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Three Questions

I What are near-term growth prospects? Strong growth rebound in the near-term

but most EMDEs lagging behind. Risks are tilted to the downside.

What are long-term growth prospects after the pandemic? More pronounced
growth slowdown over the 2020s, following multi-year reversals of income gains.

What are policy priorities? Control the pandemic; support the recovery while
safeguarding price stability and fiscal sustainability; implement reforms to ensure
green, resilient and inclusive recovery. Global policy coordination is essential!

* EMDEs = Emerging Market and Developing Economies
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Growth after Global Recessions
Strong Rebound after a Sharp Contraction in 2020
Global per capita GDP growth
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Uneven Recovery
Strongest Recovery in Advanced Economies; Weaker Rebound in EMDESs
Output around global recessions, advanced economies Output around global recessions, EMDEs
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Recovery after the Pandemic
Faster Growth with Rapid Vaccination

Countries exceeding pre-
recession peak after two years
(Percent of countries)

Forecast revisions in 2021,
by vaccination progress
(Percentage points)

COVID-19 cases and vaccine
doses, July to August
(Percent of population)
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Sources: Bolt et al. (2018); Kose, Sugawara, and Terrones (2020); Our World in Data; World Bank.
Left Panel. The share of economies in which per capita income levels after two years of global recessions are above the pre-recession peaks. Bar for past global recessions shows an average share
during the five previous global recessions: 1945-46, 1975, 1982, 1991, and 2009 global recessions. Center Panel. Figure shows 2020 GDP-weighted forecast revisions for countries above or WORLD BANK GROUP

below median vaccination progress in each aggregate, based on the total number of people that received at least one dose of COVID-19 vaccine per 100 people. The vaccination measure is used
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5 as a daily average over June to August (up to August 22). Sample includes 36 advanced economies and 147 EMDESs. Right Panel. Figure shows the one-month accumulation of COVID-19 cases ——r—
in advanced economies and EMDEs over July 5 — August 1, as estimated by the Institute for Health Metrics and Evaluation (IHME), and vaccinations as a share of the population.
Catch Up with Advanced Economies
Falling Behind in LICs, FCS, Small States, LAC, MNA, and SSA
Relative per capita income growth Relative per capita income growth, by region
4 (Percentage points; relative to advanced economies) 6 (Percentage points; relative to advanced economies)
—
m2021-23 -2010-19 m2021-23 -2010-19
— 4
2
— 2
—
—
I 0 I
-2 -2 I
-4
-4 EAP SAR ECA LAC MNA SSA SSA
EMDEs LICs FCS Small IDA excl.
states big 3
Source: World Bank.
Note: LICs, FCS, IDA, EAP, ECA, LAC, MNA, SAR, and SSA refer to, respectively, low-income countries, fragile and conflict-affected situations, International Development Association, East
Asia and Pacific, Europe and Central Asia, Latin America and the Caribbean, Middle East and North Africa, South Asia, and Sub-Saharan Africa. IDA includes countries eligible to IDA support, ‘A’eﬁlgnwﬁéwfﬁﬁqun
6 including Blend economies. Relative per capita income growth is computed as a difference in per capita GDP growth between respective EMDE groups and advanced economies, expressed in ProspsitalGresp
percentage points. Right Panel. SSA excluding big 3 refers to Sub-Saharan Africa excluding Angola, Nigeria, and South Africa.
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Three Questions

What are long-term growth prospects after the pandemic? More pronounced
growth slowdown over the 2020s, following multi-year reversals of income gains.

* EMDEs = Emerging Market and Developing Economies N e—
; Fotte oo e et

Substantial Income Losses; Significant Increase in Poverty
EMDE:s with per capita income gains reversed in 2020 Increase in poverty headcounts
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Sources: Mahler et al. (2021); World Bank.
Left Panel. LICs refers to low-i tries. Figure shows t of EMDEs by the ber of f lost t i 2020. Right Panel. SAR and SSA refer to South Asi
and Sulb-Sabaran Afric, respetivly. Figure shovws the cstimated numbs oF people pushed into poverty 2. reul of the pandmic. Tis i caleulted by comparing poverty using pre- and pos. WORLD BANKGROUP |
8 pandemic growth forecasts (Lakner et al. 2020). Extreme poverty reflects the international poverty line of $1.90/day. Multidimensional poverty also includes deprivations in health, education, and —_—
living standards (UNDP and OPHI 2020; World Bank 2020). Percent increase in multidimensional poverty as a result of the pandemic is estimated to be the same as for extreme poverty. P B




Output
Large and Long-Lasting Losses

Global output levels Cumulative global and EMDE output losses, 2020-25

(Trillions of U.S. dollars) (Percent of 2019 GDP)
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Sources: Consensus Economics, World Bank.

Note: Data are in U.S. dollars at 2010-19 prices and market exchange rates. In the left panel, shaded area indicates forecasts. Trend is assumed to grow at the regression-estimated trend growth
rate of 2010-19. Output over 2020-25 is based on the estimates and forecasts in June 2021 Global Economic Prospects over 2020-22 and, for 2023-25, is assumed to grow at the rates computed
with long-term consensus forecasts surveyed in July 2021 for the world and EMDEs. For regions, output for 2023-25 is assumed to grow at the same rates as in the trend. In the right panel, bars
show cumulative output losses over 2020-25, based on baseline growth forecasts, and, for regions, an average of six EMDE regions is presented. Red circles are based on growth forecasts under

Regions
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9 the downside scenario. A vertical yellow line for regions shows the minimum-maximum range among the six regions. Cumulative losses are computed as deviations from trend in U.S. dollars, Prospects Group
expressed as a share of GDP in 2019.
Potential Growth
St than-Anticipated Decli Next Decadl
Potential growth prospects, 2020-29
6 (Percent)
Pre-COVID Post-COVID Pre-COVID Post-COVID Pre-COVID Post-COVID
World Advanced economies EMDE:s
Sources: Kilic Celik, Kose, and Ohnsorge (2020); World Bank.
Note: GDP-weighted averages (at 2010 prices and exchange rates). Sample includes 30 advanced economics and 52 EMDES. Potential growth estimates based on a production function approach
as described in Kilic Celik, Kose and Ohnsorge (2020). Pre-COVID prospects for 2020-29 assume that investment grows at its historical average rate, worki on and life
evolve as envisaged by the UN Population Projections; and secondary and tertiary school enrolment and completion rates improve at their historical average rate. Post-COVID estimates for 2020~ ‘ENOEED BANK %RQU_P )
10 29 assume that investment grows as expected by consensus forecasts; working-age population and life expectancy evolve as envisaged by the UN Population Projections; and secondary P“‘"“’ (‘G”’W‘ EEIRGneS S Ioel e
attainment rates decline by 2.5 percentage points. i
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Long-Term Growth Expectations - 1
Declining

Ten-year-ahead global output growth forecasts Ten-year-ahead output growth forecasts
(Percent) (Percent)
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11 Sample includes 84 economies—33 advanced economies and 51 EMDEs. The horizontal axis shows the years when Consensus Economics forecasts were compiled. Left Panel. Per capita GDP
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Sources: Consensus Economics, United Nations; World Bank.

]\\l’;leb:sj\gg(re;:(e“;ro\i:h t:alct\blaled ucsing :v(eigh!s l;’ased on GDP at 2010-19 prices and market exchange rates. Results from the latest Consensus Economics surveys in each year are presented. WORLD BANKGROUP
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Long-Term Growth Expectations - 2
More Optimistic than Realizations; Decline During Adverse Events

Countries with overly optimistic long-term Average long-term growth forecast revisions
forecast errors during adverse events
100 (Percent of countries) (Percentage points)
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Sources: Consensus Economics; Dieppe (2020); World Bank.
Left Panel. Share of countries by the size of average forecast errors computed with available data up to 2020. Overly optimistic long-term forecast errors indicate growth forecasts made 10 years
ago are higher than realized growth (i.c., positive forecast errors). Right Panel. Average changes in long-term (10-year-ahead) growth forecasts during persistent spells of unfavorable events—
12 growth disappointments relative to forecasts made a year ago, i , and productivi . *** denotes that changes during such events are statistically significantly
different from zero.
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Three Questions

What are policy priorities? Control the pandemic; support the recovery while
safequarding price stability and fiscal sustainability; implement reforms to ensure
green, resilient and inclusive recovery. Global policy coordination is essential!

* EMDEs = Emerging Market and Developing Economies T
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Policy Challenges

End Pandemic; Support Recovery; Ensure Green, Resilient, Inclusive Development

Reforms for green, resilient,

Macroeconomic policies to and inclusive development
balance... * Reduce trade costs

» Encourage worker reallocation

* Raise human capital

* Increase digital connectivity

» Address informality

» Spur green investment

End the pandemic

» Accelerate vaccine distribution and : Support_ing th_e recovery )
deployment * Preserving price stability and fiscal

sustainability

Coordinate policies globally!

Equitable Growth, Finance & Institutions
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Government debt

Debt Challenges
Sharp Increase in Debt; Likely Higher in Future; Optimistic Forecasts
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Sources: International Monetary Fund; Kose et al. (2020); Standard & Poor’s; World Bank.

Left Panel. Aggregates are calculated using current GDP in U.S. dollars as a weight. Sample includes up to 191 countries—38 advanced cconomics and 153 EMDEs. Right Panel. Swathe
indicates the evolution of government debt five years before and after four global recessions (i.e., year #): 1975, 1982, 1991, and 2009. The solid blue line indicates forecasts of government debt
over the next five years, based on the IMF data. The dashed line indicates government debt forecasts by S&P for the next four years. Country samples differ slightly between the two forecasts.
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Climate Challenges
Need for Green Investment; Risks for the Most Vulnerable

Global greenhouse gas emissions, by sector
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urces: Rentschler and Salhab (2020); World Bank; World Resources Institute.

ft Panel. Data are for 2018. Right Panel. LICs refers to low-income countries. Other EMDEs include EMDEs that are not classified as LICs. The number of poor exposed to significant flood

risk, by poverty line (Renschler and Salhab 2020).
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Reforms to Build Back Better
.
Higher Investment, Stronger Growth Prospects
EMDE potential growth Long-term growth forecasts after reforms
6 (Percent) 2 (Percentage points)
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Sources: Consensus Economics; ICRG:; Kilic Celik, Kose, and Ohnsorge (2020); World Bank.

Left Panel. GDP-weighted average (at 2010 prices and exchange rates) for 52 EMDEs. Potential growth estimates based on a producuon function approach as described in Kilic Celik, Kose, and

Ohnsorge (2020). Estimates for 2020-29 assume that investment grows as expected by consensus forecasts; working-age population and life expectancy evolve as envisaged by the UN Population

Projections; and secondary attainment rates decline by 2.5 points. Policy imp: scenario assumes that each country matches its own hlghesl ten- year average investment

growth and ten-y improvements in school enrolment and completion rate. Right Panel. Cumulative response of long-term growth forecasts after five years. Coefficient estimates of a local ‘EN9B|'|;D BANKGROUP
17 projection estimation on reform advances and setbacks are defined as years in which |he average of four indicators by ICRG increases and decreases, and such changes are not unwound for at ——r—

least three years. Sample includes 57 countries during 1990-2020.

Three Questions

I What are near-term growth prospects? Strong growth rebound in the near-term

but most EMDEs lagging behind. Risks are tilted to the downside.

What are long-term growth prospects after the pandemic? More pronounced
growth slowdown over the 2020s, following multi-year reversals of income gains.

What are policy priorities? Control the pandemic; support the recovery while
safeguarding price stability and fiscal sustainability; implement reforms to ensure
green, resilient and inclusive recovery. Global policy coordination is essential!
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Select Publications by Prospects Group

» Global Economic Prospects — June 2021
(January and June)

» Commodity Markets Outlook — October 2021
(April and October)

* Global Monthly

» The Long Shadow of Informality — May 2021

* Global Productivity - July 2020

» Global Waves of Debt - December 2019
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Questions & Comments
Thanks!

M. Ayhan Kose
akose@worldbank.org
September 2021

www.worldbank.org/prospects
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