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TOPIC OF THE WEEK

Good riddance, 2020 is over but what will 2021 

have to offer? 

FINALLY, barring periods of war, one of the most horrible years is over.

Leaving aside the human mistakes which increased the impact of what should have otherwise

been a “flu type” epidemic, a large number of people have died and the world economy has

suffered one of its worst year-on-year contractions.

The graph above shows year-on-year global GDP changes since 1960. For the purposes of the

graph and the article we are assuming that the final 2020 figure will be -5%. (By comparison, the

World Bank’s latest assumption for 2020 is -4.3% - “up” from a previous estimate of -4.6%

several months ago.)

Taking -5% as our figure, this means that about $7.1 trillion have gone missing from the world

economy in 2020! This is a sum equivalent to the GDP of Germany, France and Belgium put

together. The figure is not as bad as during the Great Depression but it is nonetheless a massive

drop.

Furthermore, this contraction is not equally shared around the world. A mere four countries will

show positive year-on-year GDP growth: China, Turkey, Egypt and Bangladesh. By contrast, the

euro area economy is forecast by the World Bank to shrink -7.4%! Table 1 overleaf shows the

expected result for a selection of countries and areas and groupings in descending order.

It will take probably 6 months to begin to have a clear picture of the final numbers and know if

we are closer to -4.6% or -5%.

But regardless of the ultimate number, we can all agree that 2020 has been unique and ugly.

Can we find solace in the latest World Bank publication and a sense of what is in the pipeline for

2021?
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Figure 1: Year-on-year percentage change in world GDP since 1960. 

(Source: World Bank, except 2020 estimate)
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Topic of the Week continued

The World Bank has just published the January 2021 issue of its Global Economic Prospects (GEP) report, which can be found at the

following link https://www.worldbank.org/en/publication/global-economic-prospects.

The report offers a little comfort: it predicts year-on-year global GDP growth will reach +4% in 2021 and +3.8% in 2022. However, this

means we will only return to 2019 world GDP levels during Q1-Q2 2022!

As previously stated, we are not exactly fans of huge organizations like the World Bank, and especially not fans of their research and

world economic outlooks, which are wrong as often as 50% of the time. Of course, on this occasion, nobody will blame the Bank for not

having predicted the Covid-19 pandemic and its terrible impact.

However, we now know that if anything the pandemic is getting worse not better. Despite this, the World Bank’s scenario can be

encapsulated at the bottom of the first page of the executive summary section: “The pandemic’s lingering effects continue to weigh…”.

This appears to imply that for the World Bank the pandemic is over and we have only to deal with its “lingering effect”. This improbable

scenario puts the forecasts in some doubt, especially as we enter 2021 with yet more lockdowns and curfews in major economies.

Budget flaw

This reminds us of the flawed process followed by many companies when producing a budget for the year to come. We are not talking

about the flaw that consists of producing a budget that looks backwards, when a budget should look forward. Instead, we are referring

to the fact that company budgets are usually made up of an aggregation of a number of smaller budgets.

These days, bonuses are often triggered by meeting and/or exceeding targets, such that each person in the company responsible for a

budget will have a natural tendency to “low ball” the number he or she is sending up the line in the organization, thereby increasing the

chances of meeting the target! This in turn often leads to an adjustment to compensate for lowballing further up the organisation,

rendering the budget even further from reality.

Well, we could say the process to arrive at the world GDP growth number, be it at the World Bank, the OECD or the IMF, is not too

dissimilar. And it is puzzling to realize that very few organizations chose a different path. However, we have come across an outlier

recently. One alternative path could be to identify a number of scenarios and attach a number to each of these scenarios. And we are

pleased to note such an approach recently by the Dutch bank ING.
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Table 1: Year-on-year percentage change in GDP for selected countries, areas and activities (GDP for countries and areas, 

volumes for world trade). Source: World Bank



Topic of the Week continued

ING’s Global Macro Outlook report was published on the 17th of November 2020 and can be found at the following link:

https://think.ing.com/uploads/reports/Global_Macro_Outlook_171120-FINAL.pdf.

Scenario planning

The report starts by describing three Covid-19 pandemic scenarios (A, B and C) together with three vaccine roll-out scenarios (I, II and

III). The three pandemic scenarios are specific to geographic areas. For example,

Scenario A for the US is: “Modest restrictions in some hotspots as hospitalisations rise, but differ between states. A focus on limiting

spread rather than closing businesses”.

Scenario C for Europe is: “Lockdowns persist into 2021 or get stricter in the case of light lockdowns. Case growth takes much longer to

slow than in April/May. Retail reopens/stays open but strict rules on household mixing largely prevents hospitality and tourism restarting

until spring.”

And Scenario B for Asia is: “Repeated but isolated clusters dealt with by regional test, trace and isolation measures and brought swiftly

under control, though no easing in overall distancing conditions.”

When it comes to vaccines, the third (III) roll-out scenario for example is described as follows: “Vaccine development takes longer.

Disappointing phase III trials mean no vaccine candidate emerges until later in 2021. Intermittent lockdowns and social distancing

continue until 2022 or later.”

Thereafter, ING (logically) does not propose a single GDP growth number but different numbers depending on the combination of

scenarios in the main economic areas. Table 2 below shows the results for the combination of scenarios as chosen by ING.

This approach is remarkable as it is much closer to the reality of the world economy, an economy which is so complex that it cannot by

definition be encapsulated in a single number. It also highlights the sensitivity of GDP growth numbers to the various scenarios that can

unfold.

This is a crucial thing to keep in mind, bearing in mind that at the end of 2019 everybody was forecasting solid world GDP growth in

2020!
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Table 2: Results of ING Bank Covid-19 scenario combinations 


