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The global 
economy





Disruptions in global production chains



Historic surge in US unemployment benefits



Car sales in China have fallen sharply
Monthly automobile sales (in 1,000 units)



A piece of good news: less pollution, but it will be 
temporal





The global economic outlook has been shifting 
at lightning speed



Many negative credit actions have been taken 
by credit rating agencies due to COVID-19



• Very difficult to forecast economic growth under these 
circumstances: it has become a moving target.

• However, beyond the specific numbers, we are facing a global 
recession that hopefully will be short-lived.

• Measures to mitigate the economic impact of COVID-19 are 
unprecedent.

• Traditional macroeconomics (principally Keynesian) is not effective 
in these circumstances

• Services are taking the biggest hit, with manufacturing less affected.

• Policymakers in developed economies have acted quickly, learning 
for the experience of the Global Financial Crisis, however many 
policy interventions will eventually need to be reversed.

• Focus is shifting to recovery after the end of the lockdowns.

The global economy



Emerging 
markets



Emerging markets hit hard by Covid-19…



…and many are not well prepared



Capital outflows put pressure on exchange rates



In many EM, there is high dependency on 
commodity exports, which were hit hard



Tourism is very important in many EM…



…as well as remittances





Source: IMF





Ratings agencies are punishing Emerging 
Markets (EM) credits



We are we now?



• Uncharted waters

• Governments are making decisions at a very fast pace, 
without much time to think or plan

• There are difficult moral trade-offs

• The connection between public health and 
macroeconomics is not clear

• Macroeconomic policy discussions are focused on 
advanced countries

Where are we?





The three shocks



Three simultaneous shocks

Health Shock:
Coronavirus COVID-19

External Income Shock:
Commodity prices 

Tourism
Remittances 

Capital Markets Shock 



Commodity prices have taken a large hit









• It is a supply shock.

• It expands through both supply and demand channels.

• Traditional Keynesian fiscal policies have limited impact: 
there is demand, but many activities are shut down.

• Layoffs and bankruptcies will make the recuperation 
much slower.

• Fiscal policy can help, but not through the standard 
channels: it should focus on people and firms.

This time is different



Macroeconomic 
policies responses



• Coronavirus is a short-term situation, it is not a 
permanent shock

• There is the need to create all the short-term fiscal space 
possible

• Tax revenues are going down because of the measures 
to fight COVID-19 

• This is no the time to worry about prudential norms: 
credit rating, debt/GDP, fiscal deficit, etc.

• The objective is to mobilize the maximum amount of 
fiscal resources by borrowing all that is possible

Macroeconomic policies responses



• Short-term situation: borrow all that is possible with a 
maturity of around two years

• Domestic markets: monetary easing and central bank support
• International capital markets
• IMF and other International Financial Institutions (IFIs)

• Postpone all non-essential expenditures

• Oil importers should take advantage of lower prices: split 
the gains between government and consumers

• International Reserves are for emergencies: they should 
be used to support fiscal efforts such as loans to firms 
and credit lines to banks 

Creating maximum fiscal space



• Most important: support health system

• Provide short-term assistance to people and firms

• Help banks if needed through central banks 

• There is not time to design new programs, governments 
should use what it is in place i.e. cash transfers schemes

• Focus on the informal sector

• Use the banking system to support firms, i.e. provide 
partial guarantees for banks to lend for the payroll

Using the fiscal space



The International 
Community



• Recirculate the flight-to-safety money that is flowing to 
the US

• Quantitative Easing: buy IFIs and EM bonds

• Increase the number of countries with access to FED 
swap lines

• Expand the use of existing credit facilities, i.e. IMF Rapid 
Financing Instrument (RFI)

• Create an international fund to pay for testing, equipment 
and eventually vaccines

What should the international 
financial community do?


