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Overview
Uneven containment: Like Hydra, the many-headed monster of Greek myth, COVID-19 is proving hard to suppress even a
year after the first case was confirmed in Wuhan. China and Vietnam, which had largely contained the disease, saw occasional
local outbreaks. Malaysia witnessed a significant resurgence, while Cambodia, Myanmar, Mongolia, and Thailand have seen
more limited spurts in infections. Of the countries in which the virus raged a few months ago, the situation has improved
in Indonesia, Malaysia, and the Philippines, but the number of cases remains high. The emergence of more transmissible
variants of the variants of COVID-19, however, poses new challenges to the containment of the disease globally.
Three-speed recovery: Many of the economies in the region began to bounce back in the second half of 2020 after
an initial slump. However, among major economies of the region, only China and Vietnam have followed a V-shape
recovery path with output surpassing pre-COVID-19 levels in 2020 (Figure O.1). Most of the other countries have not
seen a full-fledged recovery in terms of either output or growth momentum. By the end of 2020, output in the four
other major economies had rebounded but remained on average around 5 percent below pre-pandemic levels, with the
smallest gap in Indonesia (2.2 percent) and the largest gap in the Philippines (8.4 percent). Economic contraction has
been particularly severe and persistent in some of the small island economies, with output in 2020 remaining more than
10 percent below pre-pandemic levels in Fiji, Palau, and Vanuatu. Due to the economic distress, poverty in the region
stopped declining for the first time in 20 years and 32 million people were prevented from escaping poverty.
Figure O.1. China and Vietnam are leading the recovery in the EAP region
B. GDP growth, selected economies
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Determinants of growth performance: Economic performance across countries continues to depend primarily on (i) the
efficiency with which the virus is contained; (ii) the ability to take advantage of the revival in international goods trade;
and (iii) the capacity of governments to provide fiscal and monetary support. The countries with the weakest performance
were the ones that suffered high rates of COVID-19 infections and mortality; that relied more on prolonged restrictions on
mobility rather an effective test-based strategy; that depend on earnings from tourism rather than exports of manufactured
goods, especially electronics; and whose governments had limited fiscal space. The rollout of the vaccine has not so far
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had an appreciable impact on growth in the region. Economic performance was also affected by country-specific factors,
including natural disasters (Fiji, Tonga, Vanuatu, Thailand, Philippines), other disease outbreaks (Samoa), and political
uncertainty (Malaysia, Myanmar, Papua New Guinea, Thailand, and Timor-Leste).
Mixed prospects: The reverberations from the COVID-19 shock will influence future performance. Successful containment
of the disease in some countries will support a recovery of domestic economic activity, but lingering infections in other
countries will be a drag on growth until wider implementation of the vaccine. Global economic recovery, supported in
part by the significant US stimulus, will revive trade in goods and could provide an external boost to growth of as much as
1 percentage point on average, but global tourism is expected to remain below pre-pandemic levels till 2023 and delay
economic recovery in tourism-dependent economies. Even though the global financial climate remains benign, weakened
corporate and bank balance sheets and persistent global uncertainty will dampen investment. Growing public debt and
widening fiscal deficits will constrain further government spending in the near term. Against this backdrop, only China and
Vietnam are expected to grow strongly in 2021, by 8.1 percent and 6.6 percent, respectively, while the rest of the region
is expected to grow by only 4.4 percent. In Indonesia and Malaysia, output is expected to recover to its pre-pandemic
level over the course of 2021 (Figure O.2). In Thailand and in the Philippines, output is projected to remain below prepandemic levels until 2022. Among smaller countries, the recovery is expected to be particularly protracted in tourismdependent Island economies, with growth expected to be negative in about half of the countries, even though they have
been largely spared by the pandemic. Thanks to the rapid growth in China, regional growth is expected to accelerate from
an estimated 1.2 in 2020 to 7.4 percent in 2021.
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Figure O.2. Output will only slowly return to pre-COVID-19 levels in several of the region’s economies
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Risks: Risks are more balanced than previously. On the positive side, successful vaccination campaigns and early control
of the pandemic, together with significant policy reform and the diffusion on new technologies, could boost growth
and undo some of the COVID-19 damage. The significant US stimulus could also boost growth, through domestic and
international multiplier effects, to a larger extent than anticipated in our baseline estimates and bring the recovery
forward on average by as much as one-quarter. However, on the downside, delays in vaccine distribution could lead to a
persistence of infections and restrictions that could retard growth by about 1 percentage point. Slow global suppression
of the disease increases the risk of the emergence of new variants, that could be more infectious, lethal and resistant to
existing vaccines, and delay opening even in well-vaccinated countries. Continued economic pain may worsen balance
sheets of financial and nonfinancial entities further, exacerbate the fiscal burden of contingent liabilities, and could lead
to a financial crisis in some countries. The favorable financial climate, thanks in large part to the extraordinary global fiscal
and monetary expansion, has so far helped countries avoid financial instability. The positive impact of the US stimulus
could be eroded by the negative impact of the resultant global financial tightening, to which countries unable to take
advantage of the trade opportunities would be more vulnerable.
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Slower long-term growth: As the previous Update warned, COVID-19 could have a lasting impact on inclusive longerterm growth. Rising indebtedness along with increased uncertainty are likely to inhibit public and private investment,
as well as pose a risk to economic stability. Sickness, food insecurity, job losses, and school closures could lead to the
erosion of human capital and lifetime earning losses. Students in the region are expected to lose 0.8 Learning-Adjusted
Years of Schooling (LAYS) between January 2020 and December 2021. Inertia in the reallocation of resources away from
firms and sectors with limited potential in a post-COVID-19 world, and lower investment in research and development
could hurt productivity growth. Unless these problems are remedied, growth in the next decade could be as much as 1.8
percentage points lower than pre-COVID-19 projections in the region excluding China (Figure O.3), even considering the
positive impact of the diffusion of new technologies (Figure O.4).
Figure O.3. COVID-19 scars could further retard growth over the next decade
B. East Asia excluding China
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Figure O.4. COVID-19 has accelerated technology adoption by firms

24

Event weeks
Online payments (left scale)
Data analytics—all (left scale)

Advanced data analytics—A/B testing (right scale)

Source: DeStefano and Timmis (forthcoming) using Builtwith data as of January 2021 matched to 2019 Aberdeen Ci Technology Database (CiTDB).
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Increased inequality: The disease and the resulting shutdown, as well as the asymmetric access to social support and
digital technologies, are all likely to have increased inequality. Precisely how much is hard to establish because surveys
often do not capture well those at the very top and the very bottom of the income and consumption distribution. But
there is circumstantial evidence of worsened inequality along at least three dimensions. First, the depletion of physical
and human capital is more dire among the poor because they suffer greater food insecurity and learning losses. In
some countries, children of households in the bottom 40 percent of the distribution are 20 percentage points less
likely to be engaged in learning than children of the top 20 percent (Figure O.5). When faced with income losses,
poorer households are more likely to reduce their food consumption, drop out of school, accumulate debt, and sell
assets, all of which undermine their ability to recover from the crisis. Second, women are suffering more than men:
25 percent of respondents in Lao PDR and 83 percent in Indonesia said that intimate partner violence worsened due
to COVID-19. Food insecurity makes women more vulnerable to violence, and economic empowerment less so. Third,
SMEs and microenterprises suffered a proportionally larger drop in sales than large firms, even after controlling for
differences in labor productivity, age, and location. Sales of microenterprises shrank by 33 percent and of large firms by
only 25 percent. Smaller firms were also less likely to take advantage of new digital opportunities.
Figure O.5. Inequality is increasing across multiple dimensions
B. Women are more likely to suffer violence
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Note: A. Share of households with enrolled students that were engaged in online, mobile, or face-to-face learning activities. B. Share of respondents reporting that violence in the community is present and has increased.
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Policy dilemmas: The COVID crisis has confronted policy makers in EAP countries with a series of difficult decisions.
Governments have wrestled with the choice between saving lives and saving livelihoods (Box O.1). Health care authorities
have had to allocate scarce resources between treatment and prevention. In some cases, inadequate policy analysis may
have allowed the political imperative to prevail at significant human cost. Looking ahead, at least three key issues will
need to be carefully addressed. In each case, more meaningful international cooperation would lead to significantly
better outcomes for all countries than unilateral action.
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Box O.1. COVID-related policy issues examined in recent economic updates
The Spring 2021 EAP Economic Update addresses three policy dimensions: vaccination to contain COVID-19;
fiscal policy for relief, recovery, and growth; and climate policy to build back better. The Spring and Fall 2020
Updates have focused on a number of other policy issues, including: (i) smart containment of COVID-19, especially
through nonpharmaceutical interventions like test tracing and isolation; (ii) smart schooling to prevent long-term
losses of human capital, especially for the poor; (iii) social protection to help households smooth consumption,
and workers reintegrate as countries recover; (iv) support for firms to prevent bankruptcies and unemployment,
without unduly inhibiting the efficient reallocation of workers and resources; (v) financial sector policies to
support relief and recovery without undermining financial stability; and (vi) trade reform, especially of stillprotected services sectors—finance, transport, communications—to enhance firm productivity, avert pressures
to protect other sectors, and equip people to take advantage of the digital opportunities whose emergence the
pandemic is accelerating.
The race between infections and vaccination
COVID-19 vaccines alone will not end the pandemic soon for two reasons. Even though vaccine production may be
enough to cover all adults in the world by end-2021, inequalities in vaccine efficacy and distribution imply that most
countries will not be able to achieve herd immunity levels. Estimates show that at the end of 2021, in the most optimistic
scenario, efficacy-adjusted coverage in high-income countries will be 81 percent and in developing countries 55 percent
(Figure O.6). At the same time, new more infectious and possibly immune resistant variants of concern (VOCs) are likely
to exacerbate outcomes by impairing vaccine effectiveness and increasing coverage levels needed for herd immunity.
What are the policy implications of the divergence in access and the emergence of new variants?
•

First, in countries where COVID-19 control has not been achieved, like Indonesia and the Philippines, rapid
vaccination is a priority to reduce high numbers of deaths and pressure on struggling health systems. The
challenge for these countries is to procure and distribute sufficient vaccines and to address any vaccine hesitancy
among people through effective information campaigns. Countries, such as China and Vietnam, that are
effectively pursuing COVID-19 elimination, have space to develop a more suitable vaccination strategy for their
large populations (see Table O.1A–B at the end of the Overview). For example, even as they move quickly to
vaccinate the more vulnerable, they may choose to implement mass vaccination gradually as they obtain better
evidence on the efficacy of vaccines and against the VOCs.

•

Second, since vaccination will not be sufficient to suppress viral transmission soon in most countries, governments
must enhance other non-pharmaceutical interventions (NPIs), especially testing-tracing-isolation, that would
magnify the impact and cost-effectiveness of vaccines.

•

Third, the threat posed by new VOCs creates a global health and economic interest in suppressing viral transmission
everywhere. Striving for suppression is also likely to make it easier to manage longer-term outcomes in which
the new coronavirus becomes endemic like influenza.
•

Export restrictions on COVID-19–related medical products could create a mismatch between access and
need, making it harder to contain the disease. Therefore, it is important to keep trade open along the value
chain for vaccines and other medical products.
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•

The threat of VOCs also strengthens incentives for countries like China which have suppressed infection at
home to prioritize vaccine allocation to high transmission countries where VOCs are most likely to emerge.
While China has already exported vaccines to 22 countries, it could scale up and export more vaccines if
efforts to obtain international approval were accelerated, and if a better balance were struck between public
safety and production efficiency, easing the manufacture of multi-vail vaccines, at least for exports.

•

For deeper international cooperation to be rational for individual countries, global suppression must be
credible—which requires adequate global supplies of vaccines and NPI consumables. Therefore, China,
Europe, India, Russia, the US, and other countries need to collaborate more closely in efficient approval and
production of effective vaccines and consumables for NPIs.

Figure O.6. A
 ccess to vaccines is unequally distributed across countries, and does not match infection-suppression needs
A. E fficacy-adjusted vaccine purchases and commitments
end-2021

B. Cumulative infection rates end-2020

Sources: A. Duke Global Health Innovation Center; COVAX; Information published by official agencies, manufacturers and news media as of 19 February 2021. B. World Bank staff estimates.
Note: A. Available vaccine volumes based on reported production to end-2021, with estimation of 2021 production in cases where information sources do not provide breakdowns by year. Allocations based on information
on country purchases, allocations and plans obtained from news media. B. Chart presents estimates of the cumulative COVID-19 infection rate by end-2020, based on adjusting mortality-based estimates of cumulative
infection rates for underreporting of deaths by using reported seroprevalence estimates.

Providing fiscal support without undermining stability
Fiscal policy today is expected to play a demanding triple-role of supporting relief, recovery and growth. Relief is needed
to help households to smooth consumption and firms to avoid bankruptcy or damaging contraction. Recovery requires
a fiscal stimulus because the COVID-19 shock threatens to lock the economy into an underemployment equilibrium.
Growth requires public investment in both hard and soft infrastructure. The evidence so far suggests that in many EAP
countries, relief is less than earning losses, stimulus has not fully remedied deficient demand, and public investment is
not a significant part of recovery efforts (Figure O.7).
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Figure O.7. In many EAP countries, relief has not matched earning losses, stimulus has not offset output shortfalls, and public
investment has not been scaled up
B. Output gaps after policy support
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How far do government choices reflect constraints on borrowing and spending (see Table O.2 at the end of the Overview)?
As governments committed to fiscal support equal to nearly 10 percent of GDP in 2020, public debt increased on
average by more than 7 percent of GDP. The fact that interest rates have been significantly lower than growth rates for
EAP countries suggests that even large primary deficits may not threaten debt sustainability. However, governments
for good reason do not see the wedge between growth and interest rates as a license for unlimited borrowing. The
differential is not stable and has been subject to reversals in sign; interest rates are not exogenous but sensitive to high
fiscal deficits and debt; markets can be spooked by vulnerabilities like foreign currency debt, overvalued exchange rates,
financial system fragilities and commodity dependence; and higher debt service and low revenue generating capacity in
EAP countries can crowd out public investment hurting recovery and growth.
Countries, therefore, face trade-offs as they balance the continued need for economic support against the risk of future
instability. The trade-offs could be softened.
•

First, governments in the EAP region can do much to increase the efficiency of expenditure. Now that recovery is
underway, support to households and firms could be better targeted. In Indonesia, Mongolia, and the Philippines,
households whose incomes were unchanged during the crisis were almost as likely to receive assistance as those
who suffered income losses. Similarly, in Cambodia, Indonesia, Malaysia, and Vietnam, the likelihood of a firm
receiving support was not related to whether it was affected by the crisis. Looking ahead, investment spending
can be streamlined and allocated where the social rate of return is highest. Returns are four times higher in
countries with better public investment management.

•

Second, rather than curtail spending or raise taxes prematurely, governments can credibly commit to future
discipline and efficiency-enhancing reforms. Some countries have started drawing fiscal consolidation plans,
which involve eventually lowering spending and/or increasing revenues, including through the re-introduction
of a fiscal rule. They could also commit to phasing out wasteful and regressive spending. For example, fuel
subsidies account for as much as 0.25 percent of GDP in China, 0.30 percent in Indonesia, 0.50 percent in
Vietnam, and 1.30 percent in Malaysia. While raising revenue and cutting spending during a crisis are difficult,
legislating future reforms may be politically easier—because opposition from vested interests is likely to be
weaker when they are benefitting from government support and bailouts.

xviii
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•

Third, EAP countries can continue to use monetary policy to share the burden of economic support because their
interest rates are positive, reserves requirements relatively high and inflation subdued.

•

Fourth, international coordination could magnify the collective impact of fiscal policy because governments tend
to under-provide stimulus relative to the global optimum due to demand leakages. China, which has ample fiscal
space and a current account surplus, could do more to boost domestic demand. Since returns to public infrastructure
investment are declining and corporate debt levels are high, a greater emphasis could be placed on targeted
transfers and other fiscal measures to boost consumption. An in light of growing climate risks, public investment
to accelerate the transition to a low-carbon development path could have high social returns and also generate
short-term employment gains.

Going green without hurting growth or the poor
The developing East Asia and Pacific region is at the frontline of combating global climate change. The region is a major
contributor to rising greenhouse gas emissions causing climate change—with emissions tripling since the year 2000
and now accounting for nearly one-third of global emissions. The region also faces the consequences of climate change,
from typhoons and tropical diseases to melting glaciers and rising oceans. Therefore, early climate action by the region
is both in the global and the region’s own interest. In fact, without early and decisive action and policy shifts in this part
of the world, it will be difficult to achieve the reduction in global emissions necessary to get on track toward the 2°C
temperature goal of the Paris Agreement.
However, decoupling output growth from emissions will require a transformation in consumption and production patterns
on a massive scale. The significant up-front costs involved in mitigation and adaptation measures, the potential impact
on energy supply reliability and prices, and the dislocation of capital and labor that will result from the inevitable exit
of polluting industries pose constraints that will need to be overcome for the region to move on an accelerated path to
a low carbon future. These constraints, as well as the current economic distress and the power of vested interests, may
explain why “green” measures are outstripped by “brown” activities in the economic stimulus packages across the East
Asia and Pacific region (Figure O8). Looking ahead, the trade-offs between greenness and inclusive growth will become
less sharp thanks to technological progress, and that is likely to change the political economy of climate action.
Figure O.8. Recent economic stimulus measures in the EAP region are more brown than green
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their historical impact on climate and environment: agriculture, energy, industry, waste management, and transport. Other sectors, such as health and social policy that feature prominently in policy responses are not
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packages using a rating scheme that grades their greenness/brownness; and (ii) a general environmental performance indicator to reflect the broader sector and country contexts (because the greenness of stimulus
measures will be affected by the stringency of existing environmental regulations, and other country-sector specific factors). The final index for each country is an average of sectoral impact, normalized to a scale of –100
to 100.
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Whether climate and economic objectives are incompatible or mutually reinforcing is in part a question of policy choices
(see Table 0.3 at the end of the Overview).
•

First, when promoting low carbon and more resilient development, policy makers can rely on a mix of instruments
that can drive efficient abatement across the economy. Policy options include: (i) phasing out fossil fuel and
energy subsidies, (ii) adjusting carbon prices (Figure O.9), (iii) fostering green public investment in low carbon
and resilient infrastructure and innovation, (iv) undertaking low-carbon policy reforms in key sectors, such as
energy, transport, agriculture, land use, and urban planning.

Figure O.9. Carbon charges in China could induce significant emission reductions and generate revenue
B. Fiscal revenues from a carbon charge
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•

Second, policies to engender a low carbon transformation will need to be accompanied by steps to ensure their
costs and benefits are distributed fairly, both domestically and internationally. These steps are necessary to
ensure broad-based political support and to overcome resistance from vested interests. For instance, recycling
revenue generated by carbon pricing back into the economy could help subsidize abatements costs, alleviate
negative social impacts, and cut other distortionary taxes on labor, consumption, or profits.

•

Third, regional and global cooperation will be important in inducing necessary climate action. Bolder action
by China is needed to catalyze cooperation because of the size of its emissions. China must act because of the
threat to its people and can act because it has the economic capacity to adjust. Smaller developing countries
will, however, need international assistance to take deeper climate action than is nationally optimal—not least
because of the persistent global inequities in per capita emissions. For example, Vietnam’s revised Nationally
Determined Commitment (NDC) aims to reduce GHG emissions by 2030 by 9 percent using domestic resources
and by 27 percent with international support. Achieving this goal would require at least $20 billion more
in investment than business-as-usual. In the past two decades, the World Bank provided about $5 billion
financing for energy sector development. The additional assistance that is required would be more effective if
complemented by a supportive policy framework. Other forms of mutually beneficially collective action, ranging
from diffusion of green technologies to cross-border green investment, will also help but are not likely to be
adequate substitutes for meaningful assistance.
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Table O.1A. H
 eterogeneity in COVID-19 transmission and vaccine strategies
Low domestic
transmission

China
Vietnam
Cambodia

Gradual implementation to manage risks. Pace not constrained by production.
Procured some vaccines and has just started vaccination.
Already administering SINOPHARM (China) vaccine and AstraZeneca (India) vaccine to priority
age and high-risk groups
Lao PDR
Already administering SINOVAC (China) vaccine to medical workers. The goal is to vaccinate
20 percent of population in 2021 and 70 percent by 2023.
Thailand
Procurement of vaccines has been a challenge.
Timor-Leste Support from COVAX and Australia. AstraZeneca vaccine selected, and first vaccination phase
planned to start in April.
Intermediate
Malaysia
Range of contracts from 5 manufacturers. Vaccinations started in February. Goal: 80 percent of
domestic
population by February 2022.
transmission
Mongolia
Started vaccination and plans to complete urban area by end of April and to reach full
vaccination by July 1, 2021. Support from COVAX.
Myanmar
Aggressive vaccination strategy: start by April, goal 40 percent of population in 2021. COVAX
support.
PNG
Planning as much vaccination as possible with support from WHO and Australia.
High domestic Indonesia
Vaccination of health workers completed and certain other groups started. Goal: coverage of all
transmission
adults within the next 12 months.
Philippines Lagging behind. Concerns about efficacy and safety. First million doses delivered in February and
vaccination has recently started.
COVID-19 free PICs
Delayed rollout of vaccines. Three countries have started vaccination: Republic of the Marshall
Islands, Federal States of Micronesia, and Palau.
Note: Based on information as of March 10, 2021.

Table O.1B. Cumulative vaccine administration data
Country

Singapore

Doses per 100 people

Doses administered (thousand)

13.54

792

China

4.51

64,980

Mongolia

4.26

140

Indonesia

2.41

6,580

Korea, Rep.

1.25

641

Malaysia

1.13

367

Cambodia

1.02

171

Lao PDR

0.56

41

Philippines

0.20

216

Myanmar

0.19

100

Thailand

0.08

54

Vietnam

0.02

Papua New Guinea

—

—

Pacific Islands

—

—

Timor-Leste

—

—
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Source: Our World in Data; Press research.
Note: Based on information as of March 17, 2021. Doses administered included both 1st and 2nd doses: as a result, population coverage should not be understood to mean population fully vaccinated.
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Table O.2. Fiscal stance and space in EAP
Country

Fiscal stance

China
Philippines

Significant stimulus but emphasis on production.
Conservative stance and under-spending due to weak
implementation.
Thailand
High support. Risk early unwinding due to conservative
stance, complex rules.
Cambodia
Significant support. Less than planned in 2020, but
more spending in 2021.
Vietnam
Increased spending, mainly via accelerated public
investment.
Indonesia
Significant stimulus but limited by credit rating
concerns.
Malaysia
Changed fiscal rules. Generous relief package. Rating
agency downgrade.
Myanmar
Small increase in spending. Increased concessional
financing, e.g., DSSI.
Timor-Leste Significant increase in spending, mostly on household
support.
Lao PDR
Limited additional support.
Mongolia

Substantial support.

PNG

Small fiscal expansion.

PICs

Limited spending relative to needs. Inadequate social
protection.

Assessment

Adequate fiscal space but high private and SOE debt.
Adequate fiscal space but supply problems due to
COVID-19 and natural disasters.
Adequate fiscal space but large private debt. Political
instability creates growth risks.
Adequate fiscal space but high private debt and large
current account deficit.
Reasonable fiscal space but high private debt a source of
concern.
Low revenue and large external financing needs limit
fiscal space.
High public debt, low revenues, and high financing
needs limit fiscal space.
Some fiscal space but costly borrowing. Political
instability threatens growth.
Adequate fiscal space owing to Petroleum Fund, but
implementation challenges.
Large government debt. Non-concessional borrowing.
Fiscally constrained.
High external debt and commodity dependence limit
fiscal space.
High fiscal deficits, government debt, external private
debt. Political instability.
Fiscal constraints. High risk of debt distress. Low growth.

Note: Based on information as of March 10, 2021.

Table O.3. Greening recovery
Country

Policy stance

China

The government recognized the important role of mitigation strategies and is actively discussing them in future
growth planning.
Lao PDR
New 5-year plan: from high growth to quality of growth. Risk management, especially of natural disasters like
floods.
Mongolia
Mongolia approved new ambitious NDC of 22.7 percent and declared even more ambitious aspirational target of
27.2 percent.
PICs
Adaptation is priority. Disaster preparedness. Not much building back better.
Philippines Emphasis on adaptation and disaster risk management. A country with high energy and production costs
and limited subsidies.
PNG
Adaptation a priority.
Thailand
Few concrete actions.
TimorLimited focus on climate issues.
Leste
Cambodia Relatively little emphasis on climate change.
Indonesia Limited decarbonization measures. Relaxed controls on land use and other environmental safeguards.
Malaysia
Positive signals but emphasis on growth.
Vietnam
Concerns about sustainability but limited emphasis and implementation capacity.
Note: Based on information as of March 10, 2021.
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