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1.6. International environment: 
Recent developments and prospects 
of the global economic activity 

Aristotelis Koutroulis

The global economy continues to recover. However, 
progress toward recovery is clouded by new sources 
of uncertainty and downside risks. Shielding the nation-
al economies from these risks requires international co-
operation and closer coordination of individual national 
policies.    

1.6.1. Trends and developments in the global 
economy

Following a sharp contraction of 3.4 percentage points 
in 2020, the world economy entered a phase of dy-
namic recovery with GDP growth rates estimated to 
range from 5.5 to 5.9 per cent in 2021 (see Table 
1.6.1). Increases in key components of demand (e.g., 
private consumption and investment), macroeconom-
ic policy support, favourable financial conditions and 
vaccination progress have all contributed to the recov-
ery of the global economy.

The rebound of economic activity has significantly 
improved the economic climate. Nevertheless, rela-
tive to pre-pandemic projections, global GDP in 2021 
is estimated to be 3 percentage points lower (OECD, 
2021; UN, 2022). Due to insufficient vaccination cov-
erage and limited fiscal space, output losses were 
particularly large in low- and middle-income devel-
oping economies (OECD, 2021). Countries featuring 
a poor productive base and/or a disproportionately 
high dependence on tourism have registered large 
output losses as well. 

Over the next two years, the world economy is expect-
ed to continue recovering. However, global growth 
momentum is set to lose steam amid a wide array of 
negative factors (e.g., demand-supply imbalances, 
remaining bottlenecks in the production and delivery 
of energy and other products, rising inflationary pres-
sures and the slowdown of economic activity in China 
and the US) (IMF, 2022). According to international or-
ganizations, the deceleration of the global economic 

recovery is estimated to range from 1.1 to 1.4 percent-
age points (see Table 1.6.1).

1.6.2. Inflation and Unemployment 

After a long period of sluggish inflationary pressures 
and low inflation expectations, the sharp rise in in-
flation over the past months took households, busi-
nesses, and analysts by surprise. Indeed, even in 
advanced economies, where monetary authorities 
place emphasis on price stability, inflation has moved 
beyond central bank targets. The problem is particu-
larly worrisome in the USA, where the average annual 
inflation in 2021 exceeded 4% (see Table 1.6.2).

The list of factors that served to aggravate inflationary ten-
dencies is comprised of supply-side bottlenecks, steep 
increases in the prices of energy and food products, and 
demand-supply imbalances. Looking ahead, inflation is 
estimated to remain high in most regions of the world 
(see Table 1.4.2). However, the gradual consumer de-
mand shift from goods to services along with produc-
tion normalization and tighter monetary conditions 
are expected to exert downward pressures on infla-
tion during the second half of 2022 (IMF, 2022).  

Regarding labor market conditions, statistical data 
give rise to a mixed picture. In several advanced econ-
omies, the evolution of employment appears to be 
more compatible with economic recovery. So, if cur-
rent trends continue over the medium term, it is ex-
pected that employment rates in most advanced econ-
omies will return to their pre-pandemic levels by the 
end of 2022 (see Table 1.6.3) (OECD, 2021). On the 
contrary, stagnant labor markets in developing econ-
omies, combined with faster growth rates of the work-
force, create negative expectations for the near future. 
The differentiation between advanced and developing 
economies partly reflects the limited fiscal space and 
the workforce’s low vaccination rates in most regions 
of developing world (UN, 2022).

So far, the improved conditions in the labor markets 
of advanced economies have not benefited all work-
ers equally. Specifically, in key industries of the ter-
tiary sector –tourism, travel services, catering and 
accommodation– the pandemic continues to restrain 
the recovery of productive activity and employment. 
Given that most jobs in these sectors are assigned to 
low-skilled and low-paid workers, this development 
deteriorates the living conditions of the most vulnera-
ble groups of workers, thereby sharpening social and 
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development, particularly influential were: (a) the slow-
down of demand for industrial products, and (b) the 
conditions of congestion that prevailed in the produc-
tion, delivery, and transportation of major intermediate 
and final goods. On the assumption that the situation 
in global industrial production will normalize and that 
there will be no further trade tensions between major 
economies, the growth rate of global trade in 2022 will 
range from 5 to 6% (see Table 1.6.4).

Regarding commodities prices, oil, natural gas and 
coal prices rose particularly sharply over the past 18 
months. While the energy price surge is driven by a 
common factor (rising demand coupled with sup-
ply-side disruptions), extraordinary circumstances have 
played a key role as well. Specifically, stronger than 
anticipated demand for electricity generation, oil ex-
traction and refinery disruptions were due to extreme 
weather in February 2021 and Hurricane Ida last Au-
gust added to international oil price pressures. Con-
cerning coal, very unusual incidents (floods in Indone-
sia and Australia the derailment of a train carrying coal 
in South Africa, strict pandemic-control measures in 
China) had similar effects on the international price of 
coal. As for natural gas, exceptionally high demand for 
liquidated gas from China, the low production of elec-
tricity by wind turbine generators based in Europe, and 
finally, Russia’s efforts to stockpile part of the pumped 
natural gas have all exerted upward pressures on gas 
prices (OECD, 2021).

According to the World Bank, prices for other commod-
ities rose as well. Specifically, historically large price in-
creases were recorded for tin (due to high demand on 
the part of manufacturers of electronics) and aluminum 
(due to reduced production in China). Concerning ag-
ricultural products, the average annual price increased 
by 23 percentage points in 2021. The peak of food 
prices reflects China’s rising demand for cereals and 
vegetable oil, increased prices of inputs used in ag-
riculture, and poor harvests due to adverse weather 
conditions. (World Bank, 2022).

1.6.4. Downside risks and international policy 
coordination 

After a severe economic crisis and two years into the 
Covid-19 pandemic, current economic trends and 
vaccination rates across the globe should have made 
each one of us more optimistic about the future. They 
have not. The global economy remains susceptible to 
several ‘old’ downside risks –extreme weather events 
due to climate change, increasing protectionism and 
geopolitical tensions. Moreover, new sources of un-

economic inequalities (UN, 2022). At the same time, 
several productive sectors in advanced economies 
are experiencing labor shortages (EC, 2021; OECD, 
2021; and UN, 2022). In general, the coexistence of 
unemployment and job vacancies resulting from the 
mismatch between skills and job opportunities is not 
a new phenomenon. However, economists have re-
cently observed an adverse change in the relationship 
between the unemployment rate and the number of 
job vacancies with the two variables moving upwards 
simultaneously. According to most analysts, this de-
velopment is attributed to changes in the behavior of 
consumers, businesses and workers caused by the 
pandemic (e.g., change in the composition of con-
sumer spending in favor of manufacturing products, 
rapid growth of online economic transactions, industri-
al automation acceleration, reduced geographical and 
sectoral labor mobility, etc.) (EC, 2021; OECD, 2021; 
and UN, 2022).

1.6.3. World trade and commodity prices 

In 2021, global trade improved remarkably with the rate 
of expansion exceeding 9 percentage points (see Ta-
ble 1.6.4). The strength of the rebound owns, primari-
ly, to the rapid increase of demand for manufacturing 
products during the first half of 2021. Unlike trade in 
goods, trade in services remained subdued due to the 
slow recovery of international tourism (World Bank, 
2022).

Global trade expansion began to decelerate in the sec-
ond half of 2021. Among the factors contributing to this 

TABLE 1.6.4  World trade volume
(annual percent changes, goods and 
services)

  2020 2021* 2022** 2023**

IMF -8.2 9.3 6 4.9

OECD -8.4 9.3 4.9 4.5

WB -8.2 9.5 5.8 4.7

UN -8.3 11 5.7 4

Sources: IMF, World Economic Outlook Update, 
January 2022; OECD, OECD Economic Outlook (Vol. 
2022/2); United Nations, World Economic Prospects 
and Situation, January 2022; World Bank, Global Eco-
nomic Prospects, January 2021.

* Estimations, ** Projections.
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certainty and risks —supply bottlenecks, high energy 
prices, rising inflation, and deteriorating financial con-
ditions— put additional pressure on an already fragile 
recovery.

With public deficits and debts in several economies 
at record highs and monetary policy reaching its lim-
its, most governments have no policy space to shield 
their economies from the new and old risks. Against 
this background, national fiscal and monetary author-
ities across the globe are expected to coordinate their 
policies. However, as detailed in the reports of inter-
national organizations, designing and implementing 
a global policy architecture that will mobilize govern-
ments towards cooperation while maintaining a bal-
ance between different countries’ national goals is quite 
challenging.  


