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The long-term social and economic consequences of Covid-19 are uncertain. This
column provides a preliminary assessment of the variation in costs across countries and
regions, and suggests that developing economies will suffer the most lasting damage.
The pandemic has exposed the differential capacity of governments to mitigate health
and economic crises and to allocate scarce resources efficiently, while some labour
market structures have inhibited government efforts to attenuate the pandemic’s impact –
impediments that will also shape comparative recoveries. 

According to the IMF´s latest World Economic Outlook (WEO April 2021), the pandemic
recession is the deepest since the end of WWII, with a 3.5% output contraction in 2020,
which represents a 7% loss relative to the IMF´s 3.4% growth forecast back in October
2019. More importantly, the consequences of the shock will likely be long-lasting. While
the medium-term costs are still uncertain and vary significantly across countries, it is safe
to say that developing economies will suffer the most. Whereas the IMF projects that the
world GDP will be 3% lower in 2024 relative to the no-Covid scenario, the number
doubles to 6% for the developing world despite the fact that the shock, as measured by
Covid-related deaths, was more muted in low-income economies. In a recent paper (Levy
Yeyati and Filippini 2021), we run a preliminary assessment of these long-term costs by
countries and regions.

How big is big?

First, we compute the differences between the output paths for 2020–2030 projected
before and after the pandemic (the shaded area in Figure 1) and estimate its present
value discounting at a 0% real interest rate (a reasonably conservative assumption in a
context where real rates are negative for most developed countries). This yields a total
loss of about half of global GDP. 

Figure 1 Global GDP projections (in constant USD, index 2017=100)
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Next, there is the question of the fiscal stimulus (equivalent to 15% of GDP, according to
the IMF fiscal monitor) without which the output loss in 2020 would have been much
steeper. How much of the economic impact of the fiscal unwinding is properly accounted
for in the revised growth projections (Beck et al. 2021), particularly given that a big part of
the stimulus (6% of the 15%) was below the line (loans, equity stakes, guarantees) with a
cost that is contingent on the speed and composition of economic recovery in each
country? There is no simple answer here. Moreover, we are ignoring potential bouts of
financial stress or debt restructurings in heavily indebted countries (Persaud 2021), as
well as the second wave of stimulus already in line for 2021 in many advanced
economies. All things considered, adding the full 15% of GDP as an indicative measure of
the cost of fiscal support does not look unreasonable. 

Third, there is the value of the excess deaths due to Covid-19. There is, of course, no
uncontroversial way to put a value on human life. For the sake of argument, we follow a
recent estimation for the US by Cutler and Summers (2020) that uses the ‘statistical lives’
value to place it between $10 million and $7 million per life. If we take the considerably
more conservative $5 million per life, acknowledging that the statistical value may vary
across countries, the cost related to the global cumulative deaths registered so far
amounts to 16.9% of global GDP.

Fourth, we address education losses. School closures translate into a loss of human
capital through a decline in both effective hours of schooling and retention ratios (Burgess
and Sievertsen 2021). At a global scale, school closures affected 1.6 billion students at
the peak of the pandemic (World Bank 2020b). Azevedo et al. (2020) estimated the
lifetime loss in labour earnings for the affected cohort at $10 trillion, or roughly 12% of
global GDP. 

Table 1 Economic costs of the Covid shock (% of GDP)
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There are many other, harder-to-quantify losses: job and firm destruction (with its
concomitant loss of job-specific human capital and the firms´ social capital and know
how), untreated/undiagnosed illnesses, and psychological losses from social distancing,
which can only be conjectured at this point. At any rate, taking all this into account, our
estimated cost of the pandemic, roughly equal to 100% of global GDP in 2019 (see Table
1), should be regarded as a fairly conservative lower bound.

In a sea of averages, the dwarfs drown

In a recent paper, Deaton (2021) highlights something of a silver lining. For all the
relevance of superior initial conditions (state capacity, labour formality) to cope with the
Covid shock in advanced economies, the output loss (as measured by the difference in
growth projections before and after Covid) was larger in the developed world than
elsewhere: 2020 output losses are slightly larger for high-income countries due to the
higher virulence (so far) of the Covid shock in advanced economies.

Figure 2 Growth revisions and per capita income (areas proportional to population;
advanced economies in red)



4/7

However, judging the relative costs solely by the 2020 downturn could be misleading, as it
ignores the differential recoveries (Fornaro and Wolf 2021) and, more generally, the fact
that many Covid-related costs will be long lasting. For starters, the comparison already
changes significantly once we account for the fact that richer economies will likely recover
better and faster this year and the next. Downward revisions to growth in 2021 and 2022
clearly favoured the global north.

Figure 3 Revisions to per capita GDP growth (Jan-2020 vs. Apr-2021 WEO forecasts,
percentage points)

Reasons are not hard to find: better state capacity, stronger labour markets, preferred
access to vaccines and, last but not least, larger fiscal packages funded by the issuance
of debt at negative real rates, as we have noted here before. The pandemic, besides
highlighting the traditional problem of the differential fiscal space to cope with the crisis
via fiscal stimuli, revealed two other equally critical aspects: the capacity of governments
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to buffer the health and economic effect and prioritise and allocate its scarce resources
efficiently, and the crucial role played by the labour market structure in inhibiting the
government effort to attenuate the impact (Levy Yeyati and Valdes 2020). All of these
handicaps will be at play in the comparative recoveries (Cárdenas et al. 2020). 

To illustrate how these losses compare across countries and regions, in Filippini and Levy
Yeyati (2021) we run the previous Covid cost accounting by country and find that, even if
the immediate output loss in 2020 was larger or smaller for developed countries than for
advanced economies, that difference – and the absolute cost of the crisis – are dwarfed
by the estimated ten-year loss. Predictably, the negative relation between the country´s
income and Covid losses changes sign: both globally and within rich OECD countries,
poorer countries fare worse.

Figure 4 Economic costs, ten-year window (areas proportional to population; advanced
economies in red)

Source: Author’s calculation.

The regression coefficients also change sign. The relationship between the country´s
income and Covid have a coefficient of -0.57 (t = -2.16) when considering only the short-
term impact (2020); when we look at a longer horizon that includes the recovery path
(2020-30), the coefficient turns positive and significant: +13.43 (t = 2.00). This result is
robust to running a population-weighted regression, excluding China, or adding the fiscal
stimuli. On the latter, the relationship strengthens when only below-the-line measures are
considered (coefficient: +14.06, t = 2.19) and softens marginally when including the full
stimulus (coefficient: +12.73, t = 2.33) reflecting the fact that advanced economies had a
substantially larger above-the-line (debt-funded) fiscal response.

There are other, even harder-to-quantify factors that should be added to this account: job
and firm destruction (with its concomitant loss of job-specific human capital and the firms´
social capital and know how), untreated/undiagnosed illnesses, and the psychological
loss of social distancing. At any rate, the data indicates that the estimated global cost of
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the pandemic in Table 1 (roughly 100% of GDP) is likely to be a lower bound, and that the
negative correlation with income is probably stronger than the one suggested in Figure 2
and Table 1. 
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