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Part I: Differences Across Countries

* Health & economic impacts of the pandemic have spread
to virtually every part of the globe:

* 188 countries & territories,
* though not Samoa.

* Severity has varied widely,
* across continents and across countries,

* and not always in ways that one might have predicted.
* |[t’s not too early to draw some lessons.

 Surprisingly, death rates have apparently been worse in the US & Europe
than among many Emerging Market / Developing Economies (EMDEs).

* But economic impacts will be more extensive among EMDEs.

* The policy trade-off between health & the economy is illusory.



No sigh of a trade-off between economic growth & health.
To the contrary.

Economic decline in the second quarter of 2020 vs rate of confirmed deaths Our World
due to COVID-19

The vertical axis shows the number of COVID-19 deaths per million, as of August 30. The horizontal axis shows the
percentage decline of GDP relative to the same quarter in 2019. It is adjusted for inflation.
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Mote: Limited testing and challenges in the attribution of the cause of death means that the number of confirmed deaths may not be an accurate
count of the true number of deaths from COVID-19. Data for China is not shown given the earlier timing of its economic downturn. The country
saw positive growth of 3.2% in Q2 preceded by a fall of 6.8% in Q1.



Of the G-20, India’s economy was the worst-hit in Q2,
followed by UK, Spain & Mexico. China & Korea did the best.

2020Q2 April-June GDP growth

(quarter on quarter, percent, non-annualized)
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Peru’s recession has been even worse than Spain & UK;
while Taiwan has suffered the least, followed by South Korea.

Economic decline in the second quarter of 2020 of 38 countries

The percentage decline of GDP relative to the same quarter in 2019. It is adjusted for inflation.
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Why the differences across continents?

* Why has Latin America been hit so badly (= % global deaths)?
* Big densely populated cities, informal workers, internal migrants;
* |Inequality, inadequate public health systems.

* Why have East & SE Asia & the Pacific done the best?

* In part: cultural willingness to wear masks or quarantine;

* Recent experience with epidemics => good habits of response; took it seriously.
* E.g., Samoa, which experienced a measles epidemic in 20109.

* Vs. Western Hemisphere & Europe.

* Why has Africa apparently done relatively well?
* Low population density;
* Young population;
* Again, experience with epidemics => habits of response.



Why the differences within continents?

 Air hubs are hit 15t (Milan, London, NYC, Johannesburg).

e Within Latin America, 3 doing esp. badly: Brazil, Mexico, & Nicaragua.
« Why? Poor political leadership.
* The 3 presidents deny seriousness of the coronavirus,
e discourage testing & mask-wearing.
e Vs, e.g., Uruguay has done it right
* => many tests, few cases.

e But then, Peru suffering badly
e and yet it is hard to say what it has done wrong.

* Within Europe:
* UK leadership did not take the situation seriously enough. UK has done poorly.
* Vs. Germany’s leaders did take it seriously. Has done well.



Possible lessons for policy, so far in the pandemic

* Countries suffer worse, overall, where governments
downplay Covid-19,
* e.g., suppressing statistics, failing to promote masks & testing,
or shutting down late & re-opening early,

* whether for economic or political motivations.

* The presumed trade-off between protecting health
and protecting the economy is illusory,
* despite the beliefs of many political leaders.



Part Il:
Economic impact on EM & Developing Economies

* The economic outlook is overall worse in EMDEs,

* Besides direct health impact, they have lost exports (esp. oil & tourism)
* & remittances.

* They lack the fiscal space to respond,

* relative to the US & Europe which have been able to respond
with unprecedented fiscal spending & monetary expansion.

* Initially (Feb. 20-March 16) global investors switched to “risk off”
e and pulled out of EMDEs.

* EM asset prices recovered in spring/summer,
* spurred by aggressive Fed easing.

* But how long before the financial environment turns against EMDEs?



The historic 1970-2019 downward trend in global poverty
levels is now reversing.

Rising levels of poverty
The crisis could push tens of millions of people back into poverty.

The number living in poverty
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Source: World Bank Povcalnet.
Note: Poverty line defined at 2011 PPP $1.9/day. Scenarios are based on contraction in per capita household
consumption. Figures exclude Afghanistan, Cambodia, Eritrea, and Somalia.

"COVID-19: Without Help, Low-Income Developing Countries
Risk a Lost Decade,” IMF, Aug. 2020

https://blogs.imf.org/2020/08/27/covid-19-without-help-low-income-developing-countries-risk-a-lost-decade/



Difficulties financing deficits among EMDEs

Fiscal response less in Low-Income vs. Advanced Economies.
High debt & high spreads limit fiscal space.
Capital outflows followed February 2020 shock. “Risk off.”

Downgrades of sovereign debt.

Official flows have helped.

S L S A

Many EMDEs need more debt restructuring.



1. While the spending response in Advanced Economies
has been massive, Low-Income Countries lack the fiscal space.

[
Cash injections

Governments' fiscal response to covid-19
To July 2020, % of GDP
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The Economust “A sigh of relief, a gasp for breath,” The Economist, August 1, 2020.



https://www.economist.com/finance-and-economics/2020/08/01/in-emerging-markets-short-term-panic-gives-way-to-long-term-worry

The spending that Low-Income countries have managed in response,
has been focused on the health sector. Less fiscal support.

COVID-related fiscal support measures
Low-income developing countries could afford less fiscal support

than advanced and emerging economies.
(in % of 2020 GDP, PPP GDP-Weighted)
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Source: Policy Responses to COVID-19 database (IMF).
Note: Fiscal Support refers to above-the-line or on-budget measures announced with a high likelihood of
passage/implementation,
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2. Little space to run deficits,
among those EMDEs that entered
2020 with high Debt/GDPs &

that saw higher sovereign spreads
when the Covid-19 recession hit.

“COVID-19 Response in Emerging Market Economies:
Conventional Policies and Beyond,” IMF blog, Aug. 6, 2020

A worrisome lack of fiscal space
One-third of Emerging Market Economies have limited or no room

for fiscal policy to counter a prolonged crisis.
(EMBI bps in log scale; percent)
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Sources: Bloomberg; WEO live; VE database; and IMF staff calculations.

Note: EMBI changes account for the period 1/1/2020 - 7/10/2020. Colors of dots represent fiscal space
assessments. Fiscal space is defined as the room for undertaking discretionary fiscal policy relative to existing
plans without endangering market access and debt sustainability.
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3. Portfolio outflows from EMs when the Covid-19 crisis hit
exceeded outflows in the 2008 GFC or 2013 Taper Tantrum

Portfolio flows, USD bn

s=GFC (Sep, 2008)
20 r == OVID-19 (Mid-Feb, 2020)
==Taper Tantrum (May. 2013)

-20

-40

-60

-80

-100

6/15/2020

-120 Gt
0 20 40 60 80 100 120
Days after shock

G20 High-Level Ministerial Conference: Tackling the COVID-19 Crisis — Restoring Sustainable flows of Capital
and Robust Financing for Development, 8 July 2020, Session Il Issues Note, Figure 1B. Data Sourc3: IIF



“Risk off” — Perceived volatility rose sharply from Feb. 20 to March 16, 2020.

FRED -~ — cBoE volatility Index: VIX 2010 — Oct. 2, 2020
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http://fred.stlouisfed.org/graph/?g=wrY5

Since March, EM asset prices
have recovered too.
But can it last?

“A sigh of relief, a gasp for breath,”
The Economist, August 1, 2020.

On the mend
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https://www.economist.com/finance-and-economics/2020/08/01/in-emerging-markets-short-term-panic-gives-way-to-long-term-worry

4. Downgrades of sovereign debts in 2020 exceed
1982 intl.debt crisis, 1997-98 Asia crisis, 2008-09 GFC, etc.

Chart 2

Sovereign debt downgrades

A surge in rating downgrades in 2020 has surpassed peaks in previous crises.
(three-month sums of share of sovereign downgrades, 1980—2020)
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5. When the EMDEs lost private capital inflows,
official flows helped.

Chart 1

Multilateral lifeline
Quick funding by multilaterals helped offset a collapse of government
revenues and the withdrawal of private capital.

(billions of dollars)
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Source: Horn, Sebastian, Carmen M. Reinhart, and Christian Trebesch. 2020. "Coping with
Disasters: Two Centuries of International Official Lending,” NBER Working Paper 27343,
National Bureau of Economic Research, Cambridge, MA.



https://www.imf.org/external/pubs/ft/fandd/2020/09/debt-pandemic-reinhart-rogoff-bulow-trebesch.htm

Pandemic lending breakdown
IMF financial assistance so far has focused on emergency

financing and precautionary lending tools.
(approved amount, in billions of SDR)

New arrangement, 8.6 [_ Augmentation of existing

arrangement, 0.8

The IMF has provided financial assistance to
about 80 countries as of September,
mainly through emergency lending
and precautionary lending tools.

Source; IMF.
Note: As of August 26, 2020. FCL: Flexible credit line. RFI: Rapid financing instrument. RCF: Rapid credit

facility.

I IMF Lending During the Pandemic and Beyond, IMF, Sept. 17, 2020


https://blogs.imf.org/2020/09/17/imf-lending-during-the-pandemic-and-beyond/?utm_medium=email&utm_source=govdelivery

6. G-20 in April offered to suspend bilateral official debt payments,
for world’s 73 poorest countries: DSSI. But much more is needed.

* Suspension is not the same as debt forgiveness.

 To what extent does that include China’s loans?

* “Transparency.” Carmen Reinhart found China is largest official creditor; surpassing
“the loan books of the IMF, World Bk & of all other 22 Paris Club govts” combined.

* As of Sept., China says it has struck agreements with half of 20 eligible low-income countries.

* The G20 moratorium doesn’t include private creditors.
* Indeed many debtors reluctant to take up G-20 offer, for fear they would lose mkt access.

* For that reason, only 42 countries have taken them up on the offer (as of Sept. 18),
* requesting deferrals = half what is eligible.
* And none have requested Private Sector Involvement, as of September.

* Inlate-1990s currency crises, PSI was made part of the rescue package in IMF programs;
e Similarly in 1982 intl. debt crisis, banks were “bailed in” rather than “bailed out.”
* Need restructuring of debt, public & private.

e Extend to middle-income countries.


https://voxeu.org/article/china-s-overseas-lending-and-looming-developing-country-debt-crisis

Summary

* |f you had guessed

°{
t
°

hat poor countries would suffer more Covid-19 casualties
nan rich countries, you would be mostly wrong.

hat there would be a trade-off between protecting health

and protecting the economy, you would be mostly wrong.

 But

if you guessed that the poor would suffer the greatest

economic impact, you would be mostly right.
 EMDEs have limited space for budget deficits & current account deficits.

* |n contrast, the US & Europe have been able to respond with
unprecedented fiscal spending and monetary expansion.



What else is to be done?

 EM/DCs need to be able export, to earn forex to service debts.
e But global trade has collapsed,

* due to worst tariff war

e & worst global recession

* since 1930s.

* The whole world is paying a cost for an absence of political
leadership and a breakdown in the multi-lateral order.



A full global economic recovery from the coronavirus pandemic may
take as much as five years, according to World Bank's chief economist,
Carmen Reinhart. (9/18)
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Appendix 1: Attributable deaths

1.1 Recorded deaths attributed to Covid-19 are an underestimate,
* judging by statistics on excess mortality.

1.2 U.S. mortality has been worse than Europe’s.

1.3 Countries that locked down early, did better.



1.1 Officially reported Covid fatalities
are an under-estimate of excess fatalities, even in the US
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Figure 1: Weekly fatalities due to Covid-19 as reported to CDC for weeks ending on indicated dates (black),
excess fatalities calculated as actual minus expected (teal), fatalities as tabulated by The Covid Tracking
Project/Atlantic (dark red). Light green shading denotes CDC data that are likely to be revised.

Source: CDC 9/5/2020 vintage, Covid Tracking Project/Atlantic accessed 9/10/2020 and author’s calculations.

Source: Menzie Chinn, http://econbrowser.com/archives/2020/09/are-us-covid-19-fatalities-declining-probably. Sept. 11, 2020



http://econbrowser.com/archives/2020/09/are-us-covid-19-fatalities-declining-probably
https://www.cdc.gov/nchs/nvss/vsrr/covid19/excess_deaths.htm
https://covidtracking.com/data/download

Excess mortality in 14 countries has run about 60% above reported Covid-19 death tolls.

Financial Times, May 2020 wwuw.ft.com/content/ebdssh7d-3386-4543-b2e9-0d5c6fac846¢

Death rates have climbed far above historical averages in many countries that have faced Covid-19 outbreaks

Number of deaths per week from all causes, 2020/ vs recent years: =/
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1.2 “The US excess mortality rate from COVID-19 is substantially
worse than Europe’s,” Janine Aron & John Muellbauer, VoxEU, 9/29/20:

* “The US has 4% of the world’s population but 21% of the global COVID-
19-attributed infections and deaths. ...[W]hen comparing excess
mortality rates, a more robust way of reporting on pandemic deaths,
Europe’s cumulative excess mortality rate from March to July is 28%
lower than the US rate...”

* E.Luce, FT, 2 Oct.:

* “America’s mortality rate is five times its share of the global population —
* & more than 200 x the per-capita death ratio in China where the pathogen originated.

* A recent study of excess mortality found the US had a 28 % higher death rate than
Europe, in spite of having
* afarlower population density,
* ayounger median age
* and three extra weeks to anticipate the pandemic.”


https://voxeu.org/article/us-excess-mortality-rate-covid-19-substantially-worse-europe

1.3 Countries that locked down early
suffered fewer Covid-19 cases subsequently.

Lockdowns reduced infections especially if adopted early.
(cumulated COVID-19 cases per thousand people)

2.5
= Countries that tightened lockdowns with high cases
2 e Countries that tightened lockdowns with low cases
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“COVID’s Impact in Real Time: Finding Balance Amid the
Crisis,” Francesco Grigoli and Damiano Sandri, Chapter 2

Sources: Oxford's Coronavirus Government Response Tracker, and IMF staff calculations. in IMF World Economic Outlook, October 2020.
Note: The lines denote cross-country averages. The shaded areas correspond to the interquartile ranges.




But lockdowns did bring a contemporary economic |oss.

More stringent lockdowns are correlated with sharper economic contractions.

o - 1. GDP Forecast Errors in 2020:H1 and Lockdown Stringency
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IMF World Economic Outlook, Oct. 2020, Ch.2, “THE GREAT LOCKDOWN: DISSECTING THE ECONOMIC EFFECTS,” Fig.2.1.



Appendix 2: US economic situation

e 2.1 Measuring unemployment
e 2.2 Financial markets

2.3 Debt/GDP



Official US unemployment at 7.9% in September. The “realistic” rate takes into
account that many furloughed workers have neglected to report as unemployed.

A rise in the full recall unemployment rate could indicate
longer-term labor market problems

Alternative measures of unemployment rate
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Eg# pIIE Note: Realistic unemployment rate refers to the adjusted unemployment rate for the unusual
ET| circumstances of a pandemic labor market. Full recall unemployment rate is the unemployment
rate if all workers on temporary layoff (above February 2020 level) were immediately recalled

to work and labor force participation increased in an amount consistent with the reduction in
unemployment.

Sources: Bureau of Labor Statistics: Macrobond: calculations by Jason Furman and Wilson Powell 1.

Source: Jason Furman
Oct. 2, 2020
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US asset prices have
recovered from their
Feb.-March plunge.

Risk assets have rallied as risk-premia compressed...

US Equities and Credit Indices
(Indexed to Jan 17, 2020)
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Tobias Adrian (IMF), “A global asset bubble in a weak world economy” at AEI, Sept.21, 2020



The fiscal response implies an unprecedented run-up in debt/GDP ratios.

The US can get away with it, because the S & US Treasury bills
remain the world's #1 safe-haven assets.

Federal Debt Held by Public Relative to GDP
1790 - 2019 and Projected 2020, 2021

Projected Coronavirus
2020, 2021 recession
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Source: Congressional Budget Office
EconoFact www.econofact.org
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