year data. For South Sudan, the year 2019 refers to FY2018/19.
d. For Togo, growth figures in 2018 and 2019 are based on pre-2020 rebasing GDP estimates.
Click here to download data.

trend. In Sudan, the implementation of deep structural
reforms amid external support is expected to gradually set
the foundation for greater macroeconomic stability and a
return to growth. The pace of recovery in Afghanistan is
expected to be constrained amid continued insecurity and
political uncertainty. In a few fragile LICs, the recovery

will be dampened as persistently elevated inflation
continues to erode real incomes (Haiti, South Sudan).
Among other LICs, the rebound is projected to be more
pronounced, with growth rising to an average of 5.3
percent in 2021-22. In Ethiopia, growth is expected to
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BOX 1.2 Recent developments and outlook for low-income countries (continued)
strengthen as the COVID-19 outbreak is brought under
control and as exports, foreign direct investment, and
remittance inflows gradually recover. Improving exports
are also expected to support the recovery in Rwanda, along
with efforts to improve public service delivery and
efficiency through performance-based salary incentives,
increased training and capacity building of public servants,
and streamlining of operational procedures. The growth
pickup in Guinea is expected to be underpinned by
continued mining-related infrastructure investment and
the implementation of structural reforms to strengthen
governance and bolster the business climate.
The pandemic has severely set back living standards. Per
capita income levels in LICs fell by 3.6 percent last year
and are expected to edge up by an average of only 1.6
percent in 2021-22 (figure B1.2.2.B). Among fragile and
conflict-affected LICs—where the incidence of extreme
poverty is highest—per capita incomes declined 6.4
percent last year and are projected to fall by a further 0.3
percent this year, before firming only marginally in 2022.
As a result of the deterioration in living standards, extreme
poverty headcounts among LICs are projected to increase
by tens of millions of people cumulatively in 2020 and
2021, while the share of the population living in extreme
poverty could rise by as much as 4 percentage points—
reversing five years of progress in poverty reduction (figure
B1.2.2.C; World Bank 2020m).

Risks
Risks to the outlook are tilted firmly to the downside.
Although the growth rebound is expected to be stronger
than previously projected in China, forecast downgrades in
other major economies and key LIC trading partners—
notably the euro area and the United States—could
further dampen the rebound. Renewed headwinds to
global growth would weigh on the recovery in many LICs
through subdued export demand and reduced investment.
The pandemic may persist for longer than expected,
perhaps because of setbacks in the production, and rollout
of vaccines, weighing further on the global economy.
Delays to the distribution of vaccines could be
compounded in LICs by the logistical challenges these
countries are likely to face in vaccine distribution. Many
LICs also have large informal sectors, which raises the
likelihood that outbreaks of infections persist because
informal workers often operate in close proximity to each
other in crowded spaces.

Over the long term, the pandemic could have outsized and
lasting scarring effects on activity in LICs due to the effects
on labor productivity of higher unemployment, loss of
income, lost schooling, and degraded health outcomes—
especially as disruptions to immunization programs and
maternal health services disproportionately affect women
and children, likely exacerbating inequality.
With government debt rising sharply, some LICs face a
stark tradeoff: continued government primary deficits,
rising debt service costs, and weak growth may raise
concerns about sovereign debt sustainability, while at the
same time, governments need to support vulnerable
groups, and facilitate the recovery (figure B1.2.2.D). To
ease this debt burden while countries continue to grapple
with substantial COVID-related spending needs, 21 LICs
have accessed the temporary debt relief offered by the G20
Debt Service Suspension Initiative (box 1.1).
Growing insecurity and political unrest pose a key risk in a
number of LICs (figure B1.2.2.E). Terrorist activity is
increasingly becoming a major security threat in many
countries in the Sahel (Burkina Faso, Mali, Niger).
Protracted political instability in many countries could
further impede growth prospects in LICs by amplifying
the socio-economic vulnerabilities already worsened by the
pandemic.
The pandemic has disrupted the food supply and damaged
household incomes—which are critical to food security—
in many LICs (FAO 2020b). These disruptions have
exacerbated LICs’ outsized exposure to unfavorable climate
events that damage agricultural crops and often trigger
food shortages and price spikes (figure B1.2.2.F; Dieppe
2020; Jafino, Hallegatte, and Walsh 2020).
Although downside risks predominate the outlook,
positive outcomes can materialize if policy makers employ
the necessary reforms to improve growth outcomes. The
pandemic could create a window of opportunity to
accelerate the shift of resources from agriculture to higher
value-added manufacturing and services in many LICs.
The resultant sectoral reallocation could facilitate LICs’
participation in global value chains, boost labor
productivity, and strengthen growth, if accompanied by
policies that foster competition and attract domestic and
foreign investments. A widespread use of digital
technologies could also spur sectoral productivity gains,
with positive spillovers among LICs.
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widespread corporate and sovereign defaults. If
this scenario were to materialize, global growth
could even be negative in 2021, with countries
with lingering financial fragilities and large
funding needs suffering particularly extreme
dislocations.
Even if the pandemic is brought under control as
envisioned in the baseline forecast, the damage
from last year’s global recession could prove
deeper than expected. Consumers and businesses
may become more cautious, resulting in even
weaker spending and investment. Very low
interest rates may allow otherwise unviable firms
to survive, crowding out the more dynamic firms
that drive productivity growth. The elevated debt
levels of corporates and sovereigns may weigh on
activity through deleveraging pressures.
The risk of financial turmoil has been magnified
by the rise in debt levels as a result of the
pandemic. Shifts in investor sentiment could make
it difficult for sovereigns or corporates to finance
existing debt loads, while banking system buffers
have already been eroded by widespread corporate
bankruptcies. An extended period of very low
interest rates and a spike in charge-offs on
impaired loans would erode bank profitability,
undermine capital buffers, and set the stage for
bank failures. A wave of defaults could lead to
financial crises, especially if overstretched
sovereigns lack the resources to provide public
support to stressed financial institutions.
Other risks also loom over the outlook. There has
been a steady erosion in international cooperation
and coordination, as exemplified by tensions
related to COVID-19 restrictions and vaccine
distribution, as well as lingering trade disputes
between the United States and China. Restrictions
imposed to slow the spread of COVID-19 could
persist even after the health crisis ends, leading to
lower productivity as the global system of trade
becomes more fragmented. On a regional level,
civil unrest, drought, conflict, or persistently low
commodity prices could derail activity in certain
groups of countries.
In contrast, stronger-than-expected growth
outcomes could take place. Beyond the possibility
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of better pandemic management and rapid vaccine
deployment, the shared global experience of
combatting COVID-19 could contribute to an
increase in the extent and effectiveness of
multilateralism. Alternatively, the accelerated
adoption and globalization of digital services or
other practices and technologies introduced
during the pandemic could help bolster future
productivity growth.
Continued spread of the pandemic with delayed
or incomplete vaccine deployment
Even with social distancing, universal masking,
and other pandemic-control measures, additional
waves of contagion will remain a risk until
widespread effective vaccination is achieved. All
countries, including those that have suffered the
largest outbreaks of COVID-19, remain well
below the threshold required to achieve enhanced
community resistance (figure 1.15.A). Flare-ups
could arise from the appearance of new, more
virulent strains of COVID-19; premature efforts
to relax containment measures, such as fully
reopening schools or businesses when the rate of
contagion is still high; or by a lack of adherence to
health guidelines (figure 1.15.B).
As detailed in box 1.4, the baseline forecast
assumes that the ongoing vaccination rollout
gathers pace in early 2021 in advanced economies
and major EMDEs, starting with vulnerable
groups and becoming widespread near the end of
the year. The process in other countries would
proceed with a delay of two to four quarters. The
pandemic is ultimately expected to be brought
under control in large parts of the world during
the second half of 2022.
There is, however, a possibility of delayed or
insufficient vaccination, as the distribution
timeline could be postponed in a variety of ways.
Vaccine development or production could
encounter technical problems. Heightened
reluctance by parts of the population to seek
vaccination could delay the rollout or leave some
communities vulnerable to further outbreaks.
Many EMDEs may experience more difficulties
with procurement and distribution or receive a less
effective vaccine than currently assumed, especially
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FIGURE 1.15 Risk of continued pandemic with delayed
vaccine deployment
Even in countries that have experienced significant outbreaks, the vast
majority of the population remains susceptible to COVID-19. As such,
epidemiological models highlight a risk of significantly higher caseloads in
the near term.
A. Estimated cases of COVID-19
compared to threshold for achieving
community resistance

B. Range of model forecasts for
COVID-19 cases in advanced
economies

Sources: European Centre for Disease Prevention and Control (ECDC); Institute for Health Metrics
and Evaluation; Johns Hopkins University; MRC Centre for Global Infectious Disease Analysis,
Imperial College London; Our World in Data (database); United Nations Population Division; World
Bank; Zhou and Ji (2020).
Note: BRA = Brazil, CHN = China, EA = euro area, IND = India, JPN = Japan, RUS = Russian
Federation, USA = United States of America.
A. The estimated range is based on model outcomes from the Imperial College of London and the
Institute for Health Metrics and Evaluation. The orange line shows the estimated threshold for
enhanced community resistance to COVID-19. Last observation is December 15, 2020 for confirmed
cases, December 4, 2020 for Imperial College London's estimation, and December 7, 2020 for
Institute for Health Metrics and Evaluation's estimation.
B. Figure shows the 17.5 percent and 82.5 percent prediction interval obtained from simulating a
stochastic Susceptible-Infected-Removed (SIR) model as in Zhou and Ji (2020). Model is augmented
with the baseline assumption for vaccination described in box 1.4. Advanced economy aggregate
proxied by the sum of confirmed case predictions for the Group of Seven (G7) divided by population.
G7 economies include Canada, France, Germany, Italy, Japan, the United Kingdom, and the United
States.
Click here to download data and charts.

in the face of supply bottlenecks and vaccine
hoarding. In the downside scenario in box 1.4,
general vaccine deployment is markedly slower,
with widespread global coverage only achieved
outside of the forecast horizon.
A protracted upsurge in cases across many
countries would interrupt the recovery in
consumer and business confidence. News of a
significant delay in vaccine deployment could be
one trigger for a sudden worsening of financial
conditions, including a sharp drop in equity
valuations and a flight to safety that would add to
the financial pressures on riskier borrowers. Private
consumption would be depressed for several
quarters and investment would soften as growth
prospects are downgraded. Activity in sectors
sensitive to public interactions would be hardest
hit, with any recovery in domestic and foreign
tourism held off until the second half of 2022.
Some countries may be unable to provide further

policy support, more businesses would fall into
bankruptcy, and more workers would be at risk of
long-term unemployment. In these circumstances,
the global recovery in 2021 would be stunted, and
lingering fears of the pandemic combined with
accumulated supply-side scarring would weigh
heavily on growth in 2022.
Financial crises
The risks of financial crises are increasing owing to
surging debt, weak activity, eroded capital buffers
in the banking system, and elevated risk asset
valuations (figure 1.16.A; box 1.1). These
developments follow a decade which featured the
largest, fastest, and most broad-based increase in
debt on record (Kose et al. 2020a). Fiscal support
and private sector borrowing to weather the shock
from COVID-19 have pushed debt even higher
(figure 1.16.B). Although low interest rates
mitigate risks for some countries, elevated debt
levels nonetheless increase the vulnerability to a
shift in market conditions and make costly
financial crises more likely—about half of all
episodes of government and private debt
accumulation in the last 50 years were associated
with financial crises (figure 1.16.C).
Many borrowers would struggle to finance fiscal
and current account deficits if investor sentiment
were to deteriorate suddenly. Underdeveloped
capital markets in many EMDEs pose risks to
banking, corporate, and government funding in
the event of a renewed tightening in global
financial conditions (IOSCO 2020). Higher
funding costs could lead to forced austerity or
disruptive defaults that result in lost access to
international debt markets. In the past, investor
appetite for EMDE debt has proved sensitive to
perceptions of risk, domestic inflation pressures,
and the return on safe assets. An increase in any of
these could trigger a reversal of the private capital
inflows needed to finance elevated levels of debt.
Capital outflows would also result in currency
depreciation pressures and a surge in external
borrowing costs for both sovereigns and
corporates.
Central bank easing has been successful in averting
a liquidity crisis, but may not be able to address a
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BOX 1.3 Regional perspectives: Recent developments and outlook
The pandemic has exacted substantial costs on all emerging market and developing economy (EMDE) regions. Although all
regions are expected to grow this year, the pace of the recovery varies considerably, with greater weakness in countries that have
larger outbreaks or greater exposure to global spillovers through tourism and industrial commodity exports. The East Asia and
Pacific region is envisioned to show notable strength in 2021 due to a solid rebound in China, whereas activity is projected to be
weakest in the Middle East and North Africa and Sub-Saharan Africa regions. Many countries are expected to lose a decade or
more of per capita income gains. Risks to the outlook are tilted to the downside. In addition to region-specific risks, all regions are
vulnerable to renewed outbreaks and logistical impediments to the distribution of effective vaccines, financial stress amid elevated
debt levels, and the possibility that the impact of the pandemic on growth and incomes may be worse than expected over the
longer term. In a downside scenario of a more severe and prolonged pandemic, the lowest growth rates among the six EMDE
regions would be in Latin America and the Caribbean, the Middle East and North Africa, and Sub-Saharan Africa, reflecting
these regions’ reliance on exports of oil and industrial commodities, the prices of which would be reduced by weak global demand.
East Asia and Pacific. Regional growth slowed to an
estimated 0.9 percent in 2021—the lowest rate since
1967—and is projected to expand 7.4 percent in 2021.
Even by 2022, the level of activity is forecast to be more
than 3 percent below pre-pandemic projections. Whereas
China is expected to recover strongly, the rest of the region
is only expected to return to a level around 7.5 percent
below pre-pandemic projections in 2022, with significant
cross-country differences. Key downside risks to the
outlook include heightened financial stress amplified by
elevated debt levels, and persistent policy uncertainty and
subdued investment amid lingering trade tensions.
Europe and Central Asia. Activity in the region is
estimated to have fallen by 2.9 percent in 2020. Due to a
resurgence of COVID-19, the pace of recovery in 2021 is
projected to be slower than originally anticipated, at 3.3
percent. Growth is projected to accelerate to 3.9 percent in
2022 as the effects of the pandemic gradually wane and the
recovery in trade and investment gathers momentum. The
pandemic is expected to erase at least five years of per
capita income gains in about a fifth of the region’s
economies. Economies with strong trade or financial
linkages to the euro area and those heavily dependent on
services and tourism have been hardest hit. The outlook
remains highly uncertain, however, and growth could be
weaker than expected if external financing conditions
tighten, or if geopolitical tensions escalate.
Latin America and the Caribbean. Pandemic-control
measures, risk aversion by households and firms, and
spillovers from a shrinking global economy resulted in the
region’s economy contracting by an estimated 6.9 percent

Note: This box was prepared by Patrick Kirby with contributions
from Cedric Okou, Franz Ulrich Ruch, Rudi Steinbach, Ekaterine
Vashakmadze, Dana Vorisek, and Collette Wheeler. Research assistance
was provided by Maria Hazel Macadangdang.

in 2020, more than any of the other EMDE regions. The
forecast for 2021 is for a modest recovery, reaching 3.7
percent growth as restrictions are relaxed, vaccines are
rolled out, oil and metals prices rise, and external
conditions improve. Six of the 10 EMDEs with the
highest COVID-19 deaths per capita in the world are in
LAC, including five of the region’s six largest economies.
Risks to the outlook remain tilted to the downside, and
include external financing stress amid elevated debt, a
resurgence of social unrest, and disruptions related to
climate change and natural disasters.
Middle East and North Africa. Output in the region is
estimated to have contracted 5 percent in 2020, as
countries struggled with significant disruptions from
COVID-19 and a sharp fall in oil demand. This
contraction adds to already slowing growth in the region
and compounds pre-pandemic per capita income losses.
Growth is expected to improve to a modest 2.1 percent in
2021, as the pandemic is brought under control and
lockdown restrictions are eased, global oil demand rises,
and policy support continues. The pandemic is expected to
leave lasting economic scars on the region, which will
likely dampen potential growth going forward.
Disruptions related to geopolitical tensions and political
instability, renewed downward pressure on oil prices, and
additional balance of payments stress are key downside
risks to the outlook.
South Asia. Regional economic activity is estimated to
have contracted by 6.7 percent in 2020, led by a deep
recession in India, where the economy was already
weakened before the pandemic by stress in non-bank
financial corporations. The region is projected to grow by
3.3 percent in 2021 and 3.8 percent in 2022. By 2022, the
level of activity is forecast to be about 16 percent below
pre-pandemic projections, the largest gap of all EMDE
regions. Risks remain tilted to the downside, and include
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BOX 1.3 Regional perspectives: Recent developments and outlook (continued)
FIGURE B1.3.1 Regional growth
The pandemic has had a devastating impact on all emerging market and developing economy (EMDE) regions, which could
worsen further if a downside scenario materializes. The downturn has been particularly severe in Latin America and South
Asia, which have suffered from large outbreaks, and regions more vulnerable to global spillovers through, for example,
tourism and industrial commodity exports. In about a quarter of EMDEs, COVID-19 has reversed a decade or more of per
capita income gains. COVID-19 is expected to leave lasting economic scars that will likely keep the level of activity from
returning to its pre-pandemic trend.
A. Regional growth

B. Reversals of EMDE per capita income
gains in 2020, by number of years

C. Gaps with pre-pandemic projections
by 2022

Source: World Bank.
Note: EAP = East Asia and Pacific, ECA = Europe and Central Asia, LAC = Latin America and the Caribbean, SAR = South Asia, SSA = Sub-Saharan Africa.
A. Bars denote latest forecast; diamonds denote regional growth downside scenarios. Aggregate growth rates calculated using GDP weights at 2010 prices and market
exchange rates. Since largest economies account for about 50 percent of GDP in some regions, weighted averages predominantly reflect the developments in the
largest economies in each region.
B. Aggregates calculated using U.S. dollar GDP per capita at 2010 prices and market exchange rates. Figure shows the percentage of EMDEs by number of years of
lost per capita income gains, measured as the difference between 2020 and the latest year of per capita income that is below 2020 value over the 2000-19 period.
C. Figure shows the gaps between the current projections and the forecasts in the January 2020 edition of the Global Economic Prospects report.
Click here to download data and charts.

financial distress related to an abrupt tightening of
financing conditions or widespread corporate bankruptcies, extreme weather and climate change, weaker-thanexpected recoveries in key partner economies, and a
worsening of policy- and security-related uncertainty.
Sub-Saharan Africa. Activity in the region is estimated to
have shrunk by 3.7 percent last year, setting living
standards in many countries back by a decade. Growth is
forecast to resume at a moderate pace of 2.9 percent in
2021—essentially zero in per capita terms and well below

previous projections. COVID-19 is likely to weigh on
growth in SSA for an extended period, as the rollout of
vaccines in the region is expected to lag that of major
economies and many other EMDEs. Millions of people in
the region could be pushed into extreme poverty in 2020
and 2021. Risks to the regional outlook are tilted to the
downside, and include weaker-than-expected recoveries in
key trading partners, logistical hurdles that further impede
vaccine distribution, and scarring to productivity that
weakens potential growth and income over the longer
term.

growing wave of business insolvencies. Survey data
suggest that a high proportion of businesses have
limited cash on hand and have either fallen into
arrears or will soon do so (Apedo-Amah et al.
2020). As regulatory forbearance wanes, continued
weakness of household incomes and corporate
earnings risks triggering a wave of bankruptcies,
which could have a heavy and long-lasting impact
on unemployment (Banerjee, Kharroubi, and

Lewrick 2020). This would erode capital buffers
and slow the flow of credit, increasing the
probability of financial crises. EMDEs that
entered the pandemic with thinly capitalized
banks and with limited policy space to provide
capital support to the banking sector are
particularly vulnerable, especially when there is a
high degree of interconnectedness between the
government and the banking system that could
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amplify financial stress. The growing role of
nonbank financial companies adds further
uncertainty about financial sector dynamics, as
these companies are more opaque than
conventional banks and may react in
unpredictable ways during periods of stress (ESRB
2019).

FIGURE 1.16 Risk of financial crises

Recessions that feature financial crises are
significantly deeper and longer than recessions that
do not (figure 1.16.D). Against this backdrop,
widespread financial crises, combined with a
prolonged pandemic and delayed vaccination,
could result in a double-dip global recession, with
a further contraction in activity this year, as
illustrated by the severe downside scenario
presented in box 1.4.

A. Price-to-earnings ratios of select
stock indexes

B. Government debt

C. Debt accumulation episodes
associated with crises

D. Output during government debt
accumulation episodes

Greater long-term damage from the pandemic
Both recessions and epidemics can have lasting
negative effects on the growth of affected countries
through a variety of channels (figure 1.17.A; Arthi
and Parman 2020; Dieppe 2020). These events
can bankrupt otherwise viable firms, keep workers
from jobs, damage financial systems, and increase
debt burdens. Epidemics also lead to lost
schooling and worse health outcomes. COVID-19
is expected to cause a significant drop in potential
output growth relative to pre-pandemic trends
(figure 1.17.B; chapter 3). The fact that the
ongoing pandemic and ensuing global recession
have been more widespread, more severe, and
more long-lasting than any of the previous
episodes over the past eight decades raises the
possibility of even more significant economic
damage (Chudik et al. 2020). The very severity of
the shock may cause behavioral changes—a
persistent increase in people’s assessment of the
probability of an extreme negative shock would
reduce the return on investment and result in a
smaller stock of capital (Kozlowski, Veldkamp,
and Venkateswaran 2020).
The risk of greater long-term damage becomes
more likely if the pandemic lasts longer than
expected and cannot be brought fully under
control, if infections cause severe chronic health
effects, or if waning policy support impedes a
meaningful recovery. Costly reconfigurations of
production could cause some economies to reach
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Risks in the financial system are increasing. Market optimism and policy
support have fueled a growing gap between equity market valuations and
the halting progress of the recovery. Global debt rose sharply in 2020,
adding to the significant increase seen in the past decade. Nearly half of
debt accumulation episodes in the last 50 years were associated with
financial crises. Recessions that feature financial crises are significantly
deeper and longer than recessions that do not.

Sources: Bloomberg; International Monetary Fund; Kose, Lakatos et al. (2020); Laeven and Valencia
(2020); World Bank.
A. Figure shows Bloomberg estimates of price-to-earnings ratios for major stock markets from North
America, Europe, and Asia. Last observation is December 16, 2020.
B. Aggregates are calculated using current GDP in U.S. dollars as weights. Data for 2020 are
estimates.
C. Figure shows the share of rapid debt accumulation episodes that are associated with financial
crises, as defined by Laeven and Valencia (2020). An episode of rapid debt accumulation is defined
as a period during which the debt-to-GDP ratio rises from trough to peak by more than one (countryspecific) ten-year rolling standard deviation. The trough-peak years are identified with the algorithm in
Harding and Pagan (2002). Sample includes 267 episodes of government debt and 280 episodes of
private debt in 100 EMDEs over 1970-2019.
D. Medians for pooled government and private episodes with data available for at least eight years
from the beginning of the episode. Year “t” refers to the beginning of rapid private or government debt
accumulation episodes. All variables are scaled to 100 at t=0. Episodes associated with crises are
those associated with financial crises (that is banking, currency, and debt crises, as in Laeven and
Valencia 2020) during or within two years after the end of episodes. The medians between episodes
associated “With crisis” and “Without crisis” are statistically different at 1 percent levels based on
Wilcoxon rank-sum tests. Based on cumulative real growth rates for output and output per capita from
the start of the government debt accumulation episode.
Click here to download data and charts.

supply constraints earlier than expected, which
could contribute to an earlier-than-expected
resurgence in inflation. If monetary stimulus is
withdrawn as a result, high debt levels would raise
the risk of financial crises.
The debt accumulated during the pandemic will
represent a heavy burden for some borrowers for a
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FIGURE 1.17 Risk of greater long-term damage from the
pandemic
Both recessions and pandemics inflict lasting economic damage on
affected countries. The current recession comes on the heels of a long
period of slowing potential growth and is likely to accelerate this trend.
Potential output could slow further if private investment does not fully
recover, or if disruptions to schooling persist.
A. Cumulative response of potential
output after recessions and
investment after epidemics

C. Real investment growth

B. Estimated impact of the pandemic
on global potential growth

D. Estimated impact of schooling on
income, by region and gender

Sources: EM-DAT (database); Haver Analytics; Kilic Celik, Kose, and Ohnsorge (2020); Organisation
for Economic Co-operation and Development; World Bank.
Note: EMDEs = emerging market and developing economies; EAP = East Asia and Pacific, ECA =
Europe and Central Asia, LAC = Latin America and the Caribbean, MNA = Middle East and North
Africa, SAR = South Asia, SSA = Sub-Saharan Africa.
A. fin. = financial. Vertical lines show 90 percent confidence intervals. The "Potential after recessions"
and "Potential after recessions with fin. crisis" bars show impulse responses for 75 EMDEs from local
projections model five years after the event. Dependent variable is defined as cumulative slowdown in
potential output after a recession event. Bars show coefficient estimates. Data and methodology are
detailed in box 3.1 and annex 3.4 of the June 2020 edition of Global Economic Prospects report. The
"Investment after epidemics" bar shows the estimated impacts two years after the four most severe
biological epidemics on output. The four epidemics considered are SARS (2002-03), MERS (2012),
Ebola (2014-15), Zika (2015-16). Swine flu (2009), which coincided with the 2008-09 global financial
crisis, is excluded to limit possible confounding effects. An episode dummy for a specific type of event
is 1 if the event occurs at least once (>=1) in a country-year pair and 0 otherwise. The sample
includes 116 economies: 30 advanced economies and 86 EMDEs.
B. Aggregates of production function-based potential growth estimates calculated using real U.S.
dollar GDP at 2010 prices and market exchange rates. Shaded area indicates pre-COVID baseline.
Sample includes 30 advanced economies and 50 EMDEs.
C. Figure shows year-on-year growth in quarterly real investment (gross fixed capital formation).
Sample includes 78 countries, consisting of 36 advanced economies and 42 EMDEs. Aggregate
growth is calculated with real investment at 2010 prices and market exchange rates as weights.
D. Figure shows the median percentage increase in wages associated with each additional year of
schooling, by country group and gender according to the 2018 edition of the World Development
Report.
Click here to download data and charts.

protracted period. By choice or out of necessity,
some sovereigns may improve budget deficits
through austerity measures and cuts to public
investment. Private investment plummeted during
the crisis, and the recovery may be particularly

tepid if the corporate sector becomes crowded
with highly indebted “zombie” firms that are not
able to invest or innovate (figure 1.17.C; Banerjee
and Hofmann 2020). The increase in households’
precautionary savings may persist in the face of
higher debt and weaker incomes, and banks’ need
to repair balance sheets may limit credit
availability. These developments would be
consistent with a rise in global savings and fall in
investment as economic agents attempt to
deleverage in tandem, leading to persistently weak
growth and little actual progress at lowering
debt—the so-called “paradox of thrift” (Fornaro
and Romei 2019).
The pandemic has also had a negative impact on
the accumulation of human capital. On a global
level, an additional year of schooling is associated
with a 10 percent increase in wages, suggesting
that productivity will likely suffer from the fact
that more than 90 percent of all students had their
education disrupted to some extent last year, with
about 40 percent losing the majority of the school
year (figure 1.17.D; World Bank 2018a,
UNESCO 2020). Many on-the-job training
opportunities have been lost alongside the
equivalent of almost 500 million full-time jobs
destroyed by the pandemic (ILO 2020). Income
losses are likely to result in higher malnutrition in
some regions, which may further stunt the
development and future productivity of those
affected (FAO et al. 2020). The overall impacts
are likely to be more severe for poorer EMDEs as a
result of their less developed health systems and
lower capacity for remote work and virtual
education.
Waning global integration
The increasing integration of the global economy
played an important role in the sharp decline in
extreme global poverty in recent decades, and it
was made possible in part because of the general
use of a set of predictable rules for economic
relations. This has been waning in recent years,
contributing to higher tariff barriers, greater policy
uncertainty, and market volatility.
A continuing move toward more contentious
relations in international affairs could result in
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BOX 1.4 Global growth scenarios
The highly uncertain evolution of the pandemic, influenced in part by government actions, social behavior, and vaccine-related
developments, will play a critical role in shaping the global recovery’s strength and durability. This box describes possible global
growth outcomes under different pandemic assumptions. In the baseline scenario, social distancing and a gradual vaccination
process allow policy makers to make significant inroads containing the pandemic. In a downside scenario, insufficient pandemic
control efforts accompanied by delayed vaccination leads to persistently higher infection levels and a materially worse growth outcome. In a severe downside scenario, these disappointing epidemiological developments combine with a sharp increase in risk
aversion to trigger financial crises in many countries. In contrast, in an upside scenario, effective management of the pandemic
combine with rapid vaccine deployment to set the stage for stronger growth outcomes.

Introduction
With the COVID-19 pandemic still spreading across the
world, and caseloads reaching record levels in many
economies, the global outlook will remain heavily
dependent on the pandemic’s evolution. Turning the tide
of the pandemic in the near term will be challenging,
requiring voluntary social distancing on the part of
households and the imposition of a variety of pandemic
management measures by governments. The widespread
deployment of effective vaccines will play a key role in
halting the pandemic’s progression, and is also expected to
strengthen economic activity by raising confidence and
improving financial market conditions. This box presents
four scenarios to illustrate the implications of alternative
pandemic outcomes on the global economy in 2021-22
(figure B1.4.1). These scenarios differ in their assumptions
on the evolution of COVID-19 caseloads, vaccine
deployment, voluntary social distancing by households, the
stringency of pandemic-control policies imposed by
governments, and financial market stress.
The baseline scenario assumes that voluntary and
mandatory pandemic control measures are diligently
maintained over the next several quarters until after
widespread vaccination becomes available. From its recent
increases in several major economies, the daily number of
infections is assumed to decline in the first half of 2021 in
most countries. In advanced economies and major
EMDEs, vaccination campaigns proceed in early in 2021
and reach widespread coverage in the second half of 2021;
this vaccination process would be delayed by two to four
quarters in other EMDEs and LICs partly due to logistical
impediments. Activity is expected to improve as the
pandemic abates, vaccines are rolled out, and financial
conditions remain benign, supported by exceptionally
accommodative monetary policy.

Note: This box was prepared by Justin-Damien Guénette under the
supervision of Carlos Arteta, with contributions from Alain Kabundi,
Hideaki Matsuoka, and Takefumi Yamazaki.

The downside scenario assumes a persistently higher level
of new cases in many regions throughout the forecast
horizon. In advanced economies and major EMDEs, the
vaccination proceeds at a much slower pace than under the
baseline—with an additional delay of two to four quarters
in other EMDEs and LICs—and is limited by a reluctance
of a sizeable share of the population to be immunized.
Activity would remain depressed as authorities struggle to
contain the pandemic, while financial conditions would
deteriorate markedly.
The severe downside scenario extends the downside
scenario by exploring the possibility that authorities
cannot contain widespread financial stress caused by a
sharp rise in risk aversion after disappointing pandemic
developments and widespread bankruptcies. Amid
heightened financial vulnerabilities, financial crises would
erupt in several countries.
In contrast, the upside scenario assumes more effective
management of the pandemic, coupled with the rapid
deployment of highly effective vaccines. This would trigger
a faster easing of social distancing and a stronger recovery
in activity.
Methodology. The global growth scenarios are developed
using a combination of models and assumptions. a A
Susceptible-Infected-Recovered (SIR) model is used to
evaluate the impact of alternative vaccine assumptions on
the evolution of the pandemic. Correlations based on
cross-country regressions are used to project forward the
stringency of pandemic-control policies conditional on
caseloads. Regression estimates are then used to map the
impact of voluntary social distancing—proxied by
projected caseloads—and involuntary social distancing on
private consumption. These consumption shocks, which

a The baseline and downside scenarios are an aggregation of
individual country scenarios, while the upside and severe downside
scenarios are model-based. The baseline and downside scenarios cover
182 countries, including 146 EMDEs. The model-based upside and
severe downside scenarios are modelled as deviations from the baseline
and the downside scenario, respectively.
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BOX 1.4 Global growth scenarios (continued)
represent a mixture of voluntary and involuntary social
distancing, are integrated into a macroeconometric model. b
Scenarios are further enhanced with assumptions of
ﬁnancial stress, which are modeled as spikes in ﬁnancial
market volatility (annex 1.1).

Baseline scenario
Pandemic assumptions. In the baseline scenario, following
a sharp resurgence that began toward the end of last year,
many economies are able to reduce the daily number of
infections in the first half of 2021. The reduction in
caseloads is made possible by a combination of stringent
lockdown measures as well as less costly pandemic-control
policies such as social distancing guidelines and universal
masking. In advanced economies and major EMDEs
(including China, India, and Russia), inoculation with
highly effective vaccines proceeds in the first quarter of
2021—first to vulnerable groups and subsequently to the
general population—and becomes widespread in the
second half of 2021 (figure B1.4.2). c Social distancing
eases gradually through the remainder of the forecast
horizon. The vaccination process is expected to be delayed
by two quarters in most other EMDEs and by four
quarters in LICs, owing to logistical impediments to
vaccine production and distribution.
Macroeconomic channels. Activity is assumed to recover
gradually as caseloads decline and social distancing eﬀorts
are relaxed, enticing households to increase their
consumption of contact-intensive services. Firms grow
cautiously optimistic in the face of a recovery in aggregate
demand and a decline in pandemic policy uncertainty, and
take advantage of historically low interest rates to modestly
increase the pace of investment and boost hiring.
Sustained ﬁscal support assists displaced workers and cashstrapped ﬁrms in major economies and many EMDEs,

b The Oxford Global Economic Model—a large-scale global semistructural projection model—is used to conduct the simulations
described here (Oxford Economics 2020). The model includes 81
individual countries (35 advanced economies and 46 EMDEs), most of
which are available at a quarterly frequency, with behavioral equations
governing domestic economic activity, monetary and ﬁscal policy, global
trade, and commodity prices.
c In all scenarios, the eﬀectiveness of COVID-19 vaccines is assumed
to be 85 percent—slightly lower than recently reported eﬀectiveness—to
accommodate for the rollout of several vaccines of varying eﬀectiveness
(Fitch 2020; Moderna 2020; Pﬁzer 2020). The vaccine rollout in
advanced economies and large EMDEs is assumed to proceed at a slow
pace initially and accelerate quickly as logistical and supply impediments
are overcome. In the baseline scenario, the share of the population
amenable to inoculation is assumed to be about two-thirds based on
global survey evidence (Lazarus et al. 2020).

while EMDEs facing ﬁscal space constraints manage to
avoid harsh austerity. The vaccine rollout, coupled with
accommodative monetary policy, underpins the continuation of benign ﬁnancial conditions.
Growth outcome. The baseline scenario projects a
moderate expansion in global activity of 4.0 percent in
2021, following a 4.3 percent collapse in 2020 (Table 1.1).
Global growth is then envisioned to slow to 3.8 percent in
2022. Despite the projected recovery in 2021 and 2022,
output is expected to remain well below pre-pandemic
trends at the end of the projection horizon. Growth in
EMDEs is expected to bounce back to 5 percent in 2021
from a 2.6 percent contraction in 2020, before slowing to
4.2 percent in 2022. The modest rebound in EMDE
growth would not be enough to restore debt sustainability
in some EMDEs, with the gap between the debtstabilizing and the actual primary balance for EMDEs
remaining negative through 2022. Following a sharp
contraction of 9.5 percent in 2020, global trade is expected
to experience a modest pickup to an average of 5.1 percent
in 2021-22. For additional details, see the Global Outlook
section of chapter 1.

Downside scenario
Pandemic
assumptions.
Insufficient
pandemic
management and lax compliance with social distancing
measures leads to notably higher levels of new cases in
many countries in 2021, requiring longer-lasting and more
stringent pandemic-control measures. Relative to the
baseline scenario, vaccine deployment in advanced
economies and major EMDEs is slowed by supply
bottlenecks and the reluctance of a higher proportion of
the population to receive vaccinations. d As in other
scenarios, rollout in other EMDEs and LICs begins up to
four quarters after rollout in advanced economies and
major EMDEs owing to logistical issues. Caseloads decline
only gradually through 2022, mostly due to sustained
social distancing.
Macroeconomic channels. Activity remains depressed, as
households fear contact-intensive services, including
recreation and tourism, and grapple with stringent social
distancing measures. Firms—facing pandemic-control
policies, a bleak outlook for consumer demand, and
elevated uncertainty—curtail investment and hiring plans.

d Only about half of the population in advanced economies and
major EMDEs is assumed to be amenable to vaccination, a level broadly
consistent with the lower bound from global survey evidence (Lazarus et
al. 2020).
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BOX 1.4 Global growth scenarios (continued)
FIGURE B1.4.1 Global growth scenarios
The recovery will depend heavily on controlling the spread of the pandemic—in part a function of vaccine outcomes. In the
baseline scenario, a decline in cases, a vaccine rollout that gathers pace in early 2021, and the eventual easing of pandemiccontrol measures underpin a modest rebound. In the downside scenario, persistently higher caseloads, more stringent
involuntary social distancing, and slow vaccine development markedly weaken the recovery. In the severe downside
scenario, widespread financial stress and mounting firm bankruptcies trigger financial crises, causing a second year of
global recession. In the upside scenario, effective pandemic management, coupled with prompt widespread vaccination,
allows activity to recover faster.
A. Global growth

D. Trade growth

B. Growth in advanced economies

E. Average 2021-22 growth in EMDE
regions

C. Growth in EMDEs

F. Primary balance sustainability gap in
EMDEs, 2022

Sources: Oxford Economics; World Bank.
Note: Aggregate growth rates calculated using GDP weights at 2010 prices and market exchange rates.
F. A negative gap indicates a primary balance that would set government debt on a rising path. Gaps calculated as in Kose, Kurlat et al. 2020.
Click here to download data and charts.

Financial conditions tighten markedly through 2021, as
financial market sentiment continuously deteriorates in
tandem with a string of unexpected vaccine delays and
insufficient control of the pandemic, and as corporate and
bank balance sheets deteriorate over prolonged demand
weakness and forbearance requirements. While
accommodative monetary policy keeps financial crises at
bay, fiscal sustainability concerns limit the size of
additional fiscal stimulus, leading to insufficient income
support to the unemployed and struggling small- and
medium-sized firms.
Growth outcome. The downside scenario features a much
weaker and more protracted recovery, with global growth

limited to 1.6 percent in 2021 and 2.5 percent in 2022.e
In the downside scenario, the recovery in advanced
economies is stunted, with growth averaging less than 2
percent over 2021-22. Similarly, projected output growth
in EMDEs would be markedly reduced from an average of
nearly 5 percent in the baseline scenario to about 3.3
e Slower vaccine distribution leads to higher COVID-19 caseloads
relative to the baseline, requiring additional voluntary and involuntary
social distancing. On its own, the downside vaccine assumption is
estimated to reduce global growth by 0.1 percentage point in 2021 and
0.8 percentage point in 2022. The remainder of the downward revision
relative to the baseline scenario reﬂects increased involuntary social
distancing brought on by persistently higher caseloads and tighter
ﬁnancial conditions.
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BOX 1.4 Global growth scenarios (continued)
FIGURE B1.4.2 Scenario assumptions
Vaccination is assumed to begin slowly at first and then ramp up quickly as impediments are overcome. Vaccination helps
reduce new cases. Social distancing and pandemic-control policies are eased as caseloads decline. Financial conditions
are assumed to remain mostly benign in all scenarios other than the severe downside scenario, which envisions a sharp
tightening of financial conditions. Oil prices are assumed to reflect variations in global demand across scenarios.
A. Assumed share of effectively
vaccinated population: advanced
economies and major EMDEs

B. Impact of vaccine assumptions on
number of COVID-19 cases in major
economies

C. Impact of alternative pandemic
assumptions on social distancing

D. VIX assumptions relative to baseline
for 2021

E. Corporate borrowing spread
assumptions relative to baseline for 2021

F. Oil price assumptions

Sources: Oxford Economics; World Bank.
A. Solid lines are vaccine distribution assumptions for advanced economies and major EMDEs (China, India, and Russia).
B. Blue (red) areas show the difference of new daily confirmed COVID-19 cases per 100,000 individuals between the upside (downside) scenario and the baseline
pandemic scenario.
C. Blue (red) areas show the difference of an index of involuntary social distancing between the upside (downside) scenario and the baseline pandemic scenario.
D. Chart shows the combined exogenous and endogenous deviation of the VIX, the Chicago Board Options Exchange’s Volatility Index, from the baseline scenario in
2021.
E. Chart shows simple average of corporate borrowing spreads in the G7 (Canada, France, Germany, Italy, Japan, the United Kingdom, and the United States)
and EM7 (China, India, Brazil, Mexico, Russia, Indonesia and Turkey). Corporate borrowing spread is defined as the difference between the 5-year corporate BBB bond
yield and the 10-year sovereign bond yield.
F. Oil price is the simple average of Brent, Dubai, and West Texas Intermediate prices.
Click here to download data and charts.

percent over 2021-22. By 2022, global and EMDE output
would still be 3.5 and 2.5 percent, respectively, below
output in the baseline scenario. Weaker growth would
worsen debt sustainability across EMDEs. Even in 2022,
after two years of recovery, the gap between the debtstabilizing and the actual primary balance for EMDEs
would still be about twice as large in the downside scenario
as in the baseline scenario, setting government debt on a
steeper rising path. Global trade growth would recover
somewhat faster than global output growth, in line with

elasticities seen during past global recessions, but would
remain around its modest 2010s average.
The materialization of the downside scenario would hit
commodity- and tourism-dependent EMDEs particularly
hard (chapter 2). Among EMDE regions, growth would be
lowest in LAC, MNA and SSA, reflecting a heavy reliance
on exports of oil and industrial commodities, the prices of
which would be reduced by weak global demand.
Moreover, a worsening of the pandemic across all regions
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BOX 1.4 Global growth scenarios (continued)
would lead to extended travel restrictions with dire
consequences for tourism-dependent economies.

Severe downside scenario
Pandemic assumptions. As in the downside scenario, the
pandemic in the severe version is much more difficult to
manage than in the baseline scenario, and the vaccine
rollout is delayed. Longer-lasting and more stringent
pandemic-control measures are needed through 2021 and
beyond to achieve a sustained reduction in caseloads.
Macroeconomic channels. The severe downside scenario
differs from the downside scenario’s assumptions in the
authorities’ inability to stave off widespread financial
market stress. The prolonged period of depressed
consumption and investment caused by persistent social
distancing erodes corporate balance sheets to an extent that
triggers widespread corporate defaults and concerns about
bank balance sheets. Banks, in turn, sharply curtail their
lending activities at a time when sovereigns are hardpressed to expand emergency lending programs, with fiscal
space constrained by the realization of loan guarantees in
advanced economies and capital flight in EMDEs. Several
countries experience financial crises, which reverberate
through the global economy in the form of sharply tighter
financial conditions, diminished domestic and foreign
demand, and plummeting commodity prices. An extended
period of debt-deleveraging and subdued growth follows
the initial crisis, compounding the pandemic’s toll on the
supply side of the economy.
Growth outcome. In this scenario, widespread financial
crises, combined with a prolonged pandemic and delayed
vaccination, would plunge the global economy into a
second year of recession in 2021, before growth returns to
a subdued rate of nearly 2 percent in 2022.f Advanced
economies and EMDEs excluding China would experience
a renewed contraction in 2021. As with global output,
global trade growth would contract for a second
consecutive year, followed by a subdued bounceback in
2022.
Severe output losses and rising borrowing cost would cause
the gap between the debt stabilizing and the actual primary
The degree of financial stress induced by the pandemic is assumed
to be comparable to that during the global financial crisis, with the VIX
volatility index averaging 53 points over 2021Q2 and 2021Q3,
compared to an average of 52 in 2008Q4 and 2009Q1. Credit spreads
increase by 420 basis points on average over 2021Q2 and 2021Q3,
compared to an average increase of 426 basis points in 2008Q4 and
2009Q1.
f

balance to balloon to almost five times that in the baseline
scenario in 2022. Hence, even once the recovery starts in
2022, it would take a front-loaded fiscal consolidation of
nearly 5 percent of GDP, on average in EMDEs, to
stabilize debt at its long-term median.

Upside scenario
Pandemic assumptions. Following the recent upsurge in
global cases, effective public education campaigns and
concerted multilateral coordination efforts would ensure a
high degree of compliance with pandemic-control policies
around the world, allowing many economies to begin
rolling back the stringency of pandemic-control measures
starting in the first half of 2021. Immunization campaigns
proceed promptly in advanced economies and major
EMDEs at the start of 2021. Widespread vaccine
deployment is achieved by mid-2021 in advanced
economies and major EMDEs, and up to four quarters
later in other EMDEs and LICs.
Macroeconomic channels. Activity rebounds sharply as
social distancing eases and households increase their
demand for services amid substantial gains in employment
and wages. Simultaneously, economic uncertainty
dissipates, encouraging firms to invest heavily in new
equipment and technologies. Positive developments in
vaccine rollout—alongside the widespread release of
affordable breakthrough therapeutics—trigger a sustained
surge in equity markets and more benign global financial
conditions. While extraordinary monetary policy
accommodation begins to wane as employment improves,
fiscal policy helps support workers throughout a lengthy
sectoral reallocation process. Moreover, the shared global
experience of combatting COVID-19 is assumed to
strengthen multilateralism, with a renewed push for global
trade agreements and a rules-based international trading
system contributing to stronger global trade growth.
Growth outcome. Overall, in this scenario, global growth
would strengthen notably, to nearly 5 percent in 2021,
with advanced economies and EMDEs growing 4.1
percent and 5.8 percent, respectively. g Still, world growth
in 2022 would be not much stronger than the baseline,

g Faster vaccine deployment meaningfully reduces the projected
number of COVID-19 cases relative to the baseline, allowing for a faster
easing of social distancing. On its own, the upside vaccine assumption is
estimated to increase global growth by 0.4 percentage point in both 2021
and 2022. The remainder of the upside revision relative to the baseline
scenario reflects reduced involuntary social distancing brought on by a
faster resolution of the pandemic, and improved financial conditions.
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BOX 1.4 Global growth scenarios (continued)
with the upside to growth limited by scarring from the
exceptionally severe downturn in 2020. By 2022, global and
EMDE output would be only 1.7 and 1.8 percent,
respectively, above the baseline scenario. Such a robust
recovery might be enough to stabilize EMDE debt at its longterm median. Global trade growth would experience a strong
recovery, averaging nearly 7 percent over 2021 and 2022.

rising costs for businesses, fragmentation in global
economic links, and lower productivity (Antràs
2020). This could stem from the simmering trade
disputes involving major economies, as well as the
diminished role of global bodies in recent
negotiations. In addition, many countries have
signed bilateral supply agreements with vaccine
manufacturers; if not properly coordinated, this
could lead to an undersupply of vaccines in other
countries, which would be unable to control
further COVID-19 outbreaks. Similarly, some
border and trade restrictions imposed to slow the
spread of the pandemic could be maintained even
after the health crisis dissipates.
A further erosion in global cooperation risks
reducing the world’s ability to deal with
increasingly urgent trans-national problems,
including future health crises as well as climate
change and global poverty. This would be
particularly damaging for countries following
export-led development strategies, which become
less viable when global trade is impaired.
Region-specific downside risks
Many regions remain vulnerable to civil unrest,
particularly where inequality is elevated,
governance is poor, and economic growth is
weak—all of which could be exacerbated as a
result of the pandemic. Social unrest remains at a
high level in parts of LAC, ECA, and MENA, and
falling per capita incomes could trigger rising
discontent in SSA and elsewhere. Similarly,
geopolitical risks remain an important risk, to
varying degrees, across EMDE regions. Both civil
and international military conflicts are associated
with severe disruptions to growth.
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A period of persistently low commodity prices
could worsen the prospects of commodityexporting economies and regions such as MENA.
This could lead to fiscal tightening, slow their
recovery from the global pandemic, and increase
the risk of some countries falling back into
recession should additional negative shocks occur.
Disruptions from natural disasters and weatherrelated events are a persistent source of severe
downside risk for a host of economies, especially
in LICs and island economies in East Asia and
Pacific (EAP) and LAC. Many categories of
extreme events are becoming more frequent as a
result of climate change (Smith et al. 2020).
Droughts and wildfires are making some areas
uninhabitable, and potentially permanently
changing ecosystems (Staal et al. 2020). Although
global food stocks are elevated, food insecurity
remains a concern, particularly in low-income
countries, as a result of declining household
incomes as well as localized price spikes in some
regions.
Upside risks
Although downside risks predominate, strongerthan-expected outcomes cannot be ruled out,
especially if the vaccine rollout proceeds faster
than currently anticipated. As discussed in box
1.4, the pace of vaccine deployment could surpass
financial market expectations, triggering a sharp
rise in confidence and ushering a strong rise in
domestic demand. Consumption and investment
would strengthen steadily as employment recovers
and pandemic-induced uncertainties dissipate, and
the hardest-hit services sectors such as restaurants
and tourism would experience a sharp uptick from
pent-up demand.
It is also possible that the shared global experience
of combatting COVID-19 ushers in a renewed
move toward multilateralism. Greater support for
a stable, open, and rules-based international
trading system could drive a reduction in tariffs,
an uptick in trade, stronger foreign investment in
EMDEs and, ultimately, more robust global
growth.
Over the longer-term, some of the changes in
practices that took place during the pandemic may
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help to drive future productivity growth. New
business models introduced during the pandemic
may prove more efficient and durable, as may have
been the case during the Great Depression
(Babina, Bernstein, and Mezzanotti 2020).
Widespread teleworking may allow more workers
to benefit from the productivity benefits of cities
without increasing congestion (Duranton and
Puga 2020). A near-term surge in aggregate
demand, combined with a more durable increase
in productivity and investment, could mitigate the
long-term damage of the pandemic.
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FIGURE 1.18 Monetary and financial policies in
advanced economies
Policy rates in major advanced economies are expected to remain near
zero for several years as central banks support a protracted recovery.
Market-based measures of inflation expectations have bounced back from
their second-quarter lows, partly aided by shifts in policy regimes.

A. Market-based interest rate
expectations

B. Inflation expectations

Policy challenges
Challenges in advanced economies
In the immediate term, strengthened infection control
policies in advanced economies, including effective
surveillance and universal masking, have the
potential to significantly alter the pandemic’s course
and bolster the recovery. As the crisis abates, policy
makers will need to keep policy support in place to
sustain the recovery, despite the sharp rise in debt
levels, gradually shifting from income support toward
growth-enhancing policies. With limited scope for
further central bank support, policy makers will also
need to consider a greater role for fiscal policy in
bolstering activity. In the long run, structural reforms
are needed to reverse economic scarring from the
pandemic and stimulate productivity growth,
including by facilitating sectoral reallocation,
harnessing digital technologies, and tackling rising
inequality.
Monetary and financial policies
The COVID-19 pandemic will likely contribute
to the trend decline in real interest rates (Jordà,
Singh, and Taylor 2020). Nominal short rates will
likely remain near zero for years, leading to an
extended period of markedly negative real interest
rates as central banks shift from crisis management
to supporting the recovery (figure 1.18.A;
Henneberg and Mann 2020).
Given the growing reliance on unconventional
policy tools, some major central banks have
considered alternative policy regimes. For
instance, the U.S. Federal Reserve has adopted
average inflation targeting, under which inflation

Sources: Bloomberg; World Bank.
A. Figure shows the expectations for policy rates for the euro area, Japan, and the United States
obtained from Overnight Index Swaps (OIS) as of December 16, 2020.
B. Figure shows seven-year inflation swap rates for the euro area, Japan, and the United States. The
last observation is December 16, 2020. The idiosyncratic increase from September 21 to September
22 (inclusive) was removed.
Click here to download data and charts.

will be allowed to rise above target to compensate
for the undershooting during downturns (Powell
2020). The anticipation of the new approach has
contributed to a modest rise in market-based
inflation expectations (figure 1.18.B).
Due to the severe adverse impact of COVID-19
on aggregate demand, inflation risks are squarely
to the downside in the near term. That said, a
sizable part of the pandemic’s macroeconomic
impact was in the form of a supply shock (Brinca,
Duarte, and Faria e Castro 2020). If policy efforts
are unable to reverse supply-side damage, inflation
may resume at a faster than expected pace in the
medium-term, prompting unexpected policy
tightening.
Financial authorities have generally responded to
COVID-19 by using the flexibility of regulatory
standards, supporting affected borrowers,
promoting balance sheet transparency, and
maintaining operational and business continuity
of banks. These measures have helped to maintain
the flow of credit and mitigated financial sector
stress (Nier and Olafsson 2020; IMF and World
Bank 2020). Once the pandemic is effectively
contained, these measures would need to be
gradually tightened or reversed to guard against a
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FIGURE 1.19 Fiscal policy in advanced economies
Authorities are set to withdraw fiscal support more rapidly than was the
case following the global financial crisis, which could derail an alreadyfragile recovery. Sustained support to unemployed and vulnerable
households will be needed to prevent a sharp decline in incomes. As
policy makers shift their focus from crisis management to supporting the
recovery, reversing the long-standing decline in infrastructure investment
could be prioritized. Credible fiscal plans can help ease fiscal sustainability
fears from the projected surge in sovereign debt over the outlook.
A. Fiscal impulse in advanced
economies

C. Government spending on
infrastructure

B. Disposable income: Forecast
revisions in major advanced
economies

D. Gross government debt in major
advanced economies

Sources: International Monetary Fund; OECD Infrastructure Investment (database); Oxford
Economics; World Bank.
A.B.D. Shaded areas indicate forecasts.
A. AEs = advanced economies. Fiscal impulse is defined as the change in the cyclically-adjusted
primary balance (CAPB) from the previous year. A decline in the CAPB (a negative fiscal impulse)
indicates fiscal consolidation, while an increase in the CAPB (positive fiscal impulse) indicates fiscal
support. Sample includes 36 economies.
B. Figure shows the percent difference in levels of real personal disposable income (PDI) between
January 2021 World Bank baseline projections versus January 2020 Oxford Economics projections
across major advanced economies (the euro area, Japan, and the United States). PDI is measured in
constant local currency. Projections assume announced fiscal measures as of the end of October
2020. Aggregate is calculated using real U.S. dollar GDP weights at 2010 prices and market
exchange rates.
C. Figure shows average of infrastructure investment as a share of GDP for 31 advanced economies.
Infrastructure investment covers spending on new transport construction and improvements to
existing networks. Shaded area indicates the global financial crisis spanning from 2008 until 2009.
D. Figure shows debt as a percent of GDP across major advanced economies (the euro area, Japan,
and the United States). Aggregates calculated using nominal 2019 U.S. dollar GDP weights.
Click here to download data and charts.

buildup in leverage in an environment of degraded
balance sheets and low-for-long interest rates (IMF
2020f).
Fiscal policy
With monetary policy increasingly constrained,
fiscal policy has taken on a critical role in

macroeconomic stabilization during the crisis,
delivering unprecedented stimulus in 2020 in the
form of cash transfers and income support to
households and firms. Fiscal support is projected
to be withdrawn more rapidly than was the case
following the global financial crisis in more than
90 percent of advanced economies (figure 1.19.A).
With most economies still far from potential,
some further fiscal support may be needed to
buttress disposable incomes and avoid derailing
the fragile recovery (figure 1.19.B; Casado et al.
2020; IMF 2020c; Stone 2020).
Fiscal multipliers are high when unemployment
rates are rising (Auerbach and Gorodnichenko
2015; Berge, De Ridder, and Pfajfar 2020). Policy
makers could consider enhancing automatic
stabilizers—for instance, by permanently adopting
short-time work programs—to quicken the
delivery and maximize the effectiveness of fiscal
support. As fiscal authorities gradually refocus
their attention on boosting a lasting recovery,
spending can be reprioritized to areas with high
long-term fiscal multipliers, including investments
in infrastructure and public education (De Ridder,
Hannon and Pfajfar 2020; Ramey 2020). For
instance, one priority could be reversing the trend
decline in infrastructure spending as a share of
GDP experienced by more than two-thirds of
advanced economies, with an emphasis on green
infrastructure projects and other investments that
can boost resilience to climate risks (figure 1.19.C;
OECD 2020b; Vivid Economics 2020). Whereas
debt dynamics remain manageable in the near
term despite large increases in debt levels, credible
fiscal plans can help strengthen expectations of
long-run fiscal sustainability (figure 1.19.D).
Structural policies
The pandemic has had a disproportionate impact
on the poor and the vulnerable, with job and
income losses concentrated among low-income
workers and the young. Policies can help ensure
an inclusive recovery that targets lower-income
and lower-skill households, including job-creating
public works projects and regulatory reforms that
facilitate hiring (McKinsey 2020). Moreover,
increased spending on health care and pandemic
preparedness—focusing on prevention and
expanding support for vulnerable populations—
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can play a critical role in guarding against future
health crises and boost productivity (figure 1.20.A;
Dyakova et al. 2017).
Policies to maintain labor attachment, including
short-time work programs, were essential to
alleviate the adverse effects of COVID-19 on the
labor force. To avoid impinging on labor
reallocation, such measures can become more
targeted as the recovery progresses, including by
having firms contribute to the cost of such policies
and introducing time limits to mitigate the risk of
supporting unviable jobs (OECD 2020c).
The rise of telework may be changing the
productivity advantage of cities. Governments
may have a role in increasing digital connectivity,
while safeguarding the productivity-enhancing
effects of dense urban areas, including an efficient
sharing of local infrastructure and the promotion
of new technologies and business practices
(Duranton and Puga 2020).
Finally, economic damage from the pandemic is
expected to reduce potential output in advanced
economies (figure 1.20.B). New policies,
including tax reform, expanded support for
entrepreneurs, and the provision of worker
training opportunities will be needed to boost
productivity and take full advantage of accelerated
digitalization and automation, while cushioning
the process of labor reallocation (Astebro,
Braguinsky, and Ding 2020).
Challenges in emerging market and
developing economies
EMDEs’ near-term priority is effective pandemic
management, including facilitating widespread
vaccine dissemination, which will be a key factor
underpinning the recovery. The deterioration in bank
asset quality is highlighting the challenge of
preserving financial stability while still facilitating
credit availability. To ensure fiscal sustainability,
EMDE policy makers will need to balance nurturing
the recovery against prematurely unwinding fiscal
support. This trade-off underscores the need to
improve domestic revenue mobilization and
prioritize expenditures toward measures that yield
large growth dividends. In some cases, the
deterioration of public balance sheets may call for
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FIGURE 1.20 Structural policies in advanced economies
Increased spending on health care—preventive care in particular—may
help mitigate future health crises. The pandemic is expected to leave deep
scars on potential output in advanced economies.
A. Government spending on health
care in advanced economies

B. G7 potential output

Sources: Lorenzoni et al. (2019); OECD.stat (database); World Bank (2018b); World Bank.
A. Bars show average healthcare spending as a percentage of GDP. Grey area indicates projection
for 2020 as based on baseline GDP growth projections and estimates for the growth of health care
spending per capita from Lorezoni et al. (2019). Sample includes 30 advanced economies.
B. Potential output is constructed using the multivariate filter model of World Bank (2018b). Group of
Seven (G7) economies include Canada, France, Germany, Italy, Japan, the United Kingdom, and the
United States. Weighted average calculated using 2019 GDP at 2010 prices and market exchange
rates. Last observation is 2020Q3. Shaded area indicates forecasts.
Click here to download data and charts.

additional debt relief, particularly in LICs. In the
longer run, it will be critical to mitigate the scarring
of potential output caused by the pandemic,
including through policies to safeguard health and
education, prioritize investments in digital
technologies and green infrastructure, improve
governance, and enhance debt transparency.
Policy challenges in China
The COVID-19 crisis is likely to leave lasting
impacts on China’s economy (World Bank
2020h). Private and public debt levels, which were
already elevated before the crisis, have risen
further, particularly at the subnational level. This
has reversed some of the deleveraging achieved
since 2016 and has rendered China’s economy
more vulnerable to future shocks. As policy
makers resume their focus on deleveraging the
economy, monetary and financial policies will
need to remain flexible, avoid premature and
abrupt tightening, and carefully manage financial
risks.
The pandemic has also exposed interlinked
economic, social, and environmental fragilities
(World Bank 2020i). More inclusive growth, and
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FIGURE 1.21 Monetary and financial policy in EMDEs
Aggregate inflation in emerging market and developing economies
(EMDEs) is low, and is expected to remain below central bank targets as a
result of weak economic activity. Central bank policy rates generally
remain at highly accommodative levels. Asset purchase programs have
helped stabilize financial markets, but their continued use could begin to
undermine financial stability in the absence of clearly defined objectives
that are consistent with central bank mandates. Although EMDE banking
sector capitalization remains high, on average, it is at risk of being eroded
by higher nonperforming loans.
A. EMDE inflation during the
pandemic and global financial crisis

B. Expected EMDE inflation deviation
from target

a shift from public investment to consumption as
its main driver, would help China’s recovery be
more sustainable. Structural policies should focus
on encouraging investment in human capital,
reducing regulatory burdens, addressing market
distortions, and improving access to social services.
In addition, the government could work to close
the gaps in disease surveillance and control, reduce
public health risks, and strengthen international
collaboration.
EMDE monetary and financial policies

C. EMDE policy interest rates

D. EMDE announced or completed
asset purchases

E. Impact of EMDE asset purchases:
EMDE 10-year bond yields

F. Proportion of firms in arrears or
expecting to be within 6 months

Sources: Apedo-Amah et al. (2020); Consensus Economics; Haver Analytics; National sources;
World Bank.
Note: EMDEs = emerging market and developing economies; EAP = East Asia and Pacific,
ECA = Europe and Central Asia, LAC = Latin America and the Caribbean, MNA = Middle East and
North Africa, SAR = South Asia, SSA = Sub-Saharan Africa.
A. Aggregates calculated using 2019 real U.S. dollar GDP weights. "Headline" and “Core” samples
include 15 and 11 EMDEs, respectively. Last observation is November 2020.
B. Median of monthly Consensus forecasts deviations from central bank targets. Sample includes 38
EMDEs. Last observation is December 2020.
C. Figure shows regional averages of policy interest rates. Sample includes 67 EMDEs.
D. Announced or completed purchases (where no announcement exists) relative to 2019 nominal
GDP as of November 2020. Bar shows average in each region. Orange whiskers show regional
range. Red line shows average of advanced-economy programs launched in 2020.
E. Panel regression results based on daily financial asset prices in 26 EMDEs. A total of 25 asset
purchase announcements in 14 EMDEs are studied. Horizontal axes indicate days after the
announcements of quantitative easing (t = 0). Orange lines indicate 90 percent confidence intervals.
F. Unweighted averages. Figure shows proportion of firms responding yes to “is it expected that this
establishment will fall in arrears in any of its outstanding liabilities in the next six months?” as in
Apedo-Amah et al. (2020). Survey of 100,000+ firms in 51 countries during April-August 2020.
Click here to download data and charts.

As a result of weak demand and subdued energy
prices, EMDE inflation has fallen below central
bank targets, on average, since May (figures
1.21.A and 1.21.B). Nevertheless, the fall in
inflation in EMDEs has been less broad based
than in advanced economies, reflecting the effects
of sharp currency depreciations as well as rising
domestic food prices in some countries
(Ebrahimy, Igan, and Martinez Peria 2020).
Whereas underlying inflationary pressures in most
EMDEs are likely to remain subdued amid
persistently soft demand, negative output gaps
following the collapse in activity may not be as
sizable as currently envisioned due to the
pandemic’s damage to potential growth. This
could eventually fuel a pickup in inflation.
Central bank policy rates have mostly remained
stable at very accommodative levels (figure
1.21.C). The prospect of generally contained
inflationary pressures, along with recent changes
to the monetary policy framework of the U.S.
Federal Reserve that is likely to keep U.S. policy
rates low for an extended period, may enable a
number of EMDE central banks to maintain their
accommodative policy stances during the recovery
(Arteta et al. 2015; Kose, Nagle et al. 2020).
Lower borrowing costs could also help lessen the
financing burden on EMDEs with high debt loads
and associated financial risks. These benefits may,
however, be elusive for those EMDEs facing
lingering vulnerabilities, such as large external
imbalances or dwindling reserve buffers.
Several EMDE central banks have also continued
their use of asset purchase programs, which appear
to have helped stabilize financial markets (figures
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1.21.D and 1.21.E; Arslan, Drehmann, and
Hofmann 2020; Hartley and Rebucci 2020). The
medium- to long-term effect of these programs on
EMDE output and inflation is untested, and
prolonged use of these unconventional tools may
create new risks (chapter 4). If asset purchase
programs continue to expand without clearly
articulated goals that are consistent with policy
mandates, hard-won central bank independence
and credibility may be at risk of being eroded.
Furthermore, if central bank asset purchases are
perceived to fund unsustainable budget deficits,
they could trigger capital flight and raise risk
premia, as well as result in large currency
depreciations and persistently higher inflation
(Drakopoulos et al. 2020; Ha, Stocker, and
Yilmazkuday 2020).
Although banking sector capital adequacy ratios
remain above regulatory minimums, on average, a
large proportion of firms are reporting to be in, or
expect to fall into, loan arrears, as the collapse in
activity continues to weigh on household and
corporate income (figure 1.21.F). Policy makers
face the challenge of balancing the need to extend
the easing of macro- and micro-prudential policies
to support activity through credit availability—
such as the relaxation of minimum liquidity and
capital requirements, and the slackening of
borrower loan-to-value ratios to encourage
lending—against upholding regulatory standards
to prevent the buildup of greater systemic risks in
the financial sector.
Measures to support lending to firms suffering
from temporary liquidity constraints, such as
regulatory forbearance and payment moratoria,
need to be reassessed periodically to ensure they
remain appropriate and do not impede asset
quality transparency or harm bank capitalization.
Inefficient insolvency regimes, and measures to
increase flexibility over nonperforming loan
classifications or reduce asset risk weighs below
globally recognized standards, may heighten
uncertainty around bank capitalization and asset
quality, harming credit provision. Enhanced
supervisory assessment of loan quality and regular
stress testing can limit risks to bank solvency from
rising loan arrears, while strong resolution and
recovery regimes can limit contagion risks
following bank failures.
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EMDE fiscal policy
Fiscal support packages have been large in many
EMDEs, with discretionary measures, such as
increased expenditures or foregone revenues,
constituting a substantial share of the support.
The amount of support, however, has varied by
region, reflecting the availability and use of policy
space (figure 1.22.A). In general, EMDEs
provided less fiscal support than advanced
economies, in part reflecting revenue constraints
in industrial-commodity exporters due to the
decline in commodity prices and in LICs due to
low revenue mobilization (figure 1.22.B). Fiscal
support measures have been financed through
debt issuance; the drawdown of buffers such as
sovereign wealth and development funds;
reallocation of existing spending; and external
support, with 44 EMDEs benefiting from the
G20 Debt Service Suspension Initiative. The fiscal
response, combined with output contractions, is
expected to trigger a nearly 10 percentage point
rise in government debt in the median EMDE by
2022, to a record high of about 62 percent of
GDP, with particularly sharp increases in South
Asia (SAR) and MENA (box 1.1). Overall, the rise
in debt is broad-based, with more than 80 percent
of EMDEs projected to have higher debt-to-GDP
ratios in 2022 relative to 2019.
Given the size of the COVID-19 shock and the
lack of fiscal space, some EMDEs may need to rely
on new or continued external support and debt
relief to enable them to assist vulnerable
households and viable firms (Truman 2020). The
existing framework for debt relief is unlikely to fill
the sizable financing gaps of many EMDEs, which
may warrant more permanent solutions (OECD
2020a; Stubbs et al. 2020). Additionally, many
EMDEs will not be able to maintain the level of
expenditures needed to support the recovery,
which could force some countries into premature
fiscal tightening (figure 1.22.C). Particularly
vulnerable countries include those where debt was
already on a rising trajectory or where a large share
of fiscal revenues is absorbed by debt-servicing
costs (figure 1.22.D; UNCTAD 2020). The
situation is worse in LICs, where nearly half were
either in debt stress, or at high risk of it, prior to
the pandemic (Mühleisen, Klyuev, and Sanya
2020).
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FIGURE 1.22 Fiscal policy in emerging market and
developing economies
Many emerging market and developing economies (EMDEs) have
provided substantial fiscal packages, albeit with wide regional variation.
Fiscal support, combined with output contractions, has sharply raised
EMDE debt levels and service costs, which could eventually weigh on
growth by forcing many countries into premature fiscal tightening. Sizable
fiscal losses due to spending inefficiency further reduce policy space and
growth dividends. Fiscal support for energy measures has mostly targeted
fossil fuels rather than green technologies.
A. Composition of fiscal support
packages, by EMDE region

B. Fiscal impulse in EMDEs

C. Share of EMDEs pursuing fiscal
consolidation

D. External debt service, by EMDE
group

E. Public infrastructure spending
losses due to inefficiency

F. Amount of support committed
toward energy initiatives in 2020

The expected deterioration in fiscal positions has
made achieving fiscal sustainability more
challenging. Providing a clear exit strategy for
unwinding
substantial
support—alongside
strengthening fiscal frameworks and debt
transparency and efficiency—would help bolster
credibility and keep borrowing costs contained. It
would also put governments in a better position to
address fiscal risks such as the realization of
contingent liabilities, particularly those that arise
from state-owned enterprises.
The trade-off between strengthening fiscal
positions and continuing to provide support can
be made more palatable through improvements on
the part of both revenues and expenditures. On
the revenue side, ensuring that the tax structure
and statutory rates are efficient could help
mobilize domestic revenues and soften the drag
from fiscal consolidation. On the expenditure side,
improving public investment efficiency, as well as
the quality of public procurement, can ensure that
expenditures yield high growth dividends and
offset the impact of consolidation (Bosio, Grujicic,
and Iavorskyi 2020). Strengthening governance,
for instance, could halve the expenditure losses
incurred by public infrastructure inefficiencies
(figure 1.22.E; IMF 2020h). Additionally, expenditures could be prioritized toward measures
that bolster inclusive and sustainable growth and
also help ensure fiscal sustainability, such as
investment in human capital or priority sectors,
including green technology. That said, roughly
half of the fiscal support directed toward energy
initiatives in the G20 last year were committed to
fossil fuels (figure 1.22.F).
EMDE structural policies

Sources: Energy Policy Tracker; International Monetary Fund; International Monetary Fund (2020h);
World Bank.
Note: EMDEs = emerging market and developing economies; LICs = Low-income countries; EAP =
East Asia and Pacific, ECA = Europe and Central Asia, LAC = Latin America and the Caribbean,
MNA = Middle East and North Africa, SAR = South Asia, SSA = Sub-Saharan Africa. Aggregates
calculated using 2019 U.S. dollar GDP at 2010 prices and market exchange rates.
A. Announced fiscal support packages as a share of 2019 nominal GDP, using data from the October
2020 IMF Fiscal Monitor. Aggregates calculated using unweighted averages. “Discretionary
measures” includes revenue and expenditure measures; “Equity injections” includes equity injections,
loans, and asset purchases; and “Contingent liabilities” includes loan guarantees and other quasifiscal measures. Sample includes 121 EMDEs.
B.C. Fiscal impulse is defined as the change in the cyclically-adjusted primary balance (CAPB) from
the previous year. A decline in the CAPB (a negative fiscal impulse) indicates fiscal consolidation,
while an increase in the CAPB (positive fiscal impulse) indicates fiscal expansion. Sample includes up
to 27 EMDEs and 34 advanced economies due to data availability. Shaded areas indicate forecasts.
D. Figure shows the unweighted average of debt service on external debt in percentage of current
GDP. “Other EMDEs” indicates EMDEs not included in other categories. Sample includes 87 EMDEs.
E. Data are the percentage deviation from full efficiency that are generated from planning, allocation,
and implementation, as calculated in IMF (2020h). Sample includes 60 EMDEs.
F. Figure shows G20 commitments to types of energy policies as a percentage of total commitments
since the pandemic began. Data as of December 16, 2020.
Click here to download data and charts.

EMDE policy makers’ top near-term priority will
continue to be pandemic control and, once the
immediate crisis abates, boosting preparedness for
future health emergencies. Policy action will also
be needed to mitigate the pandemic’s distributional consequences and, critically, the damage it
has caused to potential growth (figure 1.23.A; box
3.1; World Bank 2020n). Some of the most
pressing policy goals include safeguarding health
and education, prioritizing investments in digital
and green infrastructure, improving governance,
and enhancing debt transparency.
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Improving the preparedness of health systems
As EMDEs continue to tackle the challenge of
controlling the pandemic, several lessons can be
drawn from the experience of countries that have
achieved more durable containment of COVID19. Perhaps most importantly, these underscore
the need for pandemic-control policies to reduce
the spread of the virus with limited economic
disruptions, such as universal masking and
effective surveillance systems with high volumes of
testing and large-scale contact tracing. Additionally, sustained and transparent communication efforts are required to build trust, help
guard against pandemic-control fatigue, encourage
proper social-distancing practices, and maintain
widespread facial masking (figure 1.23.B). In
particular, governments can leverage digital
communication technologies to track the effects of
COVID-19 in real time. As effective vaccines
continue to be produced, EMDEs will need to
shift focus to supporting vaccine procurement and
dissemination.
The pandemic has highlighted the large gaps in
healthcare systems across many EMDEs. In the
longer run, increased investment in the domestic
provision of health-care-related goods and services
will be needed to enhance the preparedness of
domestic health care systems. In addition,
increased spending on epidemic preparedness
measures is paramount to minimizing the human
and economic costs of future health crises.
Authorities need to leverage the power of mobile
data to monitor and contain epidemics and assess
resource and equipment needs in real time (World
Bank 2020o).
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FIGURE 1.23 Structural policies in emerging market and
developing economies
The lasting damage from the pandemic may contribute to a further decline
in potential growth for emerging market and developing economies.
Authorities can promote universal masking as a low-cost and relatively
growth-friendly approach to help contain the pandemic. The recovery can
be enhanced by expanding access to digital technologies and addressing
infrastructure gaps, partly through green investments. In the longer run,
reforms to improve governance, reduce corruption, and enhance debt
transparency are needed to support potential growth.
A. EMDE potential growth

B. Prevalence of mask use

C. Access to digital technologies

D. Average annual gap between
projected infrastructure spending and
needs, 2016-30

E. Cumulative response of long-term
growth forecasts after institutionalreform advances and setbacks

F. Debt transparency across EMDE
regions

Fostering food security and education
Policy efforts are required to minimize the longterm scarring of human capital. Alleviating food
insecurity is a top priority, as sharp income losses
have induced poor households to cut back on food
consumption (World Bank 2020h). Indeed, the
number of people facing food crises is estimated to
have doubled from 130 million to about 270
million by end-2020 (CARE 2020; WFP 2020a).
Ensuring the effective delivery of food assistance
for those in need, in part by supporting local
markets via cash transfers, could help avoid

Sources: Consensus Economics; Haver Analytics; International Crisis Risk Group (database); Kilic
Celik, Kose, and Ohnsorge (2020); McKinsey (2016); Rivetti (2020); World Bank; YouGov.com.
Note: EMDEs = emerging market and developing economies; LICs = low-income countries; TFP =
total factor productivity; EAP = East Asia and Pacific, ECA = Europe and Central Asia, LAC = Latin
America and the Caribbean, MNA = Middle East and North Africa, SAR = South Asia, SSA =
Sub-Saharan Africa.
A. Real GDP-weighted average for 52 EMDEs. Potential growth based on a production function
approach described in Chapter 3.
B. Bars show median values for the share of respondents that wear masks in public. Sample includes
10 EMDEs and 16 advanced economies. Last observation is November 2020.
C. Figure shows the average share of the population using the Internet and fixed broadband subscriptions per 100 people in 2017. Sample includes 36 advanced economies, 155 EMDEs, and 29 LICs.
D. Sample includes eight advanced economies and nine EMDEs.
E. Coefficient estimates of a local projection estimation of 10-year-ahead growth forecasts on reform
advances and setbacks in 57 countries. Reform advances (setbacks) are defined as years in which
the average of indicators by the International Crisis Risk Group increase (decrease), and are
sustained for at least three years. Vertical orange lines show the 90-percent confidence interval.
F. Figure shows average score from the World Bank’s Debt Reporting Heat Map. Red line is highest
level of transparency. Orange lines represent the interquartile range.
Click here to download data and charts.
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chronic malnutrition, which can permanently
impair maternal and child health and learning
abilities (Martins et al. 2011; WFP 2020b). The
international community can play a key role in
supporting efforts to alleviate food insecurity. For
instance,
the
International
Development
Association (IDA) is committing $5.3 billion for
food security (IDA 2020). Moreover, equitable
access to health care—especially for vulnerable
households with reduced income—needs to be
prioritized.
Safeguarding access to education is critical in
promoting better long-run growth outcomes
(chapter 3; Sala-i-Martin, Doppelhofer, and Miller
2004). Increased investment in infrastructure
related to education can improve the quantity and
quality of human capital (Francisco and Tanaka
2020; Barrett et al. 2019). Digital approaches to
remote learning developed during the pandemic
can also be leveraged to gradually broaden access
to affordable education across EMDEs over the
long term (Li and Lalani 2020).
Boosting public investment in digital and green
infrastructure
In the short term, authorities can spur the
accelerated adoption and development of fintech
platforms that enhance the delivery of secure cash
payments to a broader group of vulnerable
households, which can also help alleviate the sharp
rise in inequality (Davidovic et al. 2020;
Gévaudan and Lederman 2020). Once the
pandemic is contained, funding an expansion of
broadband and mobile internet access would
enable a larger share of the population to access
digital services (figure 1.23.C). In addition to its
productivity-enhancing effects, wider internet
access has been found to increase female labor
force participation (Viollaz and Winkler 2020). At
the same time, policies that promote a secure
online environment and deepen access to data,
combined with an easing of regulatory barriers to
market entry, can help grow a vibrant domestic
information and communications technology
sector (World Bank 2020o).
Addressing gaps between current spending on
infrastructure and the level needed to meet
Sustainable Development Goals can contribute to
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a sustained rise in per capita incomes (figure
1.23.D; chapter 3; Canning and Pedroni 2008).
Prioritizing investment in green infrastructure
projects with high economic returns, and fostering
the widespread adoption of environmentallysustainable technologies, can also support higher
growth levels in the long-run while contributing
to climate change mitigation (OECD 2020b;
Strand and Toman 2010). Building green
objectives into recovery packages will increase
EMDE’s resilience to future shocks as well as
reduce risks. Green stimulus packages, including
efforts to improve energy efficiency such as
retrofitting buildings, can have large fiscal
multipliers as they are both labor intensive and
productivity enhancing (Agrawala, Dussaux, and
Monti 2020; IEA 2020).
Nonetheless,
the
social
and
economic
consequences of green policies need to be carefully
managed—particularly job losses in traditional
energy industries. Governments can work with the
private
sector,
leveraging
public-private
partnerships, to increase public investment. This
type of government spending has large multiplier
effects in countries where the stock of public
capital is low (Izquierdo et al. 2019).
Environmental protection policies and regulatory
reform to improve energy efficiency are also vital
to improving long-run climate, health, and growth
outcomes (IMF 2020g).
Improving governance
Improving governance is also urgently needed to
overcome development obstacles exacerbated by
the pandemic and foster an environment
conducive to higher long-run growth. Structural
reforms that raise the quality of economic
governance can facilitate the process of sectoral
reallocation and structural transformation
accelerated by the pandemic, while increasing
productivity and investment (figure 1.23.E; box
3.2). Such policies include trade liberalization and
regulatory reform to increase global value chain
participation, tax reform, and enhanced contract
enforcement (Chari, Henry, and Reyes 2020).
Social safety nets will also need to be strengthened
to cushion the temporary adverse impacts on
employment of productivity-enhancing reforms
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and accelerated investments in automation and
digitalization.
Reducing corruption is paramount in light of the
expansion of government activity induced by the
pandemic (World Bank 2020p). Among other
factors weighing on institutional quality,
corruption weighs on the effectiveness of resource
allocation (Avellan, Galindo, and Leon-Diaz
2020). Addressing corruption can play a crucial
role in bolstering the recovery. Fostering a more
predictable investment climate can help countries
attract FDI, seize new trade opportunities brought
on by ongoing global value chain reconfiguration,
and address balance of payments difficulties
(World Bank 2020q). Reducing corruption can
also help increase the quality of government
expenditures, the effectiveness of social benefit
systems, and, by boosting government revenues,
the amount of fiscal space (Peisakhin and Pinto
2010).
Enhancing debt transparency, in part by adopting
sound debt management practices, can support a
durable recovery by fostering public trust and
macroeconomic stability (Bulow et al. 2020;
Malpass 2020). A firm commitment to enhancing
debt transparency can help countries assess and
manage the sharp accumulation in external debt
brought on by the pandemic. Furthermore, it can
also facilitate the establishment of sustainable debt
covenants for public and private stakeholders,
thereby increasing the fiscal space to fund growthenhancing policies (World Bank 2020r). There
remains considerable scope to increase debt
transparency across EMDEs (figure 1.23.F).
Global coordination and cooperation
The COVID-19 pandemic is a truly global crisis
that necessitates a coordinated global response
(World Bank 2020s). Only once the pandemic is
effectively managed in all countries will individual
countries be safe from resurgence, allowing
global growth outcomes to improve materially
(Ghebreyesus 2020). Nevertheless, the resources to
contain the pandemic and cushion its severe
health, social and economic consequences are
unequally distributed across countries. Although
many EMDEs deployed unprecedented fiscal
stimulus compared to past crises, their policy
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response was constrained by limited fiscal space
and was insufficient to address the pressing needs
of their vulnerable populations (Gates and Gates
2020; Reinhart and Reinhart 2020).
Given the pandemic’s lingering effects across
fiscally constrained EMDEs, there is a pressing
need for the global community to collaborate in
alleviating debt burdens, particularly for the
poorest countries (Shetty 2020). For example, the
Brady Plan of 1989-94 achieved external debt
reductions of about one-third for the 18
participating debtor countries (Cline 1995; Rieffel
2003). These large reductions helped launch
recoveries in the 1990s (Kose, Nagle et al. 2020;
Reinhart and Trebesch 2016).1
The G20’s recently announced common approach
to providing debt relief for the poorest countries is
a step to facilitate coordination among both Paris
Club and non-Paris Club bilateral lenders (G20
2020). However, besides enhancing transparency,
increased participation of private creditors and
their equal treatment with official bilateral
creditors will be critical to achieving an equitable
and durable outcome (Bulow et al. 2020; World
Bank 2020t).
On the health front, coordinated global efforts
across governments, the private sector, and
multilateral institutions in developing, producing,
and disseminating COVID-19 vaccines are
critically important to ensure timely and equitable
access across countries and a sustained reduction
in global infection rates (Weintraub, Yadav, and
Berkley 2020). In particular, countries with high
vaccine development and production capacity can
actively participate in coordinated international
approaches to vaccine dissemination, seeking to
promote the affordable and equitable distribution
of vaccines amongst their lower-income peers
(Ghebreyesus 2020).
In the longer term, safeguarding multilateral
institutions, including their role in settling dis-

1 Another historical example is the London Debt Agreement of
1953, under which 20 sovereign states collaborated to reduce West
Germany’s external debt by about 50 percent, contributing to West
Germany’s postwar economic revival (Guinnane 2015; Kaiser 2013).
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putes and upholding a rules-based international
trading system, is essential to sustained growth
(Goldin 2020; IMF 2020g). These institutions,
working hand in hand with governments, can play

a crucial role in developing equitable and
sustainable solutions to challenges of defeating the
pandemic, reducing poverty, eliminating data
sovereignty barriers, and tackling climate change.

TABLE 1.2 Emerging market and developing economies1
Afghanistan
Algeria*
Angola*
Argentina
Armenia
Azerbaijan*
Bahrain*
Belize
Benin
Bolivia*
Botswana
Brazil
Burkina Faso
Burundi
Cabo Verde
Cameroon*
Central African Republic
Chad*
Chile
Colombia*
Comoros
Congo, Dem. Rep.
Congo, Rep.*
Costa Rica
Côte d’Ivoire
Ecuador*
Equatorial Guinea*
Ethiopia
Fiji
Gabon*
Gambia, The
Ghana*
Guatemala
Guinea
Guinea-Bissau
Guyana
Honduras
Indonesia*
Iran, Islamic Rep.*
Iraq*
Kazakhstan*
Kenya
Kosovo
Kuwait*

Commodity exporters2
Kyrgyz Republic
Lao PDR
Liberia
Madagascar
Malawi
Mali
Mauritania
Mongolia
Morocco
Mozambique
Myanmar*
Namibia
Nicaragua
Niger
Nigeria*
Oman*
Papua New Guinea
Paraguay
Peru
Qatar*
Russian Federation*
Rwanda
São Tomé and Príncipe
Saudi Arabia*
Senegal
Seychelles
Sierra Leone
Solomon Islands
South Africa
South Sudan*
Sudan
Suriname
Tajikistan
Tanzania
Timor-Leste*
Togo
Uganda
Ukraine
United Arab Emirates*
Uruguay
Uzbekistan
West Bank and Gaza
Zambia
Zimbabwe

Albania
Antigua and Barbuda
Bahamas, The
Bangladesh
Barbados
Belarus
Bhutan
Bosnia and Herzegovina
Bulgaria
Cambodia
China
Croatia
Djibouti
Dominica
Dominican Republic
Egypt, Arab Rep.
El Salvador
Eritrea
Eswatini
Georgia
Grenada
Haiti
Hungary
India
Jamaica
Jordan
Kiribati
Lebanon
Lesotho
Malaysia
Maldives
Marshall Islands
Mauritius
Mexico
Micronesia, Fed. Sts.
Moldova
Montenegro
Nepal
North Macedonia
Pakistan
Palau
Panama
Philippines
Poland

Commodity importers3
Romania
Samoa
Serbia
Sri Lanka
St. Kitts and Nevis
St. Lucia
St. Vincent and the Grenadines
Thailand
Tonga
Tunisia
Turkey
Tuvalu
Vanuatu
Vietnam

* Energy exporters.
1. Emerging market and developing economies (EMDEs) include all those that are not classified as advanced economies and for which a forecast is published for this report. Dependent
territories are excluded. Advanced economies include Australia; Austria; Belgium; Canada; Cyprus; the Czech Republic; Denmark; Estonia; Finland; France; Germany; Greece; Hong Kong
SAR, China; Iceland; Ireland; Israel; Italy; Japan; the Republic of Korea; Latvia; Lithuania; Luxembourg; Malta; the Netherlands; New Zealand; Norway; Portugal; Singapore; the Slovak
Republic; Slovenia; Spain; Sweden; Switzerland; the United Kingdom; and the United States.
2. An economy is defined as commodity exporter when, on average in 2017-19, either (i) total commodities exports accounted for 30 percent or more of total exports or (ii) exports of any
single commodity accounted for 20 percent or more of total exports. Economies for which these thresholds were met as a result of re-exports were excluded. When data were not available,
judgment was used. This taxonomy results in the classification of some well-diversified economies as importers, even if they are exporters of certain commodities (for example, Mexico).
3. Commodity importers are all EMDEs that are not classified as commodity exporters.
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ANNEX 1.1 Methodology
The global growth scenarios are developed using a
combination of models and assumptions. The
baseline and downside scenarios are constructed
from individual country estimates consistent with
the scenario assumptions on the path of the
pandemic, the extent of social distancing, and
financial conditions. These bottom-up scenarios
rely on a combination of large-scale macroeconometric models, time series models, and
economist judgement.
The upside and severe downside scenarios are
model-based as deviations from the baseline and
downside scenarios, respectively, and generated in
a sequential process. First, epidemiological
projections are established using a SusceptibleInfected-Recovered (SIR) model estimated with
daily new confirmed cases data up to November
2020 (Kermack and McKendrick 1927; Zhou and
Ji 2020). The SIR model is augmented to
incorporate a vaccine following the approach of
Feng, Towers and Yang (2011), and estimated for
major advanced economies and largest EMDEs.
Projections for daily infection rates are produced
conditional on alternative assumptions for the
evolution of the pandemic and the rollout of
vaccines (Figures 1.3.2).1
The projected attenuation of the pandemic,
influenced in part by vaccine outcomes, is
assumed to set the stage for a gradual easing of
voluntary social distancing and the removal of
government-imposed pandemic-control measures,
boosting activity. Following Coibion (2020) and
IMF (2020), the impact of infection and
lockdown measures on consumption is estimated
based on pooled panel regression as follows:
FEi,t = β1 stringencyi,t + β2 covid19i,t + ui,t

(1)

where a country i = 1,. . .21, at a time t =
2020Q1-Q3. FEi,t is the forecast revision of real
consumption using the diﬀerence between prepandemic forecast and the latest forecast by
1 The vaccine rollout is assumed to follow a sigmoid curve: a slow
initial rollout gives way to large-scale vaccination efforts and a
subsequent tapering as the population amenable to vaccination
rapidly declines.
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Oxford Economics; stringencyi,t is Oxford COVID19 government response stringency index; and
covid19i,t is COVID-19 cases per capita estimated
by Imperial College London and is assumed to
proxy voluntary social distancing measures. 2
Using parameters from equation (1) and the SIR
model’s epidemiological projections, future
consumption shocks are extrapolated to consider
the impact of both voluntary and involuntary
social distancing on private consumption.
Consumption shocks are projected forward for the
G7 (Canada, France, Germany, Italy, Japan, the
United Kingdom, and the United States) and EM7
excluding China (India, Brazil, Mexico, Russia,
Indonesia, and Turkey).
Projected consumption shocks—representing the
mobility and confidence effects associated with
COVID-19 cases and government-imposed
pandemic-control measures—are then mapped
into the Oxford Global Economic Model (Oxford
Economics 2019). The model permits the
quantification of the domestic and global
economic implications of these shocks for the
outlook.3 Thus, increased (reduced) stringency of
pandemic-control measures and voluntary social
distancing trigger an increase (decrease) in
consumption expenditures, employment, business
investment, and foreign demand for exports.
Moreover, a decrease in business investment lowers
the level of potential output by reducing the
capital stock.
In addition, the scenarios differ in their assumptions about financial conditions.4 Exogenous
shocks to financial conditions, proxied by

2 The estimated number of new daily cases from the Imperial
College of London model is accessed via the Our World in Data
(OWID) COVID-19 database. The shocks are broadly consistent
with the recent behavioral SIR model literature (Bethune and
Korinek 2020; Eichenbaum et al. 2020). The stringency index
projection is based on projected COVID-19 cases per capita.
3 In the model simulations, monetary policy is assumed to
respond endogenously to developments in activity and inflation,
cushioning the epidemiological shock’s economic consequences.
Fiscal policy is assumed to be exogenous beyond existing automatic
stabilizer mechanisms except for the United States, where fiscal
transfers are increased in the downside scenario.
4 Higher risk premia raise corporate borrowing rates, exacerbating
the rise in the cost of capital. Sovereign spreads rise among the most
vulnerable EMDEs caused by capital outflows to safe havens as
investor risk aversion increases.
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unexpected movements in the CBOE Volatility
Index (VIX), capture volatile financial market
expectations surrounding the pandemic’s projected evolution. In the severe downside scenario, a
large spike in volatility, coupled with a sharp and
unexpected reduction in credit supply, are used to
simulate the economic consequences of widespread financial crisis.5 In all scenarios, shocks to
financial conditions notably affect real activity
domestically, and those that occur in major
financial centers such as the United States are
assumed to spill over to other countries via the
model’s financial channels.

Arthi, V., and J. Parman. 2020. “Disease, Downturns,
and Wellbeing: Economic History and the Long-Run
Impacts of Covid-19.” NBER Working Paper 27805,
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