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Foresight
ISI Foresight 2021 is the latest in our series of annual reports, providing a forward-looking 
perspective on the key issues and developments that are likely to shape the prospects 
of emerging markets in the year ahead. We draw on past and current events to form 
expectations about the future. Within this report you will find contributions from each of 
EMIS and CEIC.

About ISI Emerging 
Markets Group
ISI Emerging Markets Group incorporates CEIC and EMIS, renowned globally as the 
leading providers of data, analysis and research for the world‘s fastest growing and 
highest potential countries. For over 25 years, our businesses have gone out of their way 
to gather the very best data and analysis available for emerging markets. We believe we 
have a unique model that relies on local expertise and relationships, a quality assurance 
process that is second to none and the implementation of leading technology to deliver 
information in the ways our customers need it.

In November 2020, Montagu Private Equity acquired ISI Emerging Markets Group from 
CITIC Capital Partners and Caixin Global. If you would like to find out more about how 
we can help you with your emerging market information needs, please visit www.
isimarkets.com. For more information about our services: Macroeconomic data – access 
to unparalleled coverage of 195 economies around the world with a particular focus on 
emerging markets. Visit www.ceicdata.com. Company and industry information – data for 
over 4mn emerging market companies and detailed research and news analysis from the 
world’s best information providers. 
www.emis.com

CONTACT

editorial@isimarkets.com



Do you remember that 
exact moment when you 
realised that you are a 
witness to history in the 
making and that COVID-19 
is the event that would 
define our generation? It 
wasn’t only you, we all 
had it, at different times. 
At that exact moment the 

entire world seemed to 
stand still for a second.

And then it continued to turn, but everything was dif-
ferent. In a matter of minutes entire societies were 
down to basics – stocking on food, reconsidering 
household arrangements, health exposure and job 
security. Government officials came to the forefront 
and delivered much-debated announcements about 
policies, quoting metrics our life was now to be guid-
ed by. A ferocious, unknown and invisible common 
enemy has snuck up on us, upending our physical 
health, our psyche, our trust in our own government, 
our own communities. And while one would think a 
global pandemic would garner a global response and 
make it self-evident that we can and absolutely must 
act together to defeat the enemy with one blow once 
and for all, the reality that unfolded was a far cry 
from this.

The new circumstances triggered a fast and furious 
change of the business environment. All over the 
world contingency plans were being enacted and 
goals were being reevaluated. And on this global bat-
tlefield of words, data and opinions, employees be-
came the foot soldiers of business resilience and so-

cial responsibility. Our experience at ISI did not differ 
much. Being in the data industry, we were pushed to 
the limits by the hectic demand for faster and more 
relevant data and research. While on many occasions 
state institutions struggled to deliver even tradition-
al data timely, we had to focus on adding alternative 
data, scenario building, forecasting and nowcasting 
to our platforms to help our clients understand the 
processes that were underway in the world econo-
mies, keep pace with the dynamic environment, and 
take informed decisions. “Tell me what I need to 
know now, and give it to me quickly,” one client in 
India told me back in June 2020 and for me that is the 
essence of the leap we had to make. 

The human brain has the laudable capacity to adapt 
to any change, however dramatic it may be, as long 
as it becomes an accepted routine. As of the time I 
am writing this, it looks like the virus is here to stay 
for a while, but its health impact will, hopefully, be-
come less dramatic as mass vaccinations are already 
under way. From here on, we need to adapt our busi-
nesses to the new circumstances, uniquely affected 
by the pandemic, and to continue being aware of the 
important social and governmental moves that may 
overnight have a defining impact on our markets. It is 
not only risks, but also opportunities that transpire 
in such turnaround periods and our Foresight 2021 
aims to give you a look at them.
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Letter 
from
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Game Over, Game On

Letter from the Editor 

SLAVINA DAMYANOVA
Head of Editorial
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Editorial Voice

For this year’s edition of our ISI Foresight report we conducted a special survey among our clients and 
the general public to gauge their expectations for 2021 - the year that many of us hope will see the end 
of the pandemic.

Two out of three respondents believe that 2021 
will be a year of profound restructuring, while 
every third said next year will see a strong 
recovery. Only a seventh of the interviewees 
expect a deep recession next year.

Half of the respondents expect 
changes in the global balance 
of powers in the post-pandemic 
world. More than a third believe 
governments will continue to play 
an increased role in the economy 
in the future, while a fifth say the 
pandemic has added momentum 
to the deglobalisation, a trend 
expected to gain further traction.

HOPE was the most frequent choice of respondents when we asked them to de-
scribe their expectations for 2021 with one word. Encouragingly, an optimistic view 
is shared by more than half of the interviewees and only a quarter are pessimistic.

When we asked our clients to 
describe their expectations 
of 2021 with one number we 
received an overwhelmingly 
positive response with their 
anticipation for a global eco-
nomic growth with an unex-
pected consensus forming 
around the 3%-5% range. 
The prognoses for their line 
of business were more di-
vided as the pandemic has 

set apart completely new 
categories of industries, 
the resilient ones and those 
that suffer an immediate or 
delayed impact, as many 
forecast that the number of 
infected cases will approach 
100mn in 2021.

If you are to describe your expectations of 2021 with one WORD, which one would that be? 

In your opinion, 2021 will be a year of…

In your opinion, which of the larger economy changes in 2020 
will be here to stay in 2021 and beyond?

If you are to describe your expectations of 2021 with one 
NUMBER, which one would that be? 

Which of the changes you had to make in 
2020 would you like to keep in 2021?

HOPE

Deep Recession

Other

57.4%

24.1%

Profound
Restructuring

strong 
recovery

13%

5.5%

Work from home

Increased use of 
digital technology 

More family time

other

Healthier lifestyle

expect GDP growth
of 3-5%

expect economic
 decline to remain

9%

19%

13%

41%

9%

9%

Less consumption

expect growth
73% 24%

11%
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Editorial VoiceEditorial Voice

Winning
       the War

It was time for the next recession. Even 
before COVID-19, economic growth was 
slowing down and the yield curve was re-
versed. Central banks had already tight-
ened monetary policy and virtually all 
leading indicators signalled a looming 
downturn. However, the labour market 
was robust, inflation and inflation ex-
pectations were not much lower com-

pared to the average levels during 
the whole expansion period, capac-
ity utilisation was at normal rates, 
and there was no evidence that the 
global economy was overheating. It 

was more about expectations. Since 1857, 
when the US National Bureau of Econom-
ic Research (NBER) started to define the 
business cycle reference dates, the av-
erage length of expansion periods, from 
trough to peak, was 41.4 months. The 
expansion period that ended in February 
2020, according to the NBER methodology, 
lasted 128 months, the longest one ever. 
And it was time to end. But the trigger 
that ended the period of expansion was 
far from what we expected.

The business cycle has been an integral 
element of the modern economic history 
since the Industrial Revolution. Periods of 
contraction were preceded by expansions 
with a relatively stable and predictable 
periodicity and duration. The cycle stag-
es were mostly associated with the cy-
clical behaviour of the economic agents 
- households and companies. To a great 
extent, the business cycle stages have 
been determining the development of 
economic thought since then. The Great 
Depression in the 1930s gave birth to the 
Keynesian theory and the pivotal role of 
government spending to maintain aggre-
gate demand, which was then replaced 
by the monetarist interpretation of the 
“great contraction”. The oil price shocks 
in the early 1980s marked the beginning 
of the supply-side economics – the dom-
inant paradigm until recently that has 
led to what we know today as the “Great 
Moderation” era. The orthodox economic 
thought during that era was driven by the 
belief that inflation is the biggest threat 
to economic stability, that governments 
should balance their budgets and keep 
the deficit low, that public investments 
crowd out private ones, and that central 
banks have the exclusive power and re-
sponsibility to manage the business cycle. 
The government role existed, but it was 
limited and more supplementary to that 
of the central banks. 

This prevailing economic policy was not 
born out of ideology as some critics ar-
gued. Rather, it was a response to the 
economic reality and circumstances in 
that period. The business cycle stag-
es were driven by the debt cycles that 
were propelled by the monetary policy 
actions of the central banks. Low inter-
est rates boosted demand for credits 
and investment thus driving the eco-
nomic boom. The boom led to econom-
ic overheating and rising inflation, so 
central banks had to act by tightening 
the monetary policy, which ended the 
expansion and turned the economy 
into a contraction that lasted until the 
central bank lowered the interest rates 
again and thus reversed the cycle. By 
doing so, central banks were meeting 
their main, and in some cases like the 
European Central Bank their only, man-
date to keep the price stability. But the 
period of high inflation is over. 

Inflation in developed 
countries has been below 
central bank targets in 
the past decade

Over the last decade inflation in de-
veloped countries has been constantly 
below the central bank targets, even in 
the period of strong economic growth 
and historically low unemployment 
rates. Economic fundamentals and 
market expectations suggest that this 
trend is here to stay for at least a dec-
ade ahead. 

ALEXANDER IVANOV

Head of  
Macroeconomic Research

Economic growth was 
already slowing before 
COVID-19

Business cycles have 
influenced economic 
thought since the 
industrial revolution

41.4 
months

Average length 
of economic  
expansion 

 period
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In the absence of private investment and 
consumption, government spending is the 
only way to overcome the insufficient de-
mand and restore economic confidence. 
Even companies that sit on piles of cash 
due to the strong wealth effect of the 
asset price gain would refrain from in-
vesting unless they see the government’s 
readiness to support the overall economy. 
The massive public spending was the driv-
er of the robust economic recovery after 
the global financial crisis and the recovery 
from the COVID-19 crisis would not come 
from anywhere else. It is even more obvi-
ous now than it was 12 years ago, because 
the negative impact on the real economy 
is much higher than it was back then. But 
the fiscal hawks are right – it is not only 
about the amount of government spend-
ing. It is about the quality and this could 
not be emphasized more.

Current expenditure, for example, would 
not only have limited economic impact 
beyond supporting the most vulnerable in 
the short term, but it would be politically 
impossible to cut it back to the previous 
levels when the crisis ends, which would 
result in growing structural deficits and a 
devastating negative effect on the fiscal 
positions, especially in emerging coun-
tries. On the other hand, an increase in 
capital expenditure would have exactly 
the opposite effect – it would have a much 
stronger and a more direct impact on eco-
nomic recovery. Moreover, this expend-
iture can be cut back at a more limited 
social and political price when the crisis 
ends and it is no longer needed.

A Different Crisis at a Different Time

Time to Act

The contraction in 2020 was a different 
one. The timing was in line with the mod-
ern history of the business cycles, but the 
trigger looked more like the ones of the 
pre-Industrial Revolution era when the 
economic cycle stages, and in particu-
lar contractions, were driven by external 
forces, mainly associated with wars and 
natural disasters like draughts, climate 
changes and… epidemics. The COVID-19 
outbreak unleashed an economic melt-
down unseen in modern economic his-
tory. We’ve had sudden economic stops 
before, but they were either local ones, or 
much softer than the lockdowns in 2020. 
And different crises require different ap-
proaches. The role of the central banks in 
mitigating the current crisis is not to be 
underestimated. By providing the neces-
sary liquidity the central banks prevent-
ed the biggest risk – the sudden stop in 
the real economy that hit the financial 
sector did not loop back to the real econ-
omy. Thanks to the central banks’ timely 
measures, credit flows were not disrupt-
ed, banks remained liquid and the finan-
cial markets recovered quickly. There 
was no panic in the air and even though 

the global economy was hit hard by the 
lockdowns, things would have been much 
worse if the central banks had failed to 
prevent a financial crash. But while the 
central banks’ toolkit was strong enough 
to absorb the initial shock, their abili-
ty to boost the economic recovery after 
this crisis is limited. Central banks cannot 
provide vaccines or ensure safe workplac-
es and travels. They can support private 
investment in new projects, but they 
cannot replace it. Moreover, the central 
banks’ ability to boost the real economy 
was already limited before the COVID-19 
outbreak. Over the past two decades the 
demographic changes have permanently 
shifted the saving-investment balance in 
developed countries towards a substan-
tial excess of savings over investment, 
which has pushed interest rates to the 
zero-lower bound and exhausted the cen-
tral banks’ strongest weapon to support 
the real economy - cutting interest rates. 
The central banks in the major emerging 
markets still have some room for effec-
tive monetary policy, but with the aging 
population, especially in China and East-
ern Europe, private investment will not 

be able to absorb excess savings and the 
central banks, with interest rates stuck at 
the zero-lower bound, will not be able to 
support the real economy. 

The central banks’ toolkit to support the 
economy in a downturn cycle phase is 
exhausted. This has been the reality in 
developed markets in the past two dec-
ades and this will be the reality that the 
emerging economies will have to deal 
with for at least a generation ahead, if the 
demographic trends persist. With the lim-
ited power of central banks and monetary 
policy, fiscal policy remains the only force 
that can fix the economy. 

Now is the right time for governments to 
react properly and this is a lesson that 
can be learned from China’s quick recov-
ery. When the virus is under control and 
life goes back to normal, consumption 
cannot drive the recovery on its own. The 
services sector is the one that has been 
hit the hardest by the lockdown, so it is 
the rebound of the industrial sector that 
can speed up economic activity and such 
a rebound is impossible without govern-
ment investment, strong enough to offset 
insufficient demand. Construction of new 
roads and bridges, modernisation of old 
airports, investments in healthcare, tech-
nology, energy, defence and education are 
where the money should flow. And debt 
should be the last thing to worry about 
now. Debt would be a problem for tomor-
row.

Given the fact that the annual growth 
of the nominal GDP has been constantly 
exceeding the one-year interest rates in 
almost all of the developed and the major 
emerging economies, the debt surge that 
would pay for such investment may not be 
as big a problem in the future as it may 
seem now.

Theoretically, such an approach means a 
substantial shift back to the conventional 
Keynesian theory. And there is unprece-
dented consensus among policy-makers 
globally over the necessary action. The 
years when governments and internation-
al institutions were embracing austerity 
are long gone and now even the Interna-
tional Monetary Fund is calling for more 
generous fiscal stimulus. The macroeco-
nomic science has always been a battle-
field of different ideas. And it was not only 
science that has benefited from that, but 
the society as a whole. Sweet-water econ-
omists and their supply-side economics 
have played a vital role in economic his-
tory and they certainly will continue to do 
so in the future. But now is a time to get 
the economy back on track, save lives and 
prevent millions of people from falling 
into extreme poverty. To quote the World 
Bank’s chief economist and a long-time 
austerity supporter, Carmen Reinhart, 
“first fight the war, then figure out how to 
pay for it”. 

Editorial VoiceEditorial Voice

Consumption cannot drive 
recovery on its own

It is not only about the size 
of government spending – 
it is about quality too

Given the already limited 
power of monetary policy, 
fiscal policy remains the 
tool to fix economy

Now is the right time for an adequate government 
reaction and this is a lesson that can be learned from 
China’s quick recovery 

30
22

46

18

34 36

22 27
20 18

24 21
33

19
12

44

10
22 27

21

50

80

37
45

39

24

106

36

58

12

92

120

73

128

Jun
e 1

857 (1
857Q2)

Octo
ber 18

60 (18
60Q3)

April
 1865 (1

865Q
1)

Jun
e 1

869 (1
869Q2)

Octo
ber 18

73 (18
73Q3)

March
 1882 (1

882Q1)

March
 1887 (1

887Q2)

Jul
y 1

890 (1
890Q

3)

Jan
uary 1

893 (18
93Q1)

December 1
895 (1

895
Q4)

Jun
e 1

899 (1
899Q3)

September 19
02 (19

02Q4)

May 1
907 (1

907Q
2)

Jan
uary 1

910 (19
10Q1)

Jan
uary 1

913 (19
13Q1)

August
 1918 (1

918Q
3)

Jan
uary 1

920 (19
20Q1)

May 1
923 (1

923Q
2)

Octo
ber 19

26 (19
26Q3)

August
 1929 (1

929Q
3)

May 1
937 (1

937Q
2)

February
 1945 (1

945
Q1)

November 1
948 (1

948
Q4)

Jul
y 1

953 (1
953Q

2)

August
 1957 (1

957Q
3)

April
 1960 (1

960Q
2)

December 1
969 (1

969
Q4)

November 1
973 (1

973
Q4)

Jan
uary 1

980 (19
80Q1)

Jul
y 1

981 (1
981Q

3)

Jul
y 1

990 (1
990Q

3)

March
 2001 (2

001Q1)

December 2
007 (2

007
Q4)

February
 2020 (2

019
Q4)

Note: The X-axis reflects the peak months and quarters in brackets. 

Source: US National Bureau of Economic Research (NBER)

128 months
US Longest 

Expansion Period

US Expansion Periods, number of months from trough to peak



  Foresight 2021 | www.isimarkets.com12 13

FocusEconomics GDP Forecasts for 2020 and 2021 by Panelists   
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From Virus to Virtual
When a large chunk of the active popula-
tion shifted to home offices and telework-
ing, office furniture retailers had a blast. 
Yet, the growth of their sales was nothing 
compared to the boom in video conferenc-
ing and other work apps’ popularity. Glob-
ally, there was a 40% y/y increase in the 
usage of mobile apps during the second 
quarter of 2020.

The first spike in the number of work app 
downloads was in February, when China 
announced a country-wide lockdown. The 
downloads of China’s three most popular 
work apps - Alibaba’s DingTalk, Tencent’s 
WeChat Work and ByteDance’s Lark - sky-
rocketed by 6,085%, 1,446% and 572% y/y, 
respectively, from January 22 to February 
20, according to Sensor Tower data quoted 
by TechCrunch. With Tencent’s WeChat be-
ing the most popular messaging and social 
media app in China, its video conferencing 
software Tencent Meeting saw a rise in its 
membership from 250,000 to 5mn in the 
first two months of the outbreak. AliBaba 
and Tencent also launched international 
versions of their software, named DingTalk 
and VooV, respectively.

Although it faced some restrictions in Chi-
na and India, the Zoom app was one of the 
biggest global winners from the pandem-
ic. Zoom was the most downloaded app in 
India between March 1 and April 10, app 
analytics firm App Annie data showed, as 
quoted by Inc42. Since then India has ad-
vised against using Zoom over concerns 
about the data privacy of users. 

On another note, the rise of so many apps 
facilitating work from home is good news 
for hackers. The rushed shift from physical 
offices to remote working was bound to 
compromise security and data protection 
and in the future corporations are expect-
ed to invest more in online data safety - a 
sector that will also benefit from the pan-
demic, although with a delay. 

Shopping Spree 
The stay-at-home orders and the social 
distancing measures made retail plat-
forms the go-to means for the purchase 
of essential and non-essential items, and 
also for ordering food from restaurants. 
The retail sector suffered a severe blow 
from the lockdowns that were imposed 
everywhere. Sensor Tower data on iOS app 
downloads showed that grocery delivery 
app downloads in China surged to 52% of 
all shopping app downloads in the week 
starting February 3, 2020, which is when 
the lockdown in the county was imposed, 
as opposed to 33% in the week staring Jan-
uary 13. Food delivery app downloads al-
most doubled to 27% from 15%. Unsurpris-
ingly, there were no downloads of store 
loyalty apps once the lockdown started, 
while in mid-January they accounted for 
36% of iOS app downloads. 

Switching to online shopping was quite 
easy for China, where the SARS pandem-
ic of 2003 kick-started the popularity of 
e-commerce. The most used platforms 
for online shopping currently are Meitu-
an-Dianping, JD.com and Alibaba. Alibaba’s 
grocery delivery app Fresh Hema reported 
100,000 downloads in a day on February 
8 versus an average of 29,000 per day in 
2019. 

Although widely successful, online shop-
ping in emerging markets has to overcome 
obstacles such as the digital divide, crash-
ing websites due to suddenly increased 
traffic, and internet speed limitations. Still, 
major retailers expect the online shopping 
trend to stay. The Economic Times has re-
ported that Amazon and Flipkart intend to 
lease, respectively, 2mn ft2 and 1mn ft2 of 
warehouse space in major cities across In-
dia for five years. 
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FUTURE 
FAST 
FORWARD

The COVID-19 pandemic is one of 
the toughest challenges humanity 
has yet faced, but it has also 
become the tipping point for the 
accelerated development of innovative 
technologies. Digitalisation itself is 
no news – its role in our lives has 
been growing steadily for quite some 
time now. What this slow paradigm 
shift needed was a big push to 
speed it along and that is what the 
COVID-19 outbreak did. During the 
pandemic, trends like the adoption 
of direct-to-consumer and direct-
to-home approaches and the use of 

connected devices as our sole access 
to food, medical services, work, and 
loved ones, once again demonstrated 
the seemingly endless expandability 
of technologies. It is, of course, 
impossible to automate every aspect 
of life, but digitalisation played 
a vital role in many key activities 
during the pandemic. The services 
sector was the fastest to adapt to 
this new cyber environment, and 
while some of its segments thrive, 
others are bound to strive. 
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Digital divide 
is the biggest 
obstacle to  
e-learning

A Video a Day Keeps the 
Doctor Away 
As with many of other technological ad-
vancements, telemedicine is not something 
created because of COVID-19. Before the 
pandemic, telemedicine has been an alter-
native for providing better healthcare in 
less developed regions, where traditionally 
the doctor-to-patient ratio is very low, if a 
doctor is available at all. But the pandem-
ic has also highlighted the advantages of 
having the option to get medical help from 
a distance, if self-treatment is possible. The 
advantages are plenty, ranging from reliev-
ing the stress on hospitals to avoiding the 
spread of the disease. As medical staff are 
urging the sick to seek help as they normal-
ly would, video consultations allow many to 
get that help remotely. 

However, the lack of infrastructure and the 
poorer access to digital devices in remote 
areas in emerging markets are a problem. 
Also, the sector is still not very well regu-
lated as it is very new and the current devel-
opment push is too quick, leaving issues like 
data privacy open.

The only two emerging markets that can 
boast substantial progress in the field 
are China and India. China was already far 
ahead even before the coronavirus. The Chi-
nese telehealth market is forecast to grow 
nine-fold to reach USD 54.2bn by 2025, UBS 
estimates in its report Future of Humans 
published in September 2020. In 2023, the 
Chinese telehealth market will even get 
ahead of the US market. Tencent’s WeDoctor 
app reported having around 250,000 doctor 
registrations on its platform. Ping An Good 
Doctor, another popular telemedicine app, 
has 340mn registered users according to the 
most recent figures. During the coronavirus 
outbreak, these platforms and other giants 
such as JD Health offered free online con-
sultations with growing popularity. Over the 
course of the pandemic so far the number 
of remote diagnosis and treatment service 
apps in China quadrupled to 600 and the 
number of newly-registered users on these 
platforms grew almost 10 times. 

Indian digital health platform Practo saw a 
50% increase in the number of doctors join-
ing the platform in the period from March 24 
to mid-April, the Economic Times reported. 
According to an EY-IPA study, the Indian tele-
medicine market will grow at a CAGR of 31% 
over 2020-2025 and reach USD 5.5bn in the 
final year of that period.

Financial institutions had a tough time 
too. They were forced to urgently recon-
sider the type of services they offer and 
the channels through which these ser-
vices are provided, and they also had 
to adjust their internal systems to this 
change in no time. Many of the financial 
institutions in emerging markets faced 
problems that are inherent to these mar-
kets, above all the low starting point in 
terms of technological advancement. They 
had no choice but to quickly catch up with 
the global developments in the fields of 
mobile and digital channels for supply of 
services, digital identity of the clients and 
automation of processes. 

As of March 2020, India and China ac-
counted for the highest fintech adoption 
rate in all emerging markets in the world. 
China and India ranked third and fourth in 
the world by number of fintech companies 
with 2,500 and 2,100 firms, respectively, 
Fintechnews reported. In Latin America, 
the leaders are Brazil with 600 companies 
and Mexico with 500. 

In China the real time payment market 
is dominated by two major rivals, Ant 
Financial’s AliPay (1bn users) and Ten-
cent’s Tenpay/WeChat Pay (800mn users), 
which together control about 90% of the 
market. The number of mobile electronic 
payments as reported by China’s central 
bank increased by 23.3% y/y to 87.139bn in 
the first nine months of 2020, while their 
volume rose by 24.4% y/y to RMB 313.7tn. 
The growth rates in India are even more 
striking with the number of mobile pay-
ments surging by 79.8% y/y to 14.232bn 
and the volume growing by 33.7% y/y to 
INR 37.575tn. 
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Learning Curve 
Technology has already been playing an 
increasing part in the education sectors 
across emerging markets. Although the 
general consensus is that students should 
return to the classrooms the moment it be-
comes safe, it is to be expected that some 
changes will remain. 

The biggest obstacle to e-learning in 
emerging markets is the digital divide. 
Socially vulnerable groups do not have 
readily available internet access and can-
not afford the devices needed for online 
education. In rural areas electricity supply 
is also problematic. Edtech companies are 
working to solve the problem with internet 
speed, creating platforms that require min-
imal bandwidth and are web-based, mean-
ing that users do not have to have personal 
devices or install software. 

Tech companies have risen to the chal-
lenge of e-learning by providing a wide va-
riety of solutions for all aspects of the pro-
cess - online repositories for digital study 
materials, platforms for online teaching, 
remote proctoring, automated exam gen-

eration and assessments, real-time track-
ing of student performance, assignment 
and class schedule management. Emerging 
market governments have been very vocal 
in encouraging students to take advantage 
of the online educational resources. For ex-
ample SWAYAM, the flagship online learn-
ing platform of the Indian government, 
provides over 1,900 open online courses 
with a credit transfer feature approved by 
140 universities. The government also sup-
ports multiple online education channels, 
from primary to postgraduate levels, and 
virtual labs for science and engineering. 

In China one of the biggest gainers from 
edtech is education and technology enter-
prise TAL, which has partnered with more 
than 300 public schools across the coun-
try and whose net revenues in the quarter 
ending August 2020 surged by 20.8% y/y 
to USD 1.103bn on a 65% hike in students 
enrolments.

Coins and Clicks
The pandemic has revealed two opposing 
trends on emerging markets’ fintech sec-
tor.

On the one hand, there is a growing cus-
tomer acceptance of the use of digital 
services despite the poorer financial liter-
acy and the digital divide. Another posi-
tive trend is the growing digitalisation of 
traditionally offline channels including 
shopping, gaming, entertainment, work-
ing, education, eating out, and payments 
towards the state budget. And third, those 
that still shop at stores increasingly pre-
fer to make contactless payments.

On the negative side, people are more 
cautious about spending and borrowing, 
and that makes the fintech sector less 
attractive to investors. While banks have 
the financial strength to introduce chang-
es, fintech companies are often start-ups 
that require upfront investment in order 
to develop a product. The fintech prod-
uct mix is dominated by payments and 
lending, the two areas worst hit by the 
pandemic, and this lack of diversification 
might be problematic. Fintech compa-
nies were forced to resort to long-term 
cost optimisation measures. The closing 
down of so many points of sale during 
lockdowns had a strong negative impact 
on POS terminal providers. The develop-
ers of software for payment with facial 
recognition also lost business during the 
pandemic, as people cannot take off their 
face masks in public. 

It was the best of 
times, it was the 
worst of times 
There’s no denying the huge im-
pact that a massive crisis like a 
pandemic has on pushing novel-
ties that were “nice to have” into 
the “need to have” category. The 
next in line for a digital revolution 
is manufacturing. Changes there 
take a bit longer to introduce 
as they often are capital-inten-
sive and time-consuming. With 
digitalisation taking the lead in 
so many service sectors, there 
is no way manufacturing will be 
spared. Moreover, producers will 
have to deal with these challeng-
es under tremendous pressure to 
be more environmentally friend-
ly. With the world forced into a 
stand-still, we remembered what 
cleaner air and less traffic felt 
like, so there is no doubt that 
greener manufacturing will be 
demanded in the future. These 
past months, it turns out, were 
only the beginning of a very inter-
esting story. 

Pandemic-induced 
uncertainty makes 
fintechs less attractive 
to investors

China telehealth  
market to reach  

USD 54.2bn by 2025

2,500
Number of fintechs 

in China
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Change in the Duration of Time Spent at Home

Who stays
at home 
the most

The confinement enforced upon the 
employed in many nations  gave 
birth to a stay-at-home economy 
propelled by digital solutions. The 
lockdowns undermined the finan-
cial prospects of fragile middle 
classes and pushed into poverty 
the informally employed, who are 
not cushioned by social benefits

in many developing countries. 
While there is no correlation be-
tween home confinement and the 
successful control over the spread 
of the virus, working from home 
has acted as a catalyst, opening up 
possibilities to some industries, and 
closing doors to others. 

Thailand and Malaysia lifted some 
of their movement restrictions in 
May and June 2020 respectively as 
the spread of COVID-19 looked under 
control. Thailand boasts one of the 
world’s successes in handling the vi-
rus, reporting single-digit new cas-
es per day at least since June 2020. 
The Philippines, in turn, enforced 
a nearly eight-month nation-wide 
lockdown, with limited success in 
containing the virus. India and Indo-
nesia have also been facing difficul-
ties in controlling their outbreaks. 

Beyond the March-May period, Rus-
sia, Poland, and Turkey failed to en-
force  effective stay-at-home policies. 
The African countries, with the excep-
tion of South Africa, seem to have 
been more successful in controlling 
the spread of COVID-19, with substan-
tially fewer confirmed cases report-
ed, compared to Russia, Poland, and 
Turkey. Based on WHO data, Nigeria 
reported as few as 62,000 confirmed 
COVID-19 cases as of November 8, 

2020, against a population of roughly 
196mn. The virus seems to be raging 
in Russia, with 1.8mn confirmed cas-
es as of November 8, 2020, against a 
population of 145mn. 

No country in Latin America has been 
successful in containing the spread 
of  COVID-19. Colombia, Chile, and Ec-
uador enforced some of the most ef-
fective nation-wide lockdowns, while 
only some states in Brazil  imposed 
quarantine measures of different 
duration. Yet, the region has been 
hit hard by the pandemic, owing to 
long-standing economic weakness-
es, inadequate wealth distribution, 
and poorly functioning healthcare 
systems. 
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de-
globalisa-
tion?
no,
diversifica-
tion

If Donald Trump’s trade poli-
cies felt like putting a spoke 
in the wheel of global supply 
chains, the COVID-19 pan-
demic was more like pulling 
the emergency break. Are we 
facing the downfall of supply 
chain globalisation or have 
the rumours of its death been 
greatly exaggerated?

01 Spotlight

Just a few years back nobody would have 
thought of this. The most fearsome ad-
versaries of globalisation seemed to be 
the masked protesters at G7 events and 
the occasional populist politician pro-
moting protectionism. And rightfully so. 
Globalising supply chains seemed like a 
no-brainer, not just for big players like 
Apple, Volkswagen or Walmart – even 
medium-sized companies were taking up 
the opportunity to move their operations 
away from home. The biggest allure of a 
globalised supply chain is undoubtedly 
the cost factor – companies would gen-
erally get a better deal on raw materials, 
transportation options and labour. But 
it also enables access to a wider mar-
ket thus giving opportunities for a busi-
ness to grow and develop. Politically, the 
trend was almost exclusively supported 
by governments, especially after China’s 
opening to market economy principles in 
the late 1970s, its subsequent admission 
to the World Trade Organisation (WTO) 
in 2000, and the collapse of the Eastern 
bloc. Regional trade agreements (RTAs) 
facilitated globalisation immensely and 
according to WTO, as of September 2020, 
306 RTAs were in force. 

 
So how did we end up here? While there 
were a few events in the past decade 
such as the Fukushima disaster in 2011 
that highlighted the risks of increasingly 
co-dependent global supply chain net-
works, the first significant push towards 
de-globalisation came in 2016 with two 
notable events that marked the global po-
litical environment for the years to come 
– Brexit and Donald Trump’s election to 
the US Presidency. It is safe to say that, 
up until then, the UK’s retreat from argu-
ably the globalisation’s biggest success 
story – the European Union – had impli-
cations limited mainly to the parties in-
volved. Trump’s policies and the resulting 
US-China trade war, however, have been 
truly the first significant catalyst on the 
path to de-globalisation. 

306
RTAs in force as of  
September 2020
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6 out of 10 think that due to COVID-19 glo-
balisation would be reconsidered as a busi-
ness model. But if it is too costly to bring 
production back home and too risky to keep 
it in China, what should companies do? An 
answer to that could be the China Plus One 
strategy which is getting significant trac-
tion among multinationals. This strategy 
advocates for keeping part of the produc-
tion in China and relocating the other part 
to other economies, especially in develop-
ing countries in Southeast Asia. The idea 
of shifting production out of China to other 
developing markets is not really new and 
was born out of purely practical reasons – 
labour costs in China have been increasing 
steadily in the past decade and tax incen-
tives have diminished or expired. However, 
the COVID-19 pandemic seems to be the 
event that gave the necessary push in this 
direction. 

Not surprisingly, the biggest beneficiaries 
from the China Plus One strategy are ex-
pected to be the MITI-V countries (Malay-
sia, India, Thailand, Indonesia and Vietnam), 
Mexico and South America, with Vietnam 
regarded as the economy most attractive to 
global companies due to the close proxim-
ity to China, cheap labour costs and stable 
political situation. Moreover, the country is 
a member of ASEAN and has a functioning 
trade agreement with the EU. Last, but not 
least, Vietnam is regarded as a success sto-
ry in battling COVID-19, as only 1,300 cas-
es and 35 deaths have been announced by 
its Ministry of Health as of November 18, 
2020 – an impressive feat for a population 
of 96.5mn. Trade data also backs Vietnam’s 
prosperity – it had the strongest export 
growth of all major regional economies in 
the period January-October 2020, at 4.9% 
y/y, with China and Taiwan being the only 
two other economies to record increases 
in the same period. And while foreign di-
rect investment inflows were harmed by 
the pandemic, the 6% annual decrease in 
Q2 2020 was less pronounced than that of 
local competitors.

Although it would be naïve to believe that 
China would be happy with a mass exodus 
of foreign producers, the world’s most pop-
ulous country has shown a certain restraint 

in fighting this development – at least on 
the surface. This subdued behaviour could 
be explained with Beijing’s own doubts 
about the future of globalisation. While the 
West seems preoccupied with analysing its 
own losses from the shocks on global sup-
ply chains, China has suffered considerably 
as well, despite the rather efficient tackling 
of the COVID-19 crisis within its own bor-
ders. Even though Beijing managed to con-
tain the spread of the virus as early as in 
February and factories restarted activity 
around March, significant export growth 
returned as late as July and Q2 exports in-
creased only by 0.6% y/y. 

With global supply chains in a crisis situa-
tion proving as unreliable for China as for 
its trading partners, Beijing has started to 
look inward. In October 2020, the Chinese 
government announced its dual circulation 
strategy as the next phase of its econom-
ic development. Simply put, the country 
will concentrate on stimulating domestic 
consumption on equal footing as foreign 
trade. This strategy relies on tapping into 
China’s enormous consumer base which has 
progressively become wealthier in the past 
decade – according to the National Bureau 
of Statistics, the average annual per capita 
wage in 2019 amounted to RMB 75,229 (USD 
10,892), 64.7% higher compared to 2013. Ac-
cording to Reuters, the plan also includes 
increasing urbanisation among migrant 
workers to expand the Chinese middle 
class.

Nevertheless, China still does not seem 
to be eager to burn bridges and initialise 
protectionist policies. In November 2020, 
the Regional Comprehensive Economic 
Partnership (RCEP) was finally signed after 
nine years in the making. The RCEP is a free 
trade agreement in the Asia-Pacific region 
between China, Japan, South Korea, the 10 
ASEAN members, Australia and New Zea-
land and is the world’s biggest RTA. China’s 
leading role in RCEP is hardly disputed – it 
is the biggest and most populous economy 
among the signatories and its influence 
was the reason India pulled out of the trea-
ty in late 2019. And while RCEP might not 
stop the relocation of global supply chains, 
it could provide China with fresh new op-
portunities to explore. 

But while there are obvious reasons as to 
why a certain degree of de-globalisation 
might be a good idea, the question of how 
remains open. The first and most obvi-
ous issue lies in the extreme complexity 
of 21st century global supply chains – an 
intricate mechanism of logistics, subcon-
tracts, company policies and regulatory 
frameworks at different stages of pro-
duction – reminiscent of a game of jenga 
where pulling one element out threatens 
to crumble the whole structure. And if one 
thing is certain, it is that nobody – neither 
governments nor companies – want to see 
a collapse happening. Another major ob-
stacle is the cost factor which could be 
considered as the fundamental reason 
why commercial globalisation happened 
in the first place. According to studies 
quoted by the Brookings foundation in 
August 2020, the trade war would cost 
the US economy USD 316bn by the end of 
the year and the US companies would lose 
USD 1.7tn in stock prices due to the tariffs 
imposed by the US. And the cost is not car-
ried by producers alone – reshoring threat-
ens to make end products more expensive 
for consumers as well. Making everybody 
poorer for a greater good would be an im-
mensely difficult pitch to pass. Finally, re-
placing China might sound great on paper 
but there is a reason why the country is so 
attractive to corporations as a production 
hub. Finding and training new employees, 
at home or somewhere else, building new 
logistic networks for raw materials, mov-
ing whole management structures would 
be extremely costly and time consuming 
– two factors that make such a transition 
very difficult to implement.  
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During 2019, the most intense year of the 
trade war, trade between the US and Chi-
na fell by 15.6% y/y to its lowest level since 
2012. Nevertheless, despite the fact that US 
trade deficit with China decreased in 2019, 
its overall trade deficit with the rest of the 
world did not change much – it amounted to 
USD 854.4bn compared to USD 872bn in the 
previous year, but was considerably lower 
in 2016 when Trump came to power, at USD 
735.3bn. And while some US companies – 
most notably Apple and Walmart – did bring 
back home some of their production capac-
ities, the more obvious effect of the tariffs 
was a relocation to other developing econ-
omies like Vietnam. In addition to this, the 
outcome for the US economy as a whole has 
been dubious to say the least – manufactur-
ing production, already on a deceleration 
path, kept declining continuously between 
September 2019 and February 2020 and at 
the end of 2019 factory activity fell to its 
lowest level in 10 years. Such performance 
could hardly boost a worldwide shake-up 
of supply chains. Meanwhile, America’s top 
economic rivals China and the EU were ac-
tively working in the opposing direction, 
championing themselves as free trade lead-
ers and working on new RTAs such as RCEP 
or EU-Mercosur.

The de-globalisation trend that Trump’s 
trade wars set in motion was accelerated 
by the COVID-19 pandemic, raising concerns 
whether global supply chains have been 
stretched too far. COVID-19 is reshaping the 
world in many ways and many say globalisa-
tion might be one victim of the pandemic. In 
a rather spectacular fashion, the coronavi-
rus exposed critical weaknesses of the sup-
ply chain globalisation – starting from the 
lack of diversification.

For many years China was thought to be 
a safe haven for production – with cheap, 
abundant and qualified labour, excellent 
business ecosystem and accommodating 
regulatory framework. Moreover, despite 
the occasional political squabbles be-
tween world powers, the Chinese govern-
ment’s stability and continuity assured 
companies that everything would be going 
smoothly – seemingly forever. A pandemic 
of such scale, however, managed to dest-
abilise even an economic giant such as 
China. Export bans and factory closures, 
albeit temporary, significantly rattled the 
manufacturing sector on a global scale. 
Naturally, the biggest victims are the au-
tomotive and electronics industries due to 
the complexity of their product processes. 
Motor vehicle production basically stalled 
in the immediate aftermath of the COV-
ID-19’s first wave in Q2 2020. US vehicle 
production declined by 69.7% y/y (and al-
most 99% in March) and according to data 
from the European Automobile Manufac-
turers Association, losses in the EU auto-
mobile market amounted to 1.2mn vehicles 
in March. Other sectors such as pharma-
ceuticals and various consumer products 
were also heavily affected. Overall manu-
facturing capacity utilisation dropped to 
60.5% in the US in April, 63.3% in South 
Korea in May and 68.9% in the EU in the 
second quarter of 2020. 

Given the overall shock on the global man-
ufacturing sector, it is not surprising that 
both companies and governments began to 
see the over-globalisation of supply chains 
as a significant threat to the well-being of 
their businesses and economies, respec-
tively. In an uncommon unison, the two 
2020 US presidential candidates Donald 
Trump and Joe Biden announced plans to 
curb supply chain vulnerability, with the 
then incumbent president Trump consider-
ing a USD 25bn reshoring fund to encour-
age more US companies to bring back their 
production home, while Biden pledged to 
do the same but also to build long-term 
resilient supply chains for the goods most-
ly needed in an extreme situation such 
as pharmaceuticals. In the meantime, in 
April Japan revealed a USD 2.2bn reshoring 
scheme, targeted specifically at its manu-
facturers in China. According to Nikkei, as 
of July, 87 companies have taken the offer, 
with 57 of them moving back to Japan and 
the others relocating to alternative hubs 
such as Vietnam and Laos. Even the EU, a 
champion of globalised trade by definition, 
has noted the dismal effect of the supply 
chain disruption and has called for diver-
sification, although, for now, the primary 
target seems to be the pharmaceutical in-
dustry as part of the European Health Un-
ion initiative. 
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US-China trade war sets 
de-globalisation trend in 
motion

Both governments and 
firms call for  
diversification

Easier Said than Done

Producers, consumers to 
both bear the costs of 
potential reshoring

In spite of all the challenges to de-glo-
balisation, the COVID-19 shock on the 
proper functioning of global supply 
chains is impossible to ignore. According 
to a global survey by Bolloré Logistics and 
Transport Intelligence published in the 
Logistics Manager magazine, 7 out of 10 
supply chain professionals believe that 
the status quo of global supply chains 
has already been changed for good, while 

The Future of Global
Supply Chains

Source: National Statistics Offices, CEIC
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the open
Out into

Driving

Walking

In March-May 2020 driving frequen-
cy saw a significant drop as a result 
of the lockdowns that were enforced 
across the globe. Once the restric-
tive measures were lifted, driving 
frequency rose. In the periods of the 
highest driving activity, most driv-
ing has taken place in EMEA coun-
tries (Russia, Turkey, Poland, and 
Egypt) and Malaysia and Thailand 
in Southeast Asia. In the European 
and Southeast Asian countries, most 
movement restrictions were lifted in 
May-June. South Africa, which ranks 
high in time spent at home, performs 
poorly in Driving but better in Walk-
ing, in line with movement restriction 
realities. The notoriously long lock-
down of the Philippines has put the 
country at the bottom of Driving and 
Walking alike. 

The datasets are compared to a baseline volume on January 13, 2020 to reflect a change in volume of pedestrians and drivers.

Source: Apple Inc, CEIC

Source: Apple Inc, CEIC
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Then, in 
the blink 
of an eye, 
everything 
changed - 
traditional 
b u s i n e s s 
models, old 
habits and 
work rou-
tines, rigid 
government 
i n s t i t u -
tions, and 

even the way we interact with each 
other. The pandemic – one of the defin-
ing events of our time – enforced new 
rules, new practices and new ways of 
living. It has also spawned new expec-
tations towards the governments and 
their role as the ultimate guardians of 
all citizens.  

In the first quarter of 2020, as  
COVID-19 engulfed more and more 
countries, governments around the 
world resorted to unprecedented 
measures to protect citizens from this 
new and unfamiliar threat. Lockdowns 
with different levels of severity, bans 
on social gatherings, state border 
closures and restrictions on interna-
tional trade became the new norm. To 
mitigate the negative effects of these 
measures, governments also launched 
a plethora of unconventional policies 
to support household incomes, jobs 
and businesses. These included cash 
transfer programmes, subsidies, price 
controls, tax breaks, debt repayment 

moratoriums, financing at preferen-
tial terms and even nationalisation of 
companies – either in financial distress 
or of strategic importance to the na-
tional security. More or less hesitantly, 
we accepted the higher government 
intervention in the economy and our 
everyday life. We even began consid-
ering political and economic ideas that 
had previously been repudiated as far-
fetched or utterly unacceptable, such 
as universal basic income and state 
surveillance on individual activity. 
Why? This was in line with our innate 
expectations – in times of crisis, gov-
ernments need to act in order to pro-
tect the common good. An unprece-
dented threat requires unprecedented 
actions. 

The State Steps In 
In a flash, many pundits proclaimed the 
end of the neoliberal economy and the 
laissez-faire capitalism. And they had 
a point. When COVID-19 struck, we ex-
pected the governments to minimise the 
threat posed to our lives regardless of 
the economic costs. These expectations 
materialised in massive lockdowns and re-
strictions that disrupted economic activ-
ity. Governments intervened quickly and 
deeply, at levels not imaginable even for 
the biggest supporters of socialism. Once 

the return  
of the state
In a few years’ time, when we look back at 2020 
we will certainly see it as one of the biggest mile-
stones in modern human history. The COVID-19 
outbreak made the world stop in its tracks.

In times of crisis 
governments need 

to protect the 
common good

the initial COVID-19 shock faded away and 
governments started to reopen the bat-
tered economies, our expectations shifted 
again. This time we expected governments 
to try to guarantee our future incomes. 
Individuals working in the hardest-hit 
sectors, self-employed, informal workers 
and those with lower levels of education 
and incomes pleaded with government to 
reduce the mounting economic risks they 
were facing. Companies of all sizes and 
from an array of industries — from tourism 
to transportation and energy – followed 
suit, requesting financial support. It was 
all just history repeating itself. In previous 
periods of major economic turmoil such as 
the Great Depression in the 1930s, there 
were expectations for a higher state inter-
vention too. And governments met those 
expectations. According to the IMF, in re-
sponse to the COVID-19 pandemic govern-

ments around the world had announced 
fiscal measures worth a staggering USD 

11.7tn, as of early September 2020. 
About 51% of this amount corre-

sponded to additional public 
spending or foregone revenues, 
including temporary tax cuts, 
while the remaining 49% ac-

counted for liquidity sup-
port, such as loans, guar-
antees, equity injections 
and asset purchases by 
the state. The combined 
value of these measures 
is equivalent to a mas-
sive 11.8% of global GDP in 
2020.  

usd 11.7tn
Global fiscal 

measures to fight 
COVID-19 as of 

September 2020
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Central banks also joined the mission to 
safeguard the world’s economy, with an 
unorthodox, ultra-expansionary monetary 
policy. Since the beginning of the COVID-19 
outbreak, the five leading central banks 
– those of the US, the eurozone, the UK, 
China and Japan – have injected over USD 
5tn into markets. And these figures are set 
to climb further, as governments continue 
to ramp up spending, while central banks 
pump liquidity as a response to the new 
waves of the pandemic in late 2020.  

It is hard to imagine the alternative scenar-
io: where we would be if we had relied en-
tirely on the “market knows best” doctrine 
to confront the health and economic havoc 
wrought by the novel coronavirus. A crisis 
of such proportions made it clear that even 
the most powerful industries are vulner-
able to external shocks. It also demon-
strated that markets do not have the co-
ordination needed to address such shocks 
or the ability to offer social protection to 
vulnerable populations. Besides, markets 
do not have the capacity to provide trans-
parent and proportionate ground rules that 
only legitimate governments have. Never-
theless, it is too premature to declare the 
death of capitalism – it will survive this 
crisis as it has previous ones. With a sen-
sible and targeted state intervention, we 
can repair the flaws of contemporary lais-
sez-faire capitalism – especially the rising 
inequality. We can evolve towards a sys-
tem that prioritises collective over individ-
ual responsibility related to the mounting 
risks that we are facing – health, economic, 
social and environmental, to name but a 
few. No matter how we call this new sys-
tem, whether it is regulated market capi-
talism, progressive capitalism, democratic 
socialism or state capitalism 3.0, one thing 
is certain: in the post-COVID-19 world, gov-
ernments will undoubtedly play a bigger 
role in the economy and our everyday life. 

The COVID-19 pandemic has also prompted 
us to rethink our perception of public debt 
sustainability. The emergency government 
measures to tackle the pandemic resulted 
in surging public deficits that forced states 
to increase borrowing at an unprecedented 
pace. In a post-COVID-19 world, it would be 
normal for the government debt to surpass 
the value of a country’s annual output. 
Why? Without the emergency government 
measures, the economic contraction would 
have been longer and more painful, so the 
debt burden in relation to the GDP would 
have increased in any case. Additionally, as 
the growing indebtedness is a widespread 
phenomenon across the globe, investors 
would certainly change their perception 
of financial risk and increase their toler-
ance thresholds for debt. A public debt of 
around 150% of GDP is now the new 100%. 
Additionally, as long as central banks con-
tinue their ultra-expansionary monetary 
policy through record-low interest rates 
and massive purchases of public debt, the 
debt bonanza will suit both investors and 
governments. 

Governments should – and will continue – 
spending and borrowing at an accelerated 
pace. At least in the short term. As uncer-
tainty about the course of the pandem-
ic persists, the governments cannot risk 
withdrawing fiscal support too quickly. The 
COVID-19 pandemic led to a massive decline 
in global labour incomes – they collapsed 
by 10.7% y/y, or USD 3.5tn, in the first nine 
months of 2020, according to the Inter-
national Labour Organisation. Additional 
losses in labour incomes are projected for 
the last quarter of 2020 and early 2021, as 
new waves of the pandemic unfold, forcing 
governments to preserve employment and 
income support measures. Even with the 
announced fiscal support, the World Bank 
expects an increase of the global poverty 
for the first time in over two decades, with 
close to 90mn people falling into extreme 
poverty and living on less than USD 1.9 a 
day. Moreover, inequality will keep climb-
ing, as the pandemic hurt disproportionally 
individuals with lower levels of education 
and income, younger people, self-em-
ployed and informal workers. Further, af-
ter a projected rebound in 2021, the global 
economic growth is expected to moderate 
significantly, with the average GDP per cap-
ita not likely to return to the pre-pandemic 
levels at least until 2023. 

Paying the Bills 
Still, a key question arises. How to resolve 
the conflict between the calls for govern-
ments to tackle the COVID-19 pandemic 
and the economic recession, on the one 
hand, and the swelling public debt that 
limits the possibilities for state interven-
tion, on the other? Without a doubt, the 
fiscal and monetary measures in response 
to the pandemic have saved many lives, 
supported vulnerable people and busi-
nesses, and prevented a collapse of the 
economy. However, they proved to be rath-
er costly, especially in times of falling tax 
revenues and declining economic activity 
due to the recession. According to the Oc-

tober 2020 estimates of the IMF, in 2020 
government deficits around the world will 
surge to 14.4% of GDP for advanced econ-
omies, 10.7% for emerging markets and 
middle-income economies, and 6.2% for 
low-income developing countries. Despite 
a mild moderation, government deficits 
are projected to remain close to these lev-
els in 2021 and this is expected to push 
global public debt to a record high of near-
ly 100% of GDP in 2021. 

Global public debt to 
reach nearly 100% of 
GDP in 2021
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Source: IMF
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Source: IMF

Governments are bound to play a bigger role in 
economy, life after COVID-19
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by elimination of wasteful government ex-
penses, reassessment of spending priori-
ties and enhancement of the efficiency of 
wealth redistribution by the state.  

Nevertheless, the path to fiscal recovery 
will differ across countries. Developed 
economies can take advantage of the re-
cord-low interest rates to scale up public 
spending, attract private investment, and 
subsequently boost growth and employ-
ment. Simultaneously, they should start 
preparing fiscal adjustment measures for 
the medium term. Emerging economies 
with enough fiscal space should follow 
suit and be even more ambitious in terms 
of public investment. On the other hand, 
emerging markets with limited fiscal 
space and low-income economies should 
focus on improving the efficiency of public 
spending. Some of them will also need ex-
ternal financial support and extensive debt 
relief programmes to bring their finances 
in order after the COVID-19 shock. Fortu-
nately, there are already good examples 
for multilateral cooperation in this area. 
Among these is the Debt Service Suspen-
sion Initiative of the G20 countries, which 

offered to 73 countries – mainly in Sub-Sa-
haran Africa – a temporary suspension of 
the debt service payments until at least 
the end of June 2021.  

Laying the Foundations of 
the Future 
An unprecedented crisis like the COVID-19 
pandemic has the powers to magnify and 
accelerate trends that were already under-
way - changes that might have taken years, 
now happen in months. Among these 
changes are the digitalisation of our every-
day life; the emergence of new work rou-
tines and practices; the technology-driven 
transformations of business models; and 
the reshuffling of supply chains. The crisis 
has also incited a reconsideration of many 
of our beliefs, which will have a long-last-
ing impact on the economy and society. 
These include the future of capitalism, the 
role of governments, and the perception of 
risks that affect us all and call for collec-
tive responsibility and action. 

Without losing more time, we need to step 
up the preparations for the post-COVID-19 
world. As we emerge from the pandemic, 

we have the opportunity to move away 
from the pre-crisis growth model and lay 
the foundations of our future. This task 
will be challenging, at best, as we need 
to address multiple pre-existing issues 
such as inequalities and climate change, 
build resilience against future shocks, and 
complete the transition towards a digital, 
green and inclusive economy. Yet, one 
thing is certain – governments will be the 
main protagonist in this endeavour. 

Addressing the Legacy of 
the COVID-19 Pandemic 
Nevertheless, the period of loose fiscal 
policy cannot last for too long, as it pos-
es a threat for a deeper crisis in the fu-
ture. Once the pandemic is under control 
through effective vaccines and medical 
treatments, the government should start 
addressing the legacy of the COVID-19 pan-
demic – including the rising inequality and 
poverty, the battered economies, the frag-
ile public finances and the mounting debt. 

To start with, fiscal measures should be 
gradually phased out or transformed into 
more targeted measures that support the 
structural transformations that we ob-
serve at all levels of society. 

For instance, job retention schemes can 
be re-tooled to programmes that foster 
new economic activities enabled by digi-
tal technologies and help individuals find 
new, more productive jobs. Funds can also 
be allocated to lifelong learning initiatives 
for improving the qualification of workers 
and adopting digital skills. With regard 
to companies, support should be more 
selective and cover only the hardest-hit 
sectors. In addition to lowering public 
costs, this will encourage necessary re-
structurings of unviable business models 
and promote competition. In other words, 
support should be destined only to viable 
companies whose operations are impaired 
by health risks, government restrictions 
or supply chain disruptions, or to compa-

nies whose operations are of crucial im-
portance to the economy. A special focus 
should be given to small and medium-sized 
enterprises, given their weight in the total 
employment and higher vulnerability to 
external shocks. 

Simultaneously, the government should 
ramp up public investment in two prior-
ity areas. First, an increase of public ex-
penditure with a high social impact is of 
the utmost importance to guarantee that 
all people have access to basic goods and 
services in potential future crises. The  
COVID-19 pandemic revealed major struc-
tural gaps in the health, educational 
and social protection systems of many 
countries across the globe. Second, gov-
ernments should prioritise investments 
that accelerate the transition towards 
the post-COVID-19 growth model. Prior-
ity should be given to data and digital 
infrastructure, as enablers of the digital 
economy, and measures that mitigate 
greenhouse gas emissions and facilitate 
the transition towards green and circular 
economy. The increased public investment 
in times of record-low interest rates and 
high levels of uncertainty can boost busi-
ness confidence in the recovery and induce 
the private sector to invest as well. To 
fund the higher public investment, govern-
ments can opt for introducing new taxes or 
enhancing existing revenue sources. Possi-
ble measures in this field are higher taxes 
for the more affluent and less-affected by 
the pandemic individuals and businesses; 

Fiscal measures should be gradually phased out  
or made more targeted

Joint effort of 
governments, 
central banks 
is needed to 
spur growth and 
preserve low 
interest rates

Country Fiscal Measures

broader tax base, better compliance, and 
stricter enforcement of tax collection; and 
modernisation of the taxation on multina-
tional companies.  

All of these measures, if implemented in 
an efficient and timely manner, have the 
potential to bolster economic growth and 
reverse the rise of poverty and inequality. 
They can also improve public finances and 
curb budget deficits. The high debt levels 
should not be a cause of much concern as 
long as the growth rate of the economy 
exceeds the average interest rate paid to 
service public debt. In other words, a joint 
effort of governments and central banks 
is needed to spur growth and preserve in-
terest rates at record-low levels – a sce-
nario that will turn interest rate growth 
differentials negative and subsequently 
push down the share of public debt in GDP. 
Without a shred of doubt, addressing fiscal 
imbalances should also be accompanied   

Less than 2.5%

2.5% - 5%

7.5% - 10%

5% - 7.5%

More than 10%

No data

Value of Additional Spending and Foregone 
Revenue in Response to the COVID-19 
Pandemic, % of GDP

Note: Data as of September 11, 2020  
Source: IMF
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What does china buy online LOCKDOWN VS RECOVERY, china
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How the Pandemic Disrupted Online Shopping PatternsShare of Online Retail Sales of Consumer Goods Online Retail Market

In a matter of seven years, the share of online retail sales in 
China grew almost four times.

The lockdown in Wuhan, Hubei’s 
capital, the strict social distancing 
measures in response to the COV-
ID-19 outbreak across China and 
the cautiousness of the society in 
terms of spending took their toll 
on consumption. However, online 
retail sales demonstrated resil-
ience and did not post any nega-
tive change, year-to-date, com-
pared to 2019. Actually they kept 
increasing. The total retail sales 
kept declining on an annual basis 
as of September 2020, albeit at a 
less steep rate each month.

Apparently and understandably, the least es-
sential items - clothing - were the only com-
ponent to suffer negative annual change, 
recovering only in August.

Despite remaining relatively re-
silient compared to other sectors, 
online retail sales experienced 
change in the shopping patterns, 
evident from the February 2020 
data, as many parts of China were 
subject of strict social distancing 
measures. The figures cover Tao-
bao & Tmall, which are the most 
prominent online sales platforms, 
accounting for over 60% of the 
e-commerce market in China. 

As an absolute value the growth is sevenfold.

24.3% RMB 7.6tn6.9% RMB 1.2tn

2013 20132020 2020

Source: CEIC, NBS

Source: CEIC, NBS

Online retail sales proved resilient,
but the pandemic disrupted shopping patterns

Top 10 Product Groups Purchased via Taobao and Tmall, RMB tn
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Daily  
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Source: China’s National Bureau of Statistics, CEIC
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For decades China’s  
export-oriented model has 
fuelled an unprecedented 

economic expansion. 

02 Asia02 Asia

External Circulation

global trade

foreign investment

Rethinking
China’s Growth

Dual Circulation Strategy

consumption

domestic production

Domestic  
consumption 
share in GDP

55% 

The 2008-2009 global crisis, however, has 
exposed the vulnerabilities of that model 
and the rising geopolitical tensions in re-
cent years have shifted the focus, prompt-
ing Beijing to rethink growth strategies. 
Back in 2016 when China’s real economic 
growth weakened to below 7% for the first 
time in two decades, the government cen-
tred its five-year plan on significantly rais-
ing the share of consumption in GDP. In the 
following years, however, the share of do-
mestic consumption in total GDP remained 
unchanged at 55%. One of the underlying 
reasons is that the country had enormous 
external markets to absorb its output and 
sustain its growth. That situation changed 
abruptly in early 2020 when the spread of 
the COVID-19 pandemic disrupted glob-
al economic activity and trade flows in a 
way that reinforced China’s self-reliance 
efforts. 

10% of GDP
Transportation, 
Healthcare and 

Education Sectors

Consumption in the Spotlight
While investment and consumption are the two major domestic 
sources of economic growth, this time China firmly goes for con-
sumption, believing that it is the strongest and most sustaina-
ble growth engine. To kick-start consumption the government 
is planning to accelerate investment in certain service sectors 
where demand is yet to be fulfilled. These include transportation, 
healthcare and education. These sectors together accounted for 
only 10% of China’s GDP in 2018 based on data from the National 
Bureau of Statistics. The government now faces the question of 
how to effectively enhance these key sectors to expedite personal 
consumption expansion. 

While the continuous construction of physical facilities, such as 
railways, highways, hospitals and schools, will certainly be re-
quired as before, the specificity of sector upgrades this time lies 
in the deep integration of digital and energy-saving technologies. 
And here comes the renewed focus on China’s new infrastructure 
initiative. The initiative is not new – it was first unveiled in Decem-
ber 2018 when China set as its priority the development of arti-
ficial intelligence, industrial internet and the Internet of Things. 
Now, Beijing is positioning investments in new infrastructure as a 
key pillar of its post-pandemic recovery. The initiative is expected 
to mobilise investments of USD 2tn over the next five years in ar-
eas such as 5G base stations, high-voltage power grids, inter-city 
high speed railways and urban rail transit, charging piles for new 
energy vehicles (NEV), big data centres, artificial intelligence and 
industrial internet They are expected to become the technical 
foundation that will enable the transportation, healthcare and 
education sectors to awaken the dormant consumer demand. 

The dual circulation strategy concept was 
first floated by Chinese President Xi Jin-
ping in May 2020. The strategy’s goal is 
for the country to rely mainly on internal 
circulation, making domestic produc-
tion and consumption the main engines 
of growth, supported by innovation and 
upgrades in the economy. External circu-
lation will play a supporting role in boost-
ing economic growth. The purpose of the 
model is to reduce China’s dependence on 
foreign markets and it has been touted as 
a viable strategy to build up resilience to 
external shocks.

It comes in contrast with the “great inter-
national circulation” strategy adopted by 
former Chinese leader Deng Xiaoping in 
the 1990s that advocated for the opening 
of the economy. 
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Transportation infrastructure, although 
having experienced intensive develop-
ment in past decades, remains insuffi-
cient given the country’s vast territory. 
For the purpose of driving domestic con-
sumption in a low-carbon way the gov-
ernment is likely to continue supporting 
this sector through two independent 
strategies. 

On the public transport side, regional 
railway is expected to become the top 
priority segment for expansion, given 
that the government has long accentu-
ated the importance of regional collab-
oration and resource-sharing. 

Different from the traditional long-dis-
tance railways, which serve cargo trans-
portation better than passenger consid-
ering the low efficiency of cross-country 
travelling, the shorter distanced in-
ter-city railways within a certain region 
are expected to mainly cater to people’s 
demand for more time-saving and more 
frequent travels and thus to boost re-
gional tourism. 

The healthcare sector in China took a 
heavy blow during the peak of the pan-
demic, when the critical issue of imbal-
anced allocation of medical resources 
became apparent. China’s high-end 
medical resources have always been 
concentrated in urban areas. In 2019, 
a rural area resident spent an average 
RMB 1,421 on medical and healthcare, 
which is only 62% of the spending of 
urban residents, indicating that de-
mand for medical services in rural are-
as has not been met. Considering that 
rural residents account for nearly 40% 
of China’s total population based on 
2019 data, the most urgent task in the 
healthcare sector must be to tackle this 
resource imbalance problem. 

Fortunately, there is a solution that has 
been proven effective during the lock-
down period – online healthcare servic-
es. When hospitals were largely closed 
for non-emergent patients in order to 
mobilise medical resources for COV-
ID-19 treatment in Q1 2020, online med-
ical platforms rose up to the challenge 
and shouldered some of the burden of 
traditional hospitals. The popularity of 
online healthcare remained high even 
after China successfully brought the 
epidemic under control. The major pio-
neers in this area, such as AliHealth and 
JD Health, are now not only providing 
online health consultancy services but 
are also utilising their developed e-com-
merce network to cooperate with offline 
hospitals and pharmacies to close the 
circle of online-offline medical services. 
With the support of 5G, big data, artifi-
cial intelligence and other new technol-
ogies, rural residents will finally be able 
to have access to high quality treatment 
services, at least to some extent.

New infrastructure investment 
initiative to generate USD 2tn  
in investments

Regional railway to 
become top priority

Online healthcare 
remains popular post 
COVID-19 outbreak

Popularity of online 
education services 
bound to grow

Key Sectors in China’s USD 2tn 
New Infrastructure Plan

Healthcare Sector

Transportation Sector China’s education sector shares certain 
similarities with the healthcare sector 
in the sense of geographical imbalance 
of resources and proven feasibility of 
online practices. Hence, online educa-
tion services are bound to expand in the 
years to come.

Although the government has largely 
made the nine-year compulsory educa-
tion available to every child, the most 
prestigious higher education facilities 
are located in several first-tier cities, 
which limits equal access to high-end 
education services.

As the country suffered from an in-
creasing unemployment rate due to the 
COVID-19 outbreak and its fallout, busi-
nesses turned to providing additional 
vocational trainings to increase em-
ployees’ competences. Such continuous 
education programmes are likely to gain 
popularity among adults, stimulated by 
the increasingly competitive job market 
in China.

At the moment, only about 20% of all 
online retail sales come from the ser-
vices segment, education included, im-
plying that the online education busi-
ness in China is at an early development 
stage. Nevertheless, as demand seems 
bound to increase, both traditional 
higher education and innovative out-of-
school trainings are expected to provide 
more online programmes for the sake of 
reaching a wider audience. 

Education Sector

Next Five Years
The year 2021 will mark the start of Chi-
na’s 14th five-year plan period. Beijing’s 
targets for that period are strength-
ening the domestic market and per-
fecting the economic structure. While 
investment in hardware infrastructure 
remains important, China’s growth will 
be driven above all by domestic con-
sumption, as the purchasing potential 
of the world’s most populous nation is 
yet to be fully explored. The areas that 
are most likely to expand at a fast pace 
include transportation, healthcare and 
education. And this time, with the in-
tegration of digital technologies, the 
geographic restrictions traditionally 
inherent to the services industry will 
gradually be removed, granting people, 
wherever they are, more equal access to 
high quality services. 

Construction of more than 36,000 electric vehicle 
charging stations by 2025

Construction of a large number of big 
data centres, super-data centres and 
edge-computing data centres by 2025

Construction of 5mn-5.5mn 
base stations by 2025 to 

ensure countrywide coverage

Launch of 3 to 5 world-class 
industrial internet platforms 

by 2025

Establishment of 20 AI 
innovative trial zones by 

2023

Industrial InternetBig Data Centres

Artificial Intelligence (AI)5G Infrastructure

Electric Vehicles Infrastructure



Digital Healthcare  
in the Spotlight
Imagine you are living in a city in China. One day you wake up feeling a bit unwell 
and decide to go see a physician. Although you are aware of the existence of 
community health centres and clinics, you still choose to go to the nearest top-
tier public hospital because you want to get the most qualified help available. 
After waiting in line for hours, you finally get to meet the physician just to join 
later another queue in front of the hospital pharmacy. Thus, a regular doctor’s 
appointment typically takes a whole day and is a most exhausting experience.

CHINA

Digital technologies give 
more people access to 
quality healthcare  
services

Unlike JD Health and Ali Health, which 
specialise in online drug retail, Ping An 
Good Doctor, launched by insurance giant 
Ping An Insurance, is focused on online 
healthcare services. Ping An Good Doctor 
was listed in Hong Kong in 2018.  

Before the COVID-19 outbreak, China had 
already been supporting public hospitals 
in the process of building capacity for on-
line medical consultations and diagnosis. 
Private online healthcare platforms were 
also gaining popularity. However, the reg-
ulatory restrictions and the patient con-
cerns about privacy were big obstacles 
that hindered the development of the in-
dustry. Prior to the pandemic, the use of 
digital healthcare services in China was 
rather low. A survey by Brian & Compa-
ny published in March 2020 showed that 
only 24% of the Chinese had used tele-
medicine. Still, 97% expressed interest in 
digital health services, if the costs were 
covered by an insurance provider or em-
ployer, and 64% said they plan to use tele-
medicine within the next five years. The 
COVID-19 shock has greatly changed the 
market dynamics. In January 2020, a mas-
sive number of people resorted to online 
healthcare platforms to seek help when 
the whole country was under lockdown 
and people were afraid to go to the hos-
pitals. 

The Background 
The uneven development of China’s 
healthcare system has been problematic 
for a long time. The number of China’s hos-
pitals has been growing steadily in recent 
years. In 2019, China had 34,354 hospitals, 
more than five times more than in the US. 
However, more than 60% of these hospi-
tals are privately owned, meaning they 
are automatically not the first choices of 
people with social insurance plans. Only 
1,516 out of the 11,930 public hospitals are 
rated as top-tier hospitals and their pop-
ularity compared to non-top-tier ones is 
enormous. People from rural areas as well 
as small cities and towns have limited ac-
cess to high quality healthcare services 
as top-tier hospitals are mostly located in 
bigger cities and developed areas. 

 

The Birth of Online  
Healthcare Platforms
The expansion of digital infrastructure 
provided a solid foundation for the boom 
of online healthcare services. Many online 
healthcare platforms appeared, of which 
the three biggest were set up by China’s 
e-commerce and insurance giants JD.com, 
Alibaba and Ping An Insurance. 

JD Health, launched in 2014 by JD.com, had 
a revenue of RMB 10.8bn in 2019, making 
it the country’s biggest online healthcare 
platform as well as the biggest online 
pharmacy. From 2017 to 2019, JD Health’s 
revenue grew rapidly and nearly doubled. 
JD Health is now seeking to raise USD 3bn 
in its Hong Kong IPO.

Ali Health, listed in Hong Kong, is the 
healthcare arm of e-commerce giant Alib-
aba Group and has a business model sim-
ilar to that of JD Health, providing online 
drug sales and health consultations to 
digitally savvy Chinese consumers. Both 
JD Health and Ali Health benefit from the 
large number of active users and the solid 
logistic network of their parent compa-
nies. 

620mn
Number of Digital 

Healthcare  
Users
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Xintong (Olivia) Wu, Macroeconomic Researcher, China

Riding the Wave of 
Change 

This has long been the accepted norm 
for many patients in China. Even be-
fore the COVID-19 outbreak put a huge 
strain on China’s healthcare services, 
the sector had been facing many chal-
lenges, the lack of resources being 
among the most serious ones. The de-
velopment and deployment of internet 
and mobile technologies have granted 
an increasing number of patients ac-
cess to online healthcare services.  

By simply downloading a mobile app, pa-
tients in China now have easier and quick-
er access to many experienced physicians 
across the country. Patients can choose 
between a one-time consultation via mes-
sages, a phone call with the physician, or 
long-term personalised advice.

Digital healthcare technologies also 
proved to be a critical tool in the fight 
against COVID-19. Artificial intelligence, 
robotics and information and communica-
tion technologies provide innovative and 
valuable solutions for patient treatment, 
frontline protection, risk reduction and 
improved quality of living. The pandemic 
forced the healthcare sector, which has 
traditionally been conservative in adopt-
ing modern technologies for reasons such 
as regulatory approval, patient privacy 
and interoperability, to embrace the wid-
er adoption of digital healthcare services. 
An evidence of that is the Chinese govern-
ment’s decision to finally agree to pay for 
prescriptions ordered online. 



China leads the world in the use of digital health 
technologies with the highest percentage of 

healthcare professionals who currently use any digital 
health technology or mobile health apps, a Philips 

survey has showed
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Challenges Ahead
However, China’s online healthcare plat-
forms are still at an early stage of develop-
ment. Out of the three major platforms, JD 
Health is the only profitable one according 
to its 2019 financial report. Both Ali Health 
and Ping An Good Doctor reported losses 
in 2019. The services offered by these plat-
forms are not yet met with unanimous ap-
proval and clients still complain about the 
quality of the consultations, especially on 
private healthcare platforms. 

Besides, there are many limitations to 
online healthcare services. For example, 
China’s traditional medicine hospitals 
rely heavily on personal interaction with 
the patients, with doctors depending on 
observation and palpation in order to di-
agnose - methods that are not applicable 
online. The development of the digital 
healthcare industry might also widen the 
existing gap between people with better 
access to the technology and the infor-
mation and those without such access. 
On the regulatory side, the challenges are 
enormous. A regulatory scheme tailored 
to the digital healthcare industry needs 
to be set up from scratch. Unlike in online 
retail, where consumers can easily return 
products with subpar quality, the quality 
of healthcare services could be a huge risk 
to monitor.

The COVID-19 outbreak has provided a 
huge boost to the development of the on-
line healthcare industry. With a constant-
ly growing demand for healthcare services 
and an accelerating digital economy, Chi-
na’s online healthcare industry will cer-
tainly attract worldwide attention moving 
forward. The challenges are real, but the 
benefits will transform an entire genera-
tion. 
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It’s All
in the Balance
The outbreak of COVID-19 and the subse-
quent lockdowns caused massive disrup-
tions in global supply chains, and adversely 
impacted both consumer demand and the 
financial markets. The world economy is ex-
pected to decline by 4.4% y/y in 2020 and 
governments across the globe have rolled 
out fiscal stimulus packages in an attempt 
to provide short-term relief to people. In-
dia’s economy was hit particularly hard 
by the pandemic and the consequences of 
the strict 40-day lockdown that was im-
plemented in March 2020 were dire. While 
some exceptions were provided to essential 
activities, the overall economy came to a 
virtual standstill. Hence, the government 
rolled out a fiscal stimulus programme 
worth INR 20tn, or 10% of India’s GDP. 

The Reserve Bank of India (RBI), on the 
other hand, embarked upon a decisive ex-
pansionary monetary policy. Despite these 
measures, India’s GDP is expected to de-
cline by 10.3% in FY2021 (ending March 
2021), which will have an impact on govern-
ment tax collection and increase the fiscal 
deficit beyond the target of 3% of GDP by 
FY2021, set by the Fiscal Responsibility and 
Budget Management (FRBM) Act. 

In this article we will analyse the interac-
tion of fiscal and monetary policy and why 
it is so important for the ability of the state 
to withstand the shocks from the crisis 
and emerge stronger in the post-pandemic 
world.

Fiscal policy can impact monetary policy 
through multiple channels. First, a domi-
nant fiscal policy may lead to a large fiscal 
deficit, which is monetised by the govern-
ment. This further leads to an expansionary 
monetary policy by the central bank that 

causes inflationary pressure and curren-
cy appreciation. If the deficit is financed 
through market borrowing, there is a risk 
of increasing the real interest rate that 
would eventually crowd out private invest-
ment. Also, if the deficit is financed with 
the help of foreign funds, there is a risk of 
exchange rate and even a balance of pay-
ment crisis. The increasing of indirect rath-
er than of income taxes can translate into 
a wage-price spiral and cause inflationary 
pressures. Also, financing large budget 
deficits through borrowings can create the 
perception of increasing prices, which may 
lead to high inflation expectations, which 
can eventually result in an increase in the 
actual inflation. These situations may lead 
to financial market instability, may act as a 
destabilising factor on bond and foreign ex-
change markets, and may eventually cause 
a complete breakdown of the monetary re-
gime. 

While the evolution has been driven by the 
declining efficiency of policy instruments, 
it is the fiscal dominance that has under-
mined these instruments in most cases. 
After India’s independence, the primary aim 
of monetary policy was to support the gov-
ernment’s economic development plan. Be-
tween end-1960s and mid-1980s, RBI start-
ed using monetary policy instruments such 
as bank rate and open market operations to 
regulate credit growth, money supply and 
inflation in the country. However, govern-
ment policies such as the nationalisation of 
banks in 1969 led to an influx of deposits 
from the public and increased credit availa-
bility in the economy. In addition, the peri-
od was marked by a host of external shocks 
- wars, oil price surges and droughts. As a 
result, monetary policy instruments proved 
inadequate. Although in 1985 India moved 
to a new policy regimen of monetary tar-
geting with feedback that used broad mon-
ey and reserve money as instruments, fis-
cal dominance increased further through 
the automatic monetisation of budget defi-
cits using ad hoc treasury bills and a steady 
increase in statutory liquidity ratio. India’s 
fiscal situation worsened substantially in 
the late 1980s, which caused the external 
balance position to deteriorate, eventually 
leading to the Balance of Payments Crisis 
of 1991 and a complete collapse of domes-

tic growth. Consequently, the bank rate 
and cash reserve ratio (CRR) increased sig-
nificantly and peaked in 1991. The moneti-
sation of budget deficits was abolished in 
1997, and replaced with a system of Ways 
and Means Advances, which was further 
replaced by a Multiple Indicators Approach 
(MIA) in 1998. The MIA model also lost sig-
nificance owing to the global financial cri-
sis of 2009. In addition, India’s double-digit 
inflation between 2012 and 2013 paved the 
way for an inflation targeting framework, 
which was adopted formally by the RBI in 
2015. 

INR 20tn
India’s fiscal stimulus 
programme India’s GDP Growth and Inflation

Source: India’s Central Statistics Office, CEIC
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targeting framework 
in 2015

Since the independence of the country in 1947 India’s monetary policy has 
evolved substantially, moving from credit planning to inflation targeting. 

India’s Bank Rate
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Rohini Sanyal, Research Economist, India



  Foresight 2021 | www.isimarkets.com 5150

The COVID-19 pandemic and the ensu-
ing lockdown pushed India into a phase 
of low growth and high inflation. This 
is seemingly temporary since high-fre-
quency economic indicators are show-
ing improvements. However, the main 
question that arises is why the mone-
tary policy committee has not increased 
rates in spite of the expansionary fiscal 
policy and the widening fiscal deficit. On 
the contrary, the RBI decreased the repo 
rate by 80 bps in March 2020, and the 
CRR by 100 bps, even though consumer 
price inflation reached 6.6% y/y in Feb-
ruary, 0.6 percentage points above the 
upper tolelance band. The answer to 
this question lies in the present mone-
tary policy regimen of inflation target-
ing. A study by Eichengreen et al. in 2020 
finds that the inflation targeting model 
provided a better anchor for inflation 
expectations, which in turn helped the 
central bank respond effectively to the 
COVID-19 situation. 

Even with a large fiscal stimulus, infla-
tion expectations have increased but are 
yet far below their previous highs during 
crisis situations, such as the one in 2013. 
The government has also exercised pre-
caution in rolling out the fiscal stimulus 
by making it a mix of short- and long-
term policies. Cash transfers and wage 
increases were limited to the time of 
the lockdown, along with the provision 

of essential food items for the impover-
ished. Rather, the stimulus was aimed at 
increasing the productivity of the coun-
try by directing finances towards the de-
velopment of infrastructure, agriculture, 
and micro and small and medium-sized 
enterprises. Even with a large fiscal 
stimulus, inflation expectations have in-
creased but are yet far below their pre-
vious highs during crisis situations, such 
as the one in 2013. The government has 
also exercised precaution in rolling out 
the fiscal stimulus by making it a mix 
of short- and long-term policies. Cash 
transfers and wage increases were lim-
ited to the time of the lockdown, along 
with the provision of essential food 
items for the impoverished. Rather, the 
stimulus was aimed at increasing the 
productivity of the country by directing 
finances towards the development of in-
frastructure, agriculture, and micro and 
small and medium-sized enterprises. 

Inflation targeting 
model helps central 
bank respond 
effectively to COVID-19 
crisis
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India’s Inflation Expectations Survey of Households

India’s Inflation Expectations - Professional Forecasters Survey

Source: Reserve Bank of India, CEIC

Source: Reserve Bank of India, CEIC

Source: Reserve Bank of India, CEIC
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The Pharmacy 
of the World
Producing more generic 

drugs than any other 
country and churning 
out more than half of 

the world’s total vaccine 
supply, India has right-
fully been dubbed the 

pharmacy of the world. 
With the onset of the 

COVID-19 pandemic that 
has pushed companies 

to diversify their sup-
ply chains, India is seek-
ing to grow its presence 

and position itself as 
an alternative to China. 

The question is will India 
succeed, given its over-
dependence on Chinese 

raw materials?

India’s share in global 
vaccine output

50% 

RISING STAR
India’s pharmaceutical industry has 
been a rising star with a booming 
global presence and a strong footing 
in the global pharma supply and val-
ue chain. The country is home to the 
world’s third largest pharma market by 
volume and the 14th biggest by value. 
India is the largest supplier of generic 
medicines globally and boasts a whop-
ping share of over 50% in the global 
supply of vaccines. Adding to the in-
dustry credentials is the country’s 
status of having the largest number 
of pharma plants certified by the US 
Food and Drug Administration outside 
of the US, more than 2,000 plants with 
a Good Manufacturing Practice certifi-
cate by the World Health Organization 
(WHO) and 253 European Directorate 
of Quality Medicines-approved plants 
with modern state-of-the-art technol-
ogy.

India produces 60,000 generic drugs 
across 60 therapeutic categories and is 
currently the largest producer of gener-
ic medicines with a share of 20% of total 
global production, meeting over 60% of 
world’s demand. The country has around 
3,000 pharma companies and a strong net-
work of over 10,500 manufacturing facili-
ties. In terms of turnover, India’s pharma-
ceutical market touched the level of USD 
20bn in 2019, marking an annual growth 
of 9.3%. The country’s pharmaceutical ex-
ports grew more than three times over the 
past decade from US 5.2bn in the fiscal 
year ending March 2010 to USD 16.3bn in 
FY2020. Still, the manufacturing of drugs 
in India is dependent on the imports of 
raw materials and active pharmaceutical 
ingredients (APIs). What is more, India im-
ports 70% of its APIs and intermediaries 
from China. 

Kritika Bhasin, Researcher, India
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In pre-COVID times, the Indian pharma in-
dustry was undergoing a profound transfor-
mation and was at the threshold of an inter-
esting phase. Local pharma companies were 
honing in on becoming a global manufactur-
ing hub for low-cost drugs and on creating a 
whole pharma manufacturing ecosystem in 
the country. With the outburst of the COV-
ID-19 pandemic, the importance of this vision 
has grown by leaps and bounds along with 
its urgency.

India’s significance for the global pharma 
supply chain was proved once again as the 
country turned out to be manufacturing 70% 
of the world’s supply of the hydroxychloro-
quine (HCQ), the anti-malarial drug touted 
as a game changer in the early days of the 
fight against COVID-19. The drug is not manu-
factured in developed nations where malaria 
is non-existent, whereas India has a month-
ly production capacity of 40 tonnes of HCQ. 
Once again, India’s overreliance on imports 
became evident, as the API used to manufac-
ture HCQ is imported from China. 

The supply chain disruptions, export bans and 
the shortage of essential medical products in 
various countries caused by the COVID-19 pan-
demic have exposed the overdependence of 
the world on China. For instance, China is the 
world’s largest producer of personal protec-
tive equipment (PPE). Initially, China imposed 
restrictions on PPE exports that were later 
lifted, but the country was not able to meet 
the sudden spike in global demand and on top 
of that it supplied poor quality and defective 
PPE to various countries. This revealed the 
weaknesses and vulnerabilities of the current 
global pharma supply chain and exposed the 
glaring necessity for an alternative to Chinese 
supplies. India has a chance to fill this void, 
however, there is a significant gap between 
this strategic goal and the realities of the 
pharma industry in the country. 

02 Asia02 Asia

If India is indeed willing to become a global 
pharma powerhouse, having full control on 
the availability of raw materials and APIs is 
of paramount importance. The COVID-19 pan-
demic has exposed India’s over-the-board 
reliance on the imports of raw materials de-
spite the fact that the country manufactures 
more than 500 APIs and its API industry is the 
third largest in the world. 

The good news is that a lot of work is in pro-
gress to reduce the dependency on imports 
and to ensure the creation of large clusters 
of API industry in India. In March 2020, the 
Indian government announced a US 140mn 
package, involving support for three bulk 
drugs parks as well as the manufacturing of 
53 priority APIs as part of the efforts to re-
duce dependency on imports.

On the quality front, currently there exists a 
gap between the requirements of global reg-
ulatory agencies and those of domestic reg-
ulatory agencies. To tap into the opportunity 
of becoming a global pharma supplier, India 
has to work on harmonising these require-
ments. 

Fighting Overdependence 

Growing Ambitions

20% 

4 Indian companies are 
among the top 10 global 
generic pharma companies

ISSUES

India has the third largest active pharmaceutical 
ingredients industry in the world

Cost advantage

High exports

Skilled manpower

Rising R&D spending

Favourable  
government support 

Potential of COVID vaccine 
mass production

High imports of raw material

Over dependence on

particular countries

Quality issues 

Complexity in supply chain

TRUMP CARDS
India share in global 
generic drugs output



Homo Postpandemicus’ 
Personal Financial 
Planning

E XPEC T THE BES T,  PL AN FOR THE WOR S T 

Rosita D’Cunha, Researcher, Southeast Asia

Apart from payments, the nationwide 
lockdowns enforced in an effort to fight 
the spread of the pandemic helped en-
trench deeper the use of technology 
for purposes such as work from home, 
learning, financial management and 
online shopping. The sudden surfacing 
of many options for financial manage-
ment made the vast majority of the 
population realise that, out of modesty 
of funds or immodesty of consumption, 
they had not prepared for a contingen-
cy of this scale, despite having success-
fully survived financial crises in the 
past. 

In our minds, 2020 will forever be the 
year of COVID-19, a disease of unprec-
edented magnitude and innumerable 
repercussions. For the Association of 
Southeast Asian Nations (ASEAN) re-
gion, where households are among the 
most indebted in the world, the disease 
highlighted the necessary precedence 
of good financial planning - comprising 
savings and insurance - over immediate 
consumption. COVID-19 also acted as 
a catalyst for an almost overnight and 
universal adoption of technology-as-
sisted financial transactions, a goal 
which governments in the region have 
been aiming for, but have not been able 
to achieve for years. 

COVID-19 highlights 
importance of financial 
planning

Pandemic 
jumpstarts 
payment 
digitalisation

Financial Discipline for 
Financial Well-Being
This new awareness has also brought 
to the fore the validity of financial tru-
isms that can be blithely disregarded at 
times of global economic prosperity. For 
instance, these are the necessity of hav-
ing a good credit score so as to be eligible 
for financing at times of emergency, and 
of having rock-solid financial discipline 
assuring financial wellbeing. In the short-
term, this is likely to reduce discretionary 
spending which is one of the main causes 
of financial distress for households. Likely 
consequences might range from buying 
smaller packages of food and cleaning/
personal care items, putting off big-tick-
et purchases such as automobiles, giving 
up most travel, entertainment and recre-
ation, and investing more in savings-cum-
health insurance financial products that 
are yet to reach their full potential in the 
region. 
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Emergency Funds - More 
Important Than Ever 
Prior to the COVID-19 crisis, savings in 
countries such as Malaysia and Thailand 
have generally been on a downward tra-
jectory and debt was on the rise, on ac-
count of increasing consumerism and a 
low interest rate environment. In a reality 
which reduces the attractiveness of sav-
ings and encourages spending, any finan-
cial emergency was expected to be met 
through a loan or a credit card. However, 
the COVID-19 pandemic has completely 
busted the myth of the non-importance 

of savings because it has brought about 
an unanticipated disruption in the income 
source of many, thus making them ineligi-
ble for a loan. This reality is particularly 
harsh in the ASEAN region where social 
security is inadequate or non-existent, 
and health insurance coverage is neglect-
ed. Consequently, in the short-term at 
least, COVID-19 as an income disruptor is 
likely to affect the liquidity of banks, mak-
ing them the repositories of household 
savings but limiting their possibility to ex-
tend consumer loans. 
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e-payment platform in the Philippines, 
reported an eight-fold increase in trans-
actions as compared to the previous year. 
These emerging trends across the region 
in response to restrictions imposed by the 
pandemic will become the ‘new normal’ 
and are likely to stay. 

A report published by Facebook and Bain 
& Company and titled Digital Consumers 
of Tomorrow, Here Today studies how fast 
paced the shift to the online economy has 
been. A prediction in 2019 estimated that 
Southeast Asia would have 310mn digital 
consumers by 2025, and now it is estimat-
ed that his milestone will be surpassed by 
the end of 2020 alone. Financial institu-
tions have also risen to the challenge by 
creating digital solutions eliminating the 
need for physical transactions. For exam-
ple, Indian insurance companies have en-
abled the online purchasing of insurance 
where prospective clients upload all re-
quired documents and pay though a dig-
ital banking platform. In the Philippines, 
insurance companies have forged partner-
ships with e-commerce firms to generate 
online offerings.

A major advantage of technology-aid-
ed cashless transactions is that they aid 
budgeting by making tracking payments 
and expenses easier. All these benefits 
suggest that the digital and contactless 
modes of payment are not a fad but a re-
ality that is here to stay.

The Way Ahead
The COVID-19 pandemic has brought along 
much pain and death. However, it has also 
highlighted the distinction between the 
important and the superfluous in many 
aspects of our economic, financial, and 
social lives. The reality of job losses and 
uncertain incomes has helped bring to the 
fore the traditional values of saving and fi-
nancial planning, and has affirmed the im-
portance of medical and other insurance, 
often disregarded in the pursuit of higher 
consumption. In the post-COVID-19 reality, 
people in the ASEAN region are likely to 
start laying their financial eggs in more 
than one (digital) basket, in an effort to 
provide for a more predictable future. 
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Limited Social Security 
Highlights Need for 
Private Action
ASEAN countries allocate a relatively 
small share, i.e. 6% of GDP, towards so-
cial protection programmes as compared 
to 25% for Western Europe and 12.5% for 
Latin America, thus highlighting the inad-
equate support from the governments in 
the region, the OECD said in a policy in-
sight titled Enterprise Policy Responses 
to COVID-19 in ASEAN. While governments 
all over the world have stretched their 
resources to support the masses due to 
the unprecedented nature of the current 
crisis, in Asia, with the exception of Malay-
sia, the stimuli in countries such as India, 
Vietnam, the Philippines, Indonesia, and to 
some extent Thailand, have been widely in-
adequate. What is more, the vast informal 
economy in the ASEAN region means that 
the policy support measures announced 
may in effect be inaccessible. 

This unfortunate situation highlights all 
the more the paramount importance sav-
ings are likely to play in post-COVID-19 
ASEAN.

Informal economy 
makes support measures 
inaccessible

Cash use in Malaysia 
down by 64% since 
start of pandemic

Cashless transactions 
boost transparency

Health and Medical 
Insurance – The Next Big 
Thing
In the ASEAN region, health insurance is 
often tied to employment and hence hav-
ing a personal medical insurance plan is 
often neglected. However, the coverage of 
the employment-related health insurance 
can be inadequate, and it is unfortunate-
ly lost with the termination of the labour 
contract. The COVID-19 pandemic has 
thus helped reinforce another principle 
of financially provident behaviour, name-
ly that it is important to have personal 
health insurance to cover unforeseen 

medical exigencies and provide access to 
private healthcare. Government spend-
ing on healthcare in Indonesia, Malaysia, 
Philippines and Vietnam varied from 1.1% 
to 3.8% of GDP in 2019. Despite it being 
higher for Singapore and Thailand at 4.9% 
and 3.8% of the GDP, respectively, it was 
still lower than the global average of 6%. 
High out-of-pocket medical expenses as a 
share of total medical expenses can cause 
substantial financial distress. It amounted 
to 53% for Philippines, 37.9% for Malaysia, 
34.6% for Indonesia, 32.1% for Singapore 
and 11.1% for Thailand in 2017, highlighting 
the insurance gap.  

6% of GDP
Allocated for social 
programmes in 
ASEAN
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53%
Out-of-pocket expenses share 

in total medical expenses in 
the Philippines 310mn

Digital consumers in  

Southeast Asia by end-2020

Fast-Paced Digitalisation 
- a Boon for Personal 
Finance 
China became Asia’s leader in contactless 
payments in the aftermath of the 2003 Se-
vere Acute Respiratory Syndrome (SARS) 
epidemic, with the introduction of online 
payment systems such as Alipay. As of 
2020, the QR code payment mode, where 
payment is made by scanning a QR code 
from a mobile app, is the leading payment 
mode in the country. India commenced 
its digital journey in 2016, when demon-
etisation forced people to opt for alterna-
tive modes of payment. Demonetisation, 
which withdrew some 90% of the cash 
in circulation, resulted in cash shortage 
and higher use of payment technology for 
everyday transactions. 

In a similar way, the COVID-19 pandemic 
has propelled the adoption of contactless 
payments in the ASEAN region. Since the 
beginning of the pandemic, the usage of 
cash has declined by 64% in Malaysia and 
the Philippines and 59% in Thailand. The 
Philippines has been slow to adopt elec-
tronic payments, but since the start of 
the COVID-19 pandemic, the country has 
seen a surge in the use of mobile and 
e-wallets. The CEO of e-payment company 
TendoPay has predicted that the country 
would skip the phase of credit cards alto-
gether and e-commerce would be the key 
driver. In May, 2020, G-Cash, the biggest 



The first known case of COVID-19 recorded 
outside China was in Thailand in January 
2020, when a Chinese tourist from Wuhan 
tested positive for the virus.Southeast 
Asia’s reliance on international tourists, 
especially those from China, began to 
increasingly look like a burden for the re-
gion when most of these countries started 
recording COVID-19 cases in their tourist 
population. These initial cases provided 
the world with some inkling that humani-
ty was dealing with a viral outbreak with 
pandemic potential.

In this article, we take the opportunity to 
briefly review some of the lessons learned 
on the anniversary of the emergence of 
the first COVID-19 case in Wuhan, in No-
vember 2019. The availability and sophis-

tication of healthcare systems and public 
healthcare governance differ considera-
bly between countries. So, we think that 
Southeast Asia is a useful microcosm to 
understand which of the various strat-
egies applied to deal with the pandemic 
have been successful.

02 Asia 02 Asia
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Learning Lessons
Southeast Asia’s COVID Experience 
U-Ming Lee, Researcher, Southeast Asia

Healthcare 
decentralisation 
hampers disease 

control

Who’s in Charge?
Most of the Southeast Asian countries 
achieved their independence from coloni-
al powers in the 20th century, except for 
Thailand. Healthcare decentralisation, in 
which responsibility for healthcare poli-
cy formation and delivery is devolved to 
local government units, has thus been 
promoted as a way of rapidly building 
modern healthcare systems to serve the 
needs of diverse populations. 

Despite these efforts, healthcare decen-
tralisation has been most advanced in the 
Philippines and Indonesia, both of which 
grappled with the impact of authoritar-
ian regimes under Presidents Marcos 
and Soeharto, respectively. Under these 
regimes, government authority was con-
centrated in the hands of the president, 
and these regimes’ overthrow stirred up 
a desire to devolve powers away from the 
centre. Primary healthcare services deliv-

ery in India is mainly devolved to the in-
dividual states and Union Territories. Still, 
significant COVID-19 testing capacity is 
centralised in a few key institutes.

One year after COVID-19 reared its ugly 
head, the evidence from Southeast Asia 
suggests that decentralisation has ham-
pered efforts to control the disease’s 
spread. The countries with the most de-
centralised healthcare systems - India, 
the Philippines and Indonesia - have tend-
ed to show the highest COVID-19 incidence 
rates. Notably, the healthcare systems 
of these three countries are under-re-
sourced by most measures compared with 
the global average. These findings imply 
that that the process of healthcare decen-
tralisation in these developing countries 
diminishes the capacity of their govern-
ments to coordinate the efforts needed to 
curb COVID-19’s spread. 

One thing that is common for Southeast 
Asian countries is that healthcare remains 
in inadequate supply throughout most of 
the region. Although the availability of 
healthcare resources differs considerably 
between countries, in general, the South-
east Asian countries tend to have fewer 
healthcare resources available to them 
compared with the global average. 

Government-controlled 
public healthcare key to 
outbreak control

JAn 2020
First known 

COVID-19 case 
outside China

A notable difference between these countries is the degree to which  
their healthcare systems have been decentralised.
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Healthcare Resources in 
Southeast Asia

EMIS Insights’ analysis into 
the ability of Southeast 
Asian nations’ ability to 
control their respective 
outbreaks reveals the two 
major factors:

Central government control 
over public healthcare has 
been key to controlling 
the COVID-19 epidemic in 
Southeast Asia.

Extensive migration, 
both internationally and 
internally, severely taxed 
governments’ ability 
to curtail the COVID-19 
outbreak.

1

2
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Nevertheless, Malaysia and Singapore ap-
pear to be outliers as both countries have 
experienced some of the most prevalent 
COVID-19 outbreaks in the region despite 
having the region’s most advanced health-
care systems. The prevalence of migration 
is a crucial factor in influencing the gov-
ernment’s ability to control the course of 
the disease.

Wrapping Up
Southeast Asia has been relatively suc-
cessful in its efforts to contain COVID-19, 
despite many countries in the region hav-
ing under-resourced healthcare systems. 
However, Southeast Asia’s experience 
shows how deficiencies in other govern-
ment capabilities – notably, immigration 
and inter-departmental communica-
tions – can seriously undermine public 
healthcare systems’ ability to contain the 
spread of COVID-19. The takeaway lesson 
from this experience is that it will take 
a whole-of-government response, com-
bined with societal trust to comply with 
the tough measures imposed on broad 
swathes of the population, to bring these 
outbreaks under control. 

Migration and Health
Southeast Asia is a region in transition, 
with millions of people moving from rural 
to urban areas, or between countries, to 
improve their lot in life. In better times, 
migration has helped to reduce poverty 
in Southeast Asia’s populations. However, 
throughout this pandemic, the presence of 
a significant migrant population has com-
plicated governments’ efforts to control 
the spread of COVID-19.

Firstly, the mere announcement of lock-
down measures led to a dramatic reverse 
of migratory flows - from urban to rural 
areas. In India, hundreds of thousands of 
people fled their jobs in the city - some on 
foot - when Prime Minister Narendra Modi 
announced a 21-day nationwide lockdown 
on March 24, 2020. Similarly, when in mid-
March the Philippines announced lock-
down measures on its capital, Metro Ma-
nila, there was an exodus from the capital 
to the other provinces in the Philippines.

In Singapore’s case, international migra-
tion has contributed to the country’s high 
COVID-19 incidence, at 9,895 cases per mil-
lion. Singapore’s 5.1mn-strong population 
includes 1.3mn foreign workers. Due to the 
expensive cost of living in the city-state, 

many of Singapore’s lower-paid foreign 
workers lived in densely populated worker 
dormitories, which proved to be hotbeds of 
COVID-19 transmission. In this context, Sin-
gapore’s strategy to control the outbreak 
centred on separating these foreign work-
ers from the rest of the population, and 
employing targeted strategies for both 
segments to reduce the incidence and the 
severity of the outbreak. As at the time of 
writing (early November 2020), Singapore 
has managed to control its COVID-19 out-
break, with the number of new daily cases 
in the single digits.

A high prevalence of migration is also 
an essential contributor to Malaysia’s 
outsized COVID-19 incidence despite the 
country’s highly centralised healthcare 
system. Nearly half of all Malaysia’s cases 
are found in a single state - Sabah - on the 
northern portion of Borneo. Sabah shares 
a land border with the North Kalimantan 
Province in Indonesia and is geographical-
ly proximate to the Bangsamoro Autono-
mous Region in Muslim Mindanao in the 
Philippines, and immigrants from these 
countries -- legal or otherwise -- comprise 
up to a third of Sabah’s 3.9 million peo-
ple. The loosely controlled movement of 
people between these regions has under-
mined the Malaysian Ministry of Health’s 
ability to conduct contact tracing activi-
ties in Sabah. This limitation had contrib-
uted to a third COVID-19 wave when cases 

from Sabah started spreading to the rest 
of the country after the conclusion of Sa-
bah’s state elections in September 2020. 

Lockdown measures 
reverse migratory flows

In your opinion, what factors were behind the 
generally successful handling of the pandemic 
in Asia Pacific countries?

ISI Foresight Survey
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Rattling 
Southeast Asia’s 
Supply Chain

Southeast Asia had been through many 
challenging times – the 1997 Asian finan-
cial crisis, the 2008 global financial cri-
sis, the 2002 SARS outbreak and numer-
ous natural disasters to name but a few 
– but the region has always been able 
to recover from these large-scale crises 
and even to tally promising growth rates 
shortly after. However, the magnitude of 
COVID-19’s impact seems to be unprece-
dented, with the IMF even describing it 
as a “crisis like no other”. Supply chains 
were particularly vulnerable to the ill 
effects of the pandemic, given how in-
terconnected the region’s trade flows 
are. The pandemic has proved how much 
the global supply chain is dependent on 
China, prompting companies around the 
world to rethink strategies and reshore 
value chains to other destinations. Ris-
ing geopolitical tensions and tariffs in-
troduced during the US-China trade war 
have already pushed many manufactur-
ers to actively plan ways of reducing 
their dependence on China, a trend that 
has been accelerated by the COVID-19 
outbreak. Competitive costs, proximity 
to China and rising regional growth are 
positioning Southeast Asia in a good 
place to play a bigger role in the supply 
chains of tomorrow. 

Southeast Asia 
to play  

pivotal role  
in supply chains  

of tomorrow

Reconnecting Broken Chains

Trade War – Opportunity or Threat?

The pandemic exposed not only the ex-
tent to which multinationals depend 
on China but also how much most of 
the Southeast Asian countries rely on 
their big neighbour for intermediate 
goods and migrant workers. Indonesia, 
for instance, has about 30,000 Chinese 
workers employed in various plants 
and businesses in the country. What is 
more, there are companies entirely re-
lying on Chinese workers. An Indonesian 
nickel and zinc smelter faced huge loss-
es during the outbreak in China, when 
strict lockdowns and people movement 
restrictions prevented migrant workers 
from returning to Indonesia, since only 
Chinese employees were trained to op-
erate the ore smelters, This Week in 
Asia reported in February 2020. A Viet-
namese firm reported that it could not 

export goods or import raw materials 
as the majority of the electronic com-
ponents it uses in manufacturing come 
from China. In the Philippines, the total 
volume of containers loaded with raw 
materials coming from China dropped by 
over 60% in February 2020. 

Yet, the question remains to what ex-
tent countries can actually diversify 
their sourcing, given that China is the 
top supplier of intermediate goods for 
many of them. Vietnam sources half of 
its imports from China, South Korea and 
Japan; China accounts for over 20% of 
Malaysia’s imports, and nearly half of 
South Korea’s imports come from China, 
Japan and the US.

Given the impact of the pandemic on the 
supply chains, Baker McKenzie reports 
that many companies will likely reconsid-
er their strategies, especially in terms of 
diversification and digitalisation. Manu-
facturers who are reliant on one or few 
sources of raw materials or intermedi-
ate goods have realised the importance 
of diversification, which could have min-
imised disruptions, and of digitalisation, 
which could have helped quickly identify 
potential bottlenecks and risks in the 
entire supply chain. In addition to diver-
sification, however, manufacturers may 
also resort to ending outsourcing agree-
ments in an effort to be more in control 
of their supply chain, thus contributing 
to deglobalisation.

A few years before the pandemic hit 
the region, the trade war between 
the US and China had already start-
ed causing disruptions to the sup-
ply chains. China is a major export 
destination for many intermediate 
goods manufactured in Southeast 
Asia. These are used as inputs for 
final goods assembled in China and 
then exported to other countries in-
cluding the US. This implies that any 
trade-related disruption between 
China and the US has repercussions 
for exporting firms in Southeast 
Asia.

However, apart from a cause of dis-
ruption, the US-China trade war can 
be viewed as an opportunity too. 
With protectionist policies in place, 
the investment flows can divert 
from China to Southeast Asia, es-
pecially when firms believe that the 

trade conflict will be a long-stand-
ing one. In fact, even before the 
trade war, China’s increasing labour 
costs and tougher regulations have 
already made Southeast Asia a via-
ble prospect for relocation of man-
ufacturing facilities.

A survey published by BofA Global 
Research in February 2020 suggests 
that Southeast Asia will be one of 
the biggest beneficiaries of the re-
alignment of supply chains, as com-
panies perceive it to be a viable al-
ternative to China. Most companies 
have suffered supply chain disrup-
tions during the pandemic and more 
and more are now widening the 
scope of their reshoring plans. 

US-China trade war 
disrupted supply chains 
years before COVID-19

Aaron Dayle Cruz, Researcher, Southeast Asia
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The textile, consumer goods, and au-
tomotive industries have seen prob-
ably the most significant relocation 
from China with Vietnam, Cambodia, 
and Bangladesh being the biggest 
beneficiaries. Thailand, Malaysia 
and India are also poised to benefit 
from the US-China trade war, espe-
cially in the automotive and elec-
tronics industry. Taiwan’s electronic 
manufacturers Foxconn, Quanta and 
Pegatron have been moving produc-
tion out of China to new plants in 
Taiwan, Vietnam and India in a bid 
to reduce costs and avoid US tariffs. 
In August 2020, Foxconn – one of the 
largest electronics contract manu-
facturer that employs more than a 
million people in China assembling 
iPhones for Apple, servers for Dell 
and electronic games for Nintendo 
– said it plans to move more of its 
production outside China with India, 
Southeast Asia or the Americas as 
possible destinations. 

To take full advantage of the oppor-
tunities, Southeast Asian countries 
must urgently and significantly im-
prove their production capacity and 
complement it with increased com-
petitiveness through investments 
in human capital, infrastructure, 
and digital innovations. Even so, 
China will undoubtedly remain the 
region’s economic heavyweight and 
preferred manufacturing hub since 
Southeast Asian countries simply 
lack the infrastructure bandwidth to 
compete with China, which rebound-
ed from the COVID-19 crisis much 
more quickly than other countries.

The common denominator for the 
COVID-19 outbreak and the US-China 
trade war is that they both triggered 
a rethinking of the supply chain 
systems of many Southeast Asian 
manufacturers, especially of those 
who are heavily reliant on raw ma-
terial imports and on demand from 
other countries. Diversification is 
going to be a key to the future of 
supply chains as Southeast Asian 
manufacturers will try to diversify 
their sources of raw materials. Man-
ufacturers might also opt for near-
shoring, which would shorten supply 
chains and reduce risks. If these 
trends remain resilient in the long 
term, they might put the start of a 
fully-fledged deglobalisation pro-
cess. Digitalisation is another key 
factor to better identify bottlenecks 
and risks in the entire supply chain. 
The widespread adoption of tech-
nology is going to be important es-
pecially as Southeast Asia plans to 
attract more investors and to make 
the region a manufacturing power-
house. 

In 2019, more than 50 multinational 
companies including Nintendo and 
Apple, relocated their production out 
of China to avoid the 25% trade tariffs 
that have been slapped on over USD 
200bn worth of Chinese imports to the 
US since 2017, according to the Nikkei 
Asian Review. 

Trial production of Apple’s AirPods has 
already started in Vietnam and Dell 
and HP are considering shifting 30% of 
their notebook production from China 
to Southeast Asia and elsewhere. Oth-
er multinationals to follow suit include 
Google, Microsoft, Amazon, Nintendo 
and Sony. The spill-over effects of this 
trend are already visible in the US’ ex-
ternal trade with US imports from Chi-
na on a steady decline, while imports 
from Vietnam, India and Malaysia have 
been on the rise. Additionally, figures 
from Silk Road Associates showed that 
between 2018 and 2019 China’s global 
export market share declined, while 
that of Southeast Asia increased. 

50 Multinationals 
relocate production out 
of China in 2019

Southeast Asia should improve capacity, 
human capital, infrastructure, digital 
innovations

Rethinking Supply 
Chains in Southeast Asia

US Imports from Selected Asian Countries, USDbn

Companies’ Preferred Choice for Relocation

Source: US Census Bureau
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Health Risk Factors in the Middle East

COVID-19 related deaths and Pre-existing conditions

Health Risk Factors in Africa

Source: CEIC, World Bank

In sickness and 
in Health
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Pre-existing conditions, per 100 000 people
Note: Bubble size reflects COVID-19 related deaths per 1mn people

Health Risk Factors in Europe
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The tentative recovery would take place 
after an unprecedented 7.8% recession 
forecast for 2020. The 2021 forecast for the 
EU economy was also lowered from 5.8% 
in July to 4.1%. Growth would follow a 7.4% 
contraction in 2020. The mid-term outlook 
is also a bit gloomy with growth both for 
the eurozone and the EU seen easing to 
3%. The commission also warns that the 
forecasts are subject to an extremely high 
degree of uncertainty given the unpredict-
ability surrounding the spread of the virus. 
Spain, Italy, France and Portugal will be 
the hardest hit developed EU economies 
with their GDP expected to shrink by over 
9% in 2020. Of the new EU members, Cro-
atia, Slovakia and Slovenia are the ones to 
witness the sharpest contraction in eco-
nomic activity in 2020. 

COVID-19 has put the EU’s labour market 
under a severe strain but the decline in 
employment was much more contained 
than the drop in economic activity thanks 
to a number of ambitious policy measures 
such as short-time work schemes and oth-
er support policies that helped avoid mass 
lay-offs and large income losses. 

However, the pandemic will take a huge 
toll on public finances, according to the 
European Commission. The Euro Area gov-

After the severe shock Europe’s econo-
my suffered in the first half of the year, 
activity rebounded in the third quarter 
as the continent profited from a sum-
mer period with few social restrictions. 
The EU’s GDP expanded by 11.6% in the 
third quarter of 2020 compared to the 
previous three months. The increase 
– the sharpest-ever on record – came 
after an 11.4% q/q contraction in the 
second quarter. The GDP growth for the 
eurozone was even stronger – a record 
12.6% q/q rise in July-September 2020 
that followed a drop of 11.8% q/q in 
April-June.

Dashing Hopes 
However, with the arrival of autumn 
a second wave engulfed Europe with 
a large number of countries reporting 
a spike in COVID-19 cases. By late-Oc-
tober the vast majority of European 
countries were declaring more cases 
each day than they were during the first 
wave earlier in 2020. Italy, Spain, France, 
Germany, Poland, the Netherlands, Cro-
atia and Slovakia were among the many 
that were reporting record new cases 
for days, raising fears that Europe is 
running out of chances to get a grip on 
the COVID-19 pandemic. To reign in the 

resurgence of infections, governments 
responded by bringing back measures 
that had been relaxed over the summer 
– curfews, travel restrictions, closure of 
bars and restaurants, and tightening 
of mask-wearing rules were among the 
most widely introduced measures.

Hopes that the summer’s fragile recov-
ery would gather momentum have been 
dashed by fears of what the winter 
might bring. That pessimism is shared 
by the European Commission. When in 
early November the EU’s executive arm 
announced its regular economic fore-
cast for the 27-nation bloc and the 19 
countries sharing the euro currency it 
said that the rebound expected in 2021 
will be smaller than initially thought 
and that the EU’s economy would not 
reach pre-pandemic levels until 2023 

The Autumn 2020 Economic Forecast 
sees growth of just 4.2% for the euro-
zone in 2021, down from the earlier fore-
cast of 6.1% predicted in July 2020.  

on H       ld
Antonia Dobreva, Researcher, EMEA

EU economy not to 
reach pre-pandemic 
levels until 2023

EU managed to contain 
employment drop with 
policy measures

Next Generation EU package to 
support the bloc’s economy in 

the next few years

R e c o v e r y 

When governments across 
Europe started to ease 
lockdown measures in mid-
May 2020, allowing businesses 
to re-open and people to 
travel, hopes that life might 
go back to normal were if not 
high then at least alive. And 
for a while things did seem 
to get better. The number 
of new COVID-19 cases had 
been declining and countries 
on the continent seemed to 
have succeeded in keeping the 
pandemic under control.

EUR 1bn
Eurozone budget 

deficit in 2020

ernments are expected to go deeper into 
the red than ever before, accumulating an 
aggregated budget deficit of nearly EUR 
1bn, or 8.8% of the GDP in 2020. The gap 
is said to narrow to 6.4% in 2021 and to 
4.7% in 2022.

On the upside, the progress in the devel-
opment of vaccines against COVID-19 rais-
es hopes for a quicker return to a more 
normal economic situation. By late-No-
vember, the European Commission had 
approved six contracts with pharmaceu-
tical companies for the purchase of COV-
ID-19 vaccines. Another supportive factor 
is the Next Generation EU – the coronavi-
rus recovery package - that will provide a 
much-anticipated strong boost to the EU 
economy over the next few years. 

In July 2020, the leaders of the 27 EU 
countries agreed on the largest stimulus 
package ever financed through the bloc’s 
budget at their first in-person meeting in 
five months. Alongside the EUR 1.1tn sev-
en-year budget for 2021-2027, the EU ap-
proved a EUR 750bn coronavirus pandemic 
recovery fund, Next Generation EU, to help 
countries weather the painful recession 
triggered by the coronavirus. Next Genera-
tion EU will be composed of EUR 390bn in 
grants and EUR 360bn in loans. The Euro-

pean Commission will borrow the money 
from financial markets. The EU’s executive 
arm has a triple-A credit rating, which it 
says will give it access to very favourable 
loan terms and moderate interest rates. 
Repayments would start after 2028, with 
the full amount due after 30 years. The 
money is intended for projects spanning 
2021-2024, though absorption could be ex-
tended into 2025-2026.

The aim of the programme is to help pre-
pare the European countries to better 
address any COVID-19-related challenges 
and also to set the stage for the long-term 
recovery of Europe and help in building 
its resilience in the face of future risks. 
The plan is also closely linked with the 
launch two new social and health pro-
grammes – the Recovery and Resilience 
Facility (rescEU) and EU4Health. Through 
the EU4Health programme the EU plans 
to invest EUR 9.4bn to strengthen the re-
silience of EU’s healthcare systems and 
promote innovation in the healthcare sec-
tor. This new programme will also fill the 
gaps revealed by the crisis and ensure that 
the EU’s healthcare systems are resilient 
enough to face any potential new health 
threats. 
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One of the biggest lessons the pandem-
ic has taught us is how important digital 
technologies have been in keeping us 
connected to work, school and family. 
For that reason, the EU is accelerating 
investments in digital transformation. 

At least 20% of the funds under rescEU 
will be made available for digital tran-
sition, including for SMEs. These funds 
should help advance objectives such as 
fostering the development of the next 
generation of digital technologies, in-
cluding supercomputers, quantum com-
puting, blockchain and human-centric 

artificial intelligence; developing capac-
ities in strategic digital value chains, 
especially microprocessors; accelerat-
ing the deployment of very high capac-
ity and secure network infrastructures 
including fibre and 5G all over the EU; 
enhancing the EUʼs ability to protect 
itself against cyber threats; unleashing 
the full potential of digital technologies 
to achieve the EU’s ambitious environ-
mental and climate action objectives; 
and upgrading digital capacities in ed-
ucation systems.

That is why the EU’s increased focus on 
digital transformation might be the real 
game changer in preparing the union 
for future crises. 

EU to accelerate 
investment in digital 
transformation
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COVID-19 Recovery Package

EU Еxpenditure 2021-2027

EUR 1,824.3bn

EUR 750bn

EUR  
1,074.3bn

EUR  
390bn

EUR  
750bn

EUR  
360bn

Grants

Next Generation EU 
(NGEU) 
COVID-19 recovery 
pachage front-loaded  
over the first years 
Capital raised on 
financial markets

React-EU

Rural Development

Just Transition Fund

InvestEU

Horizon Europe

Loans

Grants

RescEU

Loans

Multiannual finan-
cial framework 

(MFF) 
The EU’s 7-year 

budget

Next Generation EU

EU BUDGET 2021-2027 AND RECOVERY PLAN

Capital Raised on Financial Markets 
Repayment Period until 2058

The EU recovery plan and long-term budget for 2021-2027 support the recovery 
from the COVID-19 pandemic and investment in the green and digital transitions.

EUR 47.5bn

EUR 7.5bn

EUR 10bn

EUR 5.6bn

EUR 5bn

EUR 360bn
EUR 312.5bn

EUR 1.9bn

EUR 750bn

Recovery and Resilience 
Facility

EUR 672.5bn



rewriting 
retail rules Like in almost every country around 

the world, online sales in Poland 
surged in 2020, boosted by the COV-
ID-19 outbreak as stay-at-home 
orders pushed shoppers to shift 
from brick-and-mortar retailers to 
e-stores. Even before the pandemic, 
brick-and-mortar retailers had been 
fighting a fierce battle against e-com-
merce players. These challenges have 
now been accelerated at a stunning 
pace. Poland’s online sales are ris-
ing at a record speed and the num-
ber of new e-stores has never been 
this high. A clear evidence for the 
growing popularity of e-commerce 
has been the successful market de-
but of Poland’s online retailer Alle-
gro. Launched two decades ago as a 
home-grown competitor to eBay and 
Amazon, Allegro raised EUR 2.01bn 
in its October initial public offering, 
making it Warsaw’s largest-ever list-
ing and Europe’s third largest in 2020.

Online retail in Poland has been grow-
ing at a double-digit rate in recent 
years. Researcher PMR estimates 
the market at PLN 61.1bn in 2019 
and forecasts a 26% annual growth 
for 2020, the strongest expansion 
in nearly a decade. High internet 
usage and smartphone penetration 

have been among the main growth 
engines. Figures from the EU’s sta-
tistics office Eurostat show that 87% 
of the Polish households had inter-
net access in 2019. The smartphone 
penetration rate stands at 83%. That 
is above Europe’s average of 76% in 
2019, according to data published by 
the mobile communications industry 
body GSMA. 
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Online retailer 
ALlegro raises EUR 
2bn in Warsaw IPO

Malgorzata Wrzesinska, Researcher, Poland
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Another important driver has been the 
well-developed innovative payment 
system in Poland that offers a varie-
ty of safe payments options. The im-
plementation of the mobile payment 
standard BLIK revolutionised Poles’ 
shopping habits. Launched in 2015, 
it allows smartphone users to make 
instant payments using a six-digit 
code generated in their banking app. 
In 2019, BLIK had 8mn users in Poland 
and registered a record-high of 218mn 
transactions. It is available in 11 banks 
in the country and covers over 90% 
of all financial institutions’ clients in 
Poland.

The shortage of convenient and af-
fordable delivery options had been 
a major reason that impeded Poles 
from buying online. The undisputable 
game-changer was the creation of a 
network of parcel lockers by postal 
company inPost. Currently, there are 
9,000 self-service parcel dispatch and 
collection points, open 24/7. The net-
work allows 98% of the products or-
dered online to be delivered the next 
day. A survey by PostNord showed that 
Polish consumers have high expecta-
tions regarding delivery. A quarter of 
the respondents said they expect to 
receive the goods purchased online 
within one to two days, which is the 
second shortest among the 12 Euro-
pean countries surveyed by PostNord 
study. 

Poles enjoy quick dispatch also 
due to the fact that several e-re-
tailers, including Amazon and 
Zalando, have large logistics cen-
tres in Poland, thanks to the coun-
try’s favourable location at the 
heart of Europe, the proximity to 
the German market, and its rela-
tively low wage levels. 

BLIK mobile payment 
standard revolutionises 
Polish retail

42,100
Registered online stores 
in Poland

Poland’s Online Retail Sales

Source: PMR
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Undoubtedly, the introduction of the 
Sunday shopping ban in 2018 was one of 
the factors that also helped Poles’ shift 
towards online shopping and prompt-
ed retailers to transfer their activities 
to the internet. At present, there are 
about 42,100 registered online stores, 
which makes Poland one of the larg-
est, and certainly the most dynamically 
developing e-commerce markets in Eu-
rope. In the first half of 2020 alone, the 
number of e-commerce shops increased 
by 3,400. 

The pandemic has not only prompted 
people to buy more online but also to 
buy products they never bought be-
fore. Traditionally, apparel retail was 
the largest segment of the online retail 
sector in Poland, accounting for 25.3% 
of the sector’s total value with e-gro-
cery responsible for a mere 4.6% in 2018 
according to Marketline. E-grocery was 
the least popular online retail category 
and a niche to be filled. The COVID-19 
outbreak provided the needed impulse. 
The number of e-groceries increased 
by 18% in the period from January 2019 
to March 2020. Moreover, many retail 
chains launched online orders and even 
if they were not able to quickly launch 
delivery options, they offered custom-
ers the option to order products online 
and collect them in the store or in spe-
cial zones next to the stores. 

The pandemic is rapidly changing cus-
tomer preferences toward online chan-
nels and the longer it lasts, the more 
permanent this change will become. 
The growth trend is likely to stick in the 
post-pandemic world. PMR estimates 
that by 2025 the value of the Polish 
e-commerce market may reach as much 
as PLN 133.3bn. At nearly 11%, the share 
of online sales in the total retail trade 
in Poland is still relatively low com-
pared to Western European countries. 
The large potential for growth suggests 
that the share may reach almost 20% by 
2025, according to PMR. 

PLN 133.3bn
Value of Polish
e-commerce market
in 2025

26%
Expected annual 
growth of e-sales 

in 2020

Number of e-groceries in Poland
increased by 18% from January
2019 to March 2020.
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Consumer Confidence and Shopping in 
Emerging Europe in 2020

russiaromania

turkey

hungaryCzech republic

poland

Retail Bloom and Gloom

The COVID-19 pandemic has found 
Emerging Europe unprepared and 
lacking experience. The high num-
ber of cases has put an unprece-
dented strain on the healthcare 
systems of the individual countries, 
pushing medical personnel to the 
brink of their physical and profes-
sional resilience. At the same time, 
the restrictions on movement and 
social gatherings alongside the 
higher government interference in 
all aspects of life have attacked the 
widely-defined European culture 
at its foundations. Thus, although 
they have been globally validated as 
effective in containing the spread of 
the coronavirus, in emerging Europe 
these measures were largely neglect-
ed with the onset of summer, and the 
attempts at their reinstallment have 
triggered anti-lockdown protests 
in many countries. Moreover, the 
tension induced by COVID-19 and 
the governments’ ways of handling 
the pandemic, has added fuel to the 
fire of festering social problems, e.g. 
perceived violations of human rights, 
academic freedom, and personal data 
protection in the region. Further, the 
pandemic has turned the spotlight 
on the vulnerable social and financial 
status, alongside the ageing demo-
graphic profile, of healthcare and 
teaching professionals in emerging 
Europe.

Mail order and online retail was the 
biggest winner at times when most in-
dustries suffered from national move-
ment restriction orders. In emerging 
Europe, the highest increase was ob-
served in Turkey and the lowest in the 
Czech Republic, reflecting the low and 
high base for online trade in these two 
countries, respectively, before the COV-
ID-19 pandemic. 

In October 2018, Poland became the first 
country from the former Soviet bloc to 
be graded as a developed economy. The 
grading was provided by FTSE, a Lon-
don-based provider of economic and 
financial data. In the country, only F&B 
sales went up during the pandemic, re-
flecting the negative attitude of Polish 
consumers to the way their country was 
controlling the outbreak. 

Romanians, in turn, seem to have engaged in a COV-
ID-19-propelled shopping spree for furniture and 
other non-food items to make their quarantine time 
at home more pleasurable.

During the pandemic, the Turks 
seem to have been in need of 
more of everything, except 
clothing.

Russians, on the other hand, went in lockdown only for three months, be-
tween April and June, but increased home consumption of both low and high 
alcohol drinks by nearly one-fifth in September 2020 compared the previous 
year. 

Big losers in Hungary, and no big win-
ners in Czechia either.  Sales at most re-
tail shops in Hungary have declined or 
have barely increased since the onset 
of the pandemic. In Poland, Hungary, 
and the Czech Repubic alike, the cloth-
ing and footwear industry has faced  
the sharpest decline in retail sales 
during pandemic until September 2020. 
To meet the challenges of working and 
studying from home, some Czechs up-
graded their information and communi-
cation equipment as well as furniture. 
On the other end of the spectrum were 
the Poles and the Hungarians who 
adopted a more reserved attitude.

Turkey’s Retail Sales Volume Index,  
2015=100, y/y Change in %,  
Sept 2020/Sept 2019

Retail Sales Volume Index, Mail Order and 
Online Retail, 2015=100

Retail Sales Index Poland, % y/y Change, Sept 2020/Sept 2019

Retail Sales in Russia, % y/y Change,  
Sept 2020/Sept 2019

Retail Sales in Romania, % y/y Change,  
Sept 2020/Sept 2019

Source: Turkish Statistical Institute, CEIC

Source: Hungarian Central Statistical Office, CEICSource: Czech Statistical Office, CEIC

Source: Federal State Statistics Service, Russian Federation, CEICSource: Source:  National Institute of  
Statistics Romania, CEIC

Source: National Institute of Statistics Romania, Turkish 
Statistical Institute, Czech Statistical Office, Hungarian 
Central Statistical Office, CEIC

Source: Central Statistical Office Poland, CEIC
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45.83%
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Czech Republic 
 
y/y%

Computers, 
Peripheral Units & 
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& Tobacco

Textiles, Clothing  
& Footwear

Automotive  
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Pharmaceutical, 
Medical & 
Orthopedic  

Goods

Sep.17 Sep.18 Sep.19 Sep.20

4.63%

-2.43%

-1.73%

-5.24%

-1.90%

-1.32%

-8.57%

-7.20%

-9.90%

Food, Beverages and Tobacco Products

Furniture, Radio, TV and Household Appliances

Goods Overall

Motor Vehicles, Motorcycle and Auto Parts

Newspapers and Books

Others

Pharmaceuticals, Cosmetics and Orthopaedic Equipment

Solid, Liquid, and Gaseous Fuels

Textiles, Clothing and Footwear

-1.12%

-6.44%

-18.00%
-3.02%

-1.95%

4.76%
8.06%
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3.87%

4.44%
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-3.22%
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Information and Communication Equipment

Maintenance and Repair of Motor Vehicles, excl Motorcycles

Other Household Equipment

Pharmaceutical, Medical and Cosmetic Goods

Sale of Motor Vehicles, Maintenance and Repair of Motorcycles

Sales in Non Specialized Stores

Sales in Stalls and Markets

Sales of Food, Beverages and Tobacco in Specialised Stores

Sales of Other Goods in Non Specialised Stores

-20.73%

-9.47%

-19.67%

-0.41%

2.15%

0.70%

2.46%

1.72%

-10.85%

-7.62%

2.81%

0.56%

1.67%

Textiles, Clothing and Footwear Shops

Automotive Fuel Sales

Furniture and Electrical Goods Shops

Non Food Shops excl Fuel

Predominantly Food and Beverages Shops

Retail Sales Vol Index, swda

Sales of Manufactured Goods in Non-Specialized Shops

Sales of Retail Shops excl Automotive Fuel

Second-Hand Shops

Shops for Books, Computer Equipment and Other Goods

Shops for Pharmaceutical and Medical Goods and Cosmetics Articles

Specialized Shops for Food, Beverages and Tobacco

Specialized and Non Specialized Food Shops



Between
Oil Price Shocks
and COVID
Velizar Velikov, Researcher, EMEA

Time for Russia to Shift Gears?
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In 2020, the Russian government faced 
an uphill task to cushion the double 
whammy of COVID-19 and the crash of 
oil prices. First, the economy nosedived 
into a recession triggered by the two-
month nationwide lockdown introduced 
in April to reign in the spread of the vi-
rus. Second, the slump in energy pric-
es because of slowing global demand 
emptied the state coffers, which rely on 
the oil and gas sector for almost half of 
their revenues.

The Russian economy was well-posi-
tioned to respond to the COVID-19 crisis 
with hefty forex reserves, low unem-
ployment rate and a robust financial 
sector. Thanks to the fiscal consolida-
tion adopted since the 2014-2015 crisis, 
public finances were in a decent shape. 
The public debt stood at just 12% of GDP, 
while the National Welfare Fund (NWF) 
amounted to some 12% of national out-
put. In the climax of the spring corona-
virus outbreak, when oil prices plunged 
after OPEC’s failure to strike a deal with 
its allies to limit production, the fund 
was reported to have sufficient reserves 
to last until 2024, if oil prices remain 
low. As for the banking system, after 
a continued clean-up, lenders were en-
joying high profitability with sufficient 
capital buffers and liquidity in the eve 
of the coronavirus outbreak. The banks’ 
capital adequacy ratio stood at 12.7%, 
while the bad loans, although at above 
9%, were well provisioned. 
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Russia’s strong and timely fiscal and 
monetary response softened the eco-
nomic fallout from the pandemic and 
resulted in a relatively mild down-
turn, especially when compared to the 
steep economic contraction in most 
other G20 countries. The vast set of 
measures included income support for 
households such as expanded social 
and unemployment benefits and cor-
porate support such as tax deferrals, 
tax reductions and subsidised loans, 
among others. Also, public investment 
in projects deemed systematically 
important for the economy remained 
broadly intact and they were excluded 
from the lockdown. According to IMF 
estimates, the fiscal stimulus package 
amounted to about 3.5% of GDP, or 
some 4.5% if off-budget measures are 
also included. 

On the monetary side, the Bank of 
Russia slashed its key interest rate 
by 200 bp to a record low 4.25% and 
introduced new tools to provide ad-
ditional liquidity. In the first months 
of the pandemic, the central bank’s 
accommodative policy was supported 
by below-target inflation and a rise 
in the value of the Russian rouble. As 
a result, lending to the real economy 
picked up by almost 12% in the first 
eight months of 2020.

Around RUB 4bn of the earmarked 
funds, amounting to 3.9% of GDP, have 
already been spent to curb the imme-
diate impact of pandemic. In 2021, as 
a second stage of the plan, the gov-
ernment will be looking to support the 
growth of consumer spending, private 
investment and exports to archive a 
GDP growth of 3.3% while reducing 
federal spending due to the withdraw-
al of anti-crisis programmes.

It remains to be seen how effective it 
will be in improving the business cli-
mate, increasing competition and en-
suring strong private participation in 
line with the structural policies.

The IMF and the World Bank forecast 
that Russian economy will contract 
by between 4% and 5% in 2020 be-
fore returning to a growth trajectory 
with real GDP bouncing back by 2.8% 
y/y in 2021. It will take at least three 
years for the economy to fully recov-
er, if a second countrywide lockdown 
is avoided. The longer-term prospects 
for the Russian economy are not bright 
either – at just 1.8% the GDP growth 
forecast for 2025 puts Russia well 
below almost all emerging countries, 
according to the IMF’s World Econom-
ic Outlook released in October 2020. 
Reforming the heavily commoditised 
Russian economy will certainly help 
in securing a stronger and more sus-
tainable growth. Still, Russia does not 
seem eager to diversify its economy. 
Most oil exporting nations have over 
the past decades invested in diversify-
ing their economies to rely less on oil 
and gas and prepare for the time when 
oil runs out. Russia, however, has been 
lagging in these efforts.

Moreover, its dependence on oil and 
gas has increased. New data pub-
lished by the country’s statistics office 
showed that the share of oil and gas 
in Russia’s industrial production in-
creased to 38.9% in 2018 from 34.1% in 
2010. That fact alone suggests that for 
now Russia’s guiding motto is to take 
as much out of the ground as possible, 
for as long as it can. Yet, it will have 
to sooner or later embrace the new 
reality – demand for fossil fuels will 
continue to decline as more and more 
countries announce carbon neutrality 
targets. And it better be sooner than 
later if Russia wants to move forward 
to the low-carbon world. 

Buoyed by the well-targeted anti-cri-
sis measures, the economy saw a low-
er-than-expected contraction of 3.6% 
y/y in the third quarter of 2020. That 
followed an 8% drop in the previous 
three months, the deepest since 2009. 
The improvement could be partly ex-
plained with the structural character-
istics of the Russian economy. Small 
and medium-sized enterprises, which 
have been hit the hardest by the COV-
ID-19 crisis, contribute just around 
20% to Russia’s GDP or half the share 
in emerging economies. 

But just as the Russian economy was 
looking to be gaining traction, a re-
surgence in COVID-19 cases in Octo-
ber sparkled new lockdowns across 
Europe, weighing on oil demand and 
sending Brent Crude prices down to 
levels not seen since the summer. Ad-
ditionally, the threat of new sanctions 
against Russia following the alleged 
poisoning of opposition politician 
Alexei Navalny and especially after the 
election of Joe Biden as the new US 
president has put additional pressure 
on the rouble, sending it close to the 
four-year lows last seen in March.

Once again, the ongoing health crisis 
and the growing geopolitical risks 
have exposed the vulnerabilities of the 
Russian economy, putting forth plans 
to reshape its current commoditised 
model. In preceding years, the coun-
try witnessed a sluggish GDP growth 
and a decline of per capita income 
compared to that of new EU member 
states. In 2018, in order to address 
the medium-term potential growth 
and diversify its economy away from 
energy and mineral resources, Russia 
introduced 13 strategic goals, known 
as national projects, which envisage 
RUB 25.7tn (USD 400bn) of public and 
private spending in key areas from 
infrastructure and digitalisation to 
healthcare and education. The ambi-
tions economic and social policy goals 
include raising GDP growth above the 
global average, cutting poverty in 
half, and extending the life expectan-
cy, among others. In January Mikhail 
Mishustin, the head of Federal Tax Ser-
vice, who successfully reformed the 
agency during his 10-year tenure in of-
fice, was appointed Russia’ prime min-
ister with the task to accelerate work 
on the national projects, which should 
have been completed by 2024.  

However, the pandemic has dealt a 
serious setback to the planned spend-
ing package, mostly financed with tax 
increases, and forced the government 
to push back the deadline of the ob-
jectives to 2030 due to tighter budget 
constraints. 

In the meantime, in June Mishustin 
unveiled a new RUB 5tn (USD 73bn) 
plan to jump-start the economy while 
admitting that the national projects 
require certain adjustments. The new 
plan will run until 2024 and is aligned 
with the national goals, which are 
currently under revision. It consists 
of around 500 specific support meas-
ures that will simultaneously target to 
raise household income and employ-
ment, bringing long-term structural 
reforms to the economy. 

COVID-19 fiscal stimulus 
package at 3.5% of GDP

Government to support consumer spending,  
private investment, exports to achieve 3.3% GDP 
growth in 2021

Second COVID-19 wave, 
threat of new sanctions 
expose vulnerabilities 
of Russian economy

Russia still relieS 
on oil and gas

2.8%
Russia’s GDP 

growth expected 
in 2021



Adopting Technology
On the upside, the measures imple-
mented by various African govern-
ments have accentuated the adoption 
of digital economy as a tool to accel-
erate financial inclusion, e-learning 
and digital payments, and to forge new 
ways to integrate the dual economy 
that exists within many of the 54 coun-
tries on the continent. If some of these 
measures remain after the pandem-
ic, they have the potential to benefit 
education, banking, e-commerce and 
agri-business.

Since so much of the online industry is 
dependent on the strength and acces-
sibility of ICT, various countries such as 
Kenya, South Africa and Nigeria issued 
a temporary increase in spectrum, ze-
ro-rated websites and reduced data 
prices. South Africa also explored the 
use of white noise spaces to increase 
internet access in rural areas by tap-
ping into the high TV per household 
ownership in the country. While in-
creased spectrum may require addi-

tional infrastructure spending from 
telcos, it could boost the number of 
subscribers, pushing prices down and 
making internet access more afforda-
ble. However, more is still required to 
make digital technologies inclusive and 
accessible to all. Currently only 26% 
of the Sub-Saharan Africa population 
has access to mobile data (3G or more 
advanced) compared to a global aver-
age of 49% and the prices of fixed-line 
broadband packages in the region are 
among the highest in the world. 
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Maagatha Kalavadakken, Researcher, Africa 

Africa Africa 
ReimaginedReimagined  

Although Africa’s reported 
COVID-19 cases are 

inexpiably low compared 
to global figures, the 

socio-economic impacts 
of the pandemic on 

the continent are yet 
to be fully quantified. 

The pandemic laid 
bare Africa’s existing 

structural problems and 
is expected to reverse 
a lot of developmental 

achievements, exacerbate 
the levels of inequality and 

highlight the importance 
of creating a strong local 

production capacity 
and bringing to light the 

informal economy, whose 
large share has made it 

extremely difficult for 
regulators to intervene 

during the pandemic.  

Spurred by the pandemic, 
Africa accentuates 
the adoption of digital 
economy
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36% 37%
40% 43%
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50% 47% 42% 37% 30% 25%
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Connected Usage Gap Coverage Gap

Mobile Internet Users in Sub-Saharan Africa, % of Population

Note: Usage gap refers to populations that live within the footprint of a mobile broadband network but who are 
not using mobile internet. Coverage gap refers to populations that do not live within the footprint of a mobile 
broadband network (3G or above).  
Source: GSMA Intelligence
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Share of Sub-
Saharan Africa 
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are shopping more online now than before 
the pandemic. Other African countries 
included in the survey are Egypt, Nigeria 
and Kenya. Of them, Nigerians seem to be 
the ones with highest preference for on-
line shopping as 70% of them said they 
shop less in supermarkets after the COV-
ID-19 outbreak and 34% said they have in-
creased online purchases.

Nonetheless, it is no secret that Sub-Saha-
ran Africa’s e-commerce industry still fac-
es numerous challenges such as low trust 
levels, low bank card penetration, under-
developed transport infrastructure, and a 
lack of proper address systems. Still, there 
is room for pioneer innovations and com-
ing up with solutions unique to Africa. 

Wiring Money
As the majority of these supportive meas-
ures are phased down with the easing 
of the lockdowns, mobile money trans-
fer charges are gradually being restored. 
However, the relaxed requirements have 
already resulted in a wider pool of new 
clients, thus leading to higher financial in-
clusion and less use of cash. 

From a customer perspective, these meas-
ures offer an opportunity to test products 
that customers might otherwise think 
untrustworthy, while for the mobile mon-
ey players they offer a way to move fur-
ther into the digital field. In Rwanda, for 
example, the value of person-to-person 
(P2P) transfers rose five times from the 
pre-pandemic levels. 

Data collected by Rwanda’s telecommuni-
cation regulator and South African think-
tank Cenfri showed that the number of 
mobile-money transfers in Rwanda dou-
bled in the week after a lockdown was 
imposed on March 22. By late April users 
were making 3mn transactions a week, 
versus the pre-pandemic norm of just 
600,000 weekly transfers. The pandemic 
has had a similar catalytic effect as the un-
rest that followed the disputed 2007 elec-
tions, when many people stayed in home 
afraid of the violent clashes on the streets 
and started sending money to each other 
by phone – a habit that stuck until today. 

Online Boom
Similarly, e-commerce has become more 
popular during the COVID-19 outbreak. 
Even before the pandemic, the sector 
was growing steadily, but national lock-
downs and stay-at-home orders have seen 
customers rushing to online stores that 
have since been struggling to keep up 
with demand. While e-commerce thrived, 
brick-and-mortar shops saw a decline in 
revenue. Figures published by market re-
searcher Nielsen South Africa in May 2020 
showed that 65% of South Africans have 
reduced visits to physical supermarkets 
despite the population’s heavy depend-
ence on informal trade outlets. On the 
contrary, 29% of South African consumers 
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If applied to policy and regulations, 
the quick and decisive approach that 
African governments took to boost the 
adoption of digital technologies might 
eliminate the costly bureaucratic red 
tape that often makes doing business 
in Africa difficult. In addition, this agile 
approach is the best when implement-
ing out-of-the-box solutions that are 
unique to African challenges.

Africa remains a cash-based economy, 
heavily reliant on remittances. During 
the COVID-19 outbreak, in order to en-
courage the use of basic banking ser-
vices and support social distancing, 
countries like South Africa, Kenya, and 

Egypt and the members of the West 
African Monetary Union have put in 
place a number of measures such as 
simplifying procedures for onboarding 
new clients. A wavering of transaction 
fees and an increase in daily transac-
tion limits were implemented in South 
Africa, Kenya, Senegal and Rwanda. 
Among the most important interven-
tions is the relaxation of know your 
customer regulations. In the long run 
they will improve the gender gap in fi-
nancial inclusion in Africa, where over 
53% of women and youth are financial-
ly excluded. 
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Digital Platforms for Small 
Farmers
One of the main challenges before the 
agriculture sector is the difficult access 
to markets, which pushes the prices of 
agricultural goods higher and kicks small 
farmers out of the game. A digital infra-
structure that links the informal sector to 
the market can thus offer opportunities to 
over 60mn urban farms in Africa. A num-
ber of African governments have already 
stepped in to offer solutions. Togo, Sen-
egal and Nigeria have created platforms 
linking informal operators to established 
marketplaces helping out-of-reach house-
holds to get in touch with market vendors, 
using local transport solutions. Other Afri-
can governments have facilitated partner-
ships between the larger existing digital 
platforms to create more opportunities 
for collaboration with the informal sec-
tor. These digital platforms can also boost 
agricultural productivity through prompt 
payments for produce, information shar-
ing and agro-industrial activities. 

Although most e-commerce start-ups in 
Sub-Saharan Africa are still small, depend-
ent on donor funding and in the pilot stage, 
some major players have been emerging 
such as Twiga Foods in Kenya, which con-
nects fruit and vegetable farmers to urban 
retailers, and AgroTrade in Ghana, which 
connects farmers in the staple food val-
ue chain to large off-takers, according to 
data published in GSMA Agri-Tech Digital 
Report 2020. The report also shows that 
the number of agri e-commerce platforms 
in low and middle-income countries has 
grown exponentially, from six in 2009 to 
126 in 2019, 71 of which are in Sub-Saha-
ran Africa. Agriculture adds about 16.2% 
of GDP in Sub-Saharan Africa and employs 
over 80% of its population. 
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The global e-learning market is set to ex-
ceed USD 375bn by 2026, according to a 
report by Global Market Insights, with Af-
rica’s e-learning market expanding by 14% 
between 2011 and 2018. It is now expected 
to reach USD 1.8bn by 2024.

COVID-19 has enticed innovation in this 
space across Africa. Although most of the 
e-learning solutions are still at a nascent 
stage, once adopted these new technol-
ogies could be a game changer for the 
sector. For example, Nigeria as a tech hub 
in Africa boast a plethora of online learn-
ing platforms. Some like Krystal Digital 
and Quizac saw a rise in user numbers to 
65,000 and 100,000, respectively, during 
the COVID-19 outbreak. Bigger players like 
Tanzania’s Ubongo that boasts 17mn TV 
viewers in 30 countries use a combined 
model of TV programmes, YouTube and 
web resources for its users. This diverse 
offer allows users to access information 
via a channel that is most readily available 
to them.

In South Africa, AI platform Ms Zora, a 
collaboration between the department 
of Basic Education, Africa Teen Geeks and 

Apodytes, was initially rolled out to over 
200 schools in 2019 and plans are to cov-
er the whole country in the future. Other 
solutions, such as Mtabe, target the seg-
ment of population that has no access to 
mobile data. Mtabe is an artificial intel-
ligence-powered SMS platform that can 
answer students’ most pressing questions 
by text.

As the continent, which has weathered 
many natural disasters and disease out-
breaks, is going through the pandemic and 
trying to evaluate its future impact, the 
measures and policies taken during the 
outbreak will not only play a critical role in 
recovery but will also serve as pillars for 
sustainable growth in the future and for 
creating a reimagined Africa. 

E-Learning Opportunities
Another sector that has changed dra-
matically during COVID-19 is education. 
Like elsewhere, the pandemic has forced 
schools and universities in Africa to shut 
doors and students to shift to remote 
learning. But while digital e-learning plat-
forms have come to the fore in most con-
tinents around the world, radio and tele-
vision have remained the largest sources 
of information in Africa mainly due to the 
low internet connectivity and expensive 
data. Data from a report published by UN-
ESCO in 2020 showed that 89% of learners 
in Africa do not have access to household 
computers while 82% lack internet access. 
Faced with national lockdowns, govern-
ments across Africa made use of radio 
and television to continue to deliver edu-
cation. They also partnered with telecoms 
and schools to offer zero-rated websites 
and apps for learning. 

Before COVID-19 over 60mn children did 
not attend any form of school in Africa. To 
meet its Millennium Development Goal for 
Universal Primary Education, a report by 
the United Nations suggests Africa would 
need up to USD 8bn of investments a year. 
A combined usage of radio, television, in-
ternet and mobile phone apps presents 
a multitude of opportunities in Africa’s 
education sector once the pandemic is 
over. Whatsapp and telegram became the 
dominantly used form of communication 
for learners, teachers and parents during 
the pandemic. Digital connections enable 
a two-way communication, real-time in-
teraction, and feedback for learners and 
educators. 

Radio, TV remain largest 
sources of information 
due to low internet 
connectivity

African governments 
step in to offer digital 
solutions to small 
farmers

Africa’s 
e-learning 
market to reach  
USD 1.8bn by 
2024
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Active Digital Agriculture 
Services in Sub-Saharan Africa, 
January 2020

Source: GSMA Digital Agriculture Maps
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Africa’s 
Infrastructure 
Woes
Mfundo Hadebe, Researcher, Africa

Infrastructure investments have been 
rising steadily in Africa over the past 
decade with both local government 
and international investors hav-
ing the appetite and funds to spend 
much more. Yet, of the estimated USD 
130bn-170bn a year that the continent 
needs to bring its infrastructure up to 
par, it manages to attract just half. On 
top of that, the short-term investment 
outlook is clouded by the COVID-19 
outbreak with many infrastructure 
projects delayed as governments are 
prioritising their spending commit-
ment in the light of the pandemic with 
a focus on recurrent expenditure. With 
many of Africa’s 54 countries heading 
for an economic contraction, all eyes 
will likely again turn east to China 
– the region’s top trade partner, the 
leading investor and most importantly 
the biggest financier of Africa’s infra-
structure.

Most of Africa lags behind the rest 
of the world in key infrastructure 
metrics including energy, road 
and rail transportation, and water 
supply. It is estimated that this 
constrains productivity by up to 
40% and reduces Africa’s GDP by 
about 2% per year. Take electricity 
for example - nearly 600mn people 
in Sub-Saharan Africa do not have 
access to grid electricity and they 
make up over two-thirds of the 
global population without electric 
power. Bridging the infrastructure 
gap will undoubtedly make a great 
difference for Africa’s economic 
development. In fact, infrastruc-
ture development has played a 
pivotal role towards the enable-
ment of productivity and econom-
ic growth in Africa. According to 
the African Development Bank 
Group (AfDB), investment in in-
frastructure accounts for over 
half of the recent improvement 
in economic growth in Africa and 
has the potential to achieve even 
more. Continuous infrastructure 
improvements in services such as 
electricity, transport, sanitation 
and sewerage systems enhance 
productivity and stimulate region-
al integration and trade. 

Africa relies heavily on national gov-
ernments to finance the continent’s 
infrastructure development. A report 
by the Infrastructure Consortium for 
Africa (ICA) found that governments 
accounted for 40% of total funding for 
infrastructure in the 2014-2018 period. 

In 2018 alone, total spending on Afri-
can infrastructure amounted to USD 
100.8bn, an increase of 24% over the 
total commitments reported for 2017 
and an increase of 33% over the 2015-
2017 average. This was the first time 
that the level of commitments passed 
the USD 100bn mark. 

African governments were the larg-
est source of infrastructure financ-
ing, with commitments of USD 37.5bn 
(37% of total), followed by China, 
which committed USD 25.7bn (25%), 
ICA members (USD 20.2bn, 20%), the 
private sector (USD 11.8bn, 12%), and 
other sources (USD 5.6bn, 6%). 

This estimated infrastructure gap cou-
pled with dire needs in health, educa-
tion, administrative capacity and se-
curity, means the region is challenged 
with finding ways to attract private 
investments to speed up the building 
of critical infrastructure needed to un-
leash its potential. 

With looming GDP 
contraction in Africa, 
all eyes turn to China

Bridging the Infra-
structure Gap

Who Funds Infrastruc-
ture?
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AfDB estimates that infrastructure 
needs for the African region amount 
to USD 130bn-170bn a year, with a fi-
nancing gap of USD 68bn-108bn. 

Africa needs USD 
130bn-170bn in annual 
infrastructure 
investment

40%  
Government share in 
total infrastructure 
funding in Africa

Source: ICA
*ICA Members - The Infrastructure Consortium for Africa is a tripartite relationship 
between bilateral donors, multilateral agencies and African institutions.

Africa Infrastructure Investments by Sector, USD bn, 2018

Source: ICA
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The ambitious projects and the desire 
for fast results might have led to African 
countries biting more than they could 
chew as the bills started piling up. The 
lending spree over the past two decades 
has propelled China to the top of Africa’s 
creditor list. China’s government, banks 
and companies lent some USD 148bn to 
Africa between 2000 and 2018, larger than 
any OECD lender, and near-matching the 
World Bank’s loans in Africa, according to 
data from Johns Hopkins University.  

The COVID-19 pandemic, however, will 
weigh significantly on African govern-
ments’ ability to finance big infrastruc-
ture projects at least in the short term. 
A June 2020 report by AfDB projects Af-
rica’s GDP to contract by 1.7% in the best 
or by 3.4% in the worst case scenario as 
a result of the pandemic. A partial recov-
ery of about 3% is projected for 2021 but 
it would not make up for an estimated 
cumulative loss to Africa’s GDP of USD 
173.1bn–236.7bn for both 2020 and 2021, 
the AfDB says. The IMF is even more pes-
simistic projecting a record 3% econom-
ic contraction for Sub-Saharan Africa in 
2020 and a 5.1% GDP fall for the Middle 
East and North Africa, the fund said in its 
October 2020 Global Economic Outlook. 

3.1% GDP Growth in  
Sub-Saharan Africa  
in 2021
Looking forward, a recovery is expected 
for 2021, when Sub-Saharan Africa should 
see a 3.1% GDP growth. This is a smaller 
expansion than expected in much of the 
rest of the world, partly reflecting the re-
gion’s relatively limited policy space with-
in which to sustain a fiscal expansion, the 
IMF notes. Growth in the Middle East and 
North Africa is forecast at 3.2% in 2021. At 
such tough times could the region’s sec-
ond biggest infrastructure financier lend 
a helping hand? 

China has gradually become a central 
player in Africa’s infrastructure devel-
opment push. China funds one in every 
five projects across Africa, making it the 
second-largest funding source after Afri-
can governments. In 2018, China invest-
ed USD 25.7bn in infrastructure projects 
and programmes in Africa, 32% higher 
than in the previous year. Over 2014-2018, 
China had committed to invest USD 75bn 
in infrastructure projects in Africa, more 

than half of which (57%) going to energy 
projects and a third (30.1%) to transport 
projects.

03 EMEA 03 EMEA

African national governments’ commit-
ment towards infrastructure develop-
ment has been increasing every year. 
The year 2018 saw 48 African national 
governments commit USD 37.5bn to-
wards their own infrastructure projects 
and programmes. This represents a 9% 
growth from the previous year’s USD 
34.3bn commitment from 47 African 
countries and a 22% growth from 2016’s 
USD 30.7bn for 49 countries. When it 
comes to key focus sectors, transport, 
water & sanitation and energy sectors 

account for the lion’s share of national 
governments’ infrastructure budgets in 
Africa. 

Angola is the largest 
recipient of Chinese loans 
with USD 43.2bn in nearly 
two decades

Transport, Energy and 
Water Attract Most  
Investments

USD 148bn Chinese 
Loans to Africa,  
2000-2018

China funds one in every five projects across Africa

African Governments Commitments, Breakdown by Sectors, USD bn

17.6
12.9 16.3

20.1 19.6

7.5

4.8
4.4

5.6 7.7
5.1

3.5

6.1

5.9 5.61.1

0.6
0.9

2.1 1.1
3.2

2.1
2.1

0.6 3.5

0

5

10

15

20

25

30

35

40

2014 2015 2016 2017 2018

Transport Energy Water ICT Multi-sector

Source: ICA

Gloomy Economy

A Look to the East 

China’s Loans to Africa
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Securing private investments for large-scale 
infrastructure projects has always been a chal-
lenge for many African countries. One signif-
icant hurdle is the lack of sound policies and 
regulatory frameworks in order to spur private 
infrastructure investment in the continent. 
Some of the inadequacies include regulatory 
uncertainties, bureaucracy and widespread 
bribery. Estimates by OECD show that 10%-
30% of investments in publicly funded infra-
structure projects are likely to be lost as a 
result of bribery or mismanagement of funds. 
Another constraint is the region’s underdevel-
oped financial market coupled with regulatory 
barriers that impede the supply of long-term 
financing. The banking sectors in most African 
countries do not accommodate infrastructure 
financing and there are only six countries in the 
region that offer bank loans with long maturi-
ties (20-year loans). Even in the case of these 
six countries, the interest rates are too high - 
above 20% in three of these countries - making 
it close to impossible to consider using banks 
for financing infrastructure developments.

The continent of Africa is making strides to-
wards achieving sustainable regional growth. 
The launch of the African Continental Free 
Trade Area (AfCFTA) in 2019 could potentially 
hold the key for the creation of a more integrat-
ed Africa. The effectiveness of the AfCFTA will 
require satisfactory infrastructure networks 
and countries across the continent will have to 
join forces in investing in roads, rail and power 
infrastructure. 

In Need for Private Invest-
ment

Saddled with a pile of debts, some of the poor-
er African countries have been struggling to 
pay their dues even before the pandemic made 
things even worse, sending some on the brink 
of default. Zambia became the first African na-
tion to default on its debt in the COVID-19 era. 
On a positive note, the G20 countries agreed 
to suspend debt service for African countries 
until at least mid-2021 and sketched out rules 
for restructuring their government debt to help 
fend off the risk of default in the wake of the 
COVID-19 crisis. Yet, these plans provide just a 
near-term breathing room for African countries, 
raising concerns of more defaults on the way. 

And here comes the reasonable question – 
will China continue to support Africa’s infra-
structure development or will Beijing change 
its course of action and be more selective in 
its investment activities abroad. A November 
2020 report by German insurer Allianz and Eu-
ler Hermes suggests that over the 2021-2025 
period China will cut its funding abroad, thus 
depriving South Africa of USD 10.7bn, Kenya of 
USD 6.6bn, Angola of USD 5.2bn, Ethiopia of USD 
4.7bn, Egypt of USD 1.3bn, Zambia of USD 1.1bn 
and Ghana of USD 0.9bn. Overall, the seven Af-
rican countries might lose USD 30.5bn in poten-
tial Chinese funding over the five-year period. 
The authors of the report identify two reasons 
for China’s withdrawal. The first is the recently 
unveiled dual circulation strategy that would 
help steer the Chinese economy towards great-
er self-reliance and lower its dependence on 
overseas markets. The second reason is the ex-
pected slowdown in Chinese economic growth 
that will further strain Beijing’s overseas lend-
ing and investment activities. 

One thing is sure though - Beijing’s relation-
ship with its African partners is changing and 
it remains to be seen whether this would mean 
fewer investments or whether China will seek 
to further strengthen its position in the re-
source-rich continent. 

African countries at risk 
of losing USD 30.5bn in 
potential Chinese funding

12%
Private Sector Share 

in Infrastructure 
Funding
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Brazilians Working Remotely Brazilians on Unpaid Leave or with Reduced Working 
Hours Due to Social Distancing Measures
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Brazilian agricultural exports rose 
by 8.6% y/y to USD 52.5bn in the first 
ten months of 2020, with the higher 
demand from China being the main 
driving force. Agriculture was among 
the few sectors of the Brazilian 
economy that continued to grow in 
2020. It benefited from record-high 
crop production, the quicker recovery 
of China, and the depreciation of the 
national currency against the US dollar 
that boosted exports.

The government introduced 
a social programme for 
individuals and households 
affected financially by the 
pandemic. Monthly benefits 
of BRL 600 were given to 
unemployed workers from low-
income households

The Argentinian peso depreciated 
by 32% from January 1, 2020 to the 
beginning of November. Even prior 
to the COVID-19 crisis, Argentina 
was already struggling to stabilise 
its public finances and win back 
investors’ confidence in its currency.

Mexico’s exports to the US 
in 2020 up until September 2020 
declined by 13.6% y/y as a result of 
the disrupted global demand and 
flow of goods. The exports to the US 
account for nearly 90% of Mexico’s total 
exports. By contrast, Mexican exports 
to China increased by 9.2% year-to-date 
in September.

Colombia’s central government budget 
deficit keeps increasing and reached 
COP 34.9tn (roughly USD 9.2bn) in 
August. This is three times the amount 
in August 2019. In the first half the 
deficit was worth 3.9% of the nominal 
GDP and this ratio is bound to increase 
in the end of the year, as the expenses 
keep rising and the GDP contracts.

The mining and manufacturing 
production indices in Peru are 
declining compared to 2019 and short of 
their pre-pandemic levels. The mining 
index performed slighly better than the 
manufacturing one, with the former 
declining by 11.2% y/y in August, and 
the latter - by 12.1% y/y in the same 
month. The mining proved to be more 
resilient as well during the most acute 
phase of the pandemic in April and May.

Chile had produced 4.3mn tonnes of 
copper as of end-September 2020, 
which is 0.5% more than the amount 
during the same period in 2019. Chile is 
the world’s top copper producer. While 
the economy contracted by 5.3% y/y in 
Q3, it grew on a quarterly basis by 5.1%.

Brazil

Argentina

May-20

Death Cases

Note: COVID-19 confirmed cases as of mid-November Aug-20

Confirmed Cases

Mexico

Colombia

Peru

Chile
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925,431

34,992

Source: CEIC, Central Bank of Brazil
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Retail Sales in Brazil

Side effect: Brazilians start hoarding 
cash. Time deposits reached BRL 1.6tn 
(USD 306bn), a 55% y/y increase

sep 2020

AUG 2020

The emergency aid programme got extended but 
the monthly transfer was reduced to BRL 300

Annual retail sales growth followed the monthly 
dynamic and turned positive again at 3.2%

Getulio Vargas Foundation: The poverty line in 
Brazil fell to 21.7% in June 2020, a 16-year low, 
from 25.6% a year earlier.

Brazil’s Gini coefficient fell below the 0.5 point 
mark for the first time ever

Over 66mn people participated in 
the programme 

The programme has become the 
largest social expense of the 
Brazilian government, accounting 
for more than BRL 50bn per month

Adjust and Adapt
The COVID-19 outbreak shed light on both vulnerable spots and resilient 
areas in Latin America 
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than national lockdowns, which proved 
quite effective and with less economic 
costs.

Aside from the hard factors – timing of 
lockdowns and testing capacity – the rap-
id evolution of the pandemic in the region 
was also due to soft factors such as the 
structure of the economy and social is-
sues. High poverty, especially among the 
urban population, combined with high 
population density limited the effective-
ness of lockdowns

Although the governments in the region 
were fully aware of these issues and 
implemented household support pro-
grammes, targeting the most vulnerable 
layers of the population, fiscal restrictions 
downplayed the success of these meas-
ures. Some of these programmes were ei-
ther too small right from the start – as in 
the case of Peru and Colombia – or more 
adequate but quite difficult to sustain in 
time, such as that in Argentina. Only two 
countries in Latin America – Brazil and 
Chile – performed a significant and sus-
tained income support effort. However, 
only for Chile there is empirical evidence 
that the support was actually effective 
in keeping people at home and reducing 
the spread of the disease. In that regard, 
the size of the informal economy in Latin 
America is probably the single most im-
portant factor behind the inefficiency of 
such programmes, with informal workers 
still going to work, despite receiving gov-
ernment subsidies. 

102
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With 110 deaths per 100,000 population, 
Peru was in the lead of the grim statistics, 
followed by Argentina, Chile, Brazil, Mex-
ico, Bolivia, Ecuador and Panama. Why 
has the pandemic affected the region so 
badly, both on the healthcare and the eco-
nomic fronts? Why were some countries 
like Brazil and Mexico hit very early, while 
others such as Argentina seemed to be 
doing well initially only to end up as bad 
as the others? Was it all pain and no gain? 
These are some of the questions that we 
will try to answer in this article.

Some experts believe that one of the main 
reasons for the failure to contain the COV-
ID-19 outbreak in Latin America was the 
poor timing of the lockdown measures. On 
the one hand, there are countries such as 
Mexico and Brazil, which, for varying rea-
sons, stalled the adoption of quarantine 
measures even in the face of an alarming 
growth in the number of COVID-19 cas-
es and when such measures were finally 
adopted their scope was rather limited. 
In Brazil, the delayed introduction of re-
strictive measures was political in na-
ture, as President Bolsonaro wanted to 

protect business interests and trade at 
all costs. Meanwhile, in Mexico, President 
Lopez Obrador, concerned by fragile pub-
lic finances, stated that the government 
was in no shape to provide the massive 
social assistance that would have been 
needed as a result of a severe and lasting 
lockdown. Thus, the Mexican government 
opted for a mild nationwide quarantine in 
April and May and a rapid normalisation 
of economic activities afterwards. In con-
trast, other countries such as Argentina 
and Colombia, adopted severe lockdown 
measures at the beginning of the out-
break. This strategy proved efficient in 
mitigating the initial shocks of the pan-
demic, but at the cost of a strong negative 
impact on the economy, social tiredness 
and a massive spike in the number of cas-
es once restrictions were lifted.

Another factor that reduced the capacity 
of governments in the region to control 
the pandemic was the insufficient testing 
capacity, with bottlenecks of all kinds. In 
Peru and Colombia, despite the preventive 
acquisition of materials for PCR testing, 
the lack of laboratories with adequate 
testing capabilities limited the effective-
ness of diagnostic campaigns. Argentina, 
on the other hand, was too late to secure 
materials for PCR testing, which was the 
main limiting factor in the first months of 
the fight against COVID-19. A grand excep-
tion from this was Chile, with adequate 
testing infrastructure, innovative testing 
techniques and ample supply of materials. 
This allowed the South American country 
to run a much more precise and systemat-
ic tracking of the pandemic. Chile’s key to 
success was a system of regional rather 

In November 2020 Latin 
America was home to 8 of 
the 15 deadliest COVID-19 
hotspots globally

High poverty and 
population density limits 
lockdown efficiency

Informal economy undermines governments’  
income support programmes

The Mother of All Shocks GDP Estimates
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All pain, No gain?  
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It took a while for COVID-19 to arrive in Latin America. But when it did, 
it hit hard. By late November 2020, Latin America accounted for eight 
of the world’s 15 deadliest COVID-19 hotspots
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As 2020 is heading to a close, most coun-
tries in Latin America are in a state of new 
normality, with no national lockdowns in 
place, and relatively milder restrictive 
measures in spite of the ongoing pan-
demic. Moreover, in an effort to propel 
economic recovery, countries which had 
imposed bans on the entry of foreign 
tourists (e.g. Chile, Argentina and Peru), 
are planning to reopen their borders by 
no later than January 2021. Yet one ques-
tion arises – how fast will Latin American 
economies bounce back from the crisis in 
this context of new normality? In October 
2020, the IMF sparked some hope for the 
region, projecting an improved economic 
outlook in the last two months of 2020 
and early 2021. This is supported by the 
good performance of the Chinese econo-
my and the better-than-expected interna-
tional demand for metal and agricultural 
commodities, which helps countries that 
depend on exports of these products (i.e. 
Chile, Peru, Brazil and Argentina) to re-
bound faster.

Still, the IMF expects the economy of 
Latin America to grow by just 3.6% y/y in 
2021. This means that after registering 
the steepest contraction among the de-
veloping world in 2020 as per the IMF es-
timates, the region is also headed for one 
of the slowest recoveries in 2021.

 
The economic rebound will largely depend 
on the ability of governments to sustain 
the programmes that support internal 
demand during the new normality phase, 
with many nations at risk of having to dis-
continue or curtail such programmes too 
early. Most countries in the region are still 
suffering from high unemployment, rising 
bankruptcies among SMEs, and structural 
transformations of sectors such as enter-
tainment and physical retail, which slow 
down the return to the pre-pandemic re-
ality. A prominent example is Argentina, 
which in 2020 will apply stimulus meas-
ures amounting to 3.5% of GDP. The coun-
try cannot afford to extend these meas-

ures in 2021, due to the need to put its 
public finances in order – in fact, Argenti-
na suspended its main household support 
programme in September 2020. Ecuador 
is facing similar challenges – with debt 
at 68.9% of GDP in 2020, it needs to show 
fiscal discipline in order to lure back cred-
itors. Another country with poor recovery 
prospects, but for entirely different rea-
sons, is Mexico. The country faces no ma-
jor international financial constraints for 
running a larger budget deficit. However, 
President Lopez Obrador’s administra-
tion has adopted a fiscally conservative 
stance. This, coupled with the large share 
of the troubled oil and tourism sectors in 
the Mexican economy, shapes a slow and 
painful road to recovery. 

Although Latin America had the luxury of 
time to prepare for the imminent threat, 
it was among the regions hardest-hit by 
the massive supply and demand shock 
that COVID-19 brought to the world. The 
pandemic also outlined multiple struc-
tural deficiencies of the economies in the 
region: underfunded healthcare systems, 
low levels of export diversification, re-
gressive tax schemes, small or non-exist-
ent household support programmes, high 
labour informality, and political oppor-
tunism. Due to the extent of the economic 
damage in 2020, the outlook for 2021 in-
dicates a sluggish recovery at best, even 
without considering a potential second 
wave of the pandemic. For those coun-

tries with fiscal space - Chile and Mexico 
in particular - higher public spending and 
public investment might be the best op-
tion to boost economic recovery. However, 
for other countries with relatively severe 
debt problems, such as Brazil, Ecuador 
and Argentina, the best – and, perhaps, 
the only pathway to economic recovery in 
2021 – is to seize the export opportunities 
stemming from the robust demand for 
commodities by China and other countries 
in Asia. 

In some countries, such as Peru, 
Paraguay, Ecuador and Colombia, 
the informal sector was larger than 
the formal economy, accounting for 
more than 50% of the total non-ag-
ricultural employment. Besides in-
formality, the urgent need to invest 
in public health infrastructure, the 
highly regressive tax systems and 
the high income inequality all sab-
otaged government efforts to effi-
ciently support those most in need.

In October 2020, The United Nations 
Economic Commission for Latin 
America and the Caribbean (ECLAC), 
one of the most prestigious think 
tanks on the continent, evaluated 
the extent of the economic damag-
es from the COVID-19 pandemic. For 
ECLAC, the COVID-19 crisis is the 
worst regional economic crisis since 
the external debt crisis of the 1980s 
when most Latin American countries 
suffered severe GDP contractions 
and rampant inflation. Some 2020 
figures are just staggering - region-
al GDP is expected to contract by 
9.1% y/y, which is the worst decline 
since ECLAC started keeping record 
in 1900; unemployment might reach 
13.5%; and poverty is seen rising by 
7 pp to 37.7%.

According to ECLAC, one of the factors be-
hind the huge economic contraction for the 
region in 2020 is the sharp decline in ag-
gregate demand. A major drop in external 
demand for commodities also played a role 
in some – but not all – of these countries. 
The countries most affected by the plum-
meting external demand for commodities 
were those with relevant domestic pro-
duction of oil and oil derivatives, such as 
Colombia and Mexico. Those specialised in 
agricultural commodities or metals, on the 
other hand, such as Brazil, Argentina, Peru 
and Chile, were less affected. The nosedive 
of inbound tourism revenues, however, had 
devastating consequences across the re-
gion, although again Colombia and Mexico 
suffered the most. 

Budget deficits increased across Latin 
America, following the growing expenses 
on health and support programmes for 
households and businesses, and the sharp 
drop in revenues caused by the virtual pa-

ralysis of economic activity and the launch 
of tax relief initiatives in some countries. 
The region will end 2020 with an average 
public deficit of 8.4% of GDP according to 
ECLAC, the highest figure since at least 
1950. Fortunately, ample international li-
quidity and historically low interest rates 
are helping most countries in Latin Amer-
ica to finance this huge deficit with debt 
issuances at a reasonable cost. The single 
exception from this is Argentina, which is 
in the middle of a severe debt crisis and is 
struggling to return to international debt 
markets. In this context of ample access to 
financing and subdued inflation, monetary 
policy in the region has mostly been high-
ly accommodative, marked by record-low 
monetary policy rates in countries such as 
Chile, Peru and Brazil, which operate under 
inflation targeting regimes. In other coun-
tries with more conventional monetary 
aggregates targeting (e.g. Bolivia and Uru-
guay), there have been significant efforts 
to increase liquidity and reduce rates. 
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As the COVID-19 pandemic continues 
to rage across the world, forcing many 
businesses to stay closed for months, 
digital technologies have come to the 
rescue of many. With online shopping, 
virtual meetings and digital services 
taking centre stage in the lives and live-
lihoods of people and companies around 
the globe, businesses that were quick to 
adopt digital technologies were the ones 
that managed to weather the crisis. In 
Brazil, start-ups proved to be the engine 
driving the digitalisation of the country’s 
economy. Their reliance on digital tech-
nologies will help start-ups withstand 
the COVID-19 crisis and even emerge 
stronger.

The economic recession of 2015-2016 
had a significant and long-lasting im-
pact on the Brazilian labour market, pro-
voking some skilled workers to venture 
out as entrepreneurs in unexplored seg-
ments with high growth opportunities. 
Not scared of uncertainty and having 
to think out of the box, these people 
formed innovative start-ups, for the ma-
jority of which digital technologies were 
the most obvious choice because of 
their low costs and high potential. Some 
technological start-ups have been very 
successful in providing efficient servic-
es, disrupting traditional business mod-
els, and adding new digital paradigms to 
the Brazilian business environment. 

Between 2015 and 2019 the number of start-
ups in Brazil grew by 186%. They have flour-
ished in many industries and have attracted 
the attention of investment funds and large 
business groups, which see start-ups as a 
possibility to enter new markets and offer 
new products. Start-ups are perceived as 
lean and informal structures, not adverse to 
risk and open to new ideas. This often makes 
them lucrative investment targets for large 
companies willing to stimulate innovations 
in their internal processes. Some of these 
big firms even created start-up accelerators, 
which provide physical structure, mentorship 
programmes, financial resources and the 
possibility to make a contract with the spon-
soring company. Start-ups attracted more 
than half of venture capital investments in 
Latin America in 2019, according to data pub-
lished by The Association for Private Capital 
Investment in Latin America (LAVCA). Out of 
the USD 4.6bn invested in all sectors in Lat-
in America in 2019, USD 2.6bn were allocated 
to start-ups. For comparison, in 2018 venture 
capital investments in Latin American start-
ups totalled USD 2bn. 

Start-ups attract over 
half of venture capital 
investment in LatAm in 2019

Growing PopularityStart-Ups 
Steering 
Brazil’s Digital 
Transformation
Adriano Morais, Research Economist, Brazil
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Agritechs
In the agriculture sector – one of the most 
traditional sectors of the Brazilian econo-
my – agritech start-ups are implementing 
innovations in rural areas in the fields of 
precision agriculture, food traceability 
and farm management. One such compa-
ny is NetWord Agro. Created in 2017, it of-
fers a soil and crop monitoring technolo-
gy that detects the need of irrigation and 
fertilisers and determines which plants 
have to receive pesticides, avoiding the 
application of the product on safe plants. 
Other agritech start-ups offer a variety of 
technologies of farm production monitor-
ing, using satellites and drones integrat-
ed with meteorological data, sensors and 
cameras on tractors and combine har-
vesters, and even platforms with artificial 
intelligence to optimise farm activities. 

Edtechs
In the education sector, edtech start-ups 
are creating innovative solutions to im-
prove the learning process, such as soft-
ware development, digital platforms and 
educational games. In addition, start-ups 
also offer online courses of profession-
al and corporate education, preparatory 
exams for university entrance, and even 
price comparisons among different cours-
es, private schools and universities. As an 
example, corporate education start-up 
Niduu, founded in 2017, uses technologies 
such as micro learning, data intelligence 
and mobile learning to develop gamified 
applications for training the client’s em-
ployees. Another example is the platform 
Shapp, created in 2017, which connects 
students and private teachers for online 

or face-to-face classes. Amid the COV-
ID-19 pandemic, from March to May 2020, 
the number of teachers registered on the 
Shapp platform doubled to 2,000. The suc-
cess of education start-ups is also evident 
in the strong interest of investors – in the 
first eight months of 2020 venture capi-
tal raised by education start-ups in Brazil 
reached USD 62.5mn, nearly double the 
funding raised in full-2019, according to 
data published in Atlantico’s Latin Ameri-
ca Digital Transformation Report 2020. 

Of the 1,864 venture 
capital deals in Brazil in 
2010-2019, 114 were with 
education start-ups

16.1
21.7

33.7

62.5

2017 2018 2019 Jan-Aug 2020

Venture Capital Raised by Education Start-ups in Brazil, USD mn

Source: Atlantico’s Latin America Digital Transformation Report 2020, Distrito Edtech Report 2019, Pitchbook

Start-ups are so popular in Brazil that 26% of students said they wanted to start their 
career in start-ups or big tech companies, according to a June 2020 survey by venture 
capital firm Atlantico. 

Private Capital Investments in  
Latin America’s Start-Ups, 
Jan 2017-Jun 2018

186%
Growth in number 

of start-ups in 
2015-2019

*Until Nov 18, 2020 
Note: Number of start-ups attracting investments in Jan 2017-Jun 2018 
 
Source: Brazilian Association of Start-ups (ABSTARTUPS)

Number of Start-ups in Brazil
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The success of digital platforms and 
their flexibility allowed them to diversify 
their services during the pandemic and 
explore new market segments. An inter-
esting case is the taxi and mobility app 
99. Founded in 2012, the company has 
become Brazil’s first unicorn – a privately 
held start-up company valued at over USD 
1bn. The company was strongly affected 
by the social distancing measures during 
the pandemic, and started to allocate idle 
drivers to deliver packages purchased on-
line. Even before the COVID-19 outbreak, 
the company had already started to diver-
sify by offering loans and other financial 
services to drivers, who could pay back 
with a share of their revenues. Brazilian 
food delivery app iFood also opted for 
some diversification of its operations 
with the acquisition of online grocery 
marketplace platform provider SiteMer-
cado in September 2020. SiteMercado is 
a white-label platform that helps grocery 
stores digitise their operations to work as 
an e-commerce business. The acquisition 
is expected to accelerate the expansion 
of iFood’s grocery delivery business. iF-
ood, one of Brazil’s most innovative food-
tech companies, is a leader in online food 
delivery in Latin America with more than 
45mn monthly orders in Brazil from more 
than 200,000 restaurants in 1,000+ cities.

Another example of a high growth start-
up is former credit card issuer Nubank, 
founded in 2013, which became the second 
Brazilian unicorn in 2018, and since then 
has diversified its activities to include 
many financial services such as loans and 
bank accounts. In September 2020, amid 
the pandemic, Nubank acquired one of the 
ten biggest stockbrokers of the country, 
EasyInvest, to start offering investment 
products on its platform. 

The pandemic has accelerated demand for 
digital solutions in the Brazilian economy 
as a whole and has provided a boost to 
the business of many technological start-
ups and digital platforms. Many chang-
es brought by the pandemic will surely 
continue to play an increasing role in our 
lives, such as the higher use of e-com-
merce, e-learning, and telemedicine, as 
people tend to cut down on face-to-face 
interactions and try to avoid workplaces, 
restaurants, schools and medical offices. 
Therefore, start-ups in Brazil will likely 
remain on an upbeat trend in the next 
years as a powerful tool to explore new 
markets, ensure more efficiency for con-
sumers and businesses, and implement 
innovations in traditional companies in a 
challenging scenario. 

60
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107
135

160

226

301
344

377 386

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

CAGR 23%

Number of Healthcare Start-ups in Brazil

Source: Atlantico’s Latin America Digital Transformation Report 2020, Distrito Edtech Report 2019, Pitchbook Source: Folha, Company Data

Fintechs
In the banking industry, fintech start-ups 
utilise digital platforms to offer financial 
services such as credit cards, loans, insur-
ances and financial management. A prom-
inent Brazilian fintech start-up is Rebel. 
Founded in 2016 and specialising in the 
provision of unsecured credit to middle 
class citizens in the country, Rebel has 
been listed as one of the 50 most inno-
vative emerging fintechs in the world in 
a ranking compiled by consultancy KPMG 
and Australian venture capital firm H2 
Ventures. Rebel uses a credit evaluation 
technology which scans the internet to 
find information about the borrowers, and 
infer their capacity to pay loans. The com-
pany has an artificial intelligence model 
which analyses up to 2,000 variables per 
applicant, such as the characteristics of 
their neighbourhood through photos on 
Google Street View. Rebel also has a fi-
nancial education programme. The clients 
who watched videos and read information 
about financial education on the platform 
can earn points to improve their credit 
score. Many other fintechs use artificial 
intelligence and machine learning tools in 
segments other than loans, such as insur-
ance, credit cards, financial planning and 
business accounting.  

Healthtechs
In the healthcare sector, healthtec start-
ups offer digital solutions to support 
medical prescriptions, diagnostics and 
the management of clinics and hospitals. 
Such companies are Conexa and Neomed. 
Conexa, founded in 2016, is a telemedi-
cine platform that connects patients and 
doctors. It offers an integrated system of 
scheduling, patient monitoring, electron-
ic medical records and digital receipts. 
Neomed, which was established in 2017, 
offers a marketplace that connects doc-
tors and laboratories to speed up the pro-
cess of medical exam reports. The regis-
tered doctors can work remotely to write 
reports for exams, reducing costs for lab-
oratories and clinics, and delivering the 
reports faster. The doctors can also count 
on an artificial intelligence algorithm to 
make a previous screening of each exam 
and help them to make the diagnostics. 
The number of healthcare start-ups in-
creased at a CAGR of 23% over the 2010-
2019 period.  

Number of healthcare 
start-ups rises at CAGR 
of 23% in 2010-2019

Start-up Founded 
in Sector Unicorn 

since
First core  
business

1 99 2012 Transportation 2018 Digital platform

2 Nubank 2013 Financial 2018 Credit card issuance

3 Arco 2017 Education 2018 Softwares for schools

4 Stone 2012 Financial 2018 Payments

5 iFood 2011 Food delivery 2018 Digital platform

6 Gympass 2012 Physical Activity 2019 Digital platform

7 Loggi 2013 Delivery 2019 Digital platform

8 Quinto Andar 2013 Real Estate 2019 Digital platform

9 Ebanx 2012 Financial 2019 Payments

10 Wildlife 2011 Games 2019 Software 

11 Loft BR 2017 Real Estate 2020 Digital platform

12 Vtex 2000 IT 2020 E-commerce solutions

Brazil’s Unicorn Start-ups
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Nikoleta Slavcheva, Industry Researcher, Brazil

Government Darling 
And while the mining sector as a whole 
might not have felt the full support of the 
government, there was one segment that 
was unconditionally backed by the state 
– oil exploration and production. The ad-
ministration of President Andres Manuel 
Lopez Obrador is determined to continue 
supporting Petroleos Mexicanos (PEMEX), 
pouring billions of US dollars into the in-
debted and loss-making state oil champi-
on.

Back in the 1990s and the beginning of the 
2000s, PEMEX pumped more oil than any 
other Latin American company, and was 
also the leading exporter of crude oil in 
the Americas. Yet, years of underinvest-
ment in exploration, in addition to deple-
tion of the country’s principal producing 
areas – the shallow waters Ku-Maloob-
Zaap and Cantarell complexes – have sent 
crude production in a constant decline 
since 2005. As a result, PEMEX’ contri-
bution to the federal budget nosedived 
from 34.5% of total tax revenue in 2011 to 
only 7.7% in 2019. To counter these trends, 
the government enacted a constitutional 

amendment in 2013 to open up the sector 
and end PEMEX’ 75-year monopoly. The re-
form was expected to give Mexico the op-
portunity to unlock massive oil reserves 
in the Gulf of Mexico and allow PEMEX the 
access to capital, technology and know-
how needed to boost its long-term pros-
pects. In 2016, for the first time since Mex-
ico nationalised the oil industry in 1938, 
other companies than PEMEX were al-
lowed to import, distribute and sell fuels. 
Ever since, the country has seen oil ma-
jors such as Royal Dutch Shell, BP, Chev-
ron and Exxon Mobil building thousands 
of petrol stations. However, the election 
of leftist Obrador as president in 2018 
has set the stage for significant changes. 
A harsh critic of the energy reform, Obra-
dor has vowed to restore the national oil 
company to its former glory by helping 
it recover the oil production, modernise 
its refineries and fertiliser plants, and 
build a USD 8bn refinery complex. Obra-
dor re-centred the nation’s focus on the 
development of PEMEX, claiming that the 
energy reform of his predecessor Enrique 
Pena Nieto had failed to yield positive 
results. In February, the government an-
nounced a rescue package for PEMEX that 
includes a USD 3.9bn capital injection in 
addition to tax cuts. When in late-March 
the government shut down all non-es-
sential businesses, crude oil production 
was spared. Yet, the slump of oil prices   

Pandemic
Mining in the Time of Essential, Non-Essential 

Latin America’s second biggest oil and gas 
producer, Mexico, is also a leading pro-
ducer of silver, copper and lead. It ranks 
among the world’s top ten producers of 
gold and molybdenum, too. Yet, mining 
was not classified as an essential activi-
ty for the economy and when the govern-
ment announced a two-month lockdown 
at end-March 2020 to contain the spread 
of the virus, mines were ordered to close. 
In mid-May, however, the government 
changed its stance, following pressure 
from the industry which claimed that the 
closure of mines breaches the require-
ments of the free trade agreement Mexico 
has with the US and Canada. The agree-
ment mandates that a member country 
cannot delay the production of any com-
ponent, if this affects the value chain 
of the other countries. After mining was 
reclassified as an essential sector, mines 
started to gradually resume operations. 
According to August 2020 estimates by 
Mexico’s mining chamber CAMIMEX, the 
sector lost USD 2bn in production value 
and USD 2.8bn in exports as a result of 
the suspension of activities in April and 
May 2020. 

The region is a leading producer and export-
er of coal, oil, iron, copper, nickel and pre-
cious metals. Thus, it is not a surprise that 
when the COVID-induced global economic 
shock sent prices of mineral commodities 
reeling, the finances of many countries in 
the region came under heavy pressure. 

Given the importance of the industry for 
public finances and the urgency to capture 
revenues to fund the galloping expenses 
during a pandemic, governments in the re-

gion were quick to put in place measures to 
support the mining sector. But they differ 
significantly from country to country. Be-
low we will discuss the dynamics in Mexico 
and Colombia, and how the decisions of the 
two governments may impact the post-pan-
demic prospects of their mineral extraction 
sectors.

Mexico is determined to 
support PEMEX at all costs

UsD 26.3bn
PEMEX’ loss in  

H1 2020
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The mineral ex-
traction industry 

is a key economic 
growth driver for 
many countries in 

Latin America. 
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caused by the reduced global demand 
forced PEMEX to suspend as much as 45 
service contracts worth USD 160mn in 
June 2020, looking to cut expenses. To en-
sure PEMEX’ continuing operations during 
the pandemic, the government allocated 
USD 4.5bn in financial aid in the first half 
of 2020, Fitch Solutions estimated. Yet, 
PEMEX’ performance continued to deterio-
rate progressively. The company’s net loss 
for the first nine months of 2020 reached 
USD 26.3bn, more than three times the 
loss recorded in the same period of 2019.

On top of this unsatisfactory perfor-
mance, PEMEX ended H1 2020 with a net 
debt of USD 105.5bn, more than any other 
oil company in the world. Two of the three 
global rating agencies – Moody’s and 
Fitch Ratings – have already cut the debt 
of PEMEX to junk status, a move that will 
substantially increase the financing costs 
for Obrador’s pet project. 

Still, the government seems determined 
to continue supporting PEMEX and the fi-
nancial support in 2021 may even increase. 
What’s more, in September 2020 Obrador 
said he may roll back the 2013-2014 energy 
sector liberalisation in 2021 if he is una-
ble to rescue PEMEX with existing laws. 
Hence, if oil demand and prices do not 
recover in 2021, the obsession of the Mex-
ican government with saving PEMEX may 
plunge the country into a fiscal nightmare.  

 
A Different Story 
The Colombian government had a very dif-
ferent approach towards mineral extrac-
tion activities in the face of the rising con-
cerns related to the spread of COVID-19. 

First, mining and oil & gas exploration 
and production were exempt from the full 
shutdown imposed on many businesses 
in the country when a national lockdown 
was announced in mid-March. In addition, 
in April 2020 the government allowed the 
postponement of surface rights payment 
for 15 working days after the end of the 
mandatory quarantine measures. Further-
more, in June 2020 it provided financial 
support measures to back the continuing 
activities of small-scale and traditional 
miners, as well as tax incentives focused 
on the promotion of investments in miner-
al and hydrocarbon exploration. 

Despite all measures taken, the COVID-19 
pandemic had a major negative impact 
on Colombia’s mineral extraction indus-
try, mainly because of its extreme focus 
on coal and oil - revenues from these two 
commodities are subject to wide swings 
resulting from fluctuations in the global 
energy market. Notably, the coal and the 
oil & gas segments generated 5.6% of the 
country’s GDP in 2019. That share fell to 
4.1% in the first half of 2020. As a result 
of the slump of international commodity 
prices, Colombia’s exports of coal and oil 
fell by 38.8% y/y in the first eight months 
of 2020, which led to a 24.3% y/y contrac-
tion of total exports.

 

Colombia to legalise 
status of 27,000 small 

miners by end-2022

In addition to supporting large-scale gold 
projects, the government has also been 
active in curbing illegal mining operations, 
often associated with violence and prac-
tices generating risks to the environment 
and the human health. In doing so, the 
government has started legalising tradi-
tional and subsistence miners across the 
country. As part of these efforts, in July 
2020 the Mining Agency (ANM) launched 
GENESIS, a digital platform for the regis-
try of subsistence or traditional miners in 
Colombia. Subsistence mining is defined 
as mining that involves only manual tools, 
with no machines or explosives. In Octo-
ber 2020, the Ministry of Mines and Energy 
published a decree to facilitate the legal-
isation of small miners, allowing holders 
of mining titles to voluntarily renounce or 
return part of the concession area affect-
ed by illegal mining operations and hand it 
over to the mining authority so that it can 
deliver the said area to miners who do not 
have title but were already present in the 
area. The national legalisation policy aims 
to regulate the status of around 27,000 
miners before the end of 2022. According 
to official figures, more than 10,000 miners 
had already started the process by the end 
of 2019. 

Colombia’s coal and oil 
exports down by 38.8% y/y 
in Jan-Aug 2020

Pandemic may trigger 
the long-awaited 
transformation of 
Colombia’s mining 
sectorA Golden Opportunity 

However, there have been some positive 
news for Colombia’s mining in 2020. Rising 
demand for gold and copper has been a 
welcoming news for Colombia, Latin Amer-
ica’s fourth biggest gold producer and the 
sixth-largest copper miner. The economic 
recession sparked by the COVID-19 out-
break resulted in a surge in gold prices in 
H1 2020 as the mineral benefits from its 
image as a safe haven for investors in pe-
riods of uncertainty. At the same time, the 
ongoing transition towards increasing the 
share of cleaner energy sources has helped 
international copper prices remain stable 
in an overall pandemic environment. 

The rise in international gold prices could 
not have come at a better time for Colom-
bia. The country has four large-scale gold 
and copper mining projects due to start 
commercial operations between 2020 
and 2024, which could help double its 
gold output in that period. The first pro-
jects, scheduled to come online in early 
2021, are Buritica and Gramalote in the 
Antioquia and Norte de Santander depart-
ments, respectively. These two projects 
are expected to add at least 19.8 tonnes 
of gold per year to the country’s output, 
representing a 54% increase from 2019. 
Overall, gold mining is set to receive more 
than USD 3.4bn in investments over the 
2020-2024 period for the development of 
the Gramalote, Buritica and Soto Norte 
gold projects. Soto Norte, located in the 
Santander department, is still awaiting 
its environmental licence but could start 
commercial operations in 2024, adding 11.4 
tonnes of gold to the country’s output. Be-
sides gold, copper is also expected to see a 
surge in its production levels in Colombia. 
The Quebradona mine, a gold-copper pro-
ject in the Antioquia department, is sched-
uled to start commercial operations in 
2023 and is expected to double the coun-
try’s copper output as of 2019.  
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Shifting the Focus 
The extreme dependence of Colombia’s 
mining industry on a few minerals, despite 
the country’s significant geological poten-
tial, is a deeply rooted problem, and has 
various explanations. Years of armed con-
flict with guerrilla groups have left about 
half of the national territory economically 
underdeveloped and geologically non-ex-
plored. Other challenges include a wide-
spread illegal mining and a complex and 
often contradictory regulatory framework 
for mining exploration. The lack of signif-
icant new oil discoveries and the global 
trend toward the substitution of coal-fired 
electricity generation plants with greener 
energy sources have prompted the gov-
ernment to look for alternatives and try 
to diversify the industry. Oddly enough, 
the COVID-19 crisis might turn into the 
long awaited breaking point that drives 
the positive change in Colombia’s mining 
exploration.

Adequate or not, the outcome of the 
measures taken by the governments to 
support the mining industry is yet to be 
evaluated. Yet, most measures, from di-
rect financial support for troubled oil com-
panies to diversification of exploited min-
erals, are very similar to the steps taken 
in difficult periods in the past – they are 
largely focused on further expanding the 
output in order to compensate for falling 
prices, or conversely, to take advantage of 
high prices. Hence, they are not likely to 
cause any significant structural changes 
and reduce the large dependence of the 
region on mineral commodities exports. In 
order to prepare for the post-pandemic re-
alities, governments must re-evaluate the 
engines of economic growth. In the case 
of mining, this might be the right time to 
adopt a clear regulatory environment to 
foster investments without sacrificing the 
environment and to restructure the indus-
try so as to generate revenues without 
sacrificing the needs of local communities. 
This might also be the right time for gov-
ernments in the region to rethink the min-
ing industry value chain in order to trans-
form the countries from input suppliers, 
exposed to the volatilities of commodities 
prices, into manufacturing hubs. 
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A LOok
Backstage
Picking a title for the 2021 edition of EMIS 
Foresight was harder than ever before. We 
were unanimous as to the main topic of 
the magazine, but for a long time could not 
strike the right note, as we were torn be-
tween compassion for the COVID-19 victims, 
concern about the global economy, and fear 
for our health and that of our loved ones. We 
oscillated from hope to despondency, but 
kept focusing on opportunities that proved 
there was a way forward. We hope that our 
title pickings will add colours to the mental 
picture you have painted of the hard year 
that is behind us, and of the better ones that 
lay ahead.
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