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68 CHAPTER 2.1

GLOBAL ECONOMIC PROSPECTS | JANUARY 2021

FIGURE 2.1.1 EAP: Recent developments

The pandemic took a severe economic toll on EAP in 2020. A strong policy
response and the recovery in risk sentiment toward the EAP region have
supported a steady flow of capital since mid-2020. Without an effective
medical treatment or vaccination, mobility will continue to be limited by
social distancing measures and travel restrictions. Restrictions on
economic activity have largely eased, and goods exports have started to
recover.

A. GDP growth in 2020, East Asia B. GDP growth in 2020, Pacific
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Sources: Google Maps; Haver Analytics; J.P. Morgan.

Note: “EAP” = East Asia and Pacific region; “EAQ” = East Asia and Pacific region excluding China.
“PICs” = Pacific Island economics. Country code definitions are available at https//wwwiban.com/
country-codes.

A.B. Year-on-year change of real GDP in 2015 prices. Myanmar growth rate refers to fiscal year from
October to September. Figure presents latest projections.

C. Data include Indonesia, Malaysia, the Philippines, and Thailand. Net capital flows include errors
and omissions and are estimates. Last observation is 2020Q3.

D. J.P. Morgan Emerging Market Bond Index. “ASIA” is a weighted aggregate that uses market
capitalization. It includes China, India, Indonesia, Malaysia, Mongolia, Pakistan, Papua New Guinea,
the Philippines, Sri Lanka, and Vietnam. “EMDE excluding China” refers to EMDE median (excluding
EAP regional economies).

E. Values of goods exports. 3-month moving average of year-on-year change. Last observation is
November 2020 for China, October 2020 for “EAP excl. China” and “EMDE excl. China”.

F. 7-day moving average. Compares mobility on the report date to the baseline day. Calculated for
the report date (unless there are gaps) and reported as a positive or negative percentage. A baseline
day represents a normal value for that day of the week. The baseline day is the median value from
the 5-week period Jan. 3 — Feb. 6, 2020. Last observation is November 27, 2020.

Click here to download data and charts.

combination of public support and slowing
activity has raised regional public debt by an
estimated 7 percentage points, to 50 percent of
GDP on average in 2020 and above 60 percent of
GDP in Lao PDR, Malaysia, and Mongolia. Total
public and private debt in the region surpassed
100 percent of GDP in two-thirds of regional
economies and reached nearly 300 percent of
GDP in China and Mongolia.

Restrictions on economic activity to stem the
pandemic have largely eased across the region, and
goods exports have started to recover (figure
2.1.1.E). Although the spread of the pandemic
appears to have slowed in much of the region,
infection rates remain elevated in Indonesia and
the Philippines and have been increasing recently
in Malaysia. In Myanmar, higher infection rates
and new lockdowns are leading to severe increases
in poverty and food security.

Without an effective medical treatment or
vaccination, mobility continues to be limited by
remaining social distancing measures and travel
restrictions  (figure 2.1.1.F). Such restrictions,
along with significant income and job losses, have
weakened consumer confidence, and lingering
policy uncertainty continues to weigh on private
spending.

In China, growth slowed to an estimated 2
percent last year. From their February 2020
troughs, industrial production and infrastructure
investment resumed much faster than services,
consumption, and private investment (figures
2.1.2.A and B). Import growth has lagged a
rebound in exports, contributing to widening
trade and current account surpluses (figures
2.1.2.C and 2.1.2.D). The recovery became more
broad-based in the later part of 2020, with service
sector growth accelerating and private spending
firming. Fiscal and monetary support continued,
but the focus shifted toward more targeted
support for the manufacturing sector, and micro-,
small-, and medium-sized enterprises. Industrial
profits have started to recover, as has government
revenue, although the fiscal deficit remains wide
and public debt has reached new heights (figures
2.1.2.E and F).


http://pubdocs.worldbank.org/en/939531608927390235/GEP-January-2021-Chapter2-EAP-Fig2-1-1.xlsx
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Outlook

Regional growth is projected to accelerate to 7.4
percent in 2021, led by a strong rebound in China
(figure 2.1.3.A). This is predicated on the rollout
of effective vaccines gathering pace in early 2021
in major economies and somewhat later in other
emerging market and developing economies
(EMDEs). Effective vaccination will support a
gradual improvement in global and regional
confidence, consumption, and trade (chapter 1).
However, despite the subsiding pandemic and a
recovery of domestic and global demand, regional
activity is expected to remain somewhat below its
pre-pandemic trend by late 2021, reflecting lasting
damage caused by the pandemic.

Investment and productivity are expected to
remain persistently depressed amid elevated
uncertainty (World Bank 2020b). Regional output
is expected to remain around 3 percent below pre-
pandemic projections in 2022, with these losses
being broad-based (figure 2.1.3.B). Cumulatively
over 2020-22, output losses are expected to total
$1.7 trillion, equivalent to the combined 2019
GDP of Indonesia and Thailand (figures
2.1.3.C.D.E).

Growth in China is projected to accelerate to 7.9
percent this year—1 percentage point above the
June forecast—reflecting the release of pent-up
demand and a quicker-than-expected resumption
of production and exports. Growth is expected to
slow to 5.2 percent in 2022, well below its pre-
pandemic potential rate, leaving output about 2
percent below pre-pandemic projections (figure
2.1.3.B).

In the rest of the region, the recovery is expected
to be more protracted. Following last year’s
contraction, output in the region excluding China
is expected to expand by 4.9 percent in 2021 and
5.2 percent in 2022, to a level around 7.5 percent
below pre-pandemic projections, with significant
cross-country variations (figure 2.1.3.B). Vietnam
was able to control the pandemic at modest
human and economic costs and its exports have
remained resilient despite global headwinds. The
country is projected to suffer an output loss of
around 4 percent compared to pre-pandemic

FIGURE 2.1.2 China: Recent developments

Following a sharp contraction, the economy returned to growth in 2020Q2,
albeit at an uneven pace. Industrial production has recovered much faster
than consumption and services. Import growth has lagged a rebound in
exports, contributing to widening trade and current account surpluses.
Industrial profits have improved, and government revenue has been
strengthening. Sizable policy support pushed total debt to new heights.
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Sources: Haver Analytics; National Bureau of Statistics of China.

A. Quarter-on-quarter annualized change of real GDP in 2015 prices. 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. Figure shows year-on-year growth and contributions to growth. Data based on official estimates
published by the Chinese National Statistics agency. Last observation is November 2020.

C. Values of goods exports and imports. 3-month moving average of year-on-year change. Last
observation is November 2020.

D. Net capital flows include errors and omissions. Net capital flows are estimates. 2020 is based on
January-September official balance of payments statistics. Last observation is 2020Q3.

E. Figure shows seasonally adjusted profits for all industrial enterprises. Data for January and
February are not published by the statistical source due to the Chinese New Year. Haver Analytics
calculates figures for January and February by allocating the published February year-to-date figures
to January and February using the number of working days as weights. Last observation is
November 2020.

F. Figure shows estimated fiscal stimulus 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. Data for 2020 are forecasts.

Click here to download data and charts.
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FIGURE 2.1.3 EAP: Outlook and risks

Regional growth is projected to accelerate to 7.4 percent in 2021, led by a
strong rebound in China. The recovery is expected to be more protracted
in the rest of the region, with activity in 2022 remaining around 7.5 percent
below pre-pandemic projections. Risks are amplified by existing
vulnerabilities, including high and rising public and private debt levels.
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Sources: Bank for International Settlements; Haver Analytics; Institute of International Finance; World
Bank.

A. Year-on-year change of real GDP in 2010 prices. “EAP excl. China” includes Cambodia, Indone-
sia, Lao PDR, Malaysia, Mongolia, Myanmar, Philippines, Thailand, and Vietnam. “Pacific Islands”
includes Fiji, Kiribati, Marshall Islands, Micronesia, Palau, Papua New Guinea, Samoa, Solomon
Islands, Timor-Leste, Tonga, Tuvalu, and Vanuatu. Aggregate growth rates are calculated using GDP
weights in 2010 prices and market exchange rates. Blue lines denote forecast ranges under the
baseline scenario. Data in shaded areas are forecasts.

B. “PICs” refers to Pacific Island countries. Deviation from the levels under the baseline scenario
implied by January 2020 GEP forecasts.

C.D.E. Cumulative losses of GDP, two years after recession. Data are in percent of respective GDP
in year t-1. Years on the horizontal axis show years of recessions. GDP losses are computed as
deviations from trend GDP in constant 2010 U.S. dollars, respectively. Trend is assumed to grow at
the average GDP growth rate during five years prior to each recession. For 2020, the projections
released in the January 2020 Global Economic Prospects report are used to construct the trend.
Orange lines denote ranges of estimated cumulative loses for the respective sub-groups under the
baseline scenario. Red diamonds denote the losses under the downside scenario.

F. Country code definitions are available at https//wwwiban.com/country-codes. Chart shows a
projected stock of government and private debt. Includes inter-company loans. Private debt stock is
based on 2019 data and estimated projections for selected major economies, including China, Indo-
nesia, Malaysia, the Philippines, and Vietnam. Public debt data for 2020 are forecasts. Last observa-
tion in 2020Q1.

Click here to download data and charts.

projections by 2022. In contrast, Pacific Island
countries have been largely spared by the
pandemic, but have been devastated by the
collapse in global tourism and travel. These
economies are expected to remain around 9
percent below their pre-pandemic projected level.
The cumulative output loss over 2020-22 is
estimated to be around ten percent of its 2019
level (figure 2.1.3.E).

The near-term outlook remains highly uncertain.
The recovery is expected to be uneven and fragile,
and the materialization of a number of downside
risks could derail the projected regional economic
recovery (chapter 1, box 1.4). The downside sce-
nario of a delayed vaccine rollout globally features
a much weaker and more protracted recovery,
with regional growth limited to 0.6 percent in
2021 and 4.7 percent on average in 2021-22
(figure 2.1.3.A). Weaker growth would worsen
debt sustainability.

The pandemic’s effects on demand by households,
firms, and governments are likely to be long-
lasting. For example, households may continue to
maintain a high level of precautionary savings and
avoid services that depend on face-to-face contact.
The pandemic is also expected to leave lasting
scars on productivity and potential growth in the
region. The pandemic has weakened investment,
and human capital has been eroded by disruptions
in education and prolonged unemployment.

The pandemic’s impact on productivity is likely to
compound the deceleration in regional potential
growth that was already apparent prior to the
pandemic  because of the policy-induced
investment slowdown in China and population
aging in China, Thailand, and Vietnam (World
Bank 2018). The pre-pandemic baseline projected
that EAP potential growth would decline by up to
2 percentage points—from around 8 percent on
average in 2010-19 to below 6 percent in 2020-
2029. Considering the negative impact of
COVID-19 on investment, productivity, and
labor participation, regional potential growth
would decline more sharply to below 5 percent on
average in 2020-29, with the decline mostly the
result of weaker labor input and subdued
investment (chapter 3, world Bank 2020a).


http://pubdocs.worldbank.org/en/359921608927372825/GEP-January-2021-Chapter2-EAP-Fig2-1-3.xlsx
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Risks

Risks to the outlook are tilted to the downside.
They include the possibility that the pandemic
and its effects last longer than expected; the long-
term damage from last year’s recessions is greater
than expected; balance sheet stress intensifies; or
the contraction in global trade is sharper and
longer lasting, including because of a reescalation
of trade tensions. On the upside, the rapid deploy-
ment of highly effective vaccines could trigger a
faster- and stronger-than-expected re-bound in
major economies and global demand.

Even with social distancing, universal masking,
and other pandemic-control measures, additional
waves of contagion will remain a risk until
widespread immunity or effective vaccination is
achieved (chapter 1). A widespread flare up could
lead to more stringent restrictions on movement
and interactions and result in renewed output
contractions in many countries.

In the baseline forecast, the pandemic is only
brought under control in large parts of the world
several quarters after the widespread dissemination
of effective vaccines in advanced economies and
major EMDEs in 2021. More EAP economies
may experience difficulties with procurement and
distribution than currently assumed, especially in
the event of supply bottenecks and vaccine
hoarding. Delayed or limited access to vaccines
could prolong the pandemic’s economic effects
and increase the risk of financial market stress.

Even if the pandemic subsides, the economic
damage from last year’s recessions could prove
deeper and more durable than expected.
Consumer and business confidence may be even
slower to recover, resulting in more protracted
weakness in domestic demand. The pandemic
could leave greater and more longer-lasting scars
on productivity, including through its effect on
the accumulation of physical and human capital,
which will exacerbate the downward trend in
long-run growth expectations.

Although the region entered the pandemic with
more robust monetary and fiscal policy
frameworks than in earlier crises, the majority of
EAP economies are expected to face a larger

deterioration in fiscal positions and higher debt
than in the aftermath of the Asian Financial Crisis
and the global financial crisis. The elevated debt
levels of corporates and sovereigns may weigh on
activity if  deleveraging pressures  prompt
authorities to tighten policy prematurely. Sizable
debt levels could also leave the region more
vulnerable to repeated shocks, especially if the
pandemic lasts longer than expected.

Risks could also be amplified by elevated debt
levels, wider fiscal deficits, and weaker corporate
balance sheets, which have already left policy
makers with a difficult trade-off between
supporting activity and risking future fiscal and
financial instability. An increase in business
failures, lower employment, weaker household
incomes, and a sharp deterioration in investor
sentiment could trigger private or sovereign debt
crises, given sizable debt loads. Countries with
large fiscal deficits or significant debt burdens are
particularly vulnerable. New bouts of financial
stress are possible and, for some countries, will
become more likely in the absence of stepped-up
external support (figure 2.1.3.F).

Weak global growth and remaining travel res-
trictions have worsened the prospects for a trade-
led recovery in the region. More contentious
relations in international affairs could result in
rising costs for businesses, fragmentation in global
economic links, and lower productivity. Trade,
financial flows, technology transfer, and regional
growth could all suffer further damage from a re-
escalation in trade tensions. These developments
would be particularly damaging for countries with
a heavy reliance on international trade (chapter 1).

On the upside, the early arrival of an effective
and widely available vaccine remains a possibility
and could potentially trigger a sharp rise in
consumer confidence and a wave of pent-up
demand. Private spending would strengthen
steadily as employment recovers and pandemic-
induced uncertainties dissipate. The benefits
would quickly be felt in the hardest-hit service
sectors such as tourism and travel.

In the medium-term, the negative impact on
growth from needed fiscal consolidation, de-
risking, and deleveraging could be mitigated
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through the design of fiscal adjustment, efficiency
gains, reduced risk premia, and lower interest
rates. Over the longer-term, some of the changes
in practices that took place during the pandemic
may help drive future productivity growth

TABLE 2.1.1 East Asia and Pacific forecast summary

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

(chapter 1). New business models, including
widespread teleworking introduced during the
pandemic, may support durable increases in
productivity, boost productive investment, and
mitigate the long-term damage of the pandemic.

Percentage point
differences from June
2020 projections

EMDE EAP, GDP! 6.3 5.8 0.9 7.4 5.2 0.4 0.8
GDP per capita (U.S. dollars) 5.6 5.2 0.4 6.8 4.7 0.4 0.8
(Average including countries with full national accounts and balance of payments data only)2
EMDE EAP, GDP2 6.3 5.8 0.9 7.4 5.2 0.4 0.8
PPP GDP 6.3 5.8 0.7 7.3 5.2 0.3 0.8
Private consumption 8.4 6.5 -1.6 9.5 5.8 -2.4 0.7
Public consumption 8.8 7.7 9.3 6.8 7.5 -1.9 -0.6
Fixed investment 5.1 4.3 -0.2 6.5 3.9 0.0 2.4
Exports, GNFS3 4.9 1.9 -3.5 3.7 3.7 6.8 -0.5
Imports, GNFS3 8.4 0.4 -5.2 5.2 3.8 0.5 0.0
Net exports, contribution to growth -0.9 0.4 0.4 -0.3 0.0 1.7 0.0
Memo items: GDP
East Asia excluding China 5.2 4.8 -3.8 4.9 5.2 -2.6 -0.5
China 6.6 6.1 2.0 7.9 5.2 1.0 1.0
Indonesia 5.2 5.0 -2.2 4.4 4.8 -2.2 -0.4
Thailand 41 2.4 -6.5 4.0 4.7 -1.5 -0.1

Source: World Bank.

Note: e = estimate; f = forecast; PPP = purchasing power parity; EMDE = emerging market and developing economy. 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 differ at any given moment in time.

1. Data are based on GDP measured in 2010 prices and market exchange rates. Excludes the Democratic People’s Republic of Korea and dependent territories.
2. Subregion aggregate excludes the Democratic People’s Republic of Korea, dependent territories, Fiji, Kiribati, the Marshall Islands, the Federated States of Micronesia, Myanmar, Nauru,
Palau, Papua New Guinea, Samoa, Timor-Leste, Tonga, and Tuvalu, for which data limitations prevent the forecasting of GDP components.

3. Exports and imports of goods and non-factor services (GNFS).
Click here to download data.

TABLE 2.1.2 East Asia and Pacific country forecasts

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

Percentage point
differences from June
2020 projections

Cambodia 7.5 71 -2.0
China 6.6 6.1 2.0

Fiji 3.8 -0.4 -19.0
Indonesia 52 5.0 -2.2
Lao PDR 6.3 4.7 -0.6
Malaysia 4.7 4.3 -5.8
Mongolia 7.0 5.0 -5.2
Myanmar 6.4 6.8 1.7

Papua New Guinea -0.3 5.9 -3.8
Philippines 6.3 6.0 -8.1

Solomon Islands 3.9 1.2 -4.8
Thailand 41 2.4 -6.5
Timor-Leste -0.8 3.4 -6.8
Vietnam 71 7.0 2.8

4.0 5.2 -1.0 -2.0
7.9 5.2 1.0 1.0
2.6 8.2 -14.7 0.7
4.4 4.8 -2.2 -0.4
4.9 4.8 -1.6 0.3
6.7 4.8 -2.7 -0.2
4.3 5.4 -4.7 -0.6
2.0 8.0 0.2 -4.0
3.5 4.2 -2.5 0.1
5.9 6.0 -6.2 -0.3
3.2 3.5 1.9 3.5
4.0 4.7 -1.5 -0.1
3.1 4.2 -2.0 -0.7
6.7 6.5 0.0 -0.1

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.

1. Data are based on GDP measured in 2010 prices and market exchange rates.
Click here to download data.


http://pubdocs.worldbank.org/en/387661599837384574/Global-Economic-Prospects-January-2021-EAP-data.xlsx
http://pubdocs.worldbank.org/en/387661599837384574/Global-Economic-Prospects-January-2021-EAP-data.xlsx






http://pubdocs.worldbank.org/en/164731608927537989/GEP-January-2021-Chapter2-ECA-Fig2-2-1.xlsx



http://pubdocs.worldbank.org/en/816381608927521317/GEP-January-2021-Chapter2-ECA-Fig2-2-2.xlsx









http://pubdocs.worldbank.org/en/578711599837390971/Global-Economic-Prospects-January-2021-ECA-data.xlsx



http://pubdocs.worldbank.org/en/578711599837390971/Global-Economic-Prospects-January-2021-ECA-data.xlsx
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FIGURE 2.3.1 LAC: Recent developments

Latin America and the Caribbean (LAC) has experienced the highest
number of COVID-19 infections per capita of the six emerging and
developing economy (EMDE) regions, despite stringent mitigation
measures. Economic activity indicators and employment plunged in the
first half of 2020, and remittance inflows grew more slowly last year in
many countries than in previous years. Financing conditions have eased
for most economies compared to the start of the pandemic, but are still
tighter than a year ago.
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Sources: Central Bank of Bolivia; Central Bank of Colombia; Central American Monetary Council;
Hale et al. (2020); Haver Analytics; Johns Hopkins University Coronavirus Resource Center; Mexican
Institute of Social Security; Standard & Poor’s; World Bank.

Note: EMDEs = emerging market and developing economies; LAC = Latin America and the Caribbean.
A. Lines show cumulative cases per capita. Last observation is December 17, 2020.

B. Lines show unweighted averages. The stringency index refers to the average sub-indexes of nine
mitigation measures: school closures, workplace closures, cancellation of public events and public
transport, restriction on gatherings, stay-home requirements and restrictions to international and
domestic travel and public information campaigns. Sample includes a maximum of 32 LAC countries,
136 EMDEs, and 37 advanced economies. Last observation is December 13, 2020.

C. Data is seasonally adjusted; lines show 3-month moving averages. Last observation is November
2020 for Peru, October 2020 for Chile and Colombia, and September 2020 for Brazil and Mexico. For
Peru, employment data covers only the Lima metropolitan area.

D. Percent change is calculated using the sum of January-November inflows to the Dominican
Republic, El Salvador, and Guatemala; January-October inflows to Bolivia, Colombia, Honduras,
Mexico, and Nicaragua; January-September inflows for Jamaica; and January-June for Ecuador.

E. Lines show medians. Investment grade economies include Chile, Colombia, Mexico, Panama,
Peru, Trinidad and Tobago, and Uruguay. Below investment grade economies include Argentina,
Belize, Brazil, Costa Rica, the Dominican Republic, Ecuador, El Salvador, Guatemala, and Jamaica.
Last observation is December 9, 2020.

F. Lines show GDP-weighted averages of Argentina, Brazil, Chile, Colombia, and Mexico. Retail
sales for Argentina are proxied by supermarket sales. Last observation is October 2020 for industrial
production and September 2020 for retail sales.

Click here to download data and charts.

Dominican Republic, Jamaica, Mexico, and
Nicaragua, and in some countries inflows have
been higher than expected in early 2020 (figure
2.3.1.D). The sharp downturn in energy prices
strained output in oil and gas producers (Bolivia,
Colombia, Ecuador). In Guyana, offshore oil field
development was impeded by the impacts of the
pandemic, logistics challenges, and delays in
government approvals, leading to substantially
weaker growth in 2020 than projected mid-year.

Financial conditions have broadly eased. Sovereign
bond spreads have fallen from the peaks reached
early in the pandemic yet remain elevated relative
to pre-pandemic levels for below-investment-grade
issuers (figure 2.3.1.E). Portfolio flows stabilized
in the second half of 2020 after the region
experienced outflows amounting to about 1
percent of 2019 GDP in the first half. Domestic
banks, which were well capitalized at the start of
the pandemic, have not shown signs of systemic
stress. However, currencies remain notably weaker
than a year ago, particularly for Argentina and
Brazil.

Activity in the region began to improve in the
third quarter of 2020 as pandemic-control
measures were loosened somewhat, fiscal and
monetary stimulus continued, and
demand picked up. As of September, retail sales
and industrial production had nearly returned to
January 2020 levels (figure 2.3.1.F). Consumer
and business sentiment remain subdued.

external

Key components of fiscal stimulus programs have
included direct payments to households, tax relief
and deferrals, business lending programs, and
additional health spending. Social transfers have
covered a particularly large share of the population
of Bolivia, Brazil, Chile, Colombia, the
Dominican Republic, and Peru (World Bank
2020h). Increased public spending has been
largely financed by public debt issuance, but also
by official lending. The monetary policy response
has been multipronged, including provision of
liquidity;  temporary loosening of  reserve
requirements for banks; policy interest rate cuts;
foreign exchange market interventions; and, in
Chile and Colombia, quantitative easing programs

(chapter 4).


http://pubdocs.worldbank.org/en/434961608853093556/GEP-January-2021-Chapter2-LAC-Fig2-3-1.xlsx
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Outlook

The regional economy is projected to grow at a
moderate pace of 3.7 percent in 2021 as pandemic
mitigation measures are relaxed, COVID-19 vac-
cine rollouts gather pace, key commodity prices
firm, and external conditions improve. Growth
will then soften to 2.8 percent in 2022 as the
boost from these factors wanes (tables 2.3.1 and
2.3.2). Relative to the size of the regional recession
in 2020, the rebound will be muted, and it follows
a decade of already sluggish growth (figure
2.3.2.A). In a downside growth scenario, the
deployment of COVID-19 vaccines would be
delayed, consumer and business confidence would
remain depressed, and financial conditions would
tighten markedly (box 1.4). In this scenario,
growth in LAC would be a mere 1.9 percent in
2021 and 2.3 percent in 2022.

The outlook is predicated on important
assumptions that are subject to a greater than
usual level of uncertainty. The baseline assumes
that COVID-19 vaccination gathers pace during
the second half of 2021 and that oil and metal
prices will be higher than forecast in June, with oil
prices averaging $44 per barrel in 2021 and $50 in
2022.

In Brazil, the recovery in private consumption and
investment in the second half of 2020 is expected
early 2021, supported by
confidence and benign  credit
conditions, pushing growth to 3 percent in 2021.
The rebound is expected to be uneven across
sectors; industry and agriculture are expanding
more rapidly than the services sector due to a
lingering risk aversion among consumers affecting
travel, tourism, and restaurants, in particular.
Momentum is expected to slow as the year
proceeds, in part due to the withdrawal of
monetary and fiscal stimulus, bringing growth
down to 2.5 percent in 2022.

to continue in
improving

The growth rebound in Mexico in 2021 is based
mainly on higher exports as the U.S. economy
picks up and trade policy uncertainty fades after
the United States-Mexico-Canada Agreement
entered into force in July 2020. The forecast of 3.7

FIGURE 2.3.2 LAC: Outlook and risks

The regional economy is expected to expand by a moderate 3.7 percent in
2021 after a severe contraction in 2020 that erased a decade or more of
per capita GDP gains in 40 percent of economies in the region. The
impacts of the pandemic are expected to be persistent, weighing on
already-slowing potential growth. The materialization of risks related to
debt sustainability could hold back the post-pandemic recovery. The
sudden increase in poverty in 2020, alongside long-standing concerns
about inequality of opportunity and government effectiveness, could
contribute to a resurgence of the social unrest the region experienced in
late 2019. Disruptions and damages related to climate change and natural
disasters are a persistent risk for much of the region.
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International Monetary Fund; Lakner et al. (forthcoming); Penn World Table; UN Population
Prospects; World Bank (PovcalNet, Worldwide Governance Indicators).

Note: LAC = Latin America and the Caribbean; EMDEs = emerging market and developing
economies.

A. Grey area shows minimum and maximum GDP growth in the six EMDE regions.

B. Sample includes 30 LAC economies and 146 EMDEs.

C. Bars show simple averages of annual GDP-weighted average of Argentina, Brazil, Chile,
Colombia, Mexico, and Peru during year spans indicated.

D. Bars show medians; lines show interquartile ranges. Sample includes 24 LAC economies
(excluding Argentina and Republica Bolivariana de Venezuela, for which 2020 or 2021 estimates are
not available) and 151 EMDEs.

E. Poverty is measured as the share of the population below the poverty line of $5.50 per day in 2011
purchasing power parity terms. “Government effectiveness” measures perceptions of the quality of
public services, the quality of the civil service and the degree of its independence from political
pressures, the quality of policy formulation and implementation, and the credibility of government
commitment to such policies. For government effectiveness, bars show medians and lines show
interquartile ranges. For government effectiveness, sample includes 34 LAC economies and 155
EMDEs.

Click here to download data and charts.


http://pubdocs.worldbank.org/en/451721608853095940/GEP-January-2021-Chapter2-LAC-Fig2-3-2.xlsx
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percent growth in 2021 is insufficient to reverse
last year’s output losses, and is being held back by
factors including planned fiscal consolidation and
long-standing weakness in investment. Growth is
projected to slow to 2.6 percent in 2022 as
external demand growth softens and the boost to
economic activity from labor market improve-
ments begins to fade.

Argentina’s economy is forecast to grow by 4.9
percent this year, which would be the first positive
growth rate in four years. A loosening of pandemic
mitigation measures and fading uncertainty
surrounding the recent debt restructuring are
expected to support private consumption and
investment. As consumption slows, growth is
projected to soften to 1.9 percent in 2022.

In Colombia, growth is projected to reach 4.9
percent in 2021, underpinned by solid domestic
demand. The energy sector is expected to benefit
from rising oil prices. Growth is projected to be
sustained at 4.3 percent in 2022.

Activity in Chile is projected to expand by 4.2
percent in 2021, building on momentum already
evident in late 2020. Growth in Peru is poised to
recover to 7.6 percent this year after suffering one
of the region’s deepest recessions in 2020 amid a
particularly large COVID-19  outbreak and
accompanying  mitigation  measures, which
included lengthy mine closures. Growth in both
countries will benefit from rising copper prices
and ongoing easy monetary policy, before
softening in 2022.

In Central America, growth is forecast to bounce
back to 3.6 percent in 2021, underpinned by
stronger remittance inflows and more robust
export demand, as well as reconstruction after
Hurricanes Eta and lota in November and, in El
Salvador, two other severe tropical storms last
year. Growth in the Caribbean is projected to
rebound to 4.5 percent in 2021, boosted by a
partial recovery of tourism to pre-pandemic levels,
and with it employment.

Despite a return to growth in the short term, the
economic impacts of the pandemic will linger. By
2022, real GDP in LAC is projected to still be

nearly 7 percent below the level projected in
January 2020. In half of LAC economies, the
recession in 2020 is estimated to have set back per
capita GDP to levels last seen five to nine years
ago, compared to about one-quarter of all
EMDEs, while two-fifths of LAC economies have
experienced per capita GDP setbacks of 10 or
more years (figure 2.3.2.B).

High levels of uncertainty and tighter financing
conditions during the pandemic have led to delays
in infrastructure spending and cuts to research and
development, hindering future  productivity
(Dieppe 2020; World Bank 2020i). Human
capital is being eroded due to large number of
workers being separated from their jobs for a
prolonged period and schools being closed.
Potential growth in the region, already weakening
due in large part to anemic productivity, will be
further set back by the pandemic (figure 2.3.2.C).

Risks

Risks to the baseline outlook for LAC are
weighted to the downside. Economic activity
could be dragged down further by a failure to slow
the spread of the pandemic, strains related to debt
and external financing, a resurgence of social
unrest, deeper-than-expected economic damage
from the pandemic in the medium term, and
disruptions related to climate change and natural
disasters.

An improvement in economic conditions will de-
pend on the extent to which the pandemic can be
controlled. Renewed outbreaks; difficulties obtain-
ing or distributing vaccines, especially in countries
without domestic production capabilities; or chal-
lenges surrounding the efficacy of vaccines could
force the reintroduction of mitigation measures,
with grave economic consequences. External de-
mand could be curtailed by the reimposition of
control measures in major global economies, some
of which experienced a resurgence of COVID-19
in late 2020.

Deterioration of investor sentiment is a significant
risk to the economic outlook. Fiscal stimulus was
necessary to cushion the economic blow of the
pandemic, but it has largely depleted limited fiscal
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space. Government debt in the median LAC
economy has risen sharply, from 53 percent of
GDP in 2019 to 69 percent in 2020 (figure
2.3.2.D). Creditworthiness has already fallen
across the region. Several sovereigns and large
corporations  have received credit rating
downgrades since the start of the pandemic.!
Policy makers will need to carefully prioritize
spending while removing temporary measures that
reduced revenues in 2020. A sudden tightening of
bond vyields, sharp currency depreciation, or
further credit downgrades could interrupt capital
inflows and make debt servicing significantly more
challenging, with possible knock-on stress for
domestic banking systems. However, these risks
are partly mitigated by increasingly deep local-
currency debt markets in some economies.
Countries lacking credible medium-term plans to
reduce fiscal deficits and debt levels face particular
risks related to adverse shifts in market sentiment.

The large income shock caused by the pandemic is
estimated to have pushed millions of people in the
region into poverty, reversing the long-term
downward trend in the poverty headcount (figure
2.3.2.E). Combined with entrenched inequality of
opportunity and a worsening perception of

Argentina and Ecuador were upgraded by Standard & Poor’s
since early 2020, in part due to the conclusion of debt restructuring,
but bond spreads in Argentina have risen after an immediate
postrestructuring fall.

government effectiveness over time, the rise in
poverty could reignite the social unrest that the
region experienced in 2019.

The adverse long-term impacts of the pandemic
could be worse than expected. The process of
reabsorbing the large number of formal workers
who have become unemployed or inactive during
the past year could be prolonged, extending the
strain of income losses. Knowledge and skills lost
during schooling disruptions could impede long-
term productivity and earnings potential more
than expected. Failure to pursue policies to boost
low productivity, such as investments in new
technologies and infrastructure, or workforce
retraining and skills development programs, could
dampen and prolong the economic recovery from
the pandemic (Beylis et al. 2020).

Finally, unexpected disruptions related to climate
change and natural disasters are a persistent source
of severe downside risk for a host of LAC
economies (figure 2.3.2.F). Caribbean countries
are particularly vulnerable, losing an average of 3.6
percent of aggregate GDP per year during 2000-
19, on average, to damages related to natural
disasters, compared to 0.3 percent in all EMDEs.?

2 Calculations of GDP losses from natural disasters are calculated
using EM-DAT data.
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TABLE 2.3.1 Latin America and the Caribbean forecast summary Percentage point

differences from

(Real GDP growth at market prices in percent, unless indicated otherwise) s
June 2020 projections

EMDE LAC, GDP! 1.9 1.0 -6.9 3.7 2.8 0.3 0.9
GDP per capita (U.S. dollars) 0.8 -0.1 -7.8 2.8 2.0 0.3 0.9
(Average including countries with full national accounts and balance of payments data only)2
EMDE LAC, GDP2 1.9 1.0 -6.9 3.7 2.8 0.3 0.9
PPP GDP 1.9 0.9 -7.1 3.8 2.9 0.0 0.9
Private consumption 2.2 1.2 =71 4.0 3.0 1.2 1.1
Public consumption 1.7 0.0 -2.2 0.6 0.4 -4.0 0.5
Fixed investment 2.7 -0.6 -12.3 5.3 4.9 -1.2 0.6
Exports, GNFS3 4.3 0.7 -8.4 6.1 4.4 4.1 -0.3
Imports, GNFS3 5.0 -0.9 -12.2 6.9 5.0 1.0 1.0
Net exports, contribution to growth -0.2 0.4 0.9 -0.1 -0.1 0.7 -0.2
Memo items: GDP
South America# 1.6 1.1 -6.1 3.7 2.8 1.3 1.0
Central Americas 2.7 25 -6.1 3.6 3.5 -2.5 0.0
Caribbeans 5.1 3.4 -7.7 4.5 4.0 -5.9 1.2
Brazil 1.8 1.4 -4.5 3.0 25 3.5 0.8
Mexico 22 -0.1 -9.0 3.7 2.6 -1.5 0.7
Argentina -2.6 -2.1 -10.6 4.9 1.9 -3.3 2.8

Source: World Bank.

Note: e = estimate; f = forecast; PPP = purchasing power parity; EMDE = emerging market and developing economy. 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 differ at any given moment in time. Due to lack of reliable data of adequate quality, the World Bank is currently not publishing economic output, income, or growth data for Republica
Bolivariana de Venezuela, and the country is excluded from cross-country macroeconomic aggregates.

1. GDP and expenditure components are measured in 2010 prices and market exchange rates.

2. Aggregate includes all countries in table 2.3.2 except Dominica, Grenada, Guyana, Haiti, St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, and Suriname.

3. Exports and imports of goods and nonfactor services (GNFS).

4. Includes Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Paraguay, Peru, and Uruguay.

5. Includes Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and Panama.

6. Includes Antigua and Barbuda, The Bahamas, Barbados, Belize, Dominica, the Dominican Republic, Grenada, Guyana, Haiti, Jamaica, St. Kitts and Nevis, St. Lucia, St. Vincent and the
Grenadines, and Suriname.

Click here to download data.


http://pubdocs.worldbank.org/en/687161599837378006/Global-Economic-Prospects-January-2021-LAC-data.xlsx
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TABLE 2.3.2 Latin America and the Caribbean country forecasts’ Percentage point
differences from

(Real GDP growth at market prices in percent, unless indicated otherwise) June 2020 projections
Argentina -2.6 -2.1 -10.6 4.9 1.9 -3.3 2.8
Belize 21 -2.0 -20.3 6.9 22 -6.8 0.2
Bolivia 4.2 22 -6.7 3.9 3.5 -0.8 1.7
Brazil 1.8 1.4 -4.5 3.0 25 3.5 0.8
Chile 3.9 1.1 -6.3 4.2 3.1 -2.0 1.1
Colombia 25 3.3 -7.5 4.9 4.3 -2.6 1.3
Costa Rica 2.7 21 -4.8 2.6 3.7 -1.5 -0.4
Dominica 0.5 8.6 -10.0 1.0 3.0 -6.0 -3.0
Dominican Republic 7.0 5.0 -6.7 4.8 4.5 -6.9 2.3
Ecuador 1.3 0.1 -9.5 3.5 1.3 -2.1 -0.6
El Salvador 24 24 -7.2 4.6 3.1 -1.8 0.8
Grenada 4.1 2.0 -12.0 3.0 5.0 -2.4 -3.5
Guatemala 3.2 3.8 -3.5 3.6 3.8 -0.5 -0.5
Guyana 4.4 5.4 23.2 7.8 3.6 -27.9 -0.3
Haiti2 1.7 -1.7 -3.8 1.4 1.5 -0.3 0.4
Honduras 3.7 2.7 -9.7 3.8 3.9 -3.9 0.1
Jamaica 1.9 0.9 -9.0 4.0 2.0 -2.8 1.3
Mexico 22 -0.1 -9.0 3.7 2.6 -1.5 0.7
Nicaragua -4.0 -3.9 -6.0 -0.9 1.2 0.3 -1.6
Panama 3.7 3.0 -8.1 5.1 3.5 -6.1 0.9
Paraguay 3.2 -0.4 -1.1 3.3 4.0 1.7 -0.9
Peru 4.0 22 -12.0 7.6 4.5 0.0 0.6
St. Lucia 2.6 1.7 -18.0 8.1 5.2 -9.2 -0.2
St. Vincent and the Grenadines 2.2 0.4 -5.0 0.0 5.0 0.5 -4.0
Suriname 2.6 0.3 -13.1 -1.9 -1.5 -8.1 -4.9
Uruguay 1.6 0.2 -4.3 3.4 3.2 -0.6 -1.2

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.

1. Data are based on GDP measured in 2010 prices and market exchange rates.

2. GDP is based on fiscal year, which runs from October to September. For example, 2019 refers to October 2018 to September 2019.

Click here to download data.


http://pubdocs.worldbank.org/en/687161599837378006/Global-Economic-Prospects-January-2021-LAC-data.xlsx
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FIGURE 2.4.1 MENA: Recent developments

Output in the Middle East and North Africa (MENA) is estimated to have
contracted by 5.0 percent in 2020, as the region struggles with the dual
shocks of the pandemic and the decline in oil prices. COVID-19 infection
rates remain on the rise in many economies. Activity has recovered but
remains subdued. Exports and industrial production contracted through
much of 2020, and employment has fallen markedly in several economies.
The economic policy response to COVID-19 in MENA, especially in GCC
economies, has been more supportive than in other emerging market and
developing economies.
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Sources: Google COVID-19 Community Mobility Reports; Hale et al. (2020); Haver Analytics; Johns
Hopkins University; World Bank.

Note: EMDEs = emerging market and developing economies; GCC = Gulf Cooperation Council.

A. Lines show weekly change in confirmed COVID-19 cases. Last observation is the week of Decem-
ber 14, 2020.

B. Index of workplace and retail foot traffic based on mobile phone location data. In percent deviation
from baseline which is the median of identical days of the week during the period between January 3
and February 6, 2020. 7-day moving average. Last observation is December 13, 2020.

C. Year-on-year change. Last observation is 2020Q3.

D. Range is the 5th and 95th percentile. Last observation is November 2020.

E. Goods exports. Sample includes five oil exporters and five oil importers with available monthly
data. Last observation is October 2020.

F. Lines show unweighted averages. Index assesses economic support, including income support,
fiscal measures, and debt relief, made during the COVID-19 pandemic. Based on Hale et al. (2020).
Highest value is 100. Last observation is November 30, 2020.

Click here to download data and charts.

activity. Exports and industrial production have
contracted in many economies by double digits
(figure 2.4.1.E). While the Arab Republic of
Egypt’s economy has been heavily disrupted by
the pandemic, a contraction for the year was
avoided thanks to previous reforms that rebuilt
policy buffers, resilient consumption expenditure,
and  international  assistance.  Agricultural
production continued to contract in Morocco in
2020 owing to the effects of drought. Lebanon is
facing a political and economic crisis that has been
compounded by COVID-19 and the Beirut port
explosion (World Bank, European Union, and
United Nations 2020). The country has defaulted
on its sovereign debt and for the first time in its
history, inflation has breached 100 percent, the
effective exchange rate has collapsed, and
electricity and food shortages are commonplace.

Given the magnitude of the economic damage and
uncertainty generated by COVID-19, most
economies in the region have announced fiscal
stimulus packages that include increased spending
on health and social safety nets, tax payment
reductions and deferrals, and loans and guarantees
(figure 2.4.1.F). Increased public
spending has been financed in part by increased
international debt issuance (Egypt, Oman, Qatar,
United Arab Emirates), although in some cases
with higher yields than in early 2020. Some
economies have also used resources in sovereign
wealth funds to mitigate fiscal pressure (Bahrain,
the Islamic Republic of Iran, Kuwait). The scope
for fiscal support, however, has been limited in oil
exporters by the collapse in oil prices (Saudi
Arabia) and in some oil importers by high govern-
ment debt (Egypt, Tunisia). In some cases, higher
spending is being partially offset by policies to
increase revenues (Saudi Arabia, Tunisia) and
diversify economic activity (Saudi Arabia). Saudi
Arabia, for example, raised value added taxes from
5 to 15 percent in July 2020 to stem a decline in
revenues, which dampened consumption.

to firms

Monetary policy adjustments have also helped to
cushion the economic impact of the pandemic,
with the average policy rate declining by over 125
basis points, and by 400 basis points in Egypt.
Central banks in the region have also imple-
mented measures to support liquidity in the


http://pubdocs.worldbank.org/en/104261608853146425/GEP-January-2021-Chapter2-MNA-Fig-2-4-1.xlsx
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banking system (Jordan), provided credit to small
and medium enterprises (Egypt), and lowered
capital adequacy requirements for some financial
institutions (Kuwait, United Arab Emirates).

Outlook

The regional economy is projected to recover only
modestly in 2021, expanding by 2.1 percent,
weaker than previously expected, and accelerate to
3.1 percent in 2022 (figure 2.4.2.A). This modest
recovery reflects an expectation that the COVID-
19 pandemic and low oil prices will do lasting
damage in the region (figure 2.4.2.B). By 2022,
regional output is expected to be almost 8 percent
below the level projected in January 2020, a larger
gap than in most other emerging market and
developing economy regions (figure 2.4.2.C).
The outlook assumes that the pandemic will be
contained, oil prices stabilize, and no further
escalation of geopolitical tensions. The baseline
forecast further assumes that COVID-19 vaccines
will be administered on a large-scale basis in the
region in the second half of 2021. Oil prices are
envisaged to be higher than forecast in June,
averaging $44 per barrel in 2021 and $50 in 2022.

Among oil exporters, growth is expected to recover
to 1.8 percent in 2021 supported by normalizing
oil demand, a scheduled easing of the OPEC+ oil
production cuts, policy support, and gradual
phasing out of domestic pandemic-related restric-
tions. In Saudi Arabia, activity will be further
supported by a resumption of public capital
investment projects (postponed during the
pandemic) and a recovery of demand after the
sharp rise in value added tax. Growth in the
Islamic Republic of Iran is expected to recover as
domestic consumption and tourism begin to
normalize, and disruptions related to COVID-19
taper. Oil production in MENA is expected to rise
as global oil demand recovers. In Libya, oil
production has expanded rapidly following a
ceasefire agreement (IEA 2020). The continuation
of planned diversification programs and a pickup
in infrastructure investment are projected to
sustain  medium-term growth among GCC
economies. While additional liquidity support by
monetary authorities will help the recovery of oil

FIGURE 2.4.2 MENA: Outlook and risks

The regional economy is expected to grow by a modest 2.1 percent in
2021, supported largely by firming global oil demand and easing domestic
lockdowns. The outlook, which has been downgraded from previous
forecasts, is highly sensitive to a resurgence of COVID-19 infections and to
volatility in oil prices. Among oil importers, additional challenges, such as
sluggish progress on reforms, political risks, and susceptibility to
agricultural sector shocks, may compound the adverse labor market

impacts of the pandemic.
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including terrorism.
Click here to download data and charts.
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exporters, fiscal strains will continue to limit the
strength of their recovery in the medium term. By
2022, however, output in the subregion is
expected to still be about 7 percent below the level
projected in January 2020.

Output losses in oil importers are expected to be
large, leaving them 9 percent below levels
projected in January 2020 by 2022. Growth is
expected to only rebound to 3.2 percent in 2021
as mobility restrictions are gradually eased and
exports and domestic demand recover slowly.
More generally, the recovery in the subregion is
expected to be held back by tepid investment,
reflecting high uncertainty related to the pandemic
and political risk, subdued external demand due to
weak growth prospects in the euro area, and
limited fiscal space. In Egypt, growth is expected
to slow to 2.7 percent in FY2020/21, amid a
collapse in tourism, gas extractives and a
slowdown in other key sectors such as
manufacturing. Medium-term growth hinges on
policy makers maintaining the momentum for
reform. Morocco is expected to rebound to 4.0
percent in 2021 as agricultural output recovers
from drought and domestic lockdowns ease. In
Lebanon, the unfolding crises will likely result in
output losses through 2022.

The outlook for growth is highly uncertain. One
way to reflect this uncertainty is through scenarios
(box 1.4). In a downside scenario, growth
prospects are undermined by a sharper upsurge of
the virus globally, the delayed rollout of vaccines,
a deterioration in global financing conditions,
weaker business and consumer confidence, and
lower oil prices. If this was to occur, growth in
MENA in 2021 would be close to zero with oil
exporters experiencing a contraction for four
straight years. The largest revisions to growth
among oil exporters would be in Bahrain, Iraq,
and Oman. In oil importers, growth would be
only 1.5 percent in 2021 and 2.7 percent in 2022.

COVID-19 is expected to leave lasting scars on
productivity and potential growth in the region
(Dieppe 2020; Kilic Celik, Kose, and Ohnsorge
2020; World Bank 2020i). Capital accumulation
is likely to be dampened, including because of
uncertainty about the course of the pandemic and

its economic impacts, ongoing security concerns,
lower growth expectations, and sharply reduced
confidence. Productivity will also be weaker than
previously expected due to the detrimental impacts
of education disruptions and lengthy periods of
unemployment on human capital.

Risks

Risks to the growth outlook are tilted to the
downside. Key risks emanate from the trajectory of
the pandemic and its social impacts, downward
pressure on oil prices, domestic political uncer-
tainty, and geopolitical tensions.

Further resurgence of COVID-19 outbreaks or
delayed vaccination rollouts are significant risks.
Mitigation measures have already been reimposed
in parts of some countries (Algeria, Jordan,
Lebanon), and may become more widespread
given that about a third of economies were still
seeing an accelerating pace of new infections in
late 2020 (figure 2.4.2.D). More severe outbreaks
in large regional economies could impose
intraregional spillover effects, even if smaller
economies do not experience large outbreaks
(World Bank 2016). For example, oil importers
(Egypt, Jordan, Lebanon, Republic of Yemen)
depend heavily on remittances from the GCC.
The socioeconomic consequences of the outbreak,
including rising joblessness, food insecurity, and
poverty, may further raise social unrest and
compound losses in fragile economies.

A downturn in oil prices, excessive volatility, or an
extension of the OPEC+ oil production cuts could
hinder growth in oil-exporting EMDEs in the
region. Oil prices have stabilized somewhat since
mid-2020, but prospects remain highly uncertain
and rely on both a recovery in global demand and
the absence of adverse geopolitical developments
(figure 2.4.2.E). Additional downward pressure on
oil prices or an extension of production cuts
implies that fiscal space and the scope for policy
support for a recovery would further deteriorate.
Oil importers could also be affected indirectly by a
renewed downturn in oil prices via lower
remittances and foreign direct investment (FDI)
from oil-exporting MENA economies. At the same
time, an unexpectedly sharp tightening of fi-
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TABLE 2.4.1 Middle East and North Africa forecast summary Percentage point
differences from

(Real GDP growth at market prices in percent, unless indicated otherwise) June 2020 projections
EMDE MENA, GDP 1 0.5 0.1 -5.0 21 3.1 -0.8 -0.2
GDP per capita (U.S. dollars) -1.3 -1.6 -6.5 0.5 1.6 -0.7 -0.3

(Average including countries with full national accounts and balance of payments data only)2
EMDE MENA, GDP 2 0.5 -0.4 -4.8 2.0 2.8 -1.0 -0.3
PPP GDP 0.6 -0.3 -4.3 22 3.0 -0.8 -0.2
Private consumption 1.4 1.9 -2.5 1.6 2.5 -0.7 0.0
Public consumption 2.5 0.3 -1.6 1.0 1.7 -1.6 -0.7
Fixed investment -0.2 -0.8 -11.7 6.1 3.6 -9.7 2.0
Exports, GNFS3 4.7 -6.4 -9.6 3.2 4.5 2.7 0.1
Imports, GNFS 3 2.0 -2.9 -8.7 2.6 4.0 -5.2 0.1
Net exports, contribution to growth 1.6 2.2 -1.4 0.5 0.6 0.7 0.0
Memo items: GDP

Oil exporters 4 -0.3 -0.6 -5.7 1.8 2.8 -0.7 -0.3
GCC countries s 1.8 0.7 -5.7 1.6 2.7 -1.6 -0.6
Saudi Arabia 24 0.3 -5.4 2.0 22 -1.6 -0.5
Iran, Islamic Rep. ¢ -6.0 -6.8 -3.7 1.5 1.7 1.6 -0.6
Oil importers 7 3.8 2.7 2.2 3.2 4.3 -1.4 0.0
Egypt, Arab Rep.6 5.3 5.6 3.6 2.7 5.8 0.6 0.6

Source: World Bank.

Note: e = estimate; f = forecast; PPP = purchasing power parity; EMDE = emerging market and developing economy. 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 differ at any given moment in time.

1. GDP and expenditure components are measured in 2010 prices and market exchange rates. Excludes Libya, the Syrian Arab Republic, and the Republic of Yemen due to data limitations.
2. Aggregate includes all economies in notes 4 and 6 except Djibouti, Irag, Qatar, and West Bank and Gaza, for which data limitations prevent the forecasting of GDP components.

3. Exports and imports of goods and nonfactor services (GNFS).

4. Oil exporters include Algeria, Bahrain, the Islamic Republic of Iran, Iraq, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates.

5. The Gulf Cooperation Council (GCC) includes Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates.

6. Fiscal-year based numbers. The fiscal year runs from July 1 to June 30 in the Arab Republic of Egypt, with 2020 reflecting FY2019/20. The Islamic Republic of Iran run from March 21
through March 20, with 2020 reflecting FY2020/21.

7. Oil importers include Djibouti, the Arab Republic of Egypt, Jordan, Lebanon, Morocco, Tunisia, and West Bank and Gaza.

Click here to download data.

TABLE 2.4.2 Middle East and North Africa economy forecasts’ Percentage point
differences from
(Real GDP growth at market prices in percent, unless indicated otherwise) June 2020 projections
Algeria 1.2 0.8 -6.5 3.8 2.1 -0.1 1.9
Bahrain 1.8 1.8 -5.2 2.2 2.5 -0.7 -0.1
Djibouti 8.4 7.5 -1.0 71 7.2 -2.3 -2.1
Egypt, Arab Rep.2 5.3 5.6 3.6 2.7 5.8 0.6 0.6
Iran, Islamic Rep.2 -6.0 -6.8 -3.7 1.5 1.7 1.6 -0.6
Iraq -0.6 4.4 -9.5 2.0 7.3 0.2 0.1
Jordan 1.9 2.0 -3.5 1.8 2.0 0.0 -0.2
Kuwait 1.2 0.4 -7.9 0.5 3.1 -2.5 -0.6
Lebanon3 -1.9 -6.7 -19.2 -13.2 -8.3 -6.9
Morocco 3.1 2.5 -6.3 4.0 3.7 -2.3 0.6
Oman 0.9 -0.8 -9.4 0.5 7.9 -5.4 -1.5
Qatar 1.2 0.8 -2.0 3.0 3.0 1.5 -0.6
Saudi Arabia 2.4 0.3 -5.4 2.0 2.2 -1.6 -0.5
Tunisia 2.7 1.0 -9.1 5.8 2.0 -5.1 1.6
United Arab Emirates 1.2 1.7 -6.3 1.0 2.4 -1.8 -0.4
West Bank and Gaza 1.2 1.4 -7.9 2.3 2.4 -0.3 -2.8

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 economies’ prospects do not significantly differ at any given moment in time.

1. Data are based on GDP measured in 2010 prices and market exchange rates. Excludes Libya, the Syrian Arab Republic, and the Republic of Yemen due to data limitations.

2. Fiscal-year based numbers. The fiscal year runs from July 1 to June 30 in the Arab Republic of Egypt, with 2020 reflecting FY2019/20. The fiscal year in the Islamic Republic of Iran runs
from March 21 through March 20, with 2020 reflecting FY2020/21.

3. Forecasts for Lebanon beyond 2021 are excluded due to a high degree of uncertainty.

Click here to download data.


http://pubdocs.worldbank.org/en/274921599837397320/Global-Economic-Prospects-January-2021-MENA-data.xlsx
http://pubdocs.worldbank.org/en/274921599837397320/Global-Economic-Prospects-January-2021-MENA-data.xlsx
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FIGURE 2.5.1 SAR: Recent developments

The COVID-19 outbreak has resurged in many parts of the South Asia
region, with ongoing restrictions on movement and activity. Exports have
benefited from a rebound in China, but inbound tourism remains moribund.
In India, damage to the services sector was significant, with the sector
contracting for most of 2020. Fiscal policy has provided some support, but
more may be needed. Monetary policy actions have brought real interest
rates into negative territory.
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Sources: Consensus Economics; Hale et al. (2020); Haver Analytics; International Monetary Fund;
World Bank; World Tourism Organization.

Note: EMDEs = emerging market and developing economies; SAR = South Asia region.

A. Unweighted averages. Last observation is December 14, 2020. “Other SAR” includes Afghanistan,
Bhutan, Maldives, Nepal, and Sri Lanka.

B. Unweighted averages. The stringency index refers to the average sub-indexes of nine mitigation
measures: school closures, workplace closures, cancellation of public events and public transport,
restriction on gatherings, stay-home requirements and restrictions to international and domestic travel
and public information campaigns. Last observation is November 30, 2020.

C. Unweighted averages. Industrial production and merchandise exports for Bangladesh, India, Sri
Lanka, and Pakistan. Inbound tourism for Bhutan, India, Maldives, Nepal, and Sri Lanka. Last
observation October 2020.

E. “EMDEs” refers to an unweighted average of 156 economies. Calendar year basis.

F. Real interest rates are nominal policy rates less expected inflation. Consensus Forecasts

for 2020 are from December 2019; forecasts for 2021 are from December 2020. 2019 policy rates
are end of year.

Click here to download data and charts.

In the region excluding India, the economic
impact of COVID-19 has been somewhat less
severe but still significant. Spillovers from the
global recession have amplified domestic chal-
lenges and caused a 0.7 percent output
contraction in 2020, with economies that rely
heavily on tourism and travel especially hard hit
(Maldives, Nepal, Sri Lanka). Maldives is likely to
see more than a decade of per capita income gains
wiped out in 2020. In Bangladesh, which had
been one of the fastest-growing EMDEs prior to
the pandemic, growth decelerated to an estimated
2.0 percent in FY2019/20, as the pandemic
suppressed both domestic activity and caused a
double-digit contraction in exports. In Pakistan,
growth is estimated to have contracted by 1.5
percent in FY2019/20, reflecting the effects of
localized COVID-19 containment measures, as
well as the impact of monetary and fiscal
tightening prior to the outbreak (World Bank
2020j). In Sri Lanka, the pandemic-induced shock
further increased an already-high risk of debt
distress with its sovereign spread over a thousand
basis points above pre-pandemic levels.

Shallow fiscal buffers limited the fiscal response to
COVID-19 in the region with primary fiscal
deficits widening less in large SAR economies than
in other EMDEs (figure 2.5.1.E; chapter 1).
Nevertheless, the region will register the largest
average primary budget deficit in more than three
decades. Rising food prices and a large decline in
basic incomes prompted the authorities to
implement policies to mitigate food insecurity and
support the agriculture sector in most economies.
Monetary policy in the region responded
aggressively to preserve financial stability, focusing
on ensuring adequate liquidity provision and other
prudential regulatory support. Policy rate cuts of
about 250 basis points on average in 2020, and
625 basis points in Pakistan, moved real interest
rates into negative territory (figure 2.5.1.F).

Financial conditions have eased across much of the
region, but remain tighter than before the
pandemic, with sovereign spreads still above pre-
pandemic levels. Capital inflows resumed in the
second half of last year following significant
outflows in 2020H1 but have not yet offset earlier


http://pubdocs.worldbank.org/en/891031608853204399/GEP-January-2021-Chapter2-SAR-Fig2-5-1.xlsx
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losses in many economies. Remittance inflows
remained robust in 2020 with double-digit
growth in Bangladesh and Pakistan due to the
increased use of formal channels to repatriate
funds, government incentives, and the return of
migrant workers. These inflows have contributed
to the improvement of current accounts, and in
some cases with international assistance, allowed
several major regional economies to increase their
foreign reserves (Bangladesh, India, Pakistan).
India is expected to post a current account surplus
in FY2020/21, mainly driven by weak domestic
demand, after almost two decades of deficits.
Equity markets in the region have regained all
losses suffered during the first half of 2020 and
foreign exchange rates are only slightly weaker
than pre-pandemic valuations.

Outlook

The region is projected to grow by 3.3 percent in
2021 and 3.8 percent in 2022, substantially
weaker rates than during the decade leading up to
the pandemic. Weak growth prospects reflect a
protracted recovery in incomes and employment,
especially in the services sector; limited credit
provisioning, constrained by financial sector
vulnerabilities; and muted fiscal policy support
(figure 2.5.2.A). Output in 2022 is projected to
remain about 16 percent below pre-pandemic
levels, the biggest loss among EMDE regions
(figure 2.5.2.B). The baseline forecast assumes
that vaccines will be distributed on a large scale in
the region in the second half of 2021 and that
there is no widescale and significant resurgence in
infections.

In India, growth is expected to recover to 5.4
percent in 2021, as the rebound from a low base
is offset by muted private investment growth given
financial sector weaknesses. The pandemic will
likely lower potential growth, including through
eroding human capital and investment growth. In
the financial sector, nonperforming loans were
already at high levels before the pandemic and the
economic downturn lead to further
insolvencies among financial and nonfinancial
corporations. Indeed, the ratio of gross non-
performing loans to assets of commercial banks in

may

FIGURE 2.5.2 SAR: Outlook and risks

Growth in South Asia (SAR) is projected to rebound to 3.3 percent in 2021,
supported by a pickup in manufacturing and services activity, along with
policy support. Output, however, is estimated to be about 16 percent
below pre-pandemic trends. Risks are tilted to the downside. Despite
some buildup of international reserves, heightened financial sector stress
may set back the recovery and aggravate capital outflows. Climate-related
events could damage agricultural activity, which in turn could weaken real
incomes by boosting food prices.
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Sources: Haver Analytics; Institute of International Finance; Johns Hopkins University; World Bank.
Note: EMDEs = emerging market and developing economies; GEP = Global Economic Prospects;
SAR = South Asia region.

C. Share of eight SAR economies where the 7-day moving average of new cases is accelerating or
decelerating on a weekly basis. Last observation is December 15, 2020.

D. Ratio of cumulative equity and debt portfolio outflows in 2020 to 2019 GDP. Last observation is
November 2020.

E. High and low food inflation is defined as economies in the top and bottom quartile of the average
food inflation rate from 2000 to 2018. Poverty data for 2018 and includes data for 164 economies.
F. “2019” reflects end of year. Latest observation is the week of December 11, 2020. “EMDEs” refers
to J.P. Morgan’s Emerging Market Bond Index (EMBI) global diversified spread.

Click here to download data and charts.
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India could be as high as 15 percent by March
2021 (Reserve Bank of India 2020).

In Pakistan, the recovery is expected to be
subdued, averaging 1.3 percent over the next
two fiscal years—slightly better than expected in
June 2020 but below potential growth. Growth
is projected to be held back by continued fiscal
consolidation  pressures and services sector
weakness. The outlook is predicated on main-
taining reform momentum and adherence to a
macroeconomic-sustainably framework. Limited
prospects for a strong rebound in the services
sector will aggravate poverty. This sector
represents about half of Pakistan’s output and are
an important source of income for low-income

households.

In economies that rely on external sources of
growth, such as manufacturing  exports
(Bangladesh) and tourism (Bhutan, Maldives,
Nepal, Sri Lanka), the recovery is likely to be
particularly modest. Export growth is forecast to
remain weak in Bangladesh, especially in the
readymade garment sector. Tourism revenue is
likely to remain significantly below pre-pandemic
levels because of depressed demand as potential
tourists remain wary of social interactions and
continued restrictions on international travel. The
projected drag from remittances on the region’s
economies (Bangladesh, Nepal, and Sri Lanka) is
less certain given their recent strength.
Remittances may be adversely affected by the weak
recovery in Gulf Cooperation Council (GCC)
countries, the resurgence of outbreaks in the
United States and Europe, and difficulties facing
migrants trying to return to host countries (World
Bank 2020c¢).

The growth outlook is highly uncertain and one
way to reflect this uncertainty is through scenario
analysis (box 1.4). In the downside scenario,
growth prospects are undermined by a sharper
upsurge of the virus globally, delayed rollout of
vaccines, a deterioration in global financing condi-
tions, weaker business and consumer confidence,
and lower oil prices. As a result, growth in SAR
would be 1.8 percentage points lower than
projected, at 1.5 percent in 2021 and unchanged
in 2022 (figure 2.5.2.A). In the region excluding

India, the impact on growth would be slightly
smaller; growth would slow to 0.9 percent in 2021
(on a calendar year basis) instead of 2.1 percent.
Afghanistan, Maldives, and Pakistan are likely to
see the largest downgrades.

The pandemic is expected to leave lasting scars on
the region. Recent estimates suggest that potential
growth will be more than 1 percentage point
lower, on average, during 2020-25 compared to a
no-COVID counterfactual (World Bank 2020j).
These losses occur through multiple channels. The
pandemic is likely to dampen capital accumulation
as uncertainty, weak confidence, limited fiscal
space, and financial fragilities undermine invest-
ment. The pandemic will damage productivity by
disrupting educational gains, making certain
activities unviable, and may see labor shift to lower
-productivity sectors (Dieppe 2020; World Bank
2020j). Human capital will be eroded by higher
long-term unemployment, disruptions in educa-
tion, and deteriorating health outcomes. These
disruptions have a disproportionate impact on
women, who often face a higher likelihood of job
losses and a higher burden of dependent care than
men, and who account for the majority of
informal jobs and jobs requiring face-to-face
interactions (Alon et al. 2020; Azevedo et al.
2020; ILO 2020a; Montenovo et al. 2020).
Elevated fiscal and financial sector vulnerabilities
increase the risk of financial crises in the region,
which would further increase losses in potential
growth (Dieppe 2020; Kilic Celik, Kose, and
Ohnsorge 2020; World Bank 2020i).

Risks

Risks to the outlook are tilted to the downside.
They include more severe and longer-lasting
infection rates from the pandemic, financial
and debt distress caused by an abrupt tightening
of financing conditions or widespread corporate
bankruptcies, adverse effects of extreme weather
and climate change, weaker-than-expected recov-
eries in key partner economies, and a worsening of
policy- and security-related uncertainty.

Recurring COVID-19 outbreaks or delays in the
procurement and distribution of vaccines is a
significant risk. Hotspots of new cases are still
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appearing in parts of the region, which would
require decisive action to avoid further spread
through additional nonpharmaceutical measures
(figure 2.5.2.C). The limited used of nonpharma-
ceutical interventions, especially the lack of testing
in some economies, may undermine the ability to
control further outbreaks.

Although financial sectors in the region have
benefited from the easing of global financing
conditions, additional stress on domestic banks
could be triggered by the economic consequences
of a sharp and sustained resurgence of infections
within the region or globally. This could further
increase corporate bankruptcies and weaken
already-vulnerable balance sheets of the banking
and nonbanking financial sectors in several
regional economies (Bangladesh, Bhutan, India,
Sri Lanka). Although capital inflows have
stabilized after falling sharply in the first half of
2020, they remain subdued and renewed outflows
would pose refinancing pressures in economies
dependent on foreign capital (for example,
Afghanistan and Sri Lanka; figure 2.5.2.D).
External vulnerabilities have been some-what
mitigated by the uptake of the Debt Service
Suspension Initiative in Afghanistan, Maldives,
Nepal, and Pakistan (G20 2020). Further policy
intervention, however, is needed to minimize the
risk of crisis, including greater debt transparency
(box 1.1; Kose et al. 2020).

Extreme weather events, including flooding and
cyclones, and impacts of climate change remain an
important risk to regional growth. In addition to
loss of lives and severe infrastructure damage,
these events have been accompanied by higher
food prices. For example, Cyclone Amphan and

the flooding that occurred in Bangladesh in 2020
lifted food price inflation to an almost three-year
high. Surges in food prices tend to depress
incomes and consumption, and increase food
insecurity, with the most severe impact felt by the
poor. Economies with high food inflation rates
tend to have a larger share of the global poor and
higher rates of poverty (figure 2.5.2.E).

Weaker-than-expected growth elsewhere in the
world may undermine the recovery in SAR.
Growth outcomes in China, the European Union,
and the United States, for instance, have a direct
impact on growth in many economies in the
region by lowering export demand and
remittances, and limiting access to external
financing (World Bank 2016). For example,
Bangladesh’s garment exports are heavily reliant
on markets in the United States and Europe.
Some economies in the region are also heavily
dependent on remittance flows from GCC
countries, which may be affected by potential
renewed decline in oil prices, perhaps because of
the economic impacts of the pandemic or to a

sudden shift in OPEC policy.

Some economies also face considerable policy and
security-related uncertainties. The policy space
needed to implement long-term growth strategies
has been eroded by the impact of the pandemic,
and further increases the risk of financial and
sovereign debt crises. The risk of debt distress is
elevated in several economies, especially Maldives,
Pakistan, and Sri Lanka, with decisive action
required to maintain macroeconomic stability
(figure 2.5.2.F). Security-related uncertainties
could weigh on activity in Afghanistan, India,
Nepal, and Pakistan.
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TABLE 2.5.1 South Asia forecast summary Percentage point
differences from

(Real GDP growth at market prices in percent, unless indicated otherwise) o
June 2020 projections

EMDE South Asia, GDP 1.2 6.5 4.4 -6.7 3.3 3.8 -4.0 0.5
GDP per capita (U.S. dollars) 5.2 3.2 -7.8 2.1 2.7 -4.0 0.4
(Average including countries with full national accounts and balance of payments data only)3
EMDE South Asia, GDP 3 6.5 4.4 -6.7 3.3 3.8 -4.0 0.5
PPP GDP 6.5 4.4 -6.8 3.2 3.8 -4.0 0.4
Private consumption 71 5.2 -8.9 2.6 4.4 -6.3 -0.7
Public consumption 8.4 10.7 3.5 6.3 3.2 -4.9 0.0
Fixed investment 10.8 -0.4 -14.6 4.9 5.6 -6.4 3.7
Exports, GNFS+4 10.5 1.1 -7.6 4.1 7.3 4.9 0.0
Imports, GNFS 4 13.1 -5.1 -16.2 5.4 9.4 -2.6 2.8
Net exports, contribution to growth -1.4 1.7 2.7 -0.4 -0.8 1.6 -0.5
Memo items: GDP 2
South Asia excluding India 6.0 5.1 2.4 -0.7 2.1 0.3 0.0
India 7.0 6.1 4.2 -9.6 5.4 0.0 -6.4
Pakistan (factor cost) 5.5 1.9 -1.5 0.5 2.0 1.1 0.7
Bangladesh 7.9 8.2 2.0 1.6 3.4 0.4 0.6

Source: World Bank.

Note: e = estimate; f = forecast; PPP = purchasing power parity; EMDE = emerging market and developing economy. 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 differ at any given moment in time.

1. GDP and expenditure components are measured in 2010 prices and market exchange rates.

2. National income and product account data refer to fiscal years (FY) while aggregates are presented in calendar year (CY) terms. (For example, aggregate under 2020/21 refers to CY
2020). The fiscal year runs from July 1 through June 30 in Bangladesh, Bhutan, and Pakistan; from July 16 through July 15 in Nepal; and April 1 through March 31 in India.

3. Subregion aggregate excludes Afghanistan, Bhutan, and Maldives, for which data limitations prevent the forecasting of GDP components.

4. Exports and imports of goods and nonfactor services (GNFS).

Click here to download data.

TABLE 2.5.2 South Asia country forecasts Percentage point
differences from

(Real GDP growth at market prices in percent, unless indicated otherwise) -
June 2020 projections

Calendar year basis

Afghanistan 1.2 3.9 -5.5 2.5 3.3 0.0 1.5
Maldives 8.1 7.0 -21.5 9.5 11.5 -8.5 1.0
Sri Lanka 3.3 2.3 -6.7 3.3 2.0 -3.5 3.3

Fiscal year basis'

Bangladesh 7.9 8.2 2.0 1.6 3.4 0.4 0.6
Bhutan 3.8 4.3 0.7 -0.7 2.3 -0.8 -2.5
India 7.0 6.1 4.2 -9.6 5.4 0.0 -6.4
Nepal 6.7 7.0 0.2 0.6 25 -1.6 -1.5
Pakistan (factor cost) 5.5 1.9 -1.5 0.5 2.0 1.1 0.7

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.

1. Historical data is reported on a market price basis. National income and product account data refer to fiscal years (FY) with the exception of Afghanistan, Maldives, and Sri Lanka, which
report in calendar year. The fiscal year runs from July 1 through June 30 in Bangladesh, Bhutan, and Pakistan; from July 16 through July 15 in Nepal; and April 1 through March 31 in India.
Click here to download data.


http://pubdocs.worldbank.org/en/776211599837382355/Global-Economic-Prospects-January-2021-SAR-data.xlsx
http://pubdocs.worldbank.org/en/776211599837382355/Global-Economic-Prospects-January-2021-SAR-data.xlsx
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FIGURE 2.6.1. SSA: Recent developments

COVID-19 has continued to spread throughout the region; however, the
pace has been less rapid than initially feared. In countries where health
care infrastructure is weaker, the true intensity of outbreaks could be
understated amid reduced testing capacity. These outbreaks have led to a
near-complete halt of international tourist arrivals. Exchange rates have
depreciated relative to pre-pandemic levels, contributing to higher and
above-target inflation in several economies. The pace of monetary policy
easing slowed in the second half of last year.
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Bank; Zimbabwe National Statistics.
Note: SSA = Sub-Saharan Africa.
A. Last observation is December 17, 2020.

B. Sample includes 47 countries. Cases per capita as of December 17, 2020. Government health

spending per capita reflects 2017 data.

C. Aggregate international tourism arrivals for selected SSA countries including Kenya, Mauritius,

Seychelles, and South Africa.

D. Change in USD exchange rates since December 2019. Monthly averages. Last observation is
November 2020. Index (100 = December 2019). Values above 100 indicate depreciation.

E. AGO = Angola; ETH = Ethiopia; GHA = Ghana; NGA = Nigeria; ZAF = South Africa; ZWE =
Zimbabwe. Latest observation is 2020Q3. Purple lines show 2020 inflation targets for Ghana, Nigeria,

and South Africa.

F. Sample includes 14 Sub-Saharan countries. Last observation is November 2020.

Click here to download data and charts.

the effects of weaker international prices and

OPEC quotas.

With economic activity in South Africa already on
a weak footing before the pandemic hit, output is
expected to have fallen 7.8 percent last year. The
country suffered the most severe COVID-19
outbreak in Sub-Saharan Africa, which prompted
strict  lockdown measures and brought the
economy to a standstill. However, sizable and
decisive monetary and fiscal policy support—
which included measures to strengthen health
sectors, emergency food distribution, tax relief,
and loan guarantees—likely prevented an even
deeper downturn.

The deep contraction in activity in the region
extended beyond its large economies. Oil
exporters grappled with sharply lower prices
(Angola, Republic of Congo, Equatorial Guinea,
South Sudan), while those with large travel and
tourism sectors suffered from near-complete
shutdowns of tourism-related activity (Cabo
Verde, Ethiopia, Mauritius, Seychelles; figure
2.6.1.C). Contractions in agricultural commodity
exporters were typically less steep, with some even
avoiding outright recessions (Benin, Cote d’Ivoire,
Malawi, Uganda). This partly reflects the
agricultural sector’s somewhat reduced exposure to
the pandemic, as agricultural commodity prices
declined far less than most industrial commodities,
as well as relatively smaller services sectors in
many of these economies. In Sudan, however,
pandemic-related disruptions to activity were
exacerbated by falling real incomes due to surging
inflation and multiple natural disasters, including
devastating floods (FAO 2020).

Exchange rates across the region remained about 5
percent weaker than levels prior to the pandemic,
on average, following sharp depreciations in the
first half of 2020 (figure 2.6.1.D). Inflation trends
were uneven last year, as persistently soft demand
helped contain inflationary pressures in some
countries (Kenya, South Africa), whereas inflation
remained elevated, or even accelerated, in response
to weaker currencies and food price pressures in
others (Angola, Ethiopia, Ghana, Nigeria, Senegal;
figure 2.6.1.E). Rising food prices weighed on
households incomes and consumption. This has
prompted governments to implement policy


http://pubdocs.worldbank.org/en/274691608853252554/GEP-January-2021-Chapter2-SSA-Fig2-6-1.xlsx
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measures to improve food provision, support the
agriculture sector, and provide cash transfers to the
poor. The pace of monetary policy easing across
the region slowed in the second half of last year,
particularly in countries experiencing inflationary
pressures (figure 2.6.1.F). Following unprece-
dented capital outflows in the first half of 2020,
the recovery inflows were anemic. In total, foreign
direct investment flows collapsed by an estimated
30 to 40 percent last year, while remittance
inflows—a vital source of household income and
foreign currency receipts—are estimated to have
plummeted by 9 percent in the region (OECD
2020; UNCTAD 2020; World Bank 2020c¢).

There was a step-change in government
indebtedness in 2020, as economic activity and
government revenues sharply fell while pandemic-
related spending rose appreciably. Government
debt in the region jumped on average 8 percentage
points to 70 percent of GDP (IMF 2020d). In
cash-strapped  economies, governments faced
severe difficulties to pay their sovereign debts. As a
result, Angola and Zambia have sought to
restructure their public debts. Two of Angola’s
largest creditors have agreed, outside of the G20
Debt Service Suspension Initiative, to defer the
principal payments on Angola’s debt for three
years, whereas unsuccessful debt reprofiling
discussions contributed to Zambia’s sovereign

debt default.

Outlook

Growth in Sub-Saharan Africa is expected to
rebound only moderately to 2.7 percent in
2021—0.4 percentage point weaker than
previously projected—before firming to 3.3
percent in 2022 (figure 2.6.2.A). While the
rebound in private consumption and investment is
forecast to be slower than previously envisioned,
export growth is expected to accelerate in line with
the rebound in economic activity among major
trading partners. Despite the envisioned recovery,
the level of regional GDP in 2022 is forecast
to remain below the level projected in January
2020. The sluggish recovery reflects persistent
outbreaks in several economies that have inhibited
the resumption of economic activity, particularly
in services sectors such as tourism. Although

FIGURE 2.6.2 SSA: Outlook and risks

After contracting steeply last year, growth in the region is forecast to
resume at only a modest pace in 2021-22, with particularly sluggish
recoveries in private consumption and investment. The pandemic is
expected to leave lasting scars on already slowing potential growth. Falling
per capita incomes mean that living standards have been set back by a
decade or more in a quarter of SSA economies. The region will likely face
additional hurdles in the distribution of pandemic vaccines—vaccine
coverage among children in SSA countries is already lower than in other
EMDEs —which could further dampen the recovery. Persistently wide
budget deficits and growing interest burdens could raise debt
sustainability concerns in some economies.
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Sources: International Monetary Fund; Kilic Celik, Kose, and Ohnsorge (2020); World Bank; World
Health Organization.

Note: SSA = Sub-Saharan Africa. EMDEs = emerging market and developing economies.

A. “Industrial-commodity exporters” represents oil and metal exporting countries. Aggregate growth
rates calculated using GDP weights at 2010 prices and market exchange rates. “Industrial-
commodity exporters” excludes Nigeria and South Africa. Diamonds correspond to the downside
scenario.

B. Bars show simple averages of annual GDP-weighted average of 17 SSA economies during year
spans indicated. Aggregates of production function-based potential output growth estimates
calculated using real 2010 US dollar GDP at 2010 prices and market exchange rates.

C. Aggregates calculated using US 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 47 SSA economies, 22 “industrial-commodity exporters,” and
146 EMDEs.

D. Chart reflects the evolution of real per capita GDP using 2010 USD exchange rates and weights.
“SSA” sample includes 47 countries.

E. Chart shows the share of 1-year-old children covered by specific vaccines in 2019. Bars reflect
medians; whiskers reflect inter-quartile ranges. “EMDESs” excludes SSA economies.

F. Simple averages of sub-groups.

Click here to download data and charts.
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COVID-19 vaccine rollouts are expected to gather
pace in early 2021 among advanced economies
and major EMDEs—bolstering business and
consumer confidence—logistical impediments are
expected to delay vaccine distribution in the
region. The pandemic is set to further scar
potential output growth—which was already
losing steam owing to a contraction in total factor
productivity—and leave a damaging legacy in the
region (figure 2.6.2.B; Dieppe 2020; World Bank
2020b).

The pandemic caused an estimated 6.1 percent fall
in per capita income last year and is expected to
lead to a further 0.2 percent decline in 2021,
before firming somewhat in 2022. The resultant
decline in per capita income is expected to set
average living standards back by a decade or more
in a quarter of Sub-Saharan African economies,
with even more severe setbacks in Nigeria and
South Africa—home to one-quarter of the region’s
population (figures 2.6.2.C and 2.6.2.D). In all,
this reversal is projected to push tens of million
more people in the region into extreme poverty
cumulatively in 2020 and 2021 (World Bank
2020m).

Growth in Nigeria is forecast to resume at 1.1
percent in 2021—markedly weaker than previous
projections—and edge up to 1.8 percent in 2022,
as the economy faces severe challenges. Activity is
expected to be dampened by low oil prices, falling
public investment due to weak government
revenues, constrained private investment due to
firm failures, and subdued foreign investor
confidence. Moreover, private consumption
prospects will be weighed down by lost incomes
and higher precautionary saving among nonpoor
households, as well as lower remittances and the
depletion of savings among poor and unemployed
households amid inadequate social safety nets
(World Bank 2020n).

In South Africa, growth is expected to rebound to
3.3 percent in 2021—0.7 percentage point below
previous forecasts—before softening to a near-
potential pace of 1.7 percent in 2022. Weaker
growth momentum into 2021 partly reflects the
lingering impact of the pandemic, as some
mitigation measures are envisioned to remain in

place. Preexisting structural constraints, such as
persistent power-supply disruptions, are expected
to become binding again as economic activity
firms. Debt sustainability concerns may require
fiscal consolidation, which, if prematurely imple-
mented, is likely to further soften the recovery.

Elsewhere in the region, the rebound is forecast to
be somewhat more pronounced, with growth
resuming at an average of 4.1 percent in 2021-22,
as the headwinds related to the pandemic
gradually fade and external demand recovers. The
recovery is expected to be slightly stronger—
though still well below historical averages—among
agricultural commodity exporters, averaging 4.5
percent in 2021-22. Higher international prices
for agricultural export commodities are expected
to support activity. These growth rates also partly
reflect a resumption of investment, including
foreign direct investment, as uncertainty gradually
wanes, progress toward the full implementation of
the African Continental Free Trade Area
agreement, and continued implementation of
reforms to improve business environments (Cote
d’Ivoire, Togo). The pandemic has, however,
resulted in delays to some large growth-enhancing
infrastructure  projects, such as hydrocarbon
production in Senegal, which is now expected to
come on stream only in 2023.

The projected rebound is expected to be more
sluggish among industrial commodity exporters.
Excluding Nigeria and South Africa, growth in
these economies is forecast to average 2.8 percent
in 2021-22, following 3.4 percent contraction last
year. Although metals prices recovered somewhat
in the second half of 2020, oil prices remain well
below 2019 levels, weighing on the pace of
recovery in oil-exporting economies (Angola,
Chad, Republic of Congo, Equatorial Guinea,
Gabon, Ghana). In Ghana—the region’s fourth-
largest economy—the expected resilience in
agriculture will not be sufficient to offset the
pandemic’s lingering adverse impact on oil and
other sectors. As a result, the growth forecast for
2021-22 has been downgraded to 1.9 percent.

Current account deficits widened in the median
economy last year, as collapsing exports—
including tourism receipts—exceeded the falls in
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imports induced by contracting domestic activity
(Angola, Gabon, Mauritius, Rwanda). Deficits are
expected to narrow somewhat in 2021 as
improving external demand, as well as firming
commodity prices, underpin a recovery in export
earnings. Financing these deficits may, however,
continue to be challenging, as capital inflows—
including both portfolio and foreign direct
investment flows—are likely to recover slowly
from last year’s troughs.

Risks

Risks to the outlook are tilted to the downside.
Despite upward revisions to the projected pace of
recovery in China, growth in major economies
and key trading partners of the region could still
disappoint, as has recently been the case for the
euro area and the United States. A weaker-than-
anticipated recovery in Sub-Saharan Africa could
be the result of lingering adverse effects of the
pandemic, or the delayed distribution of effective
vaccines, especially if combined with a marked
uptick in new domestic cases. Moreover, new
waves of infections would slow growth in
non-regional trading partners, which would
dampen the projected growth pickup in Sub-
Saharan Africa through lower export demand—
particularly for tourism—and reduced investment.

Although there has been substantial progress in
COVID-19 vaccine development, widescale
vaccine distribution in Sub-Saharan Africa is likely
to face many hurdles. These include poor
transport infrastructure and distribution systems,
weak health system capacity to implement large-
scale vaccination programs, and outdated or
insufficient cold storage systems to preserve
vaccines (Akwataghibe et al. 2019; Bangura et al.
2020; Songane 2018). Childhood vaccination
coverage in the region is already lower than in
other EMDEs, partly reflecting some of these
obstacles (figure 2.6.2.E). Moreover, with only a
limited number of ongoing COVID-19 vaccine
trials on the continent, there could be uncertainty
about the effectiveness of the vaccine for local
populations. High production costs can also limit
the ability of many fiscally strained economies to
purchase the needed quantities to implement
national vaccination programs. These constraints

could delay the region’s recovery, absent
international assistance.

Government debt in the region has increased
sharply to an estimated 70 percent of GDP, on
average, in 2020—up 8 percentage points from
2019—and is expected to rise further this year,
elevating concerns about debt sustainability in
some economies. This reflects expectations of
persistently wide budget deficits as fiscal revenues
remain below pre-pandemic levels, while health
and pandemic-related spending needs continue to
be elevated (figure 2.6.2.F). Moreover, greater
interest payment burdens in most economies due
to the pickup in indebtedness are bound to further
weigh on budget deficits and could undermine
required development spending. In all, 29 Sub-
Saharan African countries—of the 44 Debt Service
Suspension Initiative (DSSI) country partici-
pants—are benefiting from debt relief assistance
from official bilateral creditors. Relief amounts to
$4.6 billion in debt service suspension—almost
half of the total potential DSSI savings. Although
the DSSI is providing some breathing room for
financially strained economies, some countries
such as Angola and Zambia are still struggling to
pay their sovereign debts. Angola has secured a
debt reprofiling with two of its largest creditors
outside DSSI, with a three-year deferral of
principal payments. Meanwhile, Zambia—the
second-largest copper producing country in Sub-
Saharan Africa—defaulted on its sovereign debt.
This underscores the need for external
assistance—predicated on debt transparency,
including through coordinated international debt
relief from both private and public creditors
(UNECA 2020; World Bank 20201). A high debt
burden is likely to limit the ability of many Sub-
Saharan countries to fund post-COVID reforms.
The pandemic could, however, create a
momentum to implement major reforms such as
removing inefficient fuel subsidies, liberalizing the
telecommunication  sector, and  promoting
competition in the energy sector (Ethiopia,

Nigeria, South Africa).

Banks may still face sharp increases in non-
performing loans as companies struggle to service
their debt due to falling revenues. The risk is
substantial if the wunprecedented fiscal and
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monetary support undertaken by several countries
is prematurely withdrawn. To meet debt service
obligations, high external public debt levels can
compel governments to curb labor productivity-
enhancing investments (Nabi and Drine 2009;
World Bank 20200). In countries with
international capital market access, this may
trigger increases in investor risk premia and
borrowing costs that can heighten the probability
of debt overhangs and debt distress (Kalemli-
Ozcan, Laeven, and Moreno 2018; Poirson,
Pattillo, and Ricci 2004). In countries with large
foreign-currency-denominated ~ debt  burdens,
flight to safety and the accompanying domestic
currency deprecations pose an additional risk.

The pandemic may also have worse-than-expected
longer-term effects on regional growth. These
could arise from the effects of higher debt loads on
investment, the impact of lockdowns on schooling
and human capital development, and weaker
health outcomes. Many countries in the region
have less developed health care systems, limited
capacity for remote work and virtual education,
and constrained fiscal space. Bolstered investments
in broadband infrastructure could help these
countries leverage digital technologies. Promising
areas include health service provision, social
protection delivery, remote work, online learning,

and improved labor productivity. Without exter-
nal financial support to help overcome these
difficulties, a number of countries in the region are
at risk of suffering prolonged losses of labor
productivity, weaker income growth, and higher

poverty.

There were already over 150 million food insecure
people in 2019 in Sub-Saharan Africa—one-fifth
more than the remaining five EMDE regions
combined (WFP 2020). A combination of the
COVID containment restrictions and adverse
weather events  (floods, droughts, locust
infestations) have contributed to localized food
price spikes in the region (Angola, Ethiopia,
Ghana, Nigeria, Senegal). Food price surges are
bound to worsen inequality and raise food
insecurity among the poor. Political instability and
violence are expected to make food insecurity
worse in some countries, by threatening the lives
and livelihoods of conflict-stricken populations.

Rising insecurity, conflicts, insurgencies, and the
associated ~ displacement of populations may
further weigh on economic activity in several
economies—particularly in the Sahel. Increased
political tensions also threaten the safety of
populations, as many countries are entering
presidential election cycles.
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TABLE 2.6.1 Sub-Saharan Africa forecast summary Percentage point
differences from
(Real GDP growth at market prices in percent, unless indicated otherwise) June 2020 projections
EMDE SSA, GDP! 2.6 24 -3.7 2.7 3.3 -0.9 -0.4
GDP per capita (US dollars) -0.1 -0.3 -6.1 0.1 0.7 -0.8 -0.4

(Average including countries with full national accounts and balance of payments data only)2

EMDE SSA, GDP23 25 2.3 -3.8 2.7 3.3 -1.0 -0.4
PPP GDP 2.8 25 -3.5 2.8 3.5 -1.1 -0.4
Private consumption 3.3 1.2 -4.1 1.8 2.6 -2.4 -0.9
Public consumption 5.1 3.3 3.8 1.1 2.0 0.2 -0.8
Fixed investment 7.5 3.0 -6.8 3.0 5.6 -1.8 -1.1
Exports, GNFS# 2.6 45 -8.6 6.9 5.7 2.1 2.7
Imports, GNFS4 5.5 3.0 -8.5 2.8 3.4 -1.3 -0.7
Net exports, contribution to growth -0.8 0.5 -0.1 1.2 0.8 1.0 1.0
Memo items: GDP
SSA excluding Nigeria, South Africa, and Angola 4.4 3.9 -1.4 3.5 4.8 -1.1 -0.6
Oil exporterss 15 2.1 -3.5 1.1 2.2 -0.6 -0.8
CFA countries® 3.7 4.1 -1.4 3.1 4.8 -1.3 -1.0
CEMAC 0.3 1.5 -3.8 1.4 2.7 -1.1 0.2
WAEMU 6.4 6.0 0.3 4.2 6.2 -1.6 -2.1
SSA3 1.0 1.0 -5.7 2.0 1.9 -0.7 -0.3
Nigeria 1.9 2.2 -4.1 1.1 1.8 -0.9 -0.6
South Africa 0.8 0.2 -7.8 3.3 1.7 -0.7 0.4
Angola -2.0 -0.9 -4.0 0.9 3.5 0.0 2.2

Source: World Bank.

Note: e = estimate; f = forecast; PPP = purchasing power parity; EMDE = emerging market and developing economies. 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 differ at any given moment in time.

1. GDP and expenditure components are measured in 2010 prices and market exchange rates.

2. Subregion aggregate excludes the Central African Republic, Eritrea, Guinea, Sao Tomé and Principe, Somalia, and South Sudan, for which data limitations prevent the forecasting of GDP
components.

3. Subregion growth rates may differ from the most recent edition of Africa's Pulse (https://www.worldbank.org/en/region/afr/publication/africas-pulse) due to data revisions and the inclusion
of the Central African Republic and Sdo Tomé and Principe in the subregion aggregate of that publication.

4. Exports and imports of goods and nonfactor services (GNFS).

5. Includes Angola, Cameroon, Chad, the Republic of Congo, Equatorial Guinea, Gabon, Ghana, Nigeria, South Sudan.

6. The Financial Community of Africa (CFA) franc zone consists of 14 countries in Sub-Saharan Africa, each affiliated with one of two monetary unions. Cameroon, the Central African
Republic, Chad, the Republic of Congo, Equatorial Guinea, and Gabon comprise the Central African Economic and Monetary Union (CEMAC), whereas Benin, Burkina Faso, Céte d’Ivoire,
Guinea-Bissau, Mali, Niger, Senegal, and Togo comprise the West African Economic and Monetary Union (WAEMU).

Click here to download data.
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TABLE 2.6.2 Sub-Saharan Africa country forecasts! Percentage point
o . differences from
(Real GDP growth at market prices in percent, unless indicated otherwise) June 2020 projections
Angola -2.0 -0.9 -4.0 0.9 3.5 0.0 2.2
Benin 6.7 6.9 2.0 5.0 6.5 -1.2 -1.0
Botswana 4.5 3.0 -9.1 5.7 4.0 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 25 -0.7 -0.3
Central African Republic 3.7 3.1 0.0 3.2 4.1 -0.8 -0.3
Cabo Verde 4.5 5.7 -11.0 5.5 6.0 -5.5 0.5
Cameroon 41 3.7 -2.5 3.0 3.4 -2.3 -0.4
Chad 2.4 3.2 -0.8 2.4 3.3 -0.6 -2.3
Comoros 3.4 1.9 -1.4 2.4 3.6 0.0 -0.8
Congo, Dem. Rep. 5.8 4.4 -1.7 2.1 3.0 0.5 -1.4
Congo, Rep. -6.2 -3.5 -8.9 -2.0 1.3 2.7 -0.9
Cote d'lvoire 6.8 6.9 1.8 5.5 5.8 -0.9 -3.2
Equatorial Guinea -6.4 -5.6 -9.0 -2.8 -1.2 -0.6 -1.2
Eritrea 13.0 3.7 -0.6 3.5 5.5 0.1 2.2
Eswatini 2.4 1.3 -3.5 1.5 0.9 -0.7 -1.2
Ethiopia2 8.4 9.0 6.1 0.0 8.7 2.9 -3.6
Gabon 0.8 3.9 2.4 1.9 3.8 0.8 45
Gambia, The 6.5 6.0 -1.8 3.1 5.3 -4.3 -3.4
Ghana 6.3 6.5 1.1 1.4 2.4 -0.4 -2.0
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
Kenya 6.3 5.4 -1.0 6.9 5.7 -2.5 1.7
Lesotho 1.5 1.4 -5.3 3.1 3.8 -0.2 2.4
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 25 5.2 -2.9 -1.5
Mauritania 2.1 5.9 -0.6 3.7 4.8 1.4 -0.5
Mauritius 3.8 3.0 -12.9 5.3 6.8 -6.1 -1.1
Mozambique 3.4 2.2 -0.8 2.8 4.4 -2.1 -0.8
Namibia 0.7 -1.1 -7.9 2.2 2.0 -3.1 -0.8
Niger 7.0 5.8 1.0 5.1 11.8 0.0 -3.0
Nigeria 1.9 2.2 -4.1 1.1 1.8 -0.9 -0.6
Rwanda 8.6 9.4 -0.2 5.7 6.8 2.2 -1.2
S&o Tomé and Principe 2.9 1.3 -6.5 3.0 5.5 3.0 -3.1
Senegal 6.4 5.3 -0.7 3.5 5.6 -2.0 -0.5
Seychelles 41 2.0 -15.9 3.1 3.8 -4.8 -3.2
Sierra Leone 3.4 5.5 -2.3 4.1 4.6 0.0 0.1
South Africa 0.8 0.2 -7.8 3.3 1.7 -0.7 0.4
Sudan -2.3 -2.5 -8.4 25 3.1 -4.4 2.0
South Sudan2 -3.5 -0.3 9.3 -3.4 0.0 13.6 20.2
Tanzania 5.4 5.8 2.5 5.5 6.0 0.0 0.0
Togo 4.9 5.3 0.0 3.0 45 -1.0 -1.0
Uganda2 6.2 6.8 2.9 2.8 5.9 -0.4 -0.9
Zambia 3.5 1.4 -4.5 1.9 3.4 -3.7 -0.5
Zimbabwe 4.8 -8.1 -10.0 2.9 3.1 0.0 0.0

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.

1. Data are based on GDP measured in 2010 prices and market exchange rates.

2. Fiscal-year based numbers.

3. For Togo, growth figures in 2018 and 2019 are based on pre-2020 rebasing GDP estimates.
Click here to download data.
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CHAPTER 4

Central banks in some emerging market and developing economies (EMDEs) have employed asset purchase
programs, in many cases for the first time, in response to pandemic-induced financial market pressures. These
programs, along with spillovers from accommodative monetary policies in advanced economies, appear to have
helped stabilize EMDE financial markets. However, the governing framework, scale, and duration of these
programs have been less transparent than in advanced economies, and the effects on inflation and output in
EMDE;s remain uncertain. In EMDEs where asset purchases continue to expand and are perceived to finance
unsustainable fiscal deficits, these programs risk eroding hard-won central bank operational independence and
de-anchoring inflation expectations. Ensuring that asset purchase programs are conducted with credible
commitments to central bank mandates and with transparency regarding their objectives and scale can support

their effectiveness.

Introduction

The COVID-19 pandemic has tipped the global
economy into its deepest recession since the
Second World War. To stabilize financial markets
and support activity, many central banks have
employed asset purchase programs—often for the
first time in the case of emerging market and
developing economies (EMDEs). These have
involved outright central bank purchases of
longer-term financial assets, usually government
bonds, and corresponding injections of reserve
money into the banking system. This chapter
explores how EMDE asset purchase programs
have evolved, and assesses their potential benefits
and costs.

The purchase of longer-term assets by central
banks has both complemented and substituted for
other monetary policy tools. This instrument has
primarily been wused in advanced economy
“guantitative easing” programs with the aims of
stimulating demand, boosting output, and raising
inflation toward targets. Purchases of longer-term
assets have usually been employed when the limits
of conventional monetary policy tools have been
reached—in particular, when short-term monetary
policy rates have fallen near their effective lower
bound. Asset purchases can directly influence
specific financial market segments and asset
maturities, and longer-term asset purchases can
serve to lower long-term interest rates, which
would be only indirectly impacted by
conventional monetary policy tools (Haldane et al
2016). These programs can also be used to help

Note: This chapter was produced by Jongrim Ha and Gene
Kindberg-Hanlon. Research assistance was provided by Kaltrina
Temaj and Jingran Wang.

stabilize financial markets and improve market
functioning during periods of high volatility and
low market liquidity, an objective that did not
motivate the early advanced economy asset
purchase programs (Christensen and Gillan 2019).

Central banks across advanced economies and
EMDEs have responded to the economic and
financial market shocks induced by the COVID-
19 pandemic with broad-based cuts in short-term
policy rates, which in many economies are now at,
or close to, their effective lower bounds. One-third
of advanced economy central banks have reduced
their short-term policy rates to O percent or lower,
while around 90 percent have lowered them below
1 percent (figure 4.1). Some EMDE central banks
(Chile, Costa Rica, Hungary, Paraguay, Peru,
Poland, Thailand) have also cut policy rates to less
than 1 percent. For additional policy easing and to
contain a sharp rise in government bond yields in
March 2020, many of these central banks
introduced asset purchase programs (Chile, Costa
Rica, Hungary, Poland, Thailand). Policy rates
remain above 1 percent in 80 percent of EMDEs,
but central banks in at least 13 of these EMDEs
have also implemented asset purchase programs
(figure 4.1).

This chapter addresses the following questions:

e How have asset purchase programs been
designed in EMDES?

e Have EMDEs benefited from these programs?

e What are the risks associated with these
programs?

e \What are the main policy lessons for EMDES?
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FIGURE 4.1 Policy interest rates and bond yields

In 2020, central banks in advanced economies cut policy rates close to the
effective zero lower bound. Toward the end of the year, around 90 percent
of advanced economy policy interest rates were below 1 percent, and one-
third were at or below zero. In contrast, just 20 percent of EMDE central
banks have cut policy rates below 1 percent. In addition to policy rate cuts,
many advanced economies and EMDEs initiated asset purchase programs
after government bond yields, including those usually considered “safe-
haven” assets, spiked in March 2020.
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Note: EMDE = emerging market and developing economies; EMBI = JPMorgan Emerging Market
Bond Index.

A.-D. Data for up to 16 advanced economy and 67 emerging and developing economy central banks
during 2000-2020.

A.B. Solid line reflects a simple average of policy rates. Shaded region shows the inter-quartile range.
E. Maximum increase in local currency government bond yields and the JPMorgan EMBI index of
EMDE foreign-currency bond spreads during March 2020 using daily data. Orange whiskers indicate
the maximum and minimum increase in 10-year government bonds in 30 advanced economies and
21 EMDEs. Bars indicate the average increase.

F. Average of 10-year government bond yields for up to 30 advanced economies and 22 EMDEs.
Click here to download data and charts.

Contributions. This chapter contributes to the
literature in three ways.

First, it takes stock of the EMDE asset purchase
programs that have been announced or
implemented since early 2020. It discusses how
the programs in EMDEs compare to those in
advanced economies in their design, scale, and
objectives. To shed light on the topic, the chapter
also presents a review of the literature on the
macroeconomic and financial effects of programs
in advanced economies, including their spillovers
to EMDEs.

Second, the chapter is one of the first studies to
provide detailed evidence on the effects of asset
purchase announcements in EMDEs on financial
markets. A few earlier studies have estimated the
impact of asset purchase program announcements
in EMDEs on bond markets and exchange rates
(Arslan, Drehmann, and Hofmann 2020; Hartley
and Rebucci 2020; IMF 2020b). This chapter
expands on these studies by including the effects
on equity markets and by comparing the
effectiveness of EMDE asset purchases to that of
conventional monetary policy actions, and that of
asset purchase programs in advanced economies.

Third, the chapter reviews historical experiences of
central bank financing of government deficits in
EMDEs. In particular, it reviews the circum-
stances of economies that experienced episodes of
debt monetization and high inflation in the 1980s
and early 1990s and draws out parallels and
differences with the central bank policies and
country  circumstances of those EMDEs
undertaking asset purchases in 2020. It assesses the
circumstances—in particular elevated levels of
debt, large fiscal deficits, and weak growth
prospects—which may increase the risk that some
EMDE:s begin to resemble these historic episodes.

Findings. Several findings emerge from this
chapter.

*  Diverse design of asset purchase programs in
EMDEs. As of mid-December 2020, 18
EMDEs had announced or implemented asset
purchase programs. Asset purchases have
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been mainly focused on local currency-
denominated government bonds. The size of
asset purchases has varied from less than 1 to 6
percent of GDP. Many EMDE central banks
have not announced the scale or duration of
purchases, and while most have been pur-
chasing only in secondary markets, some have
purchased bonds directly from governments.

®  Decline in government bond yields. Announce-
ments of asset purchase programs appear to
have helped stabilize bond markets and boost
equity prices without putting pressure on
exchange rates. The effects on long-term bond
yields and equity prices have been on average
greater than the effects of the announcements
of monetary policy rate cuts in response to
COVID-19. In addition, the announcement
effect of EMDE asset purchases on
government bond vyields (but not equity
prices) seems to have been larger than the
announcement effects of advanced economy
asset purchases. The broader macroeconomic
consequences, however, remain to be seen.

®  Risks to central bank credibility and perceptions
of debt-monetization. Recent asset purchase
programs in some EMDEs were initiated to
support financial stability and orderly market
functioning following the spike in bond yields
in March 2020. In contrast, during historical
episodes of EMDE debt monetization, central
banks bought government bonds to finance
government deficits by issuing reserve money.
Previous episodes of debt monetization
differed from the recent experience in being
preceded by long periods of high inflation, less
credible fiscal and monetary policy frame-
works, external debt defaults, and stubbornly
high fiscal deficits. For now, macroeconomic
conditions in EMDEs are more benign than
in these historical episodes. However, the
earlier episodes provide a reminder of the risks
to central bank credibility if asset purchase
programs are used for prolonged monetary
financing of fiscal deficits.

»  Effectiveness. Based on the experience during
the pandemic and, in advanced economies,

before it, asset purchase programs have helped
reduce bond yields and boosted equity prices
during periods of market illiquidity in
EMDEs. The recent experience of asset pur-
chase programs, however, may overstate its
future effectiveness for three reasons. First, it
was set against the backdrop of uniquely
accommodative macro-economic policies in
advanced economies. Second, it was an
unanticipated departure from earlier policy
guidance of EMDE central banks that had
focused on buttressing their independence.
Third, fragile liquidity conditions in EMDE
financial markets are conducive to volatile
movements in asset prices, possibly leading to
unintended consequences of future asset
purchases.

»  DPolicy implications and design of asset purchase
programs. Embedding asset purchase programs
in a transparent monetary policy framework
that is consistent with inflation and financial
stability objectives will reduce the risk that
asset purchases are perceived as monetary
financing that might de-anchor inflation
expectations. Current projections of large
fiscal deficits and elevated public debt levels
amplify the need for medium-term strategies
that avoid this risk and ensure that the
benefits of EMDE asset purchase programs
outweigh their costs. The need for enhanced
frameworks and medium-term fiscal strategies
may increase in the absence of the uniquely
accommodative global monetary conditions
established in response to COVID-19.

The remainder of this chapter is organized into
five sections. First, a brief history of asset purchase
programs in advanced economies is provided, and
their estimated e ects on asset prices and macro-
economic outcomes are discussed. In the second
section, details of the asset purchase programs in
EMDEs are presented and compared to those in
advanced economies. The third presents evidence
on the e ects of EMDE asset purchases on
financial markets. The fourth section discusses
potential risks of EMDE asset purchase programs.
The final section concludes with policy
implications. A box examines historical episodes of



174

CHAPTER 4

GLOBAL ECONOMIC PROSPECTS | JANUARY 2021

deficit monetization in EMDEs and considers
similarities and di erences with EMDES
implementing asset purchases in response to the
COVID-19 pandemic.

Background: Asset
purchase programs
in advanced economies

Quantitative easing has increasingly become part of
the monetary policy tool kit of central banks in
advanced economies in recent years, when short-term
policy interest rates have approached their effective
lower bounds at around zero. The use of asset
purchase programs by advanced economies appears to
have also helped stabilize financial markets in
EMDEs during the early stages of the COVID-19

pandemic.

History of asset purchase programs. In 2001, the
first major asset purchase program was initiated by
the Bank of Japan as short-term interest rates
reached zero, consumer price inflation remained
weak, and GDP growth was persistently anemic.
During the 2007-09 global financial crisis, the
U.S. Federal Reserve and the Bank of England cut
short-term interest rates close to zero and engaged
in large scale QE programs, purchasing domestic
sovereign bonds and government-backed mortgage
securities. They were joined by the European
Central Bank (ECB) in 2015, although the ECB
had earlier introduced the Securities Markets
Program to ensure liquidity in government bond
markets. Ahead of the COVID-19 pandemic,
both the ECB and the Bank of Japan were
engaged in the continued purchase of sovereign
bonds and some private-sector securities.

Monetary policy response to COVID-19. In
March 2020, global financial market volatility rose
dramatically. Government bond yields, which had
fallen in February due to expectations of a sharp
decline in economic activity, began to rise in
advanced economies as investors sought to
increase cash holdings and market intermediaries
struggled to absorb large sales volumes (figure 4.1;
FSB 2020). Advanced economy asset purchases
were initiated or expanded both to improve the
functioning of government bond markets and to

stimulate output and inflation by lowering long-
term interest rates (figure 4.2).1 In some cases,
asset purchases have since been extended to a
broader set of assets—including riskier private
sector assets—than in previous programs (Federal
Reserve, Bank of England, and ECB).2 Asset
purchase programs in 2020 were also accompanied
by substantial liquidity provision through other
mechanisms, such as new credit facilities for
commercial banks or lending via repurchase
agreements. In many cases, these facilities enabled
central banks to finance the purchase of
government debt, leading to increases in their
indirect exposure to the government (Feyen and
Huertas 2019). As a result of these measures, the
expansion of central bank balance sheets in 2020
exceeded the initial expansion during the global
financial crisis.

The effects of asset purchases in advanced
economies. A large literature has found that
advanced economy asset purchase programs
appear to have helped lift output and inflation,
lower bond yields, and support asset prices (annex
4.1). Asset purchase programs that have aimed to
improve market functioning, such as the ECB'’s
Securities Market Programme, have been found to
reduce risk and liquidity premia and improve
market conditions (BIS 2019). Over 80 percent of
studies assessing the impact of QE in advanced
economies have found statistically significant
positive impacts on output and inflation (Fabo et
al. 2020; annex table A4.1.2).

Spillovers from advanced economy asset pur-
chases to EMDEs. U.S. monetary policy easing
has generally in the past been transmitted to
EMDEs through domestic currency appreciation,
lower bond yields, higher equity prices, and
increased capital inflows.? Since March 2020,

1The New York Federal Reserve statement stated that purchases
would be implemented to ensure “Smooth function of the market for
Treasury securities.” https://www.newyorkfed.org/markets/opolicy/
operating_policy_200323.

2|n some cases, private sector assets, such as covered bonds
(ECB), and corporate bonds, equity ETFs, and real estate investment
trusts (Bank of Japan) have been purchased in earlier episodes of QE.

3See, for instance, Bhattarai, Chatterjee, and Park (2018), Feyen
et al. (2015), Rogers, Scotti, and Wright (2018), and Tillman
(2016). Using novel empirical strategies, these studies provide
evidence on the significant transmission of U.S. monetary policy
shocks into financial markets in other open economies.
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Asset purchase programs
in EMDEs

In 2020, 18 EMDEs announced or implemented
asset purchase programs. These tended to be smaller
than programs in advanced economies. In many
cases, EMDE programs have been less transparent
than those in advanced economies in their objectives,
duration, and scale.

EMDEs using asset purchase programs. Faced
with  rising government  financing  costs,
deteriorating financing conditions, and large
capital outflows in March 2020, several EMDE
central banks joined central banks in advanced
economies in launching asset purchase programs
(World Bank 2020). Most of these EMDEs
purchased government or private bonds for the
purpose of meeting macroeconomic or financial
stability objectives for the first time.> As of mid
December 2020, the EMDE central banks that
had announced or implemented asset purchase
programs were Bolivia, Chile, Colombia, Costa
Rica, Croatia, Ghana, Guatemala, Hungary,
India, Indonesia, Malaysia, Philippines, Poland,
Romania, Rwanda, South Africa, Thailand, and
Turkey.6 Other large EMDES have taken legal
steps to initiate purchase programs, such as lifting
constitutional bans on outright monetary
financing. For example, the central bank of Brazil
has been granted emergency powers to purchase
government bonds.

Features of asset purchase programs in EMDEs.
The asset purchase programs announced by
EMDE central banks vary widely in the intended
scale of purchases, asset types, and duration. The
full details of many programs, however, have not
been specified (table 4.1).

o Scale of purchases. The size of announced or
completed purchases has remained modest so

5Pre-2020 examples of asset purchases by EMDE central banks
to meet macroeconomic or financial stability objectives are rare. One
exception is the case of Hungary: in December 2017, its central bank
(MNB) announced the introduction of a mortgage bond purchase
program to support the mortgage bond market.

6Programs based on long-term repurchase agreements such as in
Mexico or Serbia are not included here, although these in practice
may be similar in their effects to asset purchase programs. See, for
details, Bank of Spain 2020; BIS 2020; Hartley and Rebucci 2020;
IMF 2020a; and Yale 2020.

far, ranging from 1 to 6 percent of annual
GDP (figure 4.2). However, purchases may
continue to be expanded in many of these
economies.

e Types of assers. EMDE asset purchases have
largely focused on local currency-denominated
government debt. Several programs also have
involved the purchase of bank bonds or
mortgage bonds. Only a few EMDE central
banks have announced the maturities of the
bonds they have planned to purchase.

o The duration of purchase programs. The
duration of asset purchase programs has
generally been unspecified in EMDESs. Some
central banks appear to have conducted one-
off purchases at various times between March
and May. Purchases have continued in many
economies that have not announced details of
the final program size or duration, even as
government bond yields fell below their pre-
COVID levels in April (figure 4.3).

*  Primary and secondary market purchases. Most
EMDE central banks have purchased, or plan
to purchase, government and private bonds
exclusively in secondary markets, although
some have also purchased government debt
directly from the government. In some cases,
these latter purchases have been specifically
acknowledged as being for the purpose of
financing the 2020 fiscal deficit.

Comparison with asset purchase programs in
advanced economies. Unlike many advanced
economy central banks’ recent and past asset
purchase programs, many central banks in
EMDEs have not announced the parameters of
their asset purchase programs, including the size
and duration of planned purchases.” They have
also focused on purchasing government debt and
bank bonds, whereas asset purchase programs in
advanced economies have broadened their asset
purchases to include riskier non-bank private
sector assets.

7Among advanced economy programs in response to COVID-
19, key exceptions are the open-ended QE announcement by the
Federal Reserve (March 23, 2020) and by the Bank of Japan (April
27, 2020).
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EMDE central banks’ asset purchases (or planned
purchases) have been smaller than those in
advanced economies, with most EMDE programs
equivalent to less than 2 percent of annual GDP.
Advanced economy asset purchase announcements
or completed purchases in response to COVID-19
have averaged 14 percent of GDP. In some
EMDEs, central bank balance sheets have
expanded by more than asset purchases on account
of increased liquidity provision to banks. At the
same time, domestic banks have in turn increased
their holdings of government debt in some
economies  (Hungary, Indonesia,  Poland,
Romania, South Africa; IMF 2020b).8 In other
cases, balance sheets have expanded by less than
bond purchases as central banks have sought to
sterilize the effect of purchases on bank reserves,
for example by selling foreign-currency assets.

Finally, unlike most advanced economy central
banks, most EMDE central banks launched their
asset purchase programs before their policy
interest rates had reached their effective lower
bound, in order to reduce risk and term premia in
longer-term interest rates. Policy rates averaged 3.6
percent as of end-November 2020 in EMDEs that
had announced asset purchase programs, and 70
percent of these economies had monetary policy
rates above 1 percent.

Benefits of EMDE asset
purchase programs

Announcements of asset purchase programs by
EMDE central banks in 2020 were predominantly
aimed at helping to stabilize domestic financial
markets. They appear to have reduced bond yields by
more than announcements of policy rate cuts or
advanced economy asset purchase announcements.
They also appear to have boosted equity markets more
than announcements of policy rate cuts, but to a lesser
extent than asset purchase program announcements
in advanced economies.

8ln 15 EMDEs that implemented asset purchase programs,
central banks’ balance sheets expanded in 2020 by around 6
percentage points of GDP on average, which is around three times
average annual balance sheet expansion over 2010-19.

FIGURE 4.3 EMDE asset purchases and bond yields

Following an increase in March 2020, EMDE government bond yields fell
below their levels at the start of the year. EMDE asset purchase programs
have generally continued to expand even as yields have fallen, although
the pace of asset purchases has slowed since May.
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Sources: Haver Analytics; National sources; World Bank.

Note: EMDE = emerging market and developing economies.

A. Ten-year bond yields in 21 EMDEs. Shaded region shows the inter-quartile range of bond yields.
B. Cumulative asset purchases of 14 EMDEs where monthly purchase data are available, in percent
of total GDP. EMDEs purchasing in both primary and secondary markets include Indonesia and the
Philippines. EMDEs purchasing only in secondary markets include Bolivia, Chile, Colombia, Croatia,
Hungary, Indonesia, Malaysia, Poland, Romania, South Africa, Thailand, and Turkey. In economies
where November data are unavailable, purchases to October or September are used. All asset
purchase figures are estimates based on published data.

Click here to download data and charts.

Channels for the transmission
of announcements of asset purchases
to financial markets and the economy

Objectives of asset purchases in EMDEs: stabi-
lizing financial markets. EMDE asset purchase
programs have generally been used to provide
liquidity and reduce volatility in domestic
financial markets, particularly the markets for
government bonds. For instance, central banks in
Poland and South Africa have explicitly cited
“providing liquidity” as one of the objectives of
their programs.®

Analytical considerations: Effects on financial
markets. Asset purchase programs would be
expected to lower long-term interest rates through
several channels, including by reducing liquidity
and term premia, and by signaling that an
accommodative stance of monetary policy may

9During the 2007-09 global financial crisis, different types of
policies, such as in reduction in reserve requirements, were used by
EMDEs to ease liquidity conditions, and they were partially effective
(Ishi, Stone, and Yehoue 2009; Yehoue 2009). Similarly, to reduce
market volatility during the 2013 “taper tantrum” episode, EMDEs
deployed a range of policy tools, which included capital flow manage-
ment measures and foreign exchange interventions (Sahay et al.
2014). Local currency-denominated bond purchases, however, were
generally not used on these occasions.
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persist for longer than might have been expected
on the basis of policy history.20 Empirical
evidence, mainly from advanced economies,
suggests that the effects of conventional monetary
policy tend to be weaker during economic
downturns or crises than during expansions or
normal periods (Angrist, Jorda, and Kuersteiner
2018; Barnicon and Matthews 2015; Kurov
2012).11 Asset purchases may help overcome this
by lowering the longer end of the yield curve. To
the extent that an announcement of asset
purchases lowers returns on government bonds
and improves perceptions of the economic
outlook, the prices of riskier assets such as equities
are also likely to benefit. Finally, by lowering
longer-term interest rates, asset purchase programs
may be expected to lead to depreciation of the
domestic currency.

Empirical literature: Effects on financial markets.
Recent studies of the impact of asset purchase
announcements on EMDE financial markets
conclude that they have generally helped stabilize
rising long-term bond yields (Arslan, Drehmann,
and Hofmann 2020; Hartley and Rebucci 2020;
IMF 2020b; World Bank 2020). At least one
study concluded that the impact of asset purchase
programs on EMDE financial markets may even
have been greater than in advanced economies,
possibly because these programs generally came as
a surprise and because EMDE bond markets tend
to be less deep than those in advanced economies,
and hence affected more by large transactions
(Hartley and Rebucci 2020).

Estimating the short-term effects
of asset purchases in EMDEs

Methodology. The reactions of daily financial
asset prices—Ilong-term (10-year) government

100n the theoretical transmission channels of asset purchase
programs, and monetary policies more generally, into bond markets,
see Eggertsson and Woodford (2003), Gertler and Karadi (2015),
Joyce et al. (2012), and Krishnamurthy and Vissing-Jorgensen
(2011).

11 This may reflect an asymmetric response of term premia to the
state of the economy, such that borrowing costs for households or
firms rise, even though policy rates go down (Hanson and Stein
2015), or weaker bank credit mechanisms during crises. Alternatively,
it may be that perceptions about the future path of policy rates reflect
uncertainty about future policy stances and the economic outlook
(Tilmann 2020; Van Nieuwerburgh and Veldkamp 2006).

bond vyields, exchange rates vis-a-vis the U.S.
dollar, and equity price indices—around the
announcements of EMDE asset purchase
programs were examined using a panel regression
framework. The regression controls for time fixed
effects—hence removing common global shocks—
and cross-section fixed effects—hence removing
country-specific factors—as well as policy rate
changes and lags of the dependent variables (annex
4.2). The sample includes 26 EMDEs, 14 of
which announced at least once the launch or
expansion of asset purchase programs. This
provides 25 announcement events since March
2020 (table 4.1).22 The reactions of asset prices
following EMDE asset purchase announcements
are compared to their reactions in response to
advanced economy asset purchase announcements,
and to announcements of conventional policy rate
cuts.t3 The response of asset prices is assessed in
the narrow window of five to seven days around
the announcement to ensure that the results are
not contaminated by other news. In addition, an
event study framework provides a robustness
check for the regression analysis, as well as a
more detailed analysis of country-specific results
(annex 4.3).

Estimated effects of EMDE asset purchases

®  Bond markets. The estimated initial reaction of
local currency-denominated long-term bond
yields suggests that the announcements of
asset purchase programs in EMDEs in 2020
helped lower yields that had been rising amid
heightened risk and liquidity strains. The asset
purchase announcements were associated, on
average, with a peak 34 basis point decline in
long-term bond yields within two days (figure
4.4).14 These effects are larger than might have
been expected from the experience with pre-
pandemic advanced economy programs. For
example, the Bank of England and Federal
Reserve’s first major programs are estimated to

12 Among the EMDEs that announced asset purchase programs,
four (Bolivia, Costa Rica, Guatemala, and Rwanda) were not
included in the study because the announcement date is not clear or
daily financial data are not available.

13 All comparisons are relative to responses in EMDEs without
asset purchase program announcements.

14These are based on the estimation of the baseline model. The
effects based on the alternative model were similar.
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have reduced domestic long-term bond yields
by 15-25 basis points for programs roughly
equivalent to 4 percent of GDP, twice the
scale of the average asset purchase program
implemented in EMDEs so far (figure 4.2;
table A4.1.1; Christensen and Rudebusche
2012; Joyce et al. 2011; Williams 2014).15

o Equity markets. The asset purchase announce-
ments in EMDEs were associated with a 1.9
percent increase in benchmark equity indices
within two days of the announcements.
Within five working days, equity prices
increased by 3.9 percent.

o Currency markets. EMDE asset purchase
announcements were not followed by
statistically significant EMDE exchange rate
movements in either direction. That said, in
view of the broad-based downward pressures
on EMDE currencies in March-April 2020,
the multiple asset purchase announcements in
advanced economies as well as EMDEs over
this period may have helped stabilize currency
markets and dampen further capital outflows
and currency depreciations among EMDEs.16

Comparison with announcements of policy
rate cuts

Effects of monetary policy rate cuts in EMDEs.
Along with the implementation of asset purchase
programs, EMDEs have responded to the
COVID-19-induced recession with monetary
policy rate cuts. The 14 EMDE central banks
considered here implemented 34 policy rate cuts
between March and July 2020, with rates lowered
by 50 basis points on average. Announcements of
such policy rate cuts appear to have had modest
effects on long-term EMDE bond yields.
Following the announcements of the policy rate

15The effects summarize the various estimates in the literature
and are scaled to be comparable (Williams 2014).

16For instance, when sovereign credit default swap (CDS)
spreads were instead employed as the dependent variable in the
regression, it was estimated that announcements of EMDE asset
purchases were followed by a narrowing of the spread by around 10
basis points within two business days, although the impacts were
found to quickly dissipate. These results were robust to models that
controlled for various types of global factors, including US asset
prices and the CBOE volatility index. This validates the baseline
model with time and cross-section fixed effects.

FIGURE 4.4 Effects of EMDE asset purchase
announcements

The announcement of asset purchase programs in EMDEs helped stabilize
domestic financial markets. Following the asset purchase announcements
in EMDEs, local bond yields declined by up to 34 basis points and equity
prices increased by 4 percent. The impacts on exchange rates were not
statistically significant.

A. Impact of EMDE asset purchases: B. Impact of EMDE asset purchases:
EMDE 10-year bond yields EMDE equity prices and exchange
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Sources: Haver Analytics; National sources; World Bank.

Note: EMDE = emerging market and developing economies. Panel regression results based on daily
financial asset prices in 26 EMDEs. Twenty-five asset purchase announcements in 14 EMDEs are
studied (annex 4.2). Horizontal axes indicate days after the announcements of asset purchase (t = 0).
Standard errors are clustered by countries. Blue and red bars indicate point estimates and orange
whiskers indicate 90 percent confidence intervals.

B. FX rates indicate foreign exchange rates of EMDE currencies vis-a-vis the U.S. dollar. Anincrease
in the exchange rate denotes a depreciation of EMDE currencies.

Click here to download data and charts.

cuts, long-term bond vyields declined by 13 basis
points, within two business days, and the impacts
quickly dissipated (figure 4.5).17 The results
suggest that policy rate cuts were largely perceived
to be temporary or anticipated. Other factors
limiting the effect on bond yields may have
included an offsetting increase in uncertainty
about the path of future policy rates following the
cut. From April 2020 onwards, when financial
conditions had eased, the pass-through
strengthened; long-term bond yields declined by
up to 40 basis points per 1 percentage point policy
rate cut.

Comparison with announcements
of advanced economy asset
purchase programs

Announcement effects in advanced economies.
Announcements of asset purchase programs by the
Federal Reserve and the ECB were followed by

17The estimated impacts of domestic policy rate cuts on long
term vyields are similar to estimates of 10-30 basis points per 1
percentage point policy rate cut by IMF (2020b).
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FIGURE 4.5 Effects of policy rate cuts and asset
purchase announcements in EMDEs

Announcements of central bank interest rate cuts in EMDEs were followed
by declines in bond yields that were smaller than those after asset
purchase announcements. Equity prices and exchange rates did not
respond significantly to policy rate cuts in EMDEs.

A. Impact of EMDE policy rate cuts:
EMDE 10-year bond yields
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Note: EMDE = emerging market and developing economies. Panel regressions results based on daily
financial asset prices in 26 EMDEs. 34 policy rate cuts and 25 asset purchase announcements in 14
EMDESs between March and July 2020 are studied (annex 4.2). FX rates indicate foreign exchange
rates of EMDE currencies vis-a-vis the U.S. dollar. An increase in the exchange rate denotes a
depreciation of EMDE currencies. Blue and red bars indicate point estimates and orange whiskers
indicate 90 percent confidence intervals.

A.B. Horizontal axes indicate days after the announcements of policy rate cuts (t = 0).

C.D. Maximum cumulative impact of EMDE asset purchase programs and EMDE policy rate cuts.
Click here to download data and charts.

declines in bond yields that were generally smaller
than both the declines in bond yields in EMDEs
after announcements of domestic EMDE asset
purchases and the declines in bond yields in
advanced economies after previous advanced
economy programs.t8 U.S. bond yields fell by 16-
21 Dbasis points within a day of each of the Federal
Reserve’s announcements on March 15 and 23
and April 9, 2020.1° In response to the

18This result is consistent with Hartley and Rebucci (2020) and
may partly reflect less deep EMDE financial markets than in
advanced economies.

19Yields fluctuated from the second trading days after the
announcements, reflecting the rising volatility in global financial
markets in mid-March 2020. That said, from March 26, U.S. bond

announcement of asset purchases by the ECB on
March 19, French and German long-term bond
yields fell by 26 and 12 basis points, respectively,
over the following three days, although there was
wide heterogeneity across other euro-area
economies.

Spillover effects on EMDEs of advanced
economy asset purchase programs. Although the
response of asset prices in advanced economies in
2020 was more muted than following their
previous asset purchase programs, there were
sizable spillovers to EMDE asset prices from the
announcements by the Federal Reserve and the
ECB.2 Within a week of the asset purchase
announcements by the Federal Reserve and the
ECB, EMDE bond vyields declined by up to 22
basis points, and equity prices rose by up to 5.7
percent. EMDE currencies appreciated against the
U.S. dollar by around 1 percent a few business
days after the announcements (figure 4.6).2

Risks associated
with asset purchase
programs in EMDEs

The experience of recent EMDE asset purchase
programs during COVID-induced market volatility
may overstate their future effectiveness if their use is
prolonged or expanded. First, these programs were a
surprise departure from the previous policy direction
of EMDE central banks that had focused on
reinforcing  their credibility and independence.
Concerns about central bank independence may grow
if there is a large, persistent deterioration in fiscal
positions in EMDEs, leading to rising inflation
expectations and bond yields. Second, fragile liquidity
in EMDE financial markets can lead to

yields declined persistently, partly reflecting the signaling effects of
the second announcement of open-ended asset purchases.

20These results are consistent with the literature on evidence of
significant international spillovers of advanced economy QE to
EMDE financial markets (Bhattarai, Chatterjee, and Park 2018;
Chen et al. 2016; Rogers, Scotti, and Wright 2018).

2 The effects of domestic policy rate cuts and spillovers from
advanced economy asset purchase program announcements were
estimated based on data for the 14 EMDEs that have announced asset
purchase programs. A larger group of 26 EMDEs, including 12
EMDEs that have announced no asset purchase programs, was also
examined. The results were similar.
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unpredictable changes in asset prices. Third, recent
asset purchase programs in EMDEs were set against
the backdrop of uniquely accommodative and
synchronized macroeconomic policies in advanced
economies.

Fragile institutional frameworks. The asset
purchase program announcements in EMDEs
took financial markets by surprise, after decades of
central bank policy focused on establishing
independence from fiscal and political institutions
and building credibility. Unless asset purchase
programs are viewed as consistent with central
bank mandates centered on price stability, they
may imperil the operational independence,
transparency, and credibility of central banks that
have struggled in the past to distance themselves
from political pressures (Ha, Kose, and Ohnsorge
2019). Inflation remains higher in EMDEs than
in advanced economies, and inflation expectations
continue to be less well anchored (Ha, Stocker,
and Yilmazkuday 2020; Kose et al. 2019). If asset
purchases are perceived to be a signal of lasting
and unsustainable debt monetization, inflation
expectations may jump in EMDEs, particularly in
those where they are poorly anchored (Blanchard
and Pisani-Ferry 2020; Woodford 2004).

Rapidly deteriorating fiscal positions. Asset
purchase programs may amplify capital flight and
currency depreciations that are triggered by
government solvency concerns (annex 4.4,
Hofmann, Shim, and Shin 2020). Governments
have appropriately responded to the disruptions
caused by the COVID-19 pandemic with
unprecedented fiscal stimulus. Current projections
are for fiscal deficits in those EMDEs engaged in
asset purchases to rise to nearly 10 percent of
GDP, on average, in 2020, and to average close to
5 percent of GDP over the following five years
(box 4.1). This is close to the average deficit in the
cases of the 1980s and 1990s when EMDE
governments turned to monetization (annex 4.4).
Today’s prospective fiscal deficits over the
medium term amplify the risk that confidence in
monetary and fiscal policies might at some point
decline. EMDEs with greater foreign participation
in financial markets, particularly where liabilities
to foreign investors are denominated in foreign
currency, may be at a higher risk of disruptions

FIGURE 4.6 Spillovers from advanced economy asset
purchases to EMDEs

Asset purchase programs launched in 2020 by the U.S. Federal Reserve
and the European Central Bank had substantial spillovers to EMDE
financial markets. Following advanced economy asset purchase
announcements, EMDE bond yields declined by over 20 basis points;
equity prices rose by up to 5.7 percent; and EMDE currencies appreciated
against the U.S. dollar by around 1 percent.

B. Impact of advanced economy asset
purchases: EMDE equity prices and
currencies
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Note: AE = advanced economies; EMDE = emerging market and developing economy.

Panel regressions results based on daily financial asset prices in 26 EMDEs around asset purchase
announcement by the U.S. Federal Reserve, the European Central Bank, and 14 EMDEs (annex
4.2). FX rates indicate exchange rates of EMDE currencies against the U.S. dollar. An increase in the
exchange rate denotes a depreciation of EMDE currencies. Blue and red bars indicate point
estimates and orange whiskers indicate 90 percent confidence intervals.

A.B. Horizontal axes indicate days after the announcements of asset purchase (t = 0).

C.D. Maximum cumulative impact of advanced economy and EMDE asset purchase announcements.
Click here to download data and charts.

from changes in global sentiment centered on
solvency concerns, which can trigger fire sales of
bonds that put pressure on EMDE bond yields
and exchange rates (Carstens and Shin 2019).

Less developed capital markets. The issuance of
local currency-denominated government debt in
EMDEs has doubled since 2011. Nevertheless,
EMDE government bond markets are less deep
than those of advanced economies. Bid-ask
spreads are often substantially wider in EMDEs
than in advanced economies, and have less
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BOX 4.1 Remembering history: Monetary financing of fiscal deficits in EMDEs

In the past, monetary financing of fiscal deficits has been associated with severe macroeconomic instability, particularly during the
1980s and 1990s. While current EMDE policies and institutional characteristics differ materially from these earlier episodes,

adverse consequences may emerge unless their lessons are heeded.

Introduction

Recent asset purchase programs in EMDEsS have been
largely designed to support market liquidity and improve
financial conditions. In some cases, however, purchases
have been used explicitly to finance fiscal deficits. These
purchases may raise concerns that, over time, asset
purchase programs will transition into a prolonged period
of monetary financing of fiscal deficit—a practice
associated with severe macroeconomic instability in the
1980s and 1990s. Historically, EMDEs where central
banks have undertaken policies with some similarities to
asset purchase programs, such as large-scale liquidity
injections and money creation to finance government
deficits, have in some cases experienced persistently high
inflation and weak economic growth (Jacome et al. 2011,
2018). In this box, the characteristics of five such episodes
in the 1980s and 1990s are explored: they occurred in
Argentina, Brazil, Bolivia, Peru, and Turkey (annex 4.4).
This box examines two questions regarding these historic
episodes:

e What were the drivers and costs of monetary
financing of fiscal deficits?

e How do EMDEs implementing asset purchase
programs today differ from these case studies?

Drivers and consequences of monetary
deficit financing

Debt monetization episodes in EMDEs. In the 1980s,
several EMDEs maintained persistently large fiscal deficits
that were financed to a large degree through central bank
currency issuance and accompanied by exceptionally high
inflation (IMF 2001). Debt monetization tended to
increase in these episodes after external defaults shut down
access to foreign currency borrowing (Argentina, Brazil,
Bolivia, and Peru) or foreign capital inflows reversed as
external imbalances grew (Turkey). Beginning in the
1980s, these episodes, especially in Latin America, resulted
in prolonged output contractions or stagnation, and
macroeconomic instability.

Note: This box was prepared by Gene Kindberg-Hanlon with
research assistance from Kaltrina Temaj.

Mounting vulnerabilities. In these episodes, debt
monetization was accompanied by large and sustained
fiscal deficits, banking sector losses, high external debt,
persistent current account deficits, and capital outflows
(Kaminsky and Reinhart 1999; Reinhart and Savastano
2003). Monetization of government deficits was
accompanied by prolonged periods of high inflation (in
excess of 80 percent per year, on average, in the decade
ahead of crises) and a de-anchoring of inflation
expectations, paving the way for further instability.

Self-reinforcing spiral of deficit monetization, inflation,
and deficits. External defaults in the early 1980s (Latin
American economies) or rising external borrowing risk
premia in the early 1990s (Turkey) required fiscal deficits
to be funded by domestic sources. Many governments
turned increasingly to monetization following failed
attempts at fiscal consolidation (Dornbusch and de Pablo
1990; FDIC 1997; Sachs and Morales 1988). Monetary
accommodation of large fiscal deficits, and the associated
inflation, led to a self-reinforcing spiral of rising inflation,
which eroded the real tax base and raised borrowing costs
further, and was in turn met with further expansion of
central bank reserve money to meet rising government
financing needs. 2

Lost decade. The financing of fiscal deficits through
monetization contributed to a prolonged period of
macroeconomic instability in many EMDEs and may have
delayed efforts to restructure debt and reduce fiscal
deficits. There were a series of external defaults and
restructurings over 12-17 years in the Latin American
episodes.® In the 1980s, output growth was on average 3-6
percentage points a year lower than in the 1970s in the
affected Latin American economies (annex 4.4).

aThere is debate over whether some hyperinflations, such as those in
Brazil and Argentina in the late 1980s, were preceded by a monetization
of debt, or whether rapid expansion of reserve money was an overly
accomodative response to devaluations and rapidly rising country risk
premia which in turn led to rapid increases in money demand (Kiguel
and Liviatan 1995).

bIn Turkey, capital inflows were largely private and there was no
sovereign default, but foreign currency capital flight from the banking
sector required intervention from the central bank that resulted in the
loss of half of its foreign currency reserves (Celasun 1998).
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BOX 4.1 Remembering history: Monetary financing of fiscal deficits in EMDEs (continued)

FIGURE B4.1.1 Macroeconomic developments prior to debt monetization episodes

Five EMDE case studies of episodes in the 1980s and 1990s illustrate the severe macroeconomic instability that can follow
sustained and large-scale debt monetization. A decade of large fiscal deficits financed by central banks led to rising inflation,
large currency devaluation, and lost output growth. The economic and financial positions of EMDEs that announced asset
purchase programs in 2020 differ materially from these cases. However, their fiscal deficits are estimated to have increased
to nearly 10 percent of GDP on average in 2020 and they are projected to average 5 percent over the subsequent 5 years.
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Sources: Haver Analytics; IMF; National Sources; World Bank.

Note: EMDE = emerging market and developing economies. Country case studies include Argentina (1989), Bolivia (1985), Brazil (1990), Peru (1990), and Turkey (1994).
Years listed are the year in which inflation and debt-monetization rates were at their peak (annex 4.4). Historical episodes are reported in the blue bars as the average of
the five episodes in the 5-9 years ahead and 1-3 years ahead of the peak rate of inflation or debt monetization in the case study economies. Inflation takes the median of
these episodes in order to reduce the influence of outliers. Red bars indicate the average of those EMDEs undertaking asset purchase programs since the emergence of
the COVID-19 pandemic in the years indicated (see table 4.1 for economies included).

B.C. The shaded region indicates the average of the fiscal deficit projected in the IMF’s October 2020 World Economic Outlook for those EMDEs undertaking asset

purchase programs.
Click here to download data and charts.

Differences with modern asset purchase
programs

In many important respects, today’s EMDEs are in
considerably stronger economic and financial positions
than those in the cases described above, so that they can be
expected to be more resilient to adverse shocks.

More resilient monetary policy frameworks. In contrast
to the EMDEs in the earlier episodes, annual inflation in
the EMDEs that implemented asset purchase programs in
2020 was just 2.9 percent in 2020Q2 (figure B4.1.1).
Current expectations are that inflation will remain below
target in both 2020 and 2021 in these EMDEs, suggesting
that in those economies where policy rates are close to the
zero lower bound, asset purchases may be an appropriate
response for inflation as well as financial stability mandates
(chapter 1). Almost all EMDEs with recent asset purchase
program announcements have adopted inflation targeting
regimes and abandoned exchange rate pegs (Ha, Kose, and
Ohnsorge 2019). Indices of central bank transparency and
independence have improved over the past two decades in
all the EMDEs implementing asset purchases, although
they remain below levels in major advanced economies.

Stronger fiscal frameworks. In contrast to the earlier
episodes, in which fiscal policy was strongly procyclical,

today’s EMDEs have introduced stronger fiscal
frameworks (Abiad et al. 2012; Frankel, Vegh, and Vuletin
2013). Of the EMDEs that recently announced asset
purchases, half have fiscal rules in place that help ensure
debt sustainability. Prior to 2020, on average, their
government debt-to-GDP ratio was similar to, but their
fiscal deficits were 3 percentage points of GDP smaller
than at the start of the historical episodes (figure B4.1.1).

Lower external debt. In the historical cases, external debt
expanded rapidly before these countries were largely cut
off from international markets (Kose et al. 2020). In
EMDEs that recently announced asset purchase programs,
external debt was about 10 percentage points of GDP
lower than average external debt levels at the start of the
decade preceding the crisis in the case studies. In addition,
for most EMDEs with recent asset purchase programs,
external debt is largely denominated in local currency,
whereas much of the external borrowing in the earlier cases
was denominated in U.S. dollars (BIS 2020; FDIC 1997).c

cSome EMDEs that are conducting asset purchase programs, such as
Indonesia and Turkey, have foreign currency-denominated government
liabilities amounting to over one-quarter of debt stocks (BIS 2020).
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BOX 4.1 Remembering history: Monetary financing of fiscal deficits in EMDEs (continued)

Similarities with recent EMDE asset purchase
programs

Substantial rise in fiscal deficits. The COVID-19 global
recession has required an unprecedented fiscal response.
Current projections are for fiscal deficits in the EMDES
engaged in asset purchases to rise to nearly 10 percent of
GDP, on average, in 2020, and to average close to 5
percent of GDP over the following 5 years. This is close to
the average deficit in the historical case studies where
EMDE governments turned to monetization in the 1980s
and 1990s.

Initially benign external conditions. Central banks and
governments  around the world implemented
unprecedented stimulus in 2020. This synchronicity of
monetary and fiscal support measures across countries may
have increased investor risk appetite, contributing to
benign financing conditions which may subsequently
reverse. Previous reversals of global financial conditions
alongside elevated debt and fiscal deficits have led to rising
risk premia and a pivot to monetary financing of deficits
and financial market volatility. Low real interest rates in
advanced economies in the 1970s enabled an
accumulation of financial vulnerabilities and easy
monetary policy in many EMDEs. As global interest rates
rose steeply in 1979-80 in response to inflationary

pressure, it became clear that debt in some Latin American
countries was not sustainable, triggering a series of external
defaults (FDIC 1997). In Turkey, capital inflows largely
dried up in the runup to the 1994 crisis, when concerns
rose over rising fiscal and current account deficits.

Conclusion

The historical case studies show how deficit monetization
were generally driven by the need to finance large fiscal
deficits following a deterioration in market financing
conditions. In many cases, rapidly rising government
financing costs followed a build-up of external and
government debt in a poor macroeconomic environment,
including persistently high inflation. External factors also
contributed, including the rapid rise in global real interest
rates in the late 1970s. Periods of deficit monetization
were associated with significant macroeconomic instability
and weak or negative rates of GDP growth.

Today, EMDEs undertaking asset purchase programs have
significantly better-anchored inflation expectations and
smaller external debt. However, if large financing needs
persist, they could become increasingly costly once global
financial conditions tighten. The lack of access to cheap
finance was one of the reasons governments resorted to
monetary financing in these past episodes.

predictable effects on vyields (IMF and World
Bank 2020a). Where secondary bond markets
remain shallow and purchases continue to grow,
central banks may be subject to political pressure
to purchase primary issuance bonds, deepening
perceptions of monetary financing of fiscal deficits
and further skewing secondary markets.

International  synchronization and external
conditions. Recent asset purchase announcements
in EMDEs took place against the backdrop of a
severe global recession. Central banks and
governments around the world have implemented
unprecedented stimulus in response to the collapse
in activity. This synchronization of monetary and
fiscal support measures across countries may have
increased the effectiveness of these policies.

In the past, reversals of relatively easy global
financial conditions when government debt and

fiscal deficits have been elevated have often led to
rising risk premia and a pivot to monetary
financing of deficits (box 4.1). A similar reversal of
investor sentiment in the future, potentially driven
by a decline in the volume of advanced economy
asset purchases or a broader tightening of global
monetary conditions, could once again encourage
the use of asset purchases and similar tools to
finance fiscal deficits (chapter 1).

Conclusions and policy
implications

Since the onset of the COVID-19-induced global
recession, some EMDE central banks have
announced or implemented asset purchase
programs. These appear to have helped stabilize
domestic bond and equity markets during a period
of heightened financial market volatility and
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elevated economic uncertainty. In EMDEs, the
announcement of asset purchases appears to have
been more effective than announcements of
monetary policy rate cuts. The contributions of
these policies in reducing bond vyields and
containing market volatility, however, may prove
short-lived and the medium- to long-term effects
on output and inflation are uncertain.2 The
outlook for continued use of asset purchase
programs in EMDEs is also uncertain. If EMDE
central banks make asset purchases part of their
standard monetary policy toolkit, transparency
and program design in line with their mandates of
fostering macroeconomic and financial stability
can mitigate the risks posed by these programs.

The future of asset purchase programs in
EMDEs. Asset purchases have continued to
expand in some EMDEs, even as long-term yields
have declined and policy rates have remained
above the effective lower-bound. Amid the need
for greater coordination of fiscal and monetary
policies during the COVID-19 pandemic, in an
environment of limited conventional policy space
and the potential for further market volatility,
asset purchase programs may continue to be
employed in EMDEs. The experience of advanced
economies also raises the possibility that asset
purchases will likely continue. Only the Federal
Reserve subsequently lowered its stock of asset
purchases after the global financial crisis but this
policy change lasted less than two years and was
eventually reversed. Lessons from the episodes of
debt monetization in the 1980s and 1990s also
indicate that the asset purchase programs in
EMDEs need to be carefully designed to increase
their benefits and mitigate the risks.

Key requirements for asset purchase programs to
be successful include the following:

Tailored to country-specific contexts and needs.
Regarding the choice of assets, sovereign bond
purchases in secondary markets are generally
preferable; however, such purchases may not be

2The empirical results on the effectiveness of asset purchase
program announcements are based on regressions and event studies
that focus on a narrow time window of 5-7 business days. The results
do not provide evidence of longer-lived effects of the announcements.

feasible if these markets lack depth. Standard,
marketable debt instruments are preferable to
bespoke instruments designed solely for monetary
financing of fiscal deficits. Especially in economies
with less developed capital markets and lower
levels of outstanding local currency debt, the scale
of asset purchase programs should be calibrated to
reduce the risk of causing market distortion.
Extending purchases to lower-quality private
sector assets should preferably be avoided because
they could increase credit risk for the central bank.

Economies with high participation of foreign
investors in government debt markets and less
flexible exchange rates may be at greater risk of
sharp rises in risk premia if confidence in the
prudence of asset purchase programs deteriorate.
Where asset purchases constitute a significant
share of central bank assets, clearly defined exit
strategies that are communicated transparently can
ensure that the stance of monetary policy can be
adjusted as required and that central bank
solvency is not eroded in the event that interest
rates rise (IMF 2013; Taylor 2009).

Transparent objectives and operational details. In
view of the depth of the current crisis, the
perceived benefits of EMDE asset purchase
programs, combined with the positive spillovers
from simultaneous programs in advanced
economies, may, for now, have alleviated some of
the concerns about their scope. In many cases,
however, asset purchase programs in EMDEs have
been less transparent than programs in advanced
economies in their objectives, duration, and scale.
Addressing these shortcomings would reinforce
the counter-inflationary credibility that EMDE
central banks have achieved in recent decades, and
this may be particularly important if asset
purchases are expanded.

Based on credible monetary and fiscal
frameworks. Asset purchases have strengthened
the fiscal-monetary policy nexus in EMDEs
(Carstens 2020). The recent severe deterioration
of fiscal positions calls for a policy framework that
offers a medium-term plan aimed at the reduction
of deficits and stabilization of debt ratios (box 1.1
and chapter 3). Monetary and fiscal policy
frameworks that safeguard a degree of separation
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between fiscal and monetary authorities may
alleviate concerns over the monetization of debt
and support continued market access for
government financing requirements during the
recovery. A full and transparent accounting of
total public sector debt can increase confidence in
debt sustainability (IMF and World Bank 2020b).
Better anchored inflation expectations and more
flexible exchange rate regimes may reduce the
potential costs of asset purchases (Benigno et al.
2020).

Policy coordination. Where there is room for
conventional monetary policy actions, their
coordination with unconventional monetary
policies is needed. While asset purchase programs

appear to have helped restore orderly market
functioning following the instability that arose in
the context of the initial outbreak of COVID-19,
their medium- and long-term effects in EMDEs,
and how they compare with those of conventional
monetary policies, have yet to be assessed
carefully. In the medium term, they may not be
successful in  either substituting for, or
complementing, conventional monetary policy.
Monetary policy alone cannot prevent rising
concerns over solvency associated with elevated
government  borrowing  yields.  Structural,
financial, and fiscal reforms are needed to reduce
the risk of debt distress in response to the
COVID-19 pandemic over the longer-term
(chapters 1 and 3).

TABLE 4.1 Main asset purchase announcements in EMDEs in 2020

Chile

Colombia

Croatia

Hungary

Ghana

India

Indonesia

Malaysia

Philippines

Established a bank bond purchase program for an amount equivalent of up to US$4

2;;6 an, billion. Subsequently extended the program and eliminated the maturity constraints on
Secondary  Bank the eligible instruments.
6117 Implemented a special asset purchase program in the amount of US$16 billion over 6
months.
COETER Authorized the central bank to purchase government bonds (COP 2 trillion) and private
3/23 Secondary Bank ’ instruments (COP 10 trillion) issued by credit institutions with remaining maturities of
less than or equal to three years.
3/13 Seconda Government Started to purchase government bonds with the aim of maintaining stability in the bond
g market.
Launched a government securities purchase program on the secondary market, and
3/24, 4/7 resumed the mortgage bond purchase program to improve the banking system’s access
Government to long-term funds.
Secondary Mort ’
origage Announced plans to perform a technical review when stock increases reach HUF 1,000
4/28 billion in government securities and HUF 300 billion in mortgage bonds while
continuously monitoring asset purchases.
5/15 Primary, Government Announced the purchase of government bonds amounting to GHS 5.5 billion, while
Secondary standing ready to increase its purchases to GHS 10.0 billion.
3/908 COETER Announced the purchase of government bonds up to five years in maturity (100 billion
INR), and the expansion of maturity of bond purchases up to 9 years (300 billion INR).
Secondary
4/23 AT Announced plans to conduct bond purchases and sales (100 billion INR) to support
market liquidity.
Primary, Allowed the central bank to purchase government bonds in the primary market and
3/2 4/1 Secondary announced the “optimization” of intervention in the secondary market for government
7/71’) ’ (Bank Government bonds. In July, it was announced that the central bank would purchase IDR 397 trillion of
Indonesia primary issuance for public goods funding under the national economic recovery
2020c) program.
Announced plans to supply liquidity to banks via various tools including the outright
el SEREne 20 (e purchase of government securities.
Authorized the central bank to purchase securities from the Bureau of Treasury under a
Prima repurchase agreement in the amount of PHP 300 billion with a maximum repayment
3/24 Seconrgéry Government period of 6 months. This was later replaced with a PHP 540 billion repurchase

market.

agreement in October. Further purchases of bonds were authorized in the secondary
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TABLE 4.1 Main asset purchase announcements in EMDEs in 2020 (continued)

Approved the central bank to buy an unspecified amount of government bonds on the

3/17 Government
secondary market.
Poland Secondary Broadened the scope of purchases by announcing the central bank would not only buy
4/8 Government government bonds but also other bonds with state guarantees (including those issued by
the Polish Development Fund and Bank Gospodarastwa Krajowego).
Romania 3/20 Secondary Government Announced plans to provide liquidity to banks via repo transactions and purchase local leu-

denominated debt on the secondary market to promote market liquidity.
South Africa 3/25 Secondary Government Started an unspecified amount of government bond asset purchases.
Bought 45 billion baht of bonds and stand ready to continue to buy them to ensure

3/20 Government e L
) sufficient liquidity.
Thailand Secondary - .
Approved a law to allow the BOT to set up a 400-billion baht fund to buy good-quality
4/7 Corporate
corporate bonds.
Turkey 3/31, 4117  Secondary ST Commenced the purchase of several billion TRY of Turkish government bonds.

Limits of outright purchases were revised to boost liquidity in the government bond market.

Programs excluded from panel and event studies:

Bolivia N/A Secondary Government Initially purchased government bonds from pension funds to boost banking system liquidity.
Authorized the central bank to purchase government bonds on the secondary market up to
CRC 250,000 million.

Primary, EOERTER Congress authorized the central bank to purchase up to 11,000 million GTQ to support
Secondary fiscal financing requirements in response to COVID-19.

Offered a 6-month window to purchase government bonds at “prevailing market rate” and
Government reduced the waiting period for the central bank to purchase bonds in the primary market
following failed auctions from 15 to 30 days.

Costa Rica 4/15 Secondary Government
Guatemala N/A

Primary,

Rwanda 3/18 Secondary

Sources: Central bank websites; Arslan, Drehmann, and Hofmann (2020); Hartley and Rebucci (2020); IMF (2020b).

Note: Those economies listed as purchasing in the “secondary” market are not undertaking any primary purchases. In those economies where purchases are to be conducted in the primary
and secondary market, all have indicated that one of the purposes of their asset purchase program is to fund fiscal deficits.

a. See Reserve Bank of India (2020a, 2020b) for details of the announcements.

b. See Bank Indonesia (2020a, 2020b) and MoFRol (2020) for details of the announcements.

ANNEX 4.1 Literature on the effects of advanced economy
QE programs

TABLE A4.1.1 Literature on the effects of QE programs on bond yields

McLaren, Banerjee, U.K. QE1 and Gilt yields declined by around 93 basis points with local supply effects (quantity of

and Latto (2014) QE2 available bonds) accounting for around half of the fall. 93bps
Gagnon et al. The overall size of the reduction in the ten-year term premium in the range of 30 to .
(2011) s Cala 100 basis points, with most estimates in the lower and middle thirds of this range. SIS
\Ijinsss?:a-TcL:rng:g: U.S. LSAP 1 QE1 appears to have generated a large impact of QE1 on the yields on these 160bDs
(201 1)9 9 " bonds, with effects as high as 160 bps for 10-year agency and Treasury bonds. P
Literature review The central tendency of the estimates indicates that $600 billion of Federal 15-25bps for $600bn of
Williams (2014): of U.S. and U.K. Reserve’s asset purchases lowers the yield on ten-year Treasury notes by around QE, equivalent to LSAP
programs 15 to 25 basis points. 2 in the United States

QE?1 in the U.K. may have depressed medium- to long-term government bond yields
Joyce et al. (2011) U.K. QE1 by about 100 basis points, with the largest part of the impact coming through a 100bps
portfolio balance effect.

Find that declines in U.S. Treasury yields mainly reflected lower policy expectations,
while declines in U.K. yields appeared to reflect reduced term premiums. The
U.K. QE1 and existing literature on the response of fixed-income markets to the Federal Reserve’s
U.S. LSAP1 first LSAP program and the Bank of England’s QE program suggests a negative
effect of between 50 and 100 basis points on
10-year yields

Christensen and
Rudebusche
(2012)

50-100bps
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TABLE A4.1.2 Literature on the effects of QE programs on output and inflation

Weale and

Wieladek (2016)

Gambacorta,
Hofmann, and

Peersman (2014)

Wu and Xia (2016)

Baumeister, C.
and L. Benati
(2013)

Kapetanios et al.

(2012)

Balatti et al. (2017)

Asset purchases worth 1 percent of
nominal GDP, leads to a rise in
inflation of 0.58 percent in the United
States and 0.32 percent in the U.K.

U.S. and U.K. 2008-2014
Structural VAR model

Panel analysis of Canada, the euro area,
Japan, Norway, Sweden, Switzerland, the
United Kingdom, and the United States.
2008-2011

U.S. 2009-13

Model simulations suggest that in the
absence of policy interventions, the
U.S. economy would have been in
deflation until 2009:Q3 with annualized
inflation rates as low as —1 percent. In
the United Kingdom, without
quantitative easing, annualized inflation
would have fallen to —4 percent

Effect of QE through term premia
compressions in the U.K. and U.S.
Estimated using a structural VAR.

U.K. QE1.
Time-varying parameter structural VAR.

U.S. 1982-2014 and U.K. 1971-2015
VAR model

Six months after a 3 percent increase
in the central banks’ assets, the effect
on consumer price inflation reach peak
effects of 0.01-0.04 percent.

QE1 in the U.K. had a peak effect on
annual CPI inflation of about 1.25
percentage points.

Asset purchases worth 1 percent of
nominal GDP lead to a rise of output of
about 0.62 percent in the U.S. and 0.25
percent in the U.K.

Six months after a 3 percent increase in
the central banks’ assets, output effects
reach a peak of around 0.04-0.10 percent.

Unemployment rate was one percentage

- point lower than a counterfactual without

LSAP1 and LSAP2.

U.S. real GDP would have been 0.9
percent lower in the absence of QE, and
unemployment would have been 0.75
percentage points higher, reaching a level
of about 10.6 percent in 2009:Q4. In the
U.K., output growth would have reached a
trough of —12 percent at an annual rate in
the first quarter of 2009 based on the
median of our counterfactual estimates

QE1 in the U.K. had a peak effect on
output of about 1.5 percent.

Insignificant impact on output and inflation.

ANNEX 4.2 Methodology:
Estimation of the impact of
asset purchases

is annex describes the panel regression model
that is employed to assess the reaction of asset
prices following asset purchase announcements in
EMDEs.

Model specification. Panel regressions are
estimated based on local projections in Jorda
(2005).

A AXi,t+h =Y, (L)Yi,t—l + Bh APPi,t + Zi,t t &ipn s
h=0,1,2,.. (Baseline model)

where X; is a dependent variable and Y; is a vector
of explanatory variables that include lags of the
dependent variables and policy interest rates at
time s Z;, represents other control variables
including country and time fixed e ects. ¥, (L) is
a polynomial in the lag operator, and 4PP, is the
dummy variable for the announcement of asset
purchase in country i at time z. e coe cient f3,
gives the response of X at time 7+4 to the shock

(announcement) at time z.  us, the impulse
response functions are constructed as a sequence
of the B,s estimated in a series of single
regressions for each horizon.

Along with the baseline model, an alternative
model is considered where, instead of time fixed
effects, dummy variables for conventional mone-
tary policy announcements in EMDEs and for
asset purchase announcements in advanced econo-
mies are explicitly included. Thus, in this model,
the estimated asset purchase announcement effects
are estimated controlling for such effects.

APP APPadv
A AXi,t+h =Y, (L)Yi,t—l + Bh APPi,t + Bh APPadv,
IR
+ By IR;; ,h =0, 1, 2, ... (Alternative model)

where /R, is a dummy for announcements on
policy rate cuts in EMDEs and APPadv, IS a
dummy for asset purchase announcements in
advanced economies. Other notation remains
unchanged. Standard errors are clustered by
country. e point estimates of coe cients along
with their 90 percent confidence intervals are
reported.
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Data. e sample includes 26 EMDEs, 14 of
which have announced the launch or expansion of
asset purchase programs on 25 occasions in total
between March and July 2020.22 For dependent
variables of the panel regressions, three types of
asset prices are considered—Iocal currency long-
term (10-year) bond yields, equity price indices
and FX rates of local currencies vis-a-vis the U.S.
dollar, all at daily frequency. ree models are
estimated separately for each financial asset. In
addition, the announcements of 34 policy rate
cuts in 14 EMDEs between March and July 2020,
and the asset purchase announcements by the
Federal Reserve, which were occurred on March
23 and April 9, and by the ECB on March 19,
were explored as well.

Robustness checks. Time fixed e ects or a
dummy variable for advanced economy asset
purchase announcements is included in the
models to control for the impacts of global
financial market developments on EMDE asset
prices. Several global variables are additionally
tested in both types of model to control for
external influences. e variables include the
Chicago Board Options Exchange Volatility Index
(VIX), the EMBIG spread, US 10-year bond
yields, US stock price index, US dollar index, and
the principal components of 10-year bond yields
or equity prices among 30 advanced economies.24

e impact of asset purchase announcements in
EMDEs was not materially a ected; the
di erences in the reactions of EMDE long-term
bond yields were at most 5 basis points across
models, and do not alter any of the findings in the
main text.

2ZAmong the 18 EMDEs that announced asset purchase
programs, four EMDEs (Bolivia, Costa Rica, Guatemala, and
Rwanda) were not included in the study because the announcement
date is not clear or daily financial data are not available. The other
economies that have not announced asset purchase programs include
some large EMDEs, such as Brazil, Mexico, and Russian Federation.

24 See, for example, Ahmed et al. (2020) for the impact of global
financial market developments on financial conditions in EMDEs
during the COVID-19 global recession.

%5 Finally, there were some cases when the announcement dates
of asset purchase in EMDEs coincided with those of domestic policy
rate cuts or asset purchases in advanced economies. Dropping these
cases from the sample resulted in little change to the announcement
effects of EMDE asset purchases.

ANNEX 4.3 Event study
of asset purchase
announcements

As a robustness check of the panel regressions,
event studies were performed. These complement
the regression analysis by analyzing country-
specific announcement effects of asset purchase
programs.2¢ The sample includes 25 asset purchase
announcements in 14 EMDEs between March
and July 2020. The response of asset prices is
assessed in the narrow window of five days around
the announcement to ensure that the results are
not contaminated by other news.

EMDE asset purchase announcement effects on
financial markets. Event study results are
consistent with the regression results (figure
A4.3.1). Following the asset purchase program
announcements, participating EMDEs experi-
enced on average:

e declines in domestic 10-year bond yields of
around 37 basis points within two days and
42 Dbasis points within five days—compared to
a negligible decline in the EMDE group that
had not implemented asset purchase
programs;

e a 2.4 (3.8) percent increase in benchmark
equity indices within two (five) days of the
announcements, compared to less than 1
percent in the EMDE group that had not
implemented asset purchase programs;

e a 0.3 percent currency depreciation against
the U.S. dollar within two days but with large
variations across countries, and with no
significant difference from the depreciations
of currencies in EMDEs that had not
implemented asset purchase programs;

e adecline in sovereign CDS spreads (5-year) of
around 11 (5) basis points within two (five)
days, but with large variations across

26\While the panel regressions control for potential confounding
factors based on given assumptions, the event studies simply observe
the asset price movements around the asset purchase announcements.



190 CHAPTER 4

GLOBAL ECONOMIC PROSPECTS | JANUARY 2021

FIGURE A4.3.1 Event study: Asset purchase

announcements in EMDEs

The announcements at the launch of asset purchase programs in EMDEs
were associated with declines in long-term bond yields and a boost to
equity prices. These effects were consistent across most EMDEs although
they varied in magnitude. On average, exchange rates did not react to

asset purchase announcements.

A. Evolution of 10-year bond yields
around asset purchase

announcements

Percent —Average =Median (RHS)
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C. Evolution of equity prices around
asset purchase announcements
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Sources: Haver; National sources; World Bank.

B. Evolution of exchange rates around
asset purchase announcements
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D. Impact of asset purchases on asset
prices

Basis point Percent
60 6
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-30 -3
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Bond FX Equity
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Bond FX Equity
(RHS) (RHS)
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Note: Event studies are based on 25 asset purchase announcements in 14 EMDEs since March

2020.

A.-C. Horizontal axes indicate business days before and after the announcements of asset purchase

(shaded area, t = 0).

D. Median and interquartile range of changes in bond yields or rate of returns in FX rates per U.S.
dollar and sovereign equity index within 2- or 5-day window after the announcements. An increase in
the exchange rate denotes an appreciation of the U.S. dollar.

Click here to download data and charts.

countries—compared to a negligible decline
in the EMDE group that had not imple-
mented asset purchase programs;

e more effective

stabilization of domestic

financial markets, relative to EMDESs not
announcing asset purchase programs.

Cross-country heterogeneity and differences. The
effects on long-term bond yields were more
pronounced in some EMDEs (Colombia, Ghana,
South Africa, Turkey) than in others (India,
Indonesia, Malaysia; figure A4.3.2). The effects
were more sizeable on equity prices in Colombia,
the Philippines, Romania, and Thailand than in
other EMDEs. The asset purchase announcements

were followed by currency depreciations in
Poland, Romania, and Turkey, whereas currencies
appreciated in Hungary, Malaysia, and South
Africa.

Heterogeneity may indicate an important role for
the scale and scope of asset purchase programs as
well as initial conditions. In countries that
announced above-average purchase ceilings, the
effects on bond yields were 30 basis points larger
on average. In Colombia, Hungary, and
Thailand—where  asset  purchase  programs
targeted bank and non-financial corporate bonds,
as well as government bonds—the announcement
effects on equity prices were more pronounced.
With respect to country-specific features, some
EMDEs with higher rates of inflation or larger
sovereign credit spreads (Ghana, South Africa,
Turkey) had larger announcement effects on bond
yields, possibly reflecting the greater rise in the
yields before the launch of asset purchase
programs. A larger share of foreign ownership in
local debt or in stock markets (Hungary, Poland,
Romania, South Africa, Thailand) was associated
with greater sensitivity of asset prices to asset
purchase announcements.?’

Comparison with the effects of
policy rate cuts and advanced economy
asset purchase programs

The reaction of asset prices following EMDE asset
purchase announcements are compared with the
responses to advanced economy asset purchase
announcements, and to conventional monetary

policy.

Effects of monetary policy rate cuts in EMDEs.
Announcements of policy rate cuts had modest
effects on long-term bond vyields: following the
announcement of policy rate cuts, long-term bond
yields declined by 9 basis points, on average,
within two business days (14 basis points within a
week) (figure A4.3.3).

Effects of asset purchase programs in advanced
economies. Announcements of asset purchase

27For instance, Arslan et al. (2020) argue that larger foreign
investor participation in the local currency bond market can increase
the effect of the confidence-restoring signaling effect of the asset
purchase announcements.
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programs by the Federal Reserve and the ECB in
2020 were followed by declines in bond yields that
were generally smaller than the domestic responses
to EMDE asset purchase programs and previous
advanced economy programs. U.S. 10-year bond
yields fell by 21 and basis points, respectively,
within a day after the Federal Reserve’s
announcements on March 15 and 23. Following
the third announcement, on April 9, US bond
yields declined by a further 16 basis points within
five days. In response to the announcement of
asset purchases by the ECB on March 19, German
bond yields fell by 12 basis points over three days
while bond yields in France declined by 11 basis
points within a day and 26 basis points within
three days.

Spillover effects of advanced economy asset
purchases to EMDEs. Although the response of
asset prices in advanced economies to asset
purchases in 2020 was muted relative to responses
to earlier programs, there were sizable and
relatively persistent spillovers to EMDE asset
prices from the announcements by the Federal
Reserve and the ECB. The spillovers to EMDE
equity prices and exchange rates were actually
larger than the impacts of EMDES own asset
purchase programs on these variables. U.S.
announcements had stronger spillover effects on
non-EU EMDEs than ECB announcements.

o US. Federal Reserve announcements. The
announcement by the Federal Reserve on
March 23 was followed by declines in EMDE
bond yields of 44 basis points on average, i.e.,
virtually the same as for announcements by
the countries’ own central banks. Within a
week of the announcement, EMDE equity
prices had risen by 6 percent, and EMDE
currencies had appreciated vis-a-vis the US
dollar by 1.4 percent. Following the
announcement on April 9, EMDE bond
yields declined by 27 basis points, equity
prices rose by 1.8 percent, and currencies
appreciated by 0.5 percent on average.

e ECB announcements. In the week following
the announcement by the ECB on March 19,
government bond yields in EMDEs declined
by 7 basis points while equity prices rose by
3.9 percent. In the three EMDEs in the

FIGURE A4.3.2 Event study: Cross-country

heterogeneity

The effects of asset purchase announcements were quantitatively different
across EMDEs. The heterogeneity may indicate an important role for initial
conditions as well as for how the measures were designed. The estimated
announcement effects on bond and stock markets were more pronounced
in EMDEs with greater program size and where both government and

private bonds than others.
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Note: Country- or group-specific announcement effects of asset purchase programs in EMDEs on 10-
year bond yields (A.-D.) and equity prices (B.-D.). Announcement effects are measured by 2-day
cumulative changes in bond yields or equity prices. In EMDEs with multiple asset purchase

announcements, asset price changes are averaged across announcements.

C.D. ** and * indicate that the mean of asset purchase programs’ impact is different across country

groups at the significance level of 5 percent and 10 percent, respectively.
Click here to download data and charts.

European Union (Hungary, Poland, and
Romania), however, the effects of the ECB
announcement were more pronounced,
reflecting the large cross-border financial
linkages. Sovereign bond yields in the three
EU EMDEs declined on average by 50 basis
points and equity prices increased by 5.6
percent within the week.

Comparison with regression results. The results
based on the event studies confirm that the
financial market effects of EMDE asset purchase
announcements were sizeable. That said, the
observed asset price movements were overall larger
than the estimates based on the regressions
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FIGURE A4.3.3 Event study: Policy rate cuts and
individual asset purchase effects

Following announcements of policy rate cuts, long-term bond yields in
EMDEs declined by around 10 basis points on average, which were
smaller than the effects of asset purchase announcements. The effects on
equity prices and FX rates were not statistically significant. Asset purchase
programs launched by the US Federal Reserve and the European Central
Bank were associated with declines in long-term bond yields, boosts to
equity prices, and appreciations of currencies in EMDEs. The strength of
the effects was comparable to those of domestic asset purchase
announcements in EMDEs.

A. Average Policy rate cuts in EMDEs B. Impact of monetary policy rate cuts

on asset prices in EMDEs
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Note: EMDE = emerging market and developing economies. Event studies are based on asset price
movements in 14 EMDEs, following 34 policy rate cuts EMDEs between March and July 2020 (A.B.),
and asset purchase announcements by the U.S. Federal Reserve and the European Central Bank
(C.D.). See annex 4.3 for more details.

A. Average policy rate cuts during the sample period.

B. Median and interquartile range of changes in bond yields or rate of returns in FX.

B.D. FX or FX rates indicate foreign exchange rates of EMDE currencies vis-a-vis U.S. dollar. An
increase in the exchange rate denotes a depreciation of EMDE currencies.

C.D. Average announcement effects of asset purchases in EMDEs and in advanced economies on
10-year bond yields (C) and equity prices and FX rates (D) in EMDEs. Announcement effects are
measured by 5-day cumulative changes in asset prices. FX rates indicate foreign exchange rates of
EMDE currencies vis-a-vis U.S. dollar (or euro in the case of event studies on asset purchase
announcements by the ECB).

Click here to download data and charts.

presented in the main text. The larger effects
revealed by the event studies reflect the fact that
other events were also affecting EMDE asset prices
that were not controlled for in the event study,
but which were controlled for in the regressions.
For example, asset purchase announcements by
advanced economies seem to have played a critical
role. Despite the large scale of policy rate cuts in
EMDEs, their impact was weaker than that of
their asset purchase announcements.

ANNEX 4.4 Historical case
studies of EMDE debt
monetization

This annex presents examples of debt
monetization episodes in EMDEs in the 1980s
and 1990s that were associated with extreme
macroeconomic instability, such as high inflation,
debt distress, and currency crises. In many of these
cases, debt monetization increased following
external default or the withdrawal of foreign
financing and was accompanied by persistent and
large fiscal deficits and high inflation for many
years. Five case studies in the 1980s and 1990s are
considered (figure A4.4.1). In the Latin American
experiences, output losses were substantial. In
Turkey, where debt monetization occurred over a
shorter horizon and to a lesser degree, output
losses were smaller and shorter-lived.

Argentina (1989)

The roots of the Argentinian crisis of 1989 were in
the Latin American debt crisis of 1982, when
Argentina and several other economies defaulted
on foreign loan payments. After the country
became locked out of international financial
markets, expansion of the monetary base and
financial repression were needed to finance large
fiscal deficits (Buera and Nicolini 2019).
Argentina had already experienced persistently
high inflation in the 1970s and early 1980s,
accompanied by rapid monetary expansion,
leading to weakly anchored inflation expectations.
Efforts to tighten monetary policy to control
inflation involved higher interest rates, which
increased debt-service costs, which were met, in
turn, with monetary financing from the central
bank. Persistently high inflation, interest rates, and
failed fiscal consolidations led output to stagnate
during 1980-88. Lost confidence in the ability of
the government and central bank to meet debt-
service requirements generated sharp capital
outflows in 1987-88. Progressively higher interest
rate risk premia drove government deficits higher,
and continued monetary financing of deficits led
to rapidly rising inflation beginning in 1988,
accelerating further in 1989, when inflation
reached over 3000 percent and output contracted
by 7 percent (Beckerman 1992).


http://pubdocs.worldbank.org/en/919921608998906156/GEP-January-2021-Chapter4-A4-3-3.xlsx

GLOBAL ECONOMIC PROSPECTS | JANUARY 2021

CHAPTER 4 193

Bolivia (1985)

Bolivia received large inflows of foreign credit in
the late 1970s. As global interest rates rose and
capital flows subsided, a forced devaluation in
1979 exacerbated the external debt burden. In
contrast to other Latin American economies facing
external financing difficulties, Bolivia continued
to meet debt service requirements on much, but
not all, of its external debt. Stabilization efforts
designed to reign in the public deficit through
spending cuts or tax increases failed for political
reasons throughout the early 1980s (Sachs 1987).
Almost all of the large remaining financing needs
of the government were met through additional
money creation by the central bank (Kehoe,
Machicado, and Peres- Cajias 2019). Tax revenues
collapsed alongside rising inflation, falling from 9
percent of GNP in the early 1980s to 1 percent in
1985 (Sachs 1987). Revenues were further hurt by
a continuous contraction in output during 1980-
85, averaging 1.8 percent a year. Annual inflation
exceeded 1000 percent in 1984 and reached nearly
12,000 percent in 1985.

Brazil (1990)

Like Bolivia and Argentina, Brazil was largely cut
off from external financing sources after the
Mexican default of 1982, following the rise in
global interest rates driven by the “Volcker
disinflation” that began in 1979. High interest
rates initially pushed the public sector deficit to
between 6 and 8 percent of GDP during 1980-82
before a stabilization plan reduced it to 3 percent
of GDP in 1983. However, the deficit remained
high at 4 percent of GDP on average from 1984-8
(Pereira and Nakano 1991). Inflation routinely
exceeded 100 percent annually in the early 1980s,
and various attempts to control inflation using
price controls and by increasing interest rates
failed (“the Cruzado Plan,” “Bresser Plan,” and
“Summer” plans). Many of these plans attempted
to reduce the persistent fiscal deficit but it
remained large (Ayres et al. 2018). Increasing risk
premia led to rising interest rates which the central
bank indirectly financed the government deficit to
a large degree through repurchase agreements of
government debt. As the monetary base expanded,
inflation expectations became further de-anchored
and inflation rose to 1,400 percent in 1989,

FIGURE A4.4.1 Characteristics of debt-monetization
episodes in EMDEs

In the EMDEs considered in the case studies, inflation and debt
monetization peaked after a prolonged period of accelerating inflation and
large fiscal deficits, even after repeated consolidation attempts. In many of
these cases (as well as in other EMDEs at the time), external debt burdens
were high notwithstanding repeated defaults —sudden stops in foreign
lending due to defaults or a reversal of capital inflows increased incentives
to finance fiscal deficits through central bank money creation.
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A. Argentina uses GDP deflator due to data constraints.
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(1995), Pereira and Nakano (1991), and Rodriguez (1991).

D. External debt, percent of nominal gross national income.

Click here to download data and charts.

increasing further to 2,700 percent in 1990. The
poor macroeconomic environment led output to
stagnate for three years during 1988-90.

Peru (1990)

In the mid-1980s, Peru embarked on a new set of
policies designed to boost economic growth
following many years of slow expansion and high
inflation. As in Argentina and Brazil, Peru had
defaulted or fallen into arrears with foreign
creditors in the early 1980s, requiring increasing


http://pubdocs.worldbank.org/en/807541608998914778/GEP-January-2021-Chapter4-A4-3-4.xlsx

194

CHAPTER 4

GLOBAL ECONOMIC PROSPECTS | JANUARY 2021

domestic financing to fund growing government
deficits throughout the decade. Inflation was high
but controlled, even as deficit financing was
increasingly sourced through monetary expansion,
through a system of price controls and subsidized
government production (Pastor and Wise 1992).
However, eventually, fiscal expansion and
currency devaluations led to rising price pressures.
The link between inflation and the budget deficit
reinforced the economy’s fiscal —weakness,
necessitating further debt monetization during the
late 1980s; tax revenues fell from 13 percent of
GDP in 1985 to just 4 percent in 1989 due to lags
in tax collection during periods of rapidly rising
inflation and a low degree of tax revenue
indexation (Dornbusch, Sturzenegger, and Wolf
1990). Inflation reached over 7,000 percent in
1990, after growing deficits required increasing
rates of debt monetization, and output contracted
by an average of 9 percent each year during 1988-
90 (Martinelli and Vega 2018).

Turkey (1994)

A successful period of export growth and capital
account liberalization was halted by a period of
strong currency appreciation and rapidly rising
labor costs after 1988 (Celasun 1998). Public
sector borrowing requirements increased rapidly in
this period, peaking in 1993. Initially, financing
requirements were partly covered through capital
inflows, with the central bank limited to financing
15 percent of the government deficit. However, to
stem rising interest costs, the government turned
increasingly to monetary financing in 1993, when
legal limits were raised. Auctions of domestic debt
instruments were canceled to reduce interest rates
and replaced with credit from central bank
facilities (Ozatay 2000). Inflation reached over
100 percent in 1994 alongside a large currency
devaluation, which also coincided with a
significant output contraction caused by the crisis.
The degree and duration of debt monetization was
smaller in the 1994 crisis in Turkey than in the
Latin American experiences, and the government
was able to continue to service its debts. Although
the impact on output was less severe, output
contracted by 5 percent in 1994, after an average
growth rate of 5 percent in the preceding decade.

References

Abiad, A., J. Bluedorn, J. Guajardo, and P. Topalova.
2012. “The Rising Resilience of Emerging Market and
Developing Economies” IMF Working Paper 12/300,
International Monetary Fund, Washington, DC.

Adrian, T., and N. Liang. 2016. “Monetary Policy,
Financial Conditions, and Financial Stability.”
International Journal of Central Banking 14 (1): 73-131.

Ahmed, S., J. Hoek, S. Kamin, B. Smith, and E.
Yoldas. 2020. “The Impact of COVID-19 on
Emerging Market Economies’ Financial Conditions.”
FEDS Notes, Board of Governors of the Federal
Reserve System, Washington, DC.

Angrist, J. D., O. Jorda, and G. Kuersteiner. 2018.
“Semiparametric Estimates of Monetary Policy Effects:
String Theory Revisited.” Journal of Business &
Economic Statistics 36 (3): 371-87.

Arslan, Y., M. Drehmann, and B. Hofmann. 2020.
“Central Bank Bond Purchases in Emerging Market
Economies.” BIS Bulletin 20, Bank for International
Settlements, Basel, Switzerland.

Ayres, J., M. Garcia, D. Guillen, and P. Kehoe. 2018.
“The Monetary and Fiscal History of Brazil, 1960-
2016.” Staff Report 575, Federal Reserve Bank of
Minneapolis.

Bank of Spain. 2020. “Report on the Latin American
Economy: Second Half of 2020.” Economic Bulletin,
Bank of Spain, Madrid.

Barnichon, R., and C. Matthews. 2015. “Measuring
the Non-linear Effects of Monetary Policy.” Meeting
Papers, 2015-49, Society for Economic Dynamics.

Baumeister, C., and L. Benati. 2013. “Unconventional
Monetary Policy and the Great Recession: Estimating
the Macroeconomic Effects of a Spread Compression at
the Zero Lower Bound.” International Journal of
Central Banking 9 (2): 165-212.

BIS (Bank for International Settlements). 2019.
“Unconventional Monetary Policy Tools: A Corss-
Country Analysis.” Committee on the Global Financial
System, Basel, Switzerland.

BIS (Bank for International Settlements). 2020.
Quarterly Review. June. Basel, Switzerland: BIS.

Bank Indonesia. 2020a. “Bank Indonesia Policy Mix
Economic Stimulus: Mitigating COVID-19 Impact.”
Press release, Bank Indonesia, Jakarta.



GLOBAL ECONOMIC PROSPECTS | JANUARY 2021

CHAPTER 4

195

Bank Indonesia. 2020b. “Bank Indonesia Strength-
ening Measures to Maintain Monetary and Financial
Stability.” Press release, Bank Indonesia, Jakarta.

Bank Indonesia. 2020c. Monetary Policy Review.
March. Jakarta: Bank Indonesia.

Beckerman, P. 1992. “Public Sector ‘Debt-Distress’ in
Argentina, 1988-89.” Policy Research Working Paper
902, World Bank, Washington, DC.

Benigno, G., J. Hartley, A. Garcia-Herrero, A. Rebucci,
and E. Ribakova. 2020. “Credible Emerging Market
Central Banks could Embrace Quantitative Easing to
Fight COVID-19.” IEMS Working Paper 2020-75,
Hong Kong University of Science and Technology.

Bhattarai, S., A. Chatterjee, and W. Park. 2018.
“Effects of US Quantitative Easing on Emerging
Market Economies.” ADBI Working Paper 803, Asian
Development Bank Institute, Tokyo.

Blanchard, O., and J. Pisani-Ferry. 2020.
“Monetisation: Do Not Panic.” VoxEU.org, https://
voxeu.org/article/monetisation-do-not-panic.

Bresser, L. C. B., and Y. Nakano. 1991.
“Hyperinflation and Stabilization in Brazil: The First
Collor Plan.” In Economic Problems of the 1990s, edited
by P. Davidson and J.Kregel. London: Edward Elgar.

Buera, F., and J. Nicolini. 2019. “The Monetary and
Fiscal History of Argentina, 1960-2017.” Staff Report
580, Federal Reserve Bank of Minneapolis.

Bunn, P.. A. Pugh, and C. Yeates. 2018. “The
Distributional Impact of Monetary Policy Easing in the
U.K. Between 2008 and 2014.” Staff Working Paper
720, Bank of England, London.

Carstens, A. 2020. “Monetary Policy in a Global
Environment.” Speech at the Progress Foundation 50th
Economic Conference on “Sound Money—A Nable
Goal Under Constant Fire.” October 8, 2020, Zurich.

Carstens, A., and H. S. Shin. 2019, “Emerging Markets
Aren't Out of the Woods Yet. How They Can Manage
the Risks.” Foreign Affairs, March 15, 2020.

Celasun, O. 1998. “The 1994 Currency Crisis in
Turkey.” Policy Research Working Paper 1913, World
Bank, Washington, DC.

Chen, Q., A. Filardo, D. He, and F. Zhu. 2016.
“Financial Crisis, U.S. Unconventional Monetary
Policy and International Spillovers.” Journal of
International Money and Finance 67 (C): 62-81.

Christensen, J., and J. Gillan. 2019. “Does
Quantitative Easing Affect Market Liquidity.” Working
Paper 2013-26, Federal Reserve Bank of San Francisco.

Christensen, J., and G. Rudebusch. 2012. “The
Response of Interest Rates to U.S. and U.K.
Quantitative Easing.” Working Paper 2012-06, Federal
Reserve Bank of San Francisco.

Colciago, A., A. Samarina, and J. de Haan. 2019.
“Central Bank Policies and Income and Wealth
Inequality: A Survey.” Journal of Economic Surveys 33
(4): 1199-1231.

Dornbusch, R., and J. C. de Pablo, 1990. “The Process
of High Inflation.” In Developing Country Debt and
Economic Performance, Volume 2: Country Studies—
Argentina, Bolivia, Brazil, Mexico, T7-91. Cambridge,
MA: National Bureau of Economic Research.

Dornbush, R., F. Sturzenegger, and H. Wolf. 1990.
“Extreme Inflation: Dynamics and Stabilization.”
Brookings Papers on Economic Activity 2: 1-81

Eggertsson, G., and M. Woodford. 2003. “The Zero
Bound on Interest Rates and Optimal Monetary
Policy.” Brookings Papers on Economic Activity 1: 139-
233.

Fabo, B., Jancokova, M., Kempf, E. and L. Pastor.
2020. “Fifty Shades of QE: Conflicts of Interest in
Economic Research.” NBER Working Paper 27849,
National Bureau of Economic Research, Cambridge,
MA.

FDIC (Federal Deposit Insurance Corporation). 1997.
“History of the Eighties: Lessons for the Future. Vol. 1,
An Examination of the Banking Crises of the 1980s
and Early 1990s.” Federal Deposit Insurance
Corporation, Washington, DC.

Feyen, E. H. B., S. Ghosh, K. Kibuuka, and S. Farazi.
2015. “Global Liquidity and External Bond Issuance in
Emerging Markets and Developing Economies.” Policy
Research  Working Paper 7363, World Bank,
Washington, DC.

Feyen, E., and I. Huertas. 2019. “The Sovereign-Bank
Nexus in EMDEs: What is it, is it Rising, and What are
the Policy Implications?” Policy Research Working
Paper 8950, World Bank, Washington, DC.

Frankel, J. A., C. A. Vegh, and G. Vuletin. 2013. “On
Graduation from Fiscal Procyclicality.” Jjournal of
Development Economics 100 (1): 32-47.

FSB (Financial Stability Board). 2020. “Holistic
Review of the March Market Turmoil.” Financial
Stability Board, Basel, Switzerland.






GLOBAL ECONOMIC PROSPECTS | JANUARY 2021

CHAPTER 4

197

Juan-Francisco, A., N. Gomez-Francisco, and C.
Ochando. 2019. “Effects of Unconventional Monetary
Policy on Income and Wealth Distributions: Evidence
from United States and Eurozone.” Panoeconomicus 66
(5): 535-558.

Kaminsky, G., and C. Reinhart. 1999. “The Twin
Crises: The Causes of Banking and Balance-of-
Payments Problems.” American Economic Review 89
(3): 473-500.

Kapetanios, G., H. Mumtaz, I. Stevens, and T.
Theodoridis. 2012. *Assessing the Economy-wide
Effects of Quantitative Easing.” 7he Economic Journal
122 (564): 316-347.

Kehoe, T., C. G. Machicado, and J. Peres-Cajias 2019.
“The Case of Bolivia.” Macro Finance Research
Program Working Paper, Federal Reserve Bank of
Minneapolis.

Kigual, M., and N. Liviatan 1995. “Stopping Three Big
Inflations: Argentina, Brazil, and Peru.” In Reform,
Recovery, and Growth: Latin America and the Middle
East, edited by R. Dornbusch, and S. Edwards.
Chicago: University of Chicago Press.

Kose, M. A., H. Matsuoka, H., U. Panizza, and D.
Vorisek. 2019. “Inflation Expectations: Review and
Evidence.” CEPR Discussion Paper 13601, Centre for
Economic Policy Research, London.

Kose, M. A, P. Nagle, F. Ohnsorge, and N. Sugawara.
2020. Global Waves of Debr: Causes and Consequences.
Washington, DC: World Bank.

Krishnamurthy, A., and A. Vissing-Jorgensen. 2011.
“The Effects of Quantitative Easing on Interest Rates:
Channels and Implications for Policy.” Brookings
Papers on Economic Activity, 2011-2, Brookings
Institution, Washington, DC.

Kurov, A. 2012. “What Determines the Stock Market's
Reaction to Monetary Policy Statements?” Review of
Financial Economics 21(4): 175-87.

Lenza, M., and J. Slacalek. 2018. “How Does
Monetary Policy Affect Income and Wealth Inequality?
Evidence from Quantitative Easing in the Euro Area.”
ECB Working Paper 2190, European Central Bank,
Frankfurt.

Liu, E., A. Mian, and A. Sufi. 2019. “Low Interest
Rates, Market Power, and Productivity Growth.”
Working Paper 2019-09, Becker Friedman Institute,
University of Chicago.

Martinelli, C., and M. Vega 2018. “Monetary and
Fiscal History of Peru 1960-2010: Radical Policy

Experiments, Inflation, and Stabilization.” Working
Paper 2018-007, Banco Central Reserva Del Peru,
Lima, Peru.

McLaren, N., R. Banerjee, and D. Latto. 2014. “Using
Changes in Auction Maturity Sectors to Help Identify
the Impact of QE on Gilt Yields.” 7he Economic
Journal 124 (576): 453-479.

MoFRol (Ministry of Finance: Republic of Indonesia).
2020. “This is the Burden Sharing between the
Ministry of Finance and Bl to Handle Covid-19
Costs.” News, Ministry of Finance, Jakarta, Indonesia.

Mumtaz, H., and A. Theophilopoulou. 2017. “The
Impact of Monetary Policy on Inequality in the U.K.
An Empirical Analysis.” European Economic Review 98
(September): 410-423.

Ozatay, F. 2010. The 1994 Currency Crisis in Turkey.
The Journal of Policy Reform 3 (4): 327-352.

Pastor, M., and C. Wise. 1992. “Peruvian Economic
Policy in the 1980s: From Orthodoxy to Heterodoxy
and Back.” Latin American Research Review 271 (2):
83-117.

Pereira, L. C. B., and Y. Nakano 1991. “Hyperinflation
and Stabilization in Brazil: The First Collor
Plan.” Economic Problems of the 1990s. Cheltenham,
U.K.: Edward Elgar Publishing.

Reinhart, C., and M. Savastano 2003. “The Realities of
Modern Hyperinflation.” Finance and Development 40
(2): 20-23.

Reserve Bank of India. 2020a. “RBI Announces OMO
Purchase of Government of India Dated Securities.”
Press release, Reserve Bank of India, Mumbai.

Reserve Bank of India. 2020b. “RBI Announces Special
Open Market Operations (OMQO) of Simultaneous
Purchase and Sale of Government of India Securities.”
Press release, Reserve Bank of India, Mumbai.

Rodriguez, C. 1991. “The Macroeconomics of the
Public Sector Deficit: The Case of Argentina.”
Working Paper 632, World Bank, Washington, DC.

Rogers, J. H., C. Scotti, and J. H. Wright. 2018.
“Unconventional Monetary Policy and International
Risk Premia.” journal of Money, Credit and Banking 50
(8): 1827-50.

Sachs, J. 1987. “The Bolivian Hyperinflation and
Stabilization.” American Economic Review 171 (2):
279-83.



198

CHAPTER 4

GLOBAL ECONOMIC PROSPECTS | JANUARY 2021

Sachs, J., and J. A. Morales. 1988. “Bolivia: 1952-
1986.” International Center for Economic Growth,
San Francisco.

Sahay, R., V Arora, T. Arvanitis, H. Farugee, P.
N’Diaye., and T. Mancini-Griffoli. 2014. “Emerging
Market Volatility: Lessons from the Taper Tantrum.”
IMF Staff Discussion Note 14/09, International
Monetary Fund, Washington, DC.

Taghizadeh-Hesary, F. Yoshino, N. and S. Shimizu.
2020. “The Impact of Monetary and Tax Policy on
Income Inequality in Japan.” The World Economy 43
(10): 2600-2621.

Taylor, J. B. 2009. “The Need for a Clear and Credible
Exit Strategy.” In The Road Abead for the Fed, edited by
J.D. Ciorciari and J. Taylor, chapter 6. Stanford, CA:
Hoover Institution Press.

Tillmann, P. 2016. “Unconventional Monetary Policy
and the Spillovers to Emerging Markets.” journal of
International Money and Finance 66 (September):
136-156.

Tillmann, P. 2020. “Monetary Policy Uncertainty and
the Response of the Yield Curve to Policy Shocks.”
Journal of Money, Credit and Banking 52 (4): 803-33.

Van Nieuwerburgh, S., and L. Veldkamp. 2006.
“Learning asymmetries in real business cycles.” Journal
of Monetary Economics 53 (4): 753-772.

Weale, M., and T. Wieladek. 2016. “What are the
Macroeconomic Effects of Asset Purchases?” journal of
Monetary Economics 19 (May): 81-93.

Williams, J. 2014. “Monetary Policy at the Zero Lower
Bound: Putting Theory Into Practice.” Hutchins
Center on Fiscal & Monetary Policy, Brookings
Institution, Washington, DC.

Woodford, M. 2004. “Inflation Targeting and Optimal
Monetary Policy.” Review, Federal Reserve Bank of St.
Louis 86 (Jul): 15-42.

World Bank. 2020. Global Economic Prospects. June.
Washington, DC: World Bank.

Wu, J, and F. Xia. 2016. “Measuring the
Macroeconomic Impact of Monetary Policy at the Zero
Lower Bound.” journal of Money, Credit and Banking
48 (2-3): 253-291.

Yale University. 2020. “Yale Program on Financial
Stability COVID-19 Policy Tracker.” https://docs.
google.com/spreadsheets/d/1s6EgMadKGDfFzcsZIK
qwiH7ygkhnCQtW7gl7eHpZuqg/edit#gid=0.

Yehoue, E. 2009. “Emerging Economy Responses to
the Global Financial Crisis of 2007-09: An Empirical
Analysis of the Liquidity Easing Measures.” IMF
Working Paper 09/265. International Monetary Fund,
Washington, DC.









GLOBAL ECONOMIC PROSPECTS | JANUARY 2021 STATISTICAL APPENDIX 201

Real GDP growth

Annual estimates and forecasts ! Quarterly estimates 2
(Percent change) (Percent change, year-on-year)
World 3.0 2.3 -4.3 4.0 3.8 22 2.3 2.3 -1.4
Advanced economies 2.2 1.6 -5.4 3.3 3.5 1.5 1.7 1.4 -1.2 -11.3
United States 3.0 22 -3.6 3.5 3.3 2.0 2.1 2.3 0.3 -9.0 -2.9
Euro area 1.9 1.3 -7.4 3.6 4.0 1.3 1.4 1.0 3.2 -147 -4.3
Japan 0.6 0.3 -5.3 25 2.3 0.5 1.3 -1.0 -2.1 -10.3 -5.7
Emerging market and developing economies 4.3 3.6 -2.6 5.0 4.2 3.4 3.5 3.9 -1.9
East Asia and Pacific 6.3 5.8 0.9 7.4 5.2 5.9 5.8 5.7 -5.3 0.8 3.3
Cambodia 7.5 71 -2.0 4.0 5.2
China 6.6 6.1 2.0 7.9 5.2 6.2 6.0 6.0 -6.8 3.2 4.9
Fiji 3.8 -0.4 -19.0 2.6 8.2
Indonesia 5.2 5.0 2.2 4.4 4.8 5.1 5.0 5.0 3.0 -5.3 -3.5
Lao PDR 6.3 4.7 -0.6 4.9 4.8
Malaysia 4.7 4.3 -5.8 6.7 4.8 4.8 4.4 3.6 0.7 -17.1 2.7
Mongolia 7.0 5.0 -5.2 4.3 5.4 8.4 5.7 -0.7 -109  -8.8 2.7
Myanmar 6.4 6.8 1.7 2.0 8.0
Papua New Guinea -0.3 5.9 -3.8 3.5 4.2
Philippines 6.3 6.0 -8.1 5.9 6.0 5.4 6.3 6.7 -0.7 -169 -115
Solomon Islands 3.9 1.2 -4.8 3.2 3.5
Thailand 4.1 24 -6.5 4.0 4.7 24 2.6 1.5 2.0  -121 -6.4
Timor-Leste -0.8 3.4 -6.8 3.1 4.2
Vietnam 71 7.0 2.8 6.7 6.5 6.7 75 7.0 3.7 0.4 2.6
Europe and Central Asia 3.4 2.3 -2.9 3.3 3.9 1.4 2.3 3.8 2.4 -8.9
Albania 4.1 22 -6.7 5.1 4.4 2.6 4.2 -0.1 23 -102
Armenia 5.2 7.6 -8.0 3.1 4.5
Azerbaijan 1.5 2.2 -5.0 1.9 4.5
Belarus 3.1 1.2 -1.6 2.7 0.9 0.5 1.4 1.6 -0.2 -3.3
Bosnia and Herzegovina 3.7 2.7 -4.0 2.8 3.5 3.0 3.3 1.8 2.2 -9.3
Bulgaria 3.1 3.7 -5.1 3.3 3.7 4.0 3.1 3.2 1.8 -8.5 -4.2
Croatia 2.7 2.9 -8.6 5.4 4.2 2.6 2.8 2.3 0.2 -15.4  -10.0
Georgia 4.9 5.1 -6.0 4.0 6.0 4.8 5.4 4.6 2.3 -13.2 -5.6
Hungary 5.1 4.6 -5.9 3.8 4.3 45 4.7 4.2 22 -13.6 -4.6
Kazakhstan 4.1 45 -2.5 25 3.5 4.4 4.7 5.0 2.7 -6.0
Kosovo 3.8 4.2 -8.8 3.7 4.9
Kyrgyz Republic 3.8 4.5 -8.0 3.8 4.5
Moldova 4.3 3.6 -7.2 3.8 3.7 5.9 4.3 0.2 0.9 -14.0 -9.7
Montenegro s 5.1 4.1 -14.9 6.1 3.9 . . . . . -
North Macedonia 2.7 3.6 -5.1 3.6 3.5 4.3 3.6 3.3 0.9 -14.9 -3.3
Poland 5.4 45 -3.4 3.5 4.3 4.7 4.4 3.9 1.9 -8.0 -1.8
Romania 4.4 4.1 -5.0 3.5 4.1 3.5 3.4 4.7 24 -10.3 -6.0
Russian Federation 25 1.3 -4.0 2.6 3.0 1.1 1.5 2.1 1.6 -8.0 -3.4
Serbia 4.4 4.2 -2.0 3.1 3.4 2.9 4.9 6.3 5.2 -6.3 -1.4
Tajikistan 7.3 7.5 2.2 3.5 5.5
Turkey 3.0 0.9 0.5 4.5 5.0 -1.7 1.0 6.4 45 -9.9 6.7
Ukraine 3.4 3.2 -5.5 3.0 3.1 4.7 3.9 1.5 1.3 -114 -3.5

Uzbekistan 5.4 5.6 0.6 4.3 4.5
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Real GDP growth (continued)

Annual estimates and forecasts ! Quarterly estimates 2
(Percent change) (Percent change, year-on-year)

Latin America and the Caribbean 1.9 1.0 -6.9 3.7 2.8 0.7 1.0 0.8 -0.9 -15.2 .
Argentina -2.6 -2.1 -10.6 4.9 1.9 0.4 -1.8 -1.1 -5.2 -19.0 -10.2
Belize 21 -2.0 -20.3 6.9 22
Bolivia 4.2 22 -6.7 3.9 3.5 2.6 22 1.1 0.6 -21.7
Brazil 1.8 1.4 -4.5 3.0 25 1.5 1.3 1.6 -0.3 -10.9 -3.9
Chile 3.9 1.1 -6.3 4.2 3.1 1.8 3.4 -2.1 0.3 -14.5 -9.1
Colombia 25 3.3 -7.5 4.9 4.3 3.1 3.5 3.5 1.2 -15.9 -9.0
Costa Rica 27 21 -4.8 2.6 3.7 0.6 25 3.3 0.6 -8.6
Dominica 0.5 8.6 -10.0 1.0 3.0
Dominican Republic 7.0 5.0 -6.7 4.8 4.5 3.7 5.0 5.8 0.0 -16.9
Ecuador 1.3 0.1 -9.5 3.5 1.3 0.5 -0.3 -1.0 -2.3 -12.4
El Salvador 24 24 -7.2 4.6 3.1 1.6 2.9 2.8 1.0 -19.3
Grenada 4.1 2.0 -12.0 3.0 5.0
Guatemala 3.2 3.8 -3.5 3.6 3.8 3.8 4.0 3.9 0.9 -9.6
Guyana 4.4 5.4 23.2 7.8 3.6
Haitis 1.7 -1.7 -3.8 1.4 1.5
Honduras 3.7 2.7 -9.7 3.8 3.9 1.9 3.4 24 -1.0 -19.1
Jamaicaz? 1.9 0.9 -9.0 4.0 2.0 1.4 0.6 0.0 -2.4 -18.4
Mexico 22 -0.1 -9.0 3.7 2.6 -0.9 0.0 -0.6 -1.4 -18.7 -8.6
Nicaragua -4.0 -3.9 -6.0 -0.9 1.2 -3.1 -3.3 0.0 1.6 -7.5 2.7
Panama 3.7 3.0 -8.1 5.1 3.5 2.9 27 3.3 0.4 -38.4
Paraguay 3.2 -0.4 -1.1 3.3 4.0 -3.3 2.6 3.5 4.4 -6.5
Peru 4.0 22 -12.0 7.6 4.5 1.3 3.2 1.9 -3.5 -29.8 -9.4
St. Lucia 2.6 1.7 -18.0 8.1 5.2
St. Vincent and the Grenadines 2.2 0.4 -5.0 0.0 5.0
Suriname 2.6 0.3 -13.1 -1.9 -1.5
Uruguay 1.6 0.2 -4.3 3.4 3.2 0.1 1.1 0.2 -1.4 -10.6

Middle East and North Africa 0.5 0.1 -5.0 2.1 3.1 -1.0 -0.9 1.1 -1.5
Algeria 1.2 0.8 -6.5 3.8 2.1
Bahrain 1.8 1.8 -5.2 22 25 1.8 27 -0.4 -1.1 -8.9
Djibouti 8.4 75 -1.0 71 7.2
Egypt, Arab Rep.3 5.3 5.6 3.6 2.7 5.8 5.7 5.6 5.6 5.0 -1.7
Iran, Islamic Rep.3 -6.0 -6.8 -3.7 1.5 1.7 -11.7 -9.1 1.8 -6.8 -2.9 4.8
Iraq -0.6 4.4 -9.5 2.0 7.3
Jordan 1.9 2.0 -3.5 1.8 2.0 1.7 1.9 2.1 1.3 -3.6
Kuwait 1.2 0.4 -7.9 0.5 3.1 1.8 0.1 -1.1 -1.0
Lebanon® -1.9 -6.7 -19.2 -13.2
Morocco 3.1 25 -6.3 4.0 3.7 24 24 2.3 0.1 -14.9 -8.7
Oman 0.9 -0.8 -9.4 0.5 7.9
Qatar 1.2 0.8 -2.0 3.0 3.0 0.5 0.7 0.2 0.0 -6.1
Saudi Arabia 24 0.3 -5.4 2.0 22 0.5 -0.5 -0.3 -1.0 -7.0 -4.6
Tunisia 2.7 1.0 -9.1 5.8 2.0 1.2 0.9 0.9 -2.0 -20.9 -5.8
United Arab Emirates 1.2 1.7 -6.3 1.0 24 2.0 2.3 0.8 -0.3

West Bank and Gaza 1.2 1.4 -7.9 2.3 2.4 2.3 -0.6 -1.8 -3.4
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Real GDP growth (continued)

Annual estimates and forecasts ! Quarterly estimates 2
(Percent change) (Percent change, year-on-year)
South Asia 6.5 4.4 -6.7 3.3 3.8 5.1 4.4 4.0 2.9 -23.7
Afghanistan 1.2 3.9 -5.5 2.5 3.3
Bangladesh34 7.9 8.2 2.0 1.6 3.4
Bhutan3+4 3.8 43 0.7 -0.7 2.3 . . . . . .
India3+4 6.1 4.2 -9.6 5.4 5.2 5.2 4.4 4.1 3.1 -23.9 -7.5
Maldives 8.1 7.0 -21.5 9.5 11.5 9.2 4.0 9.9 -5.0 -51.6
Nepal34 6.7 7.0 0.2 0.6 25
Pakistan34 5.5 1.9 -1.5 0.5 2.0 . . . . . .
Sri Lanka 3.3 2.3 -6.7 3.3 2.0 1.1 24 2.0 -1.7 -16.3 1.5
Sub-Saharan Africa 2.6 2.4 -3.7 2.7 3.3 22 2.0 2.1 1.6 -10.0
Angola -2.0 -0.9 -4.0 0.9 3.5
Benin 6.7 6.9 2.0 5.0 6.5 . . . . .
Botswana 45 3.0 -9.1 5.7 4.0 3.0 3.0 1.6 2.6 -24.0
Burkina Faso 6.8 5.7 -2.0 2.4 4.7
Burundi 1.6 1.8 0.3 2.0 25
Cabo Verde 4.5 5.7 -11.0 5.5 6.0
Cameroon 41 3.7 -2.5 3.0 3.4
Central African Republic 3.7 3.1 0.0 3.2 4.1
Chad 24 3.2 -0.8 24 3.3
Comoros 3.4 1.9 -1.4 2.4 3.6
Congo, Dem. Rep. 5.8 4.4 -1.7 2.1 3.0
Congo, Rep. -6.2 -3.5 -8.9 -2.0 1.3
Cote d'lvoire 6.8 6.9 1.8 5.5 5.8
Equatorial Guinea -6.4 -5.6 -9.0 -2.8 -1.2
Eritrea 13.0 3.7 -0.6 3.5 5.5
Eswatini 24 1.3 -3.5 1.5 0.9
Ethiopia3 8.4 9.0 6.1 0.0 8.7
Gabon 0.8 3.9 2.4 1.9 3.8
Gambia, The 6.5 6.0 -1.8 3.1 5.3 . . . . . .
Ghana 6.3 6.5 1.1 1.4 24 5.7 5.6 7.9 4.9 -3.2 -1.1
Guinea 6.2 5.6 5.2 5.5 5.2
Guinea-Bissau 3.8 4.6 -2.4 3.0 4.0 . . . . .
Kenya 6.3 5.4 -1.0 6.9 5.7 5.3 5.2 5.5 4.9 -5.7
Lesotho 1.5 1.4 -5.3 3.1 3.8 22 1.7 1.0 1.0 -15.8
Liberia 1.2 -2.3 -2.9 3.2 3.9
Madagascar 4.6 4.8 -4.2 2.0 5.8
Malawi 3.2 4.4 1.3 3.3 4.9
Mali 4.7 5.0 -2.0 25 5.2
Mauritania 2.1 5.9 -0.6 3.7 4.8
Mauritius 3.8 3.0 -12.9 5.3 6.8 . . . . . .
Mozambique 3.4 2.2 -0.8 2.8 4.4 2.9 1.2 1.4 1.7 -3.3 -1.1
Namibia 0.7 -1.1 -7.9 2.2 2.0 -3.6 -2.1 4.4 -1.4 -10.1 -10.5
Niger 7.0 5.8 1.0 5.1 11.8 . . . . . .
Nigeria 1.9 2.2 -4.1 1.1 1.8 2.1 2.1 25 2.0 -6.0 -3.1
Rwanda 8.6 9.4 -0.2 5.7 6.8
S&o Tomé and Principe 2.9 1.3 -6.5 3.0 5.5
Senegal 6.4 5.3 -0.7 3.5 5.6
Seychelles 4.1 2.0 -15.9 3.1 3.8

Sierra Leone 3.4 5.5 -2.3 41 4.6
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Real GDP growth (continued)

Annual estimates and forecasts! Quarterly estimates?
(Percent change) (Percent change, year-on-year)
Sub-Saharan Africa (continued)

South Africa 0.8 0.2 -7.8 3.3 1.7 0.9 0.1 -0.5 0.1 -17.5 -6.0
South Sudan3 -3.5 -0.3 9.3 -3.4 0.0
Sudan -2.3 -2.5 -8.3 25 3.1
Tanzania 5.4 5.8 25 5.5 6.0 75 8.1 6.2 5.7
Togo” 4.9 5.3 0.0 3.0 4.5 . . . . .
Uganda3 6.2 6.8 2.9 2.8 5.9 6.5 8.1 8.0 1.0 -6.0
Zambia 3.5 1.4 -4.5 1.9 3.4 2.3 1.1 0.2 -0.3 -2.1
Zimbabwe 4.8 -8.1 -10.0 2.9 3.1

Sources: World Bank and Haver Analytics.

Note: e = estimate; f = forecast.

1. Aggregate growth rates calculated using GDP weights at 2010 prices and market exchange rates.

2. Quarterly estimates are based on non-seasonally-adjusted real GDP, except for advanced economies, as well as Ecuador, Morocco, Poland and Tunisia. Data for Bosnia and Herzegovina
are from the production approach. Quarterly data for Jamaica are gross value added.

Regional averages are calculated based on data from following countries.

East Asia and Pacific: China, Indonesia, Malaysia, Mongolia, the Philippines, Thailand, and Vietnam.

Europe and Central Asia: Albania, Belarus, Bosnia and Herzegovina, Bulgaria, Croatia, Georgia, Hungary, Kazakhstan, Moldova, North Macedonia, Poland, Romania, the Russian
Federation, Serbia, Turkey, and Ukraine.

Latin America and the Caribbean: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, the Dominican Republic, Ecuador, El Salvador, Guatemala, Honduras, Jamaica, Mexico, Nicaragua,
Panama, Paraguay, Peru, and Uruguay.

Middle East and North Africa: the Arab Republic of Egypt, Bahrain, the Islamic Republic of Iran, Jordan, Kuwait, Morocco, Qatar, Saudi Arabia, Tunisia, the United Arab Emirates, and West
Bank and Gaza.

South Asia: India, Maldives and Sri Lanka.
Sub-Saharan Africa: Botswana, Ghana, Kenya, Lesotho, Mozambique, Namibia, Nigeria, South Africa, Uganda, and Zambia.
3. Annual GDP is on fiscal year basis, as per reporting practice in the country.

4. GDP data for Pakistan are based on factor cost. For Bangladesh, Bhutan, Nepal, and Pakistan, the column labeled 2019 refers to FY2018/19. For India, the column labeled 2018 refers to
FY2018/19.

5. Quarterly data are preliminary.

6. Forecasts for Lebanon beyond 2021 are excluded due to a high degree of uncertainty.

7. For Togo, growth figures in 2018 and 2019 are based on pre-2020 rebasing GDP estimates.
Click here to download data.


http://pubdocs.worldbank.org/en/255171599837402202/Global-Economic-Prospects-January-2021-GDP-growth-data.xlsx
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Data and Forecast Conventions

The macroeconomic forecasts presented in this
report are prepared by staff of the Prospects
Group of the Equitable Growth, Finance and
Institutions Vice-Presidency, in coordination with
staff from the Macroeconomics, Trade, and
Investment Global Practice and from regional and
country offices, and with input from regional
Chief Economist offices. They are the result of an
iterative  process that incorporates data,
macroeconometric models, and judgment.

Data. Data used to prepare country forecasts
come from a variety of sources. National Income
Accounts (NIA), Balance of Payments (BOP), and
fiscal data are from Haver Analytics; the World
Development Indicators by the World Bank; the
World Economic Outlook, Balance of Payments
Statistics, and International Financial Statistics by
the International Monetary Fund. Population
data and forecasts are from the United Nations
World Population Prospects. Country- and
lending-group classifications are from the World
Bank. The Prospects Group’s internal databases
include high-frequency indicators such as indus-
trial  production, consumer price indexes,
emerging market bond indexes (EMBI), exchange
rates, exports, imports, policy rates, and stock
market indexes, based on data from Bloomberg,
Haver Analytics, IMF Balance of Payments
Statistics, IMF International Financial Statistics,
and ]. P. Morgan.

Aggregations. Aggregate growth for the world and
all sub-groups of countries (such as regions and
income groups) is calculated using GDP weights
at 2010 prices and market exchange rates of
country-specific growth rates. Income groups are
defined as in the World Bank’s classification of
country groups.

Forecast process. The process starts with initial
assumptions about advanced-economy growth and
commodity price forecasts. These are used as
conditioning assumptions for the first set of
growth forecasts for EMDEs, which are produced
using macroeconometric models, accounting
frameworks to ensure national account identities
and global consistency, estimates of spillovers
from major and high-frequency
indicators. These forecasts are then evaluated to
ensure consistency of treatment across similar
EMDEs. This is followed by extensive discussions
with World Bank country teams, who conduct
continuous macroeconomic monitoring and
dialogue with country authorities and finalize
growth forecasts for EMDEs. The Prospects
Group  prepares  advanced-economy  and
commodity price forecasts. Throughout the
forecasting process, staff use macro-econometric
models that allow the combination of judgement
and consistency with model-based insights.

economies,
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