=l 8 R & &

R - 7T RFEFHEERREL

202145K

2R BAA
IMF7 7 AN =&


Presenter
Presentation Notes
Title page



ZHRMERBELIEITELTLAHD, BEXHEXR

GDP e R K = DR
RaELIdhE ch #8975 GDPiE 4 1/ o« DAILADEIR, TIFUDER
(7%= 2019=100) (EHETDGDP 7 HI#EL L E L /=R DE. %)
202041 F mHASREAEE BFEo O EE » BEBREDFEIE
115 0
o - sumnoER
M _2
1o —20214 17 BUR
--20214F4 7 4 ¢« DOFUDEEEAZN—YLTIER
105 D hnsE
Z -6
100 o WRIRIZIEC=BUR IR E
-8
~ « PHANGHMBREAZERETSD
95
-10 S — /E
» BN ERIRIEZHER. EffS& LE
90 12 *XiE
2019 2020 2021 2022 R FEE HEhizE KRS &LE

AT IMF [ REFZEL], MFARYITERE
1/ BT SDEE& MBI IL—T 2D T, BHENS4FEZDEEGDPEEHFIIZHEIN TV -REB O T AHENDEERL TS, 1



Presenter
Presentation Notes
It is now 1 year since Covid-19 was declared a global pandemic, a year of terrible loss of lives and livelihoods. However, thanks to vaccines there is now hope of defeating this pandemic. The global outlook has also improved since our January forecast. We are upgrading growth for 2021 and 2022. 
The recovery is partial with significant medium term losses of 3%, but thanks to large policy support these losses are smaller than after the GFC. But, unlike the GFC when AEs had the largest output losses, this time emerging markets and low income countries are projected to suffer larger losses risking a Great Divergence.
Uncertainty remains high on virus and vaccine dynamics, on effectiveness of policy support, and evolution of financial conditions. 
policy priorities include: Accelerating vaccine rollout, continuing tailored policy support anchored in MTFF; maintaining accommodative financial conditions including support to LICs. 
I will first start with describing recent developments, before moving to projections and what needs to be done. 
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Presenter
Presentation Notes
Progress on beating back the pandemic is mixed. After a serious second wave in AEs particularly, cases and deaths have come down but still remain high and in some countries case numbers are increasing. 

Unfortunately, vaccinations are progressing at very different speeds, with good progress in some countries, like Israel, UK and US, limited to no progress in other parts of the world especially LICs. 

Vaccines, on the other hand, are doing their job. For example, after vaccinations started in Israel infections have fallen off much faster for the older population who were the first to get vaccinated. 
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Presentation Notes
In the case of economic activity we see continued strength quite broadly in industrial production, despite mobility worsening. 

In line with this the recovery in merchandize trade remains strong. 

Services activity is doing less well especially in the EA where services contracted following the second wave. (30 sec)
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Presentation Notes
Oil prices have had a roller coaster year, and now exceed Jan 2020 levels following optimism about growth and OPEC decision to maintain supply cuts. Volatility in oil markets is expected to stay high. 
Despite the recent rise in commodity prices, inflation remains broadly contained across all income groups, but there are exceptions like in Argentina and Turkey where inflationary pressures are high.
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Presenter
Presentation Notes
The recoveries owe much to considerable policy support with particularly outsized support in advanced economies. Above-the-line fiscal support in the G7 is more than 4 times their support during the GFC. 
Below the line measures have also worked. Measures like credit guarantees have supported credit growth. 
We estimate that in the absence of policy support, the collapse in GDP in 2020 would have been 3 times as large. 
[The middle chart shows the difference in bank lending between low and high capitalization banks (derived from regressions that control for a variety of factors; the black intervals are statistical confidence intervals). The horizontal axis shows the quarters around the announcement of government credit guarantees with t=0 being the announcement date. Low capitalization banks increase their lending significantly more than high capitalization banks in t=0 and t=1. This is consistent with credit guarantees being successful in stimulating lending. The idea is that low capitalization banks are more constraint in their lending activities by their capital levels and therefore respond more to credit guarantees which help them preserve capital. Meanwhile, for high capitalization banks, credit guarantees would be less important since they are less constraint by their financial situation.]
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Presentation Notes
Financial conditions remain broadly accommodative. EM spreads remain low, with some exceptions especially in frontier markets. 

Recently, expectations of faster recoveries in the US and inflation risks have led to a rise in yields in EMs and reversals in portfolio flows. 

This raises risks of taper tantrums like happened in 2013. It is important to bear in mind that most EMs are running significantly smaller current account deficits as compared to 2013. 
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Moving next to projections. Our baseline assumptions are that: 
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Presenter
Presentation Notes
Global growth is estimated at -3.3% for 2020, which through a happy coincidence is exactly what we had projected a year ago. Growth is projected to rebound to 6% in 2021 and moderate to 4.4%. 

The upgrade for 2021 is mostly driven by AEs and is a consequence of additional fiscal support in the US and of a vaccine-powered strengthening of activity later in the year. 

Within AEs we have multi-speed recoveries, with the US powering ahead. 
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Presentation Notes
For EMs growth rebounds from -2 to 6.6% in 2021 and 5.0% in 2022. Overall revision is small: slightly faster recovery in India and for commodity exporters as oil prices rebound. Here again we have multi-speed recoveries with China pulling ahead. 
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Presentation Notes
In Asia, growth is projected to rebound from -1.5% in 2020 to 7.6% this year. China and India are expected to be the largest contributors to growth In Asia.  Tourism dependent economies including Thailand are expected to experience a slow recovery.
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Presenter
Presentation Notes
Based on these projections, EMs and LICs face bigger per capita income losses relative to the pre-Covid trend as shown in the left graph. 
This is leading to 95  million more expected to enter extreme poverty, and similar increases in the under-nourished . 
We are also not out of the woods. Risks remain high with significant upside and downside risks tied especially to how fast we can beat back the pandemic. 
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Presentation Notes
What needs to be done. First and foremost need coordinated action to address vaccination challenges. 
The vaccine industry is attempting to produce 3 times the amount of vaccines it produces in a normal year. Not surprisingly production is struggling to meet targets. 
There is also tremendous inequity in access to vaccines, with high income countries with 16% of the world’s population having pre-purchased 50% of doses. 
Countries will have to work together to prevent vaccine wars. Coordinate to address production difficulties and input scarcity. Mechanism to redistribute vaccines, adequate financing for poor nations. � 
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Presentation Notes
Need to address unequal recoveries in labor markets. Young and low-skilled remain harder hit in both AEs and Ems, as do women in EMDEs. Sectors more vulnerable to automation have experienced significantly greater employment losses than other sectors and automation is expected to accelerate. Pandemic likely to lead to some permanent job losses, which will require reallocation of workers. 
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Presentation Notes
As the WEO analytical chapter shows worker reallocation across sectors and occupations is more likely after an unemployment spell, but it comes at a high cost, as average earnings fall for those who switch. Appropriately calibrate mix of job retention policies and worker reallocation policies to minimize scarring. 
Job retention measures best when containment measures are in place to preserve viable matches and they should be targeted to those most affected.
As the pandemic is durably beaten back, switch to reallocation policies alongside targeted hiring subsidies, retaining and reskilling. 
For informal workers cash transfers will be needed to preserve livelihoods during the pandemic
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We expect inflation pressures to be contained in most countries for 3 reasons. Negative Output gaps are still sizeable pointing to significant slack in the labor market. Second, the sensitivity of inflation to slack has declined substantially over time (globalization, automation, rising market power). Third, inflation expectations remain well anchored. (ER pass-through declined). In Ems Erpassthrouhg into inflation has declined over time. 
There are exceptions: Argentina, Brazil, Turkey



In addition to the considerable amount of slack in the economy, the persistence of pre-pandemic structural changes in economies (due to globalization, declining workers’ bargaining power, automation) has also helped to keep inflation as well as inflation expectations anchored.
Although there has been significant easing of monetary policy during the crisis, there has also been a trend decline in the sensitivity of inflation to monetary expansion.
1-year ahead inflation expectations are below target in most countries; and even over a three-year horizon (which is a horizon at which forecasters incorporate the effects of policies), inflation expectations seem to be either anchored or shifting downward, like in the case of the euro area. Recent concerns about high inflation from the proposed U.S. stimulus seem thus far premature/misplaced: longer term inflation expectations in the US appear in fact are well anchored.
When we look at inflation and employment dynamics during the crisis in the context of the Phillips curve, we see that their recent movements (during the first four quarters of the pandemic) are well within the range of historical developments, both in the US and the Euro area.
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Divergent recoveries across countries could lead to unexpected policy spillovers. 
The US ARP is expected to have a net positive effect on global growth with especially positive spillovers to its main trading partners CAN and MX, but could have negative spillovers through rising interest rates for some countries. 
As the spillover chapter highlights, all increases in rates are not the same. An increase in 10-year US Treasury yields of 50 basis points as a consequence of positive US employment surprises produces significantly lower increases in short-term bond yields and term premia and significantly more portfolio inflows in Ems as compared to a similar increase in US yields driven by surprise US monetary policy tightening. 
Policy responses in EMDEs should be tailored to the nature of the shock and country circumstances including the size of their trade with the US. ER flexibility can help absorb gradual increase in rates, while FXI, CFM can be used in responses to tantrums in countries with shallow FX markets. Preparing early helps: Hedging instruments, maturity extensions; SDRs FCL (where eligible).
US Fed – continue to provide clear forward guidance on its policies to avoid tantrums
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Fiscal support is projected to decline as it should with recoveries, but given the uncertainty governments should be ready to flexibly adjust in a tailored fashion. At the same time, country debt levels have increased sharply, and most will have high financing needs and many countries especially LICs are at risk of high fiscal distress. 

Countries can manage the risks by anchoring short term support in medium term fiscal frameworks, including measures that raise revenues alongside rationalizing spending (VITOR). For some countries outright debt restructuring will be needed. 
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Presenter
Presentation Notes
Measures will be needed to minimize scarring. Remedy the loss in education suffered by students everywhere, and especially in Ems and LICs. Measures to address increase in liquidity and insolvency risks likely to rise sharply as support is withdrawn. Investment has bounced back sharply but levels were unsatisfactory before this pandemic. 
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Presentation Notes
To prevent catastrophic climate change, a substantial ramp up of investment, additional 600 b USD a year according to the IEA, both by the public and private sector are needed over the next decade. Appropriate carbon prices will also have to play a role. Most carbon prices are nowhere near where they should be. We need to bridge the digital divide through greater digital infra investment in low and middle income countries. 
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Covid Recovery Paths:
Major economies' GDP projections
(Indexed to 100 at Year 2019, WEO)
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Covid Recovery Paths: Asia economies' GDP projections

(Indexed to 100 at Year 2019, WEO)
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