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1.7. Recent developments 
and prospects of the global 
economic activity

Aristotelis Koutroulis

The global community is undergoing an unexpectedly 

large public health crisis due to the rapid spread of the 

COVID-19 diseace worldwide. The loss of thousands 

of lives, the large number of patients in critical condi-

tion, the feelings of insecurity and sympathy for those 

suffering dominate the mind and the soul of every hu-

man being. Beyond human tragedy, both the virus and 

the measures being implemented to limit its spread are 

expected to have a huge impact on global economic 

growth. 
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1.7.1. Trends and developments in the global 
economy

Twelve years after the outbreak of the 2008 global fi-
nancial crisis, the world economy is challenged by a 
new crisis. This time around, the turmoil in global eco-
nomic activity is not the result of a malfunction or a 
failure of an economic sector. Today’s crisis is health-
related and linked to the spread of the COVID-19 
disea ce, which has taken the form of a pandemic.

COVID-19, commonly known as coronavirus, first ap-
peared in the Chinese city of Wunan in December 
2019. Despite the initial rapid spread of the disease 
among the people of that city and the high number of 
deaths, the unprecedented measures of the Chinese 
authorities in combination with the gradual decline in 
the rate of new cases led to the impression that the 
phenomenon would be limited to China. From this 
perspective, the initial forecasts of international or-
ganizations regarding the global economy were quite 
optimistic, suggesting that global GDP growth would 

TABLE 1.7.1  Real Gross Domestic Product1,2

(annual percentage changes)

 2019 2020* 2021*

 IMF ΕC IMF ΕC IMF ΕC

World economy 2.9 2.9 -3.0 -3.5 5.8 5.2

Advanced economies 1.7 : -6.1 : 4.5 :

USA 2.3 2.3 -5.9 -6.5 4.7 4.9

Eurozone 1.2 1.2 -7.5 -7.7 4.4 6.3

Japan 0.7 0.7 -5.2 -5.0 3.0 2.7

United Kingdom 1.4 1.4 -6.5 -8.3 4.0 6.0

Developing economies 3.7 : -1 : 6.6 :

Brazil 1.1 1.1 -5.3 -5.2 2.9 1.9

Russia 1.3 1.3 -5.5 -5.0 3.5 1.6

India 4.2 5.3 1.9 1.1 7.4 6.7

China 6.1 6.1 1.2 1.0 9.2 7.8

Sources: IMF, World Economic Outlook, (Chapter 1), April 2020, European Commission, European Economic Forecast, Spring 
2020.

* Projections.

Notes: 1. The observed differences between the available macroeconomic projections partly reflect the differences between 
the macro-econometric models and the data used by each international organization.
2. The sub-group of emerging economies is included in the group of developing economies.
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the gradual normalization of economic activity over the 
second half of 2020 is the most likely scenario (IMF, 
2020; EC, 2020b). Under this scenario, the annual rate 
of change in world GDP for 2020 is estimated to be 
close to -3% (see Table 1.7.1 above).

1.7.2. Inflation and Unemployment

The annual inflation rate in advanced economies is ex-
pected to decline from 1.4% in 2019 to 0.5% in 2020. 
With the exception of a certain number of oil-producers 
and sub-Saharan low-income countries, inflation will 
moderate in developing countries as well. The relatively 
low inflation rates worldwide reflect weakened economic 
activity, declining demand, and downward pressures 
on energy and commodity prices. The average annual 
inflation is projected to return to 2019 levels in 2021. 

Unlike inflation, recent developments on the employ-
ment front are a cause for concern. Indeed, compared 
to the 4th quarter of 2019, working hours at a global lev-
el decreased by 4.5% in the 1st quarter of 2020 which, 
assuming a 48-hour work week, amounts to 130 mil-
lion full-time jobs (ILO, 2020). For the 2nd quarter of 
2020 it is estimated that the corresponding decrease –
always compared to the 4th quarter of 2019– will reach 
10.5%, which is equivalent to 305 million full-time jobs 
(ILO, 2020).

Although the above figures cannot be interpreted as 
actual job losses, they are indicative of the fact that the 
downward trend of global unemployment has been re-
versed. IMF estimations regarding the average annual 
unemployment rates lead to similar conclusions (see 
Table 1.7.2). 

range between 2 and 3% (EC, 2020a; OECD, 2020a; 
and ECB, 2020).

The central scenario of the above predictions was refut-
ed very quickly with the virus spreading to all continents 
and taking, according to the estimates of the World 
Health Organization, the form of a global pandemic. De-
spite the chronologically and geographically asymmet-
ric spread of the disease, the vast majority of developed 
countries –including a significant number of developing 
and emerging economies– adopted and implemented 
a series of administrative measures to limit its spread 
(e.g., suspension of business operations, travel restric-
tions and international border closures). 

Despite the gradual return to normality since May, 
the aforementioned measures have caused dramatic 
reductions in household demand for services that re-
quire transportation and direct contact with the provid-
er (e.g., accommodation & catering services, rail/sea/
air passenger transportation, personal service activi-
ties, creative activities related to art and entertainment, 
etc.). On the supply side, the retail and tourism sectors 
have experienced the largest losses. 

Regarding tourism, OECD analysts estimate that the 
global tourism industry will suffer an annual decline of 
45 to 70 percentage points (OECD, 2020b). Given the 
growing dependence of the global economy on the 
tourism industry, the collapse of the latter is expect-
ed to have a large negative impact on global GDP. At 
a country-level, the effects will be proportional to the 
shares of the tourism industry in national production. 

According to the latest reports of the International 
Monetary Fund (IMF) and the European Commission, 

TABLE 1.7.2  Annual unemployment rates

 2016 2017 2018 2019 2020* 2021*

USA 4.9 4.3 3.9 3.7 10.4 9.1

Eurozone 10.0 9.0 8.2 7.6 10.4 8.9

Japan 3.1 2.8 2.4 2.3 3.0 2.3

United Kingdom 4.9 4.4 4.1 3.8 4.8 4.4

Brazil 11.3 12.8 12.3 11.9 14.7 13.5

Russia 5.5 5.2 4.8 4.6 4.9 4.8

China 4.0 3.9 3.8 3.6 4.3 3.8

Sources: IMF, World Economic Outlook (Chapter 1), April 2020.

* Projections.
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it is also true that expenditure overruns related to 
COVID- 19 and shortfalls in revenues will inflate budget 
deficits (see Table 1.7.3). In turn, inflated budget defi-
cits will increase governments’ borrowing require-
ments, thereby leading to a new wave of public debt 
with global dimensions. 

1.7.4. Global financial markets and monetary 
policy

The recent developments in the field of public health 
and the real economy have led to deteriorating finan-
cial conditions, creating ‘bottlenecks’ across interna-
tional money and capital markets. Stock markets were 
the first to be affected, with most shares registering 
significant losses. Pressures on corporate bond mar-
kets and freezing of commercial paper markets imme-
diately followed. 

The tighter credit conditions are directly linked to the 
shift of investors to safer investment positions such as 
government bonds. Specifically, international inves-
tors have exhibited a clear preference for safer gov-
ernment bonds (e.g., government bonds issued by the 
US and Germany). In turn, the weighting of investment 
portfolios in favor of low-risk government bonds have 
caused steep rises of bond spreads, thereby deterio-
rating the financing conditions of countries with high 

So far, government interventions in labour markets 
across the globe (e.g., employment subsidies and 
other supportive measures) have managed to mitigate 
the effects of COVID-19 on employment. Neverthe-
less, most of these measures do not reach workers of 
the informal sector. This means that almost 1.4 billion 
workers of the informal sector who live in developing 
countries may suffer a dramatic deterioration of their 
living conditions (ILO, 2020). In that respect, the world 
might experience an increasing migration flow from 
less developed to developed economies. 

1.7.3. Fiscal policy and public debt

The combination of expansionary fiscal policy with neg-
ative changes in key macroeconomic variables is ex-
pected to add significant pressure on public finances in 
most countries of the world. Fiscal measures with an im-
pact on the expenditure side of public budgets include 
enhanced funding of national health systems, direct 
or indirect subsidies to companies that have been 
forced to suspend their operations, various forms of 
employment subsidies and financial assistance to eco-
nomically vulnerable groups of the society. Measures 
with an impact on public revenues include various 
forms of tax relief for businesses.

While it is widely agreed that expansionary fiscal pol-
icy is absolutely necessary at the current juncture, 

TABLE 1.7.3  General government overall fiscal balance and debt
(Percent of GDP)

General government overall fiscal 
balance (Percent of GDP)

General governmnet debt 
(Percent of GDP)

 2019 2020* 2019 2020*

World economy -3.7 -9.9 83.3 96.4

USA -5.8 -15.4 109.0 131.1

Eurozone -0.7 -7.5 84.1 97.4

Japan -2.8 -7.1 237.4 251.9

United Kingdom -2.1 -8.3 85.4 95.7

Brazil -6.0 -9.3 89.5 98.2

Russia 1.9 -4.8 14.0 17.9

India -7.4 -7.4 71.9 74.3

China -6.4 -11.2 54.4 64.9

Source: IMF, Fiscal Monitor, April 2020.

* Projections.
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of international trade volume is expected to fall by 11 
percentage points (see Table 1.7.4).

The substantial declines in global economic activity 
and trade have inevitably led to a fall in international 
fuel and commodity prices. Due to traffic and passen-
ger restrictions, the downward pressure was particular-
ly strong in the case of oil, which reached a record low 
of $ 23 per barrel in April 2020. On the contrary, gas 
and coal prices fell slightly due to limited changes in 
household demand for heating. The reductions in the 
international prices of basic metals were mild, while the 
prices of food products have remained relatively stable.

Against the backdrop of weak economic activity, the 
average annual prices of fuel and commodities during 
2020 are expected to decline by -40% and -5%, re-
spectively (World Bank, 2020).
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public debts. The very same willingness of internation-
al investors to reduce the risk level of their portfolios 
has led to a massive capital flight from developing to 
developed economies (IMF, 2020c). 

Owning to the experience gained after the global finan-
cial crisis and thanks to the new regulations regarding 
capital adequacy ratios, systemic banks in advanced 
economies have showed remarkable resilience so far 
(IMF, 2020c). Nevertheless, banks, financial markets 
and the real economy are communicating vessels. A 
combination of lower profitability rates with higher ra-
tios of non-performing loans may reduce the capacity 
of banks to extend credit to small and medium-sized 
enterprises and households. 

To avoid a vicious circle caused by a lack of liquidity 
and to alleviate market concerns, most central banks 
have adopted an extremely loose monetary policy. 
However, with key interest rates marginally higher than 
zero, monetary authorities have exhausted their con-
ventional tools. Under these circumstances, resorting 
to incompatible instruments and supplying the econ-
omy with sufficient liquidity seems the only way to re-
store financial stability.

1.7.5. World trade and commodity prices

After a year of sluggish expansion, international trade 
(goods and services) is set to contract sharply in 2020. 
Disruptions in global supply and demand are expect-
ed to have a stronger impact on international trade 
during the first half of 2020. Though a small rebound of 
economic activity is forecast for the next months, the 
prospects of international trade remain negative for the 
second half of 2020. Overall, the annual rate of change 

TABLE 1.7.4  World Trade Volume
(annual percentage changes, goods and services)

 2019* 2020** 2021**

Volume of international 
trade - goods and services 

(annual percentage changes)

0.9 -11 8.4

 Imports Exports Imports Exports Imports Exports

Advanced economies 1.5 1.2 -11.5 -12.8 7.5 7.4

Developing economies -0.8 0.8 -8.2 -9.6 9.1 11.0

Source: IMF, World Economic Outlook (Chapter 1), April 2020. 

* Estimations, ** Projections.
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