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Throughout the report, geographic groupings are defined as follows:

Developing East Asia and Pacific comprises Cambodia, China, Indonesia, Lao People’s Democratic Republic (PDR), 
Malaysia, Mongolia, Myanmar, Papua New Guinea, the Philippines, Thailand, Timor-Leste, Vietnam, and the Pacific 
Island Countries.

The Pacific Island Countries comprise Fiji, Kiribati, the Marshall Islands, the Federated States of Micronesia, Nauru, 
Palau, Samoa, the Solomon Islands, Tonga, Tuvalu, and Vanuatu.

The ASEAN member countries comprise Brunei Darussalam, Cambodia, Indonesia, Lao PDR, Malaysia, Myanmar, the 
Philippines, Singapore, Thailand, and Vietnam.

The ASEAN-5 comprise Indonesia, Malaysia, the Philippines, Thailand, and Vietnam.

Due to the COVID-19 pandemic, economic circumstances within countries and regions are fluid and change on a day-by-
day basis. The analysis in this report is based on the latest country-level data available as of March 27, 2020.
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Overview1

The virus that triggered a supply and demand shock in China has now caused a global shock. Developing economies 
in East Asia and the Pacific (EAP), recovering from trade tensions and struggling with a viral disease, now face the 
prospect of a global financial shock and recession. The region’s relative resilience, demonstrated during recent crises, 
is being tested again. Have the recent trade and health shocks sapped its ability to deal with this third shock? Steady 
growth, sound macroeconomic policies, and prudent financial regulation have equipped many EAP countries to deal with 
normal tremors. But we are witnessing an unusual combination of disruptive and mutually reinforcing events. Significant 
economic pain seems unavoidable in all countries and the risk of financial instability is high, especially in countries with 
excessive indebtedness. This exceptional situation needs an exceptional response: bold national action, deeper regional 
and global cooperation, and significant external assistance.

Part I of this update focuses on COVID-19. Because of high transmissibility, low herd immunity and, until recently, significant 
population mobility, the virus has spread rapidly at a high and increasing human cost. In many countries, the public health 
system is struggling to cope with the growing need. Since other World Bank work is focusing on the health challenge posed 
by the pandemic, this update will mostly focus on the economic cost, which is also ultimately a human cost. We recognize 
that in a rapidly changing environment, any update risks becoming obsolete. Therefore, this update will complement 
estimates with an analysis of developments, channels of impact and policy choices, which may have a more durable value. 

The biggest immediate economic costs of COVID-19 are primarily due to the preventive behavior of individuals and 
the transmission control policies of governments. These actions first hit the Chinese economy, by disrupting supply and 
freezing demand, and other partner economies by limiting flows of trade and tourists. As the virus spreads beyond China, 

1	 Due to the pandemic, economic circumstances within countries and regions are fluid and change on a day-by-day basis. The analysis in this report is based on the latest country-level 
data available as of March 27.

Global confidence is declining sharply . . .	 . . . and the virus has hit critical trade nodes
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citizens and governments of many other countries are reacting by taking similar action, which is hitting demand and 
supply in these countries in turn. That is amplifying the mutual shocks through not just flows of trade and tourists, but 
also finance. The EAP region’s reliance on these flows magnifies its exposure to the shocks.

The pandemic is profoundly affecting the region’s economies, but the depth and duration of the shock are unusually 
uncertain. This update, presents both a baseline and a lower-case scenario. Growth in China is projected to decline to 
2.3 percent in the baseline and 0.1 percent in the lower-case scenario in 2020, from 6.1 percent in 2019. Growth in the 
rest of the developing EAP region is projected to slow to 1.3 percent in the baseline and to negative 2.8 in the lower-case 
scenario in 2020, from an estimated 4.7 percent in 2019. Containment of the pandemic would allow recovery, but the 
risk of durable financial stress is high even beyond 2020. Most vulnerable are countries that have poor disease control 
and prevention systems; that rely heavily on trade, tourism, and commodities; that are heavily indebted; and that rely 
on volatile financial flows.

Growth is forecast to decline sharply in the region
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Note: Baseline refers to a scenario of severe growth slowdown followed by a strong recovery. Lower case refers to a scenario of a deeper contraction followed by a sluggish recovery.

The COVID-19 shock will also have a serious impact on poverty and welfare, through illness, death, and lost incomes. 
Under the baseline growth scenario, nearly 24 million fewer people are estimated to escape poverty across developing 
EAP in 2020 than would have in the absence of the pandemic. Under the lower-case scenario, poverty is estimated to 
increase by about 11 million people. Households linked to affected sectors will suffer disproportionately. For example, 
poverty rates could double among households in Vietnam linked to manufacturing reliant on imported inputs, and in 
some Pacific Islands where tourism is an important source of employment. While these estimates for GDP and poverty 
are projections, they reveal the magnitude of potential economic distress and the need for urgent action. 
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COVID-19 will hinder poverty reduction in the region as 	 . . . and those in the most exposed sectors face a greater 
a whole . . .	 poverty risk, e.g., in Vietnam
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This unprecedented shock requires a powerful response by countries with strong support from the international 
community. On policy, six main conclusions emerge from the analysis. First, countries need to adjust both health policies 
and macroeconomic policies. To prevent the spread of infection, many governments are taking transmission control 
measures like lockdowns and travel bans to “flatten the pandemic curve.” In parallel, to mitigate the resulting adverse 
economic impact, governments are taking monetary, fiscal and structural measures to “flatten the recession curve.” 
But better health and economic outcomes may be achieved through combining policies. For example, countries like 
Singapore and the Republic of Korea, which learned from the 2003 SARS and the 2015 MERS experience, seem to have 
achieved more effective containment results with less economically disruptive measures, such as high levels of testing, 
tracking, and quarantines. Their experience demonstrates that early investments in infectious disease surveillance and 
response capacity can reduce the need to take costly suppression measures. The sooner other countries create such 
containment capacity, the sooner they can end the economic pain caused by stringent suppression measures. That could 
shorten the time to recovery, but could be a challenge particularly for the poorest countries in the region. 
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Flattening the pandemic curve is the focus 	 . . . and flattening the recession curve the focus 
of containment policies . . .	 of macroeconomic policies
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Source: World Bank staff illustrations adapted from Gourinchas (2020).

Second, health capacity needs to be urgently augmented because of the risk of the potentially overwhelming demand 
for a sustained period. Testing capacity has already been found wanting even in some industrial countries. The number 
of infected needing treatment is projected to far exceed hospital capacity in the 18 months before a vaccine is likely to 
become available. Apart from expanding conventional health care facilities and medical equipment factories, innovative 
measures are being considered and need to be expanded: preparing ordinary hospital beds for potential ICU use; using 
car factories to make machines to make masks; and training people unable to pursue their normal occupations (e.g., 
employees of restaurants, hotels, and airlines) to work in basic healthcare. Ensuring adequate access for the poor may 
require the provision of free or subsidized testing and treatment.

Third, fiscal and monetary policy must be recast in a COVID-19 mold. Expansionary macroeconomic policy is less effective 
in increasing production and employment during periods when workers are obliged to stay at home because of social 
distancing requirements, but it can be important for recovery. Initially, fiscal measures should provide social protection 
to cushion against shocks, especially for the most economically vulnerable. For example, subsidies for sick pay and 
expenditure on health care could alleviate distress and help support containment. Expanded safety nets could provide 
temporary relief to families whose earnings have been adversely affected by the outbreak. Transfers in cash or in kind 
are particularly important for those who work in EAP countries’ large informal sectors, as they fall outside the reach of 
traditional social insurance programs. School feeding and other support to students, as well as employment support to 
help workers reintegrate into the economy after the outbreak has abated, would ensure that temporary deprivation does 
not translate into long-term losses of human capital. Firms, especially small and medium enterprises, will need liquidity 
injections to help them stay in business and maintain beneficial links to Global Value Chains (GVCs). The optimal 
economic policy response too will change over time and depend on the precise nature and evolution of the shock—to 
labor supply, aggregate demand or finance. The goal of policy should be to prevent a temporary shock from having 
permanent effects.

Fourth, in the financial sector, it is urgent to help households to smooth consumption through easier access to credit and 
firms to survive the disruption through easier access to liquidity. Easing financial conditions and exercising regulatory 
forbearance are necessary while conditions remain difficult. But regulators must ensure risk disclosure and clearly 
communicate supervisory expectations to avoid financial instability, especially in economies with high levels of private 
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Box I.B.1. The potential scale of the disease and containment strategies

The last time the world faced a global emerging disease epidemic on the scale of the current COVID-19 pandemic 
with no access to vaccines was the 1918–19 H1N1 influenza pandemic. That pandemic is estimated to have killed 
50 million people worldwide. In lethality, the COVID-19 virus resembles H1N1 influenza.

The Imperial College COVID-19 Response Team in London used a microsimulation model to predict different 
scenarios depending on the type of response in the United Kingdom and the United States. In the case of an 
unmitigated epidemic, they predict approximately 510,000 deaths in the United Kingdom and 2.2 million in the 
US, not accounting for the potential negative effects of health systems being overwhelmed on mortality.

Next, they consider two strategies to reduce mortality and demand for health care.

a.	 Suppression. Here the aim is to reduce the reproduction number (the average number of secondary cases 
each case generates), R, to below 1 and hence to reduce case numbers to low levels. The main challenge of this 
approach is that non-pharmaceutical interventions (NPIs) (and drugs, if available) need to be maintained—
at least intermittently—for as long as the virus is circulating in the human population, or until a vaccine 
becomes available. In the case of COVID-19, it will be at least an estimated 12–18 months before a vaccine 
is available. Furthermore, there is no guarantee that initial vaccines will have high efficacy. 

(continued)

Figure I.1.2. Cases of this highly transmissible disease are declining in China but growing in the rest of the world

a. COVID-19 in perspective	 b. Active cases
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Finally, substitution possibilities can dampen the shock. Consumers may shift from going to the cinema to 
streaming movies; from meeting people to using more data and voice. Where factories are fungible, and social 
distancing is not a binding constraint, firms can shift from supplying what is not needed (cars) to what is (machines 
to produce masks). Where skills are fungible, and again social distancing is not a constraint, individuals can shift 
from occupations hit by demand or social distancing constraints, like face-to-face retail, to those that are not, 
like electronic retail. In most cases, forced substitution in consumption will be associated with a loss in utility and 
forced substitution in production with a loss in productivity.

Why will its impact be larger than that of previous shocks?

The Great Recession began as a financial crisis in the United States which triggered a recession and was transmitted 
to the rest of the world through trade and financial channels. Some affected countries which were fiscally and 
financially robust, e.g. in East Asia, were able to insulate themselves from the financial shock and mitigate the 
consequences of the trade shock through expansionary macroeconomic policies. The converse was true in the case 
of the East Asian financial crisis.

This time is different. The virus and society’s responses to it are hitting economies across the world almost 
simultaneously, and all countries are suffering both a demand and a supply shock described above. In other 
words, the Great Recession was one shock, albeit to a large country (the US); in contrast, the COVID-19 is a 
demand-cum-supply shock to all the countries gripped by the virus: China, East Asia, the United States, Western 
Europe, and the Middle East. And the world is much more integrated today than it ever was through globalized 
consumption and international production networks. That is reflected in the increased correlation between national 
incomes, especially in high-income countries. Therefore, the scope for mutual amplification through the trade 
and financial channels is much greater than when shocks hit just one country or region. Even if the containment 
measures are restricted to say two quarters, it is likely that annual global GDP growth will be negative for perhaps 
the first time in decades.

Why must the policy response be different?

This would be no ordinary recession. In previous cases, such as the Great Recession or the Great Depression, 
balance sheets were impaired and as a result, demand shrank while factories and people were idle. The solution 
was repairing the financial system combined with expansionary fiscal and monetary policies that boosted demand 
and drew idle resources and people back into work. Economists haggled over the size of the fiscal multiplier, but 
there was no question that the marginal propensity to consume and the elasticity of supply were both reasonably 
high, especially with interest rates at or close to the lower bound (Blanchard and Leigh, 2013).

In the current situation, there are two differences. The aim of the immediate policy response is not so much to 
restore demand because reduced supply and overall activity are a necessary consequence of efforts to contain 
the spread of the epidemic. Instead, the aim is to cushion households, especially poorer ones, against income 
shocks; and to tide firms over so that large-scale bankruptcies and employment losses are minimized. Monetary 
and fiscal policies must be recast in a COVID-19 mold. Fiscal measures like subsidies for sick pay and expenditure 
on health care could encourage some types of consumption and production that are still feasible while helping 

(continued)
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Figure I.1.3. Economic activity has declined in China, and the first quarter is likely to see a contraction

a. Manufacturing and services PMI	 b. Trade (year-to-year growth)
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Model estimates confirm a precipitous drop in growth in Q1. Once data for all high-frequency indicators are 
generated for the full first quarter, GDP growth is estimated using a Newey-West estimator with heteroskedasticity 
and autocorrelation consistent (HAC) standard errors.1 The estimation includes lags of quarterly GDP growth 
as well as information from the high-frequency indicators, specifically the principal component of all the 8 
indicators listed above. The estimates show that year-to-year GDP growth for the first quarter of 2020 is likely to 
be negative, ranging between –7.5 and –0.6 percent, with the mean unbiased estimate at –4.0 percent. These 
estimates are meant as probable scenarios to illustrate the sharp impact of the COVID-19 pandemic and may 
underestimate the actual first quarter impact because of the rapid globalization of the shock in recent weeks.

Box Figure I.B.3.1. High-frequency data suggest that output will decline in China in the first quarter of 2020

a. High-frequency indicators and growth	 b. Growth forecast
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Source: CEIC; Haver Analytics.
Note: Panel A. Blue bar represents year-to-year quarterly GDP growth. Average HF refers to the unweighted average of the annual growth of coal consumption, railway traffic freight, number of air passengers, 
industrial production, fixed-asset investment, retail sales of consumer goods, manufacturing PMI, and services PMI. Panel B. GDP growth regressed on its lags and the first and second principal components 
of the variables in Panel A. Estimated using OLS with Newey-West standard errors that control for heteroskedasticity and correlation.

1	 This estimate provides robust estimates when using high-frequency data by controlling for lagged autocorrelation and arbitrary heteroskedasticity.

3.  The global shock 

Initially, developments within China had a profound effect on the region, but now what happens outside China 
will matter more. While the number of new cases is decreasing in China, it is increasing at an exponential rate in other 
parts of the world where the number of actives cases is twice the number in China. The disease seems to have spread at a 
relatively slower pace in the rest of the developing EAP region, though Malaysia, the Philippines, Thailand, and Indonesia 
have reported an increasing number of infections in the last few days. The reason for the low number of confirmed cases 
is not clear, but observers have pointed to the delays in testing, the preventive actions that were taken by countries, and 
the relatively warm weather compared to countries like Iran, Republic of Korea, Italy, and the United States.

Global economic activity is declining sharply as the virus spreads around the world. Events in the region have 
been overtaken by global developments as confidence declines sharply (Figure I.1.5). Global manufacturing and services 

(Box I.B.3. continued)
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1.  Attributes of the disease

The COVID-19 respiratory virus, which started in China in December 2019, has become a pandemic. A new strain of the 
virus that affects respiratory organs, COVID-19, was reported in Wuhan, China in late-December 2019. As of March 27, 
2020, more than 600 thousand cases of infection were reported worldwide resulting in more than 30 thousand deaths, 
with the majority outside China. It has affected not only countries in the East Asia and Pacific region but has spread 
quickly in 199 countries and territories around the WorldIt has affected not only countries in the East Asia and Pacific 
region but has spread quickly in 199 countries and territories around the World (Figure I.2.1). While it appears to have 
already peaked in China, it continues spreading at an increasing rate in other countries (Figure I.2.2).

Figure I.2.1. Spread of COVID-19

Sources: World Health Organization and the National Health Commission of the People’s Republic of China.
Note: As of March 27, 2020.

COVID-19 is an outbreak of great concern. Some argue that the COVID-19 threat is overblown because seasonal flu causes 
far more illnesses and deaths annually. In the US alone, the flu has already caused an estimated 26 million illnesses, 
250,000 hospitalizations, and 14,000 deaths this season, according to the US CDC. However, three key dimensions 
determine the spread of an infectious pathogen: transmissibility, population immunity, and level of population mixing. 
COVID-19 is of utmost concern along all three dimensions. 

COVID-19 has high transmissibility. The level of transmissibility by infectious disease is represented by the Basic 
Reproductive Ratio (R0), which is the average number of other susceptible people that each infected case can potentially 
infect. Early studies of the COVID-19 outbreak show that R0 of SARS-CoV2 is about 4.5.3 For comparison, R0 value is 1.28 
for a typical seasonal flu, 1.5 for the 2014 Ebola outbreak in Guinea and 1.8 for the 1918–20 Spanish Flu pandemic. 
More recent COVID-19 studies even indicate even higher values of R0 up to 8.18.4

3	 Time-varying transmission dynamics of novel coronavirus pneumonia in China. Liu et al. https://www.biorxiv.org/content/10.1101/2020.01.25.919787v2
4	 Data-based analysis, modelling and forecasting of the novel coronavirus (2019-ncov) outbreak. Anastassopoulou et al. (2020) https://www.medrxiv.org/content/10.1101/2020
.02.11.20022186v1
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COVID-19 has been spreading rapidly outside China. 
Given high transmissibility, zero herd immunity, and high 
population mobility, COVID-19 has been spreading at 
an increasing rate in other parts of the world. While the 
number of new cases is decreasing in China, it is increasing 
at an exponential rate in other parts of the World (Figure 
I.2.3). Similarly, the number of fatalities is increasing 
rapidly as the world struggles to prevent its spread. As of 
March 9, 2020, the number of active cases of infection 
outside China is less than the number of active cases in 
China. Some disease modelers estimate that eventually, 
up to 60–80 percent of the world population will be 
infected with SARS-CoV2. This is a very high attack rate.

Figure I.2.3. COVID-19 has a high fatality rate
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2.  Real channels of economic impact

The region is highly open to trade and investment. A few small economies in the region, including Lao PDR, 
Mongolia, and Cambodia, have benefited from FDI inflows from China between 2013 and 2017, including investments 
made as part of the Belt and Road Initiative. China’s economic linkages with the rest of the region are large and complex 
and have deepened over time (Figure I.2.4). Intraregional trade and FDI flows are substantial. Fear of infection can lead 
to a substantial decline in consumer demand, especially for travel and retail sales service. The adverse demand shock 
becomes more substantial in countries that are more dependent on tourism as a source of growth. The physiological 
fear of contagion is likely to negatively affect arrivals and especially hurt the economies with a high volume of travel 
exports to China (Figure I.2.4 and Figure I.2.5). Cambodia and Thailand are particularly vulnerable, with a significant 
dependence on tourism, and around 30 percent of tourists arriving from China for both countries. Other economies, with 
a share of tourism to GDP close to 5 percent and high exposure of tourists from China include Malaysia, Lao PDR, and 
Vietnam. Timor-Leste is particularly dependent on tourism and remains vulnerable as COVID-19 spreads. Among Pacific 
Island countries, Palau is most vulnerable, with high dependence on tourism and tourists from China, whereas other 
island economies, such as Samoa, Fiji, Vanuatu, and Tonga, would be negatively affected if tourists avoid the Pacific 
region.
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Figure I.2.7: Countries’ economic activities are more synchronized than ever
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Source: WDR 2020 team, based on the World Bank’s World Development Indicators (database).
Note: Each date represents the midpoint of a 10-year moving window. Each line represents the average of all country-pair GDP correlations, taken over all country pairs containing at least one country in the income group 
considered (high/middle/low).

Meanwhile, countries that specialize in commodities and services tend to integrate into the GVCs predominantly via 
forwarding linkages, i.e. their exports enter the production and export of many other countries. Forward linkages make 
a country very susceptible to demand shocks. Several countries in EAP, especially Myanmar and Mongolia, have high 
participation in GVCs via forwarding linkages (Figure I.2.8). They are likely to be hit by a demand shock. 

Figure I.2.8. �Most Asian countries have high backward linkages, making them highly susceptible to supply shocks, but some of 
the large economies also have significant forward linkages which make them susceptible to demand shocks
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Source: EORA. 
Note: Data are in millions of current U.S. dollars. All the measures of GVC participation are computed using icio, a new Stata command for value-added trade and global value chain analysis (Belotti et al., 2020).
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