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Covid-19 pandemic 
demands coordinated 

global response
Th e coronavirus pandemic has wrought staggering human and eco-
nomic impacts worldwide, with developing countries and the poor 

being badly hit. Th e need of the moment is for a coordinated multilat-
eral response to strengthen public health systems – which have been 
hurt by decades of spending cuts – and contain the economic fallout 

from the crisis.
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GENEVA: Th e chair of the World 
Trade Organization’s General Council, 
Ambassador David Walker from New 
Zealand, and WTO Director-General 
Roberto Azevedo have indicated three 
options for convening the WTO’s 12th 
Ministerial Conference (MC12), trade 
envoys told the South-North Development 
Monitor (SUNS).

Th e options come with several caveats 
stemming from the rapidly accelerating 
Covid-19 pandemic, the envoys added.

Th e three options suggested by the GC 
chair and the DG on 23 March include 
December 2020, June 2021 and December 
2021, the envoys told SUNS on condition 
of anonymity.

During consultations with trade envoys 
of WTO member states by telephone 

on 23 March, the GC chair and the DG 
asked them to consider these options, the 
envoys said.

Before the pandemic forced a change 
of plans, MC12 had been slated to be held 
in Nur-Sultan, Kazakhstan, on 8-11 June 
2020.

Th e GC chair and the DG also 
indicated that they are considering 
convening a special General Council 
meeting sometime in July or August 
to fi nalize an agreement on regulating 
fi sheries subsidies, subject to the progress 
in tackling the pandemic by the end of 
April in Geneva, the trade envoys said.

Th e three MC12 options off ered by the 
GC chair and the DG “are open options 
subject to Covid-19 measures”, another 
trade envoy said, suggesting that it is very 

WTO considers options for 
convening MC12
D. Ravi Kanth looks at how the WTO is responding – or failing to 
respond – so far to the Covid-19 crisis. 

Martin Khor (1951-2020)
It is with the deepest sorrow that we share the news that Martin 
Khor, Chairman and former Director of the Th ird World Network, 
the publisher of Th ird World Economics, passed away peacefully in the 
early hours of 1 April 2020 in his home in Penang, Malaysia.

He had lived with cancer since 2015 but worked even harder as the 
inspiring mentor, strategic and action-oriented thinker, indefatigable 
advocate and wonderful husband, father and grandfather that he was.

We cannot even begin to reach out to all of Martin’s friends and 
supporters who over decades, young and old, have marched with him 
to reject injustice and inequity among peoples especially of the South, 
and to defend nature again and again.

Let us all continue on the journey that Martin helped to chart.

If you wish to remember Martin, you are most welcome to send a 
message to twn@twnetwork.org

In memory of Martin,
Th e TWN family
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unclear and confusing to discuss these 
options when the outbreak has accelerated 
rapidly in Europe, including Geneva, 
which is subject to lockdown conditions, 
and in Asia and Africa.

It would be diffi  cult to hold MC12 
in December 2020, trade envoys said, 
because of the current reconstruction of 
the Geneva Conference Centre that was 
used as the venue for MC8, and also given 
the US presidential elections in November 
and the G20 leaders’ meeting in Saudi 
Arabia in December.

Even Kazakhstan, which had made 
all arrangements for hosting MC12 in 
June but later cancelled because of the 
pandemic, would fi nd it diffi  cult to host 
the meeting in December 2020 because of 
the extreme cold conditions in the region 
in that time of year, a trade envoy said.

As regards the June 2021 option, it 
would depend largely on Kazakhstan, 
envoys said. Apparently, the GC chair and 
the DG have not discussed the June 2021 
option with the Kazakh government until 
now, the envoys said.

At a time when the whole world is 
facing “a new normal”, with the global 
economy having been turned upside 
down, it is an inappropriate time to discuss 
the Ministerial meeting, particularly 

when governments have closed normal 
operations and people are being asked to 
stay at home, an envoy said.

On the fi sheries subsidies agreement, 
the situation is “very hazy” but several 
industrialized countries want to conclude 
the agreement in July even though the 
negotiations can’t be held because of the 
escalating pandemic, said one envoy.

Considering an agreement without 
proper negotiations is fraught with risks 
for developing countries which have 
millions of fi shermen who depend on 
artisanal fi shing for their livelihoods, said 
several envoys.

TRIPS response 

Instead, the WTO must consider 
initiatives to relax the provisions in its 
existing Agreement on Trade-Related 
Aspects of Intellectual Property Rights 
(TRIPS) so as to ensure that access to  
drugs for tackling the Covid-19 pandemic 
is not impeded by strict intellectual 
property rights, said a trade envoy from a 
least developed country.

However, the WTO has remained 
silent until now on this issue.

While the DG has urged member 
states to inform the WTO secretariat 

about the trade-restrictive measures put 
in place in the wake of the pandemic, 
there is no initiative to provide relief on 
the TRIPS front despite its adverse impact 
on the provision of aff ordable medicines, 
said one trade envoy.

Members need to know whether a new 
TRIPS mechanism without burdensome 
conditions needs to be put in place 
immediately so as to ensure that new 
drugs for Covid-19 are made available at 
aff ordable prices in the months and years 
to come, the envoy said.

World Health Organization (WHO) 
Director-General Tedros Adhanom 
Ghebreyesus has repeatedly emphasized 
that any novel therapeutics or vaccines 
must be made available to poor countries 
without extortionary conditions and 
prices.

Th e so-called “paragraph 6” 
mechanism, agreed at the WTO in 2003, 
was meant to ease the availability of 
aff ordable drugs in countries unable to 
produce them domestically. However, it 
has had little eff ect because developing 
and least developed countries found 
it diffi  cult to implement it, given the 
burdensome conditions attached to the 
agreement, according to several studies. 
(SUNS9091)
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“Friends of Services” for permanent 
moratorium on e-transmissions 
duties 
Two recent submissions at the WTO put forward contrasting views 
on whether to continue barring customs duties on electronic 
transmissions. The following two articles provide the details on each 
of these papers.

by D. Ravi Kanth

GENEVA: Switzerland along with other 
members of the informal coalition of 
“Friends of Services” (FoS) at the WTO 
have called for continuing the existing 
moratorium on imposing customs duties 
on electronic transmissions.

Th e FoS coalition have cited a study 
by the Paris-based Organization for 
Economic Cooperation and Development 
(OECD) claiming “welfare” and “economic 
benefi ts” from the moratorium.

Th e 26 March FoS proposal appears to 
be an attempt to counter a joint proposal 
by India and South Africa issued on 11 
March which raised concern over the loss 
of use of tariff s as a trade policy as a result 
of the moratorium (see following article).

Switzerland and the other FoS 
members – Australia, Canada, Chile, 
Colombia, Hong Kong-China, Iceland, 
Korea, New Zealand, Norway, Singapore 
and Uruguay – called for adopting a 

“more holistic approach, by taking into 
account other relevant factors and their 
impact on consumers and on export 
competitiveness, and placing existing 
empirical evidence into a wider economic 
context.”

A two-year moratorium on customs 
duties on electronic transmissions was 
put in place by the WTO in 1998, and 
this has been renewed every two years 
since. Th e moratorium is now the subject 
of discussion in the WTO which could 
lead to a decision on whether it should 
be further renewed, made permanent or 
lift ed.

Positive eff ects

In their four-page proposal, the 
FoS drew attention to the OECD 
study on “electronic transmissions and 
international trade” issued last November.

Th e OECD study suggested that “the 
overall benefi ts of duty-free electronic 
transmissions outweigh the potential 
forgone government revenues due to the 
E-Commerce Moratorium.”
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As regards the “economic benefi ts 
of electronic transmissions”, the OECD, 
the club of rich countries which has 
traditionally promoted uninterrupted 
trade liberalization, argued that “by 
focusing on revenue implications, positive 
eff ects that digitalization can bring to the 
economy have not been included in the 
discussions that have taken place so far.”

Th e OECD study argued that “the 
use of foreign value added is associated 
with positive economic outcomes such 
as export, diversifi cation, productivity 
growth and increased domestic value 
added in exports.”

It suggested that “developed economies 
are not the only ones to benefi t from such 
trends, with ICT enabled services, like 
telecommunication services, fi nancial 
services or other business services, 
experiencing a growth at an average pace 
of 10 to 13% between 2005 and 2017 for 
developing countries.”

According to the OECD study, “the 
process of digitalization can reduce the 
overall costs of production and remove 
transportation of certain products.” It 
used the example of a record company 
that “no longer has to bear the costs 
of physically producing a physical 
carrier medium”, saying that a good 
that was delivered physically, but is now 
transmitted electronically, no longer 
incurs transportation costs.

Th e study maintained that by bringing 
access to an increasing amount and 
cheaper types of intermediate goods and 
services, the digital economy enables 
fi rms to reap input benefi ts and grow their 
export competitiveness.

It said that “digitally deliverable 
services enhance export competitiveness 
of all fi rms, including SMEs” (small and 
medium-sized enterprises). Th e eff ect of 
“digitization and the adoption of digital 
technologies” can enable an increasing 
number of fi rms, including SMEs, to 
export, it argued.

Consequently, the study said, “duties 
applied by other countries on electronic 
transmissions, and their content, might 
impair the ability of domestic SMEs to 
export.”

“All the benefi ts outlined by the study 
pre-suppose the non-imposition of 
tariff s on electronic transmissions. Th e 
latter are likely to deliver considerable 
improvements with respect to providing 
access to cheaper goods and services as 
well as enabling businesses to export 
without facing additional obstacles.”

Emphasizing the OECD study’s 
“insightful welfare analysis of electronic 
transmissions”, the FoS argued that it 
off ers “a clear illustration of what is 
induced by the absence of duties on 
electronic transmissions in terms of both 
revenue loss and the welfare surplus for 
consumers.”

Th e study’s welfare analysis “outlines 
that the reduction in production and 

transportation costs associated with 
digital deliveries, as well as the removal 
of the tariff , can lead to a reduction in 
price.” In consequence, the increase in 
demand leads to a rise in imports and 
an increase in consumer surplus, part of 
which is associated with redistribution 
from the domestic producer and part of 
which is from government revenue to the 
consumer, said the study.

“Th e study is unambiguous: the overall 
impact to the economy is ‘positive and 
large’,” the FoS said.

Th e study “fi nds that the imposition 
of equivalent duties on electronic 
transmissions could negate those positive 
eff ects by increasing the price of the 
digital delivery, which shift s some of the 
consumer welfare back to the domestic 
producers and the government”.

“Governments and producers would 
recover some of the revenue forgone but 
the amount recovered would depend on 
the elasticity of demand,” the study said, 
adding that “this would occur at the 
expense of consumer surplus.”

With the loss of “positive welfare 
impact”, the price of the digital product 
increases. “Consequently, by introducing 
equivalent duties on electronic 
transmissions, governments would create 
a ‘deadweight loss’ to the economy” and 

“the overall benefi ts associated with 
digitization (i.e. lower trade costs) would 
be reduced and weaker economies would 
miss an opportunity to overcome their 
trade cost disadvantages,” the FoS argued.

As an alternative to tariff s, “internal 
non-discriminatory taxes” could be 
levied instead, the FoS said, adding 
also that “a clear distinction needs to be 
drawn between potential and eff ective 
trade digitization, as it is unlikely that all 
product categories that can be digitized 
will be fully digitized.”

In crux, the OECD study concluded 
that “lift ing the moratorium would have 
limited eff ects on government revenue 
implications and that it would ultimately 
come at the expense of gains that are 
more signifi cant on consumer welfare and 
export competitiveness.”

Fundamental fl aw

However, a fundamental fl aw of the 
study, according to economists, is that it is 
based on what is called the computational 
general equilibrium (CGE) model 
which assumes that perfect competition 
conditions exist globally.

But the global digital trade is based 
largely on monopoly or oligopoly 
conditions in which GAFA (Google, 
Apple, Facebook and Amazon) as well as 
Alibaba and Tencent of China have a lion’s 
share with predatory pricing policies, 
former South African trade minister Rob 
Davies has noted.

Th erefore, the OECD study fails to 
provide a credible analysis to counter the 
joint proposal by India and South Africa, 
and confl ates the gains and losses from 
current unregulated global digital trade, 
said an economist who preferred not to be 
quoted.

In an August 2019 paper titled 
“Modelling impact of moratorium 
on electronic transmissions using 
CGE – A critique”, Rashmi Banga, an 
economist at the UN Conference on 
Trade and Development (UNCTAD) 
and e-commerce expert, had argued 
that CGE models “have been heavily 
criticized in economic literature because 
of their unrealistic assumptions of 
perfect competition (i.e., assumes that 
monopolies do not exist anywhere in the 
world), full employment of capital and 
labour (in all countries in the world), 
perfect mobility of factors of production 
across sectors and constantly balanced 
government budgets.”

“A fundamental fl aw 
of the study is that 
it is based on the 
computational general 
equilibrium (CGE) 
model which assumes 
that perfect competition 
conditions exist 
globally.”
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She cited Taylor and Armin (2006) 
and Panagariya and Duttagupta (2001), 
who had pointed out that “CGE models 
are designed in such a way that tariff  
reductions will always lead to increase 
in ‘overall gains’ while increases in tariff s 
will always lead to ‘overall losses’ for the 
countries.”

“Policymakers who are unaware 
of these assumptions and associated 

criticisms are being persuaded to consider 
seriously the results arrived at by CGE 
models for assessing the overall economic 
impact of tariff  reductions/increases,” 
Banga said.

She pointed in this respect to a 2019 
paper by Makiyama and Narayanan 
published by the European Centre for 
International Political Economy (ECIPE), 
which estimates the impact of applying 

tariff s on electronic transmissions on 
developing countries’ GDP, consumption, 
employment, investment and welfare. 
“Th e paper,” she said, “not only stretches 
the use of the CGE model beyond its 
reasonable limits by imposing tariff s on 
services sectors but also misinterprets 
the scope of ‘electronic transmissions’.” 
(SUNS9091)

E-commerce tariff  moratorium 
prevents use of trade policy tool

by D. Ravi Kanth

GENEVA: India and South Africa on 11 
March circulated at the WTO a document 
on issues concerning the scope and im-
pact of the moratorium on customs duties 
on electronic transmissions. 

In their seven-page proposal, India 
and South Africa drew attention to the 
specifi c clarifi cation sought by Indonesia 
at the WTO’s 11th Ministerial Conference 
(MC11) in 2017 regarding the scope of 
the moratorium. Indonesia had said at the 
meeting that the scope is limited only to 
the “transmission” but not the content of 
the transmission.

Indonesia had said: “In regards to the 
discussion on the moratorium on customs 
duties on electronic transmissions, it is our 
understanding that such moratorium shall 
not apply to electronically transmitted 
goods and services. In other words, the 
extension of the moratorium applies only 
to the electronic transmissions and not to 
products or contents which are submitted 
electronically.

“Th e Indonesian Head of Delegation 
shared this understanding with the 
[WTO] Director-General and his team 
yesterday and today, in which they 
responded with a positive confi rmation.

“For this reason, we would like to 
insert a footnote in the [MC11] outcome 
document which states ‘it is understood 
that such moratorium shall not apply to 
electronically transmitted goods’.”

Indonesia further maintained that the 
“implication of this interpretation” is that 
since the moratorium is only applicable to 
the transmission, WTO members would 
be able to impose customs duties on the 
transmitted content.

“Th e prohibition of customs duties 
therefore only refers to the ‘transmission’ 
– the bits and bytes. Any possible revenue 
implications will be limited in nature 
given the scope of the moratorium,” 
Indonesia had said.

Subsequently, however, according 
to India and South Africa, a number of 
studies suggested that the moratorium is 
applicable to physical goods which have 
become digitized or which are digitizable. 
Several other studies on the impact of 
the moratorium have focused on the 
tariff  revenue losses resulting from the 
digitization of physical goods.

“Catastrophic” consequences 

India and South Africa said that “due 
to technological developments, there is a 
rapid rise in the growth of online trade 
of digitizable goods”, which “explains the 
concern around the impact of digitization 
of goods on tariff  revenue”.

India and South Africa argued that 
“the moratorium will be equivalent to 
developing countries giving the digitally-
advanced countries duty-free access to 

our markets.”
At a time when other countries are trying 

to catch up with the digitally advanced 
countries, and given the asymmetries 
in digital trade, full liberalization could 
consign many developing countries to be 
only consumers. “Th is will be catastrophic 
for economic growth, jobs, and the 
attainment of SDGs [the United Nations 
Sustainable Development Goals],” India 
and South Africa maintained.

Th e two countries said that at the time 
the moratorium was instituted in 1998, 
“there was no clarity how the economy 
would be transformed by … digital 
advancements”. Given the rapid and 
radical changes in the digital economy 
since then, particularly with the advent of 
new technologies such as 3D printing, big 
data analytics and artifi cial intelligence, 
the main impact of the moratorium is “the 
loss of the use of tariff s as a trade policy”.

“Tariff s are a tried and tested policy 
tool for supporting infant and even 
mature industries,” India and South 
Africa pointed out. “All successful 
economies have arrived at higher levels 
of development because they started 
off  fi rst giving domestic industries the 
protection through tariff s to grow and 
gain competitiveness.”

Without naming the United States, 
which has resorted to unilateral 
imposition of higher tariff s over the past 
three years, India and South Africa said 
“oft entimes and even up till today, tariff s 
are still being implemented to support 
industries that may not be so competitive 
(including in developed countries, for 
example in agriculture, or the steel and 
aluminium sectors) as there are other 
policy imperatives such as employment 
and ensuring that the economy does not 
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TWN Climate Change Series no.4

The Equitable Sharing of Atmospheric and Development Space: Some Critical Aspects

by Martin Khor

lose productive capacities”.
“If tariff s are important to developed 

countries, what about developing 
economies?” India and South Africa 
pointedly asked.

Th ey said “the loss of the use of tariff s 
for the digitized goods as a result of the 
moratorium therefore poses very profound 
challenges for developing countries”, 
including: impact on industrialization; 
tariff  revenue losses; and loss of other 
duties and charges.

“Th e vast majority of developing 
countries are net importers of digital 
products,” said India and South Africa. If 
developing and least-developed countries 
are to develop and make progress on the 
SDGs, they “require the implementation 
of active industrial policies to get some 
benefi ts of e-commerce, including the use 
of tariff  policies for the digital sector.” 

However, the moratorium will 
precisely prohibit countries from putting 
in place these needed tariff s, India and 
South Africa said. Th ey pointed out 
that the advent of Industry 4.0 and the 

advance of 3D printing technologies in 
the near future will undermine “carefully 
negotiated GATT bound [tariff ] rates 
which are typically higher in developing 
countries, and will be brought to zero for 
their digitized counterparts”.

With zero tariff s, the moratorium is 
likely to make developing countries even 
more dependent on imports of digital 
products from developed countries, India 
and South Africa said. “Th is will have huge 
negative impacts on industrialization, 
particularly digital industrialization and 
trade competitiveness” for developing 
countries, while inhibiting “the ability 
of developing countries to protect their 
nascent domestic digital industries, 
resulting in loss of jobs and increasing 
poverty.” 

“All in all, this will have catastrophic 
eff ects on industrial development and 
the attainment of SDGs,” India and South 
Africa cautioned.

Th ey said removal of the moratorium 
would not mean that WTO members will 
necessarily impose customs duties across 

the board. “Th e key is policy space and 
to use such policy space appropriately 
for domestic digital industrialization and 
the generation of local jobs in the era of 
Industry 4.0.”

India and South Africa said “today 
members are only waking up to the 
weighty impact of the moratorium 
assuming the scope of the moratorium 
is centred on digitized and digitizable 
goods”.

While they are “still at the cusp of the 
digital revolution” and facing challenges 
stemming therefrom, developing 
countries need even more support 
to industrialize, including access to 
technology, infrastructure (including 
related to the digital divide), education of 
the labour force, and of course policy space 
and the use of tried and tested instruments 
to build production capacities, including 
trade policies such as tariff s, India and 
South Africa maintained. (SUNS)

Tackling the climate change crisis demands urgent actions to cut atmospheric emis-
sions of the heat-trapping greenhouse gases that are causing global warming. The 
responsibilities this entails should at the same time be divided equitably between 
developed and developing countries, as recognised in the United Nations Frame-
work Convention on Climate Change (UNFCCC).

The equity imperative is rooted in the development needs of the developing coun-
tries and in the fact that emissions of carbon dioxide and other greenhouse gases 
over the years mostly originated in the developed countries. This paper fl eshes out 
how this historical “carbon debt” and other equity considerations could be taken 
into account in the sharing of the global atmospheric space. Such an arrangement 
would, as envisioned by the UNFCCC, involve the developed countries taking the 
lead in emission reductions and in providing fi nancial and technological support for 
a shift by developing countries to low-emission growth pathways. 

Martin Khor was Adviser to the Third World Network.

Email twn@twnetwork.org for further information, or visit https://www.twn.my/
title/climate/climate04.htm.
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Stronger UN leadership needed to 
cope with coronavirus threat
With the coronavirus pandemic set to exact a devastating toll on de-
veloping economies and the lives and livelihoods of the poor, the 
United Nations should be at the forefront of a multilateral response 
to the crisis.

by Anis Chowdhury and Jomo Kwame Sundaram

Th e economic impact of the coronavirus 
pandemic is hard to predict as events 
are still unfolding, and estimates vary 
dramatically. Th e United Nations 
Conference on Trade and Development 
(UNCTAD) estimates lost output in the 
order of $1 trillion, just over a third of 
Bloomberg’s expectation of $2.7 trillion 
in losses. Th e Organization for Economic 
Cooperation and Development (OECD) 
expects global economic growth to halve 
from already anaemic levels.

Dire consequences for achieving 
the already failing Agenda 2030 for the 
Sustainable Development Goals (SDGs) 
are inevitable. Developing countries are 
particularly vulnerable, with meagre 
resources available to face the new threat 
and its consequences. As resources 
are urgently needed to cope with the 
pandemic, their ability to spend on other 
development priorities will be even more 
constrained. As with previous economic 
and health crises, poor and vulnerable 
sections of the population will be worse 
aff ected.

Ahead of the G20 leaders’ virtual 
emergency meeting on the coronavirus 
pandemic, the UN Secretary-General had 
warned that current national responses 
to the outbreak “will not address the 
global scale and complexity of the crisis”. 
Millions could die without a more 
“coordinated global response, including 
helping countries that are less prepared 
to tackle the crisis”, as “global solidarity 
is not only a moral imperative, it is in 
everyone’s interests”.

Impact on developing countries 

Besides the direct socioeconomic 
impacts of the Covid-19 crisis, the 
pandemic will also aff ect developing 
countries via: global value chain and 
tourism disruptions, falling commodity 
prices and foreign direct investment, as 

well as the consequences of capital fl ight 
and a stronger dollar.

Analysts project reduced investments 
in global value chains, energy, mining 
and other sectors, as well as falling travel 
and tourism in African countries due 
to reduced Chinese demand for raw 
materials as its economy slows further. 
Sub-Saharan Africa is also expected to 
lose up to $34 billion in export revenue 
due to reduced global demand, especially 
collapsing oil prices.

Commodity prices have already 
fallen sharply, and exporters expect more 
problems due to falling demand as the 
global economy slows. Heavily indebted 
developing countries are in a particularly 
diffi  cult situation as their exports decline 
with falling global demand, and import 
and debt service costs rise due to weaker 
currencies as money fl ees to “safe havens”.

Th e Institute of International Finance 
estimates that around $67.45 billion has 
fl owed out of emerging countries since late 
January, an amount larger than emerging 
market capital outfl ows in the aft ermath 
of the 2008-09 global fi nancial crisis and 

the 1997-98 Asian fi nancial crisis.

Impacts on working people 

A new International Labour Offi  ce 
report projects almost 25 million jobs 
could be lost worldwide, and workers 
could lose some $3.4 trillion in income by 
year’s end.

Without paid sick leave, workers in the 
informal economy cannot aff ord to stay 
home. Lockdowns will disproportionately 
hurt low-income households, casual 
workers and the poor, especially where 
social protection is grossly inadequate. 
Many lack the means to stockpile food or 
seek medical treatment.

Malnutrition, poverty and hunger-
induced health stresses compound 
vulnerability and feed vicious cycles of 
disease, destitution and death. As the 
Ebola epidemic revealed, poverty worsens 
contagion, which can, in turn, deepen 
poverty.

Studies of 11 sub-Saharan African, 
South Asian and Southeast Asian 
countries found that without universal 
health coverage, poor people respond 
to health shocks with impoverishing 
“distress sales” of their limited assets and 
by taking on more usurious debt.

Urban slums and refugee camps can 
become virus hotspots. For the world’s 
more than 65 million displaced people 
who have fl ed war and persecution and 
live precariously, the risks posed by the 
pandemic are dire.

By disrupting economic activity and 
cutting incomes, the pandemic is a new 
cause of impoverishment, besides limiting 
the ability of vulnerable households to 
escape from – and stay out of – poverty.

Support measures lack coordination

 

As of 9 March, “donors” (including 
governments, multilateral organizations 
and private funders) had pledged or 
given an estimated $8.3 billion – directly 
to countries and to the World Health 
Organization (WHO) – for Covid-19 
responses.

Th is included $15 million from the 
UN’s Central Emergency Response Fund 
to help vulnerable countries, not very 
much as the organization struggles with 
its own persistent underfunding.

Meanwhile, the World Bank 
announced $12 billion in immediate 
support, while the International Monetary 
Fund (IMF) made available about $50 

A new International 
Labour Offi  ce
report projects almost 
25 million jobs
could be lost 
worldwide, and 
workers
could lose some $3.4 
trillion in income by
year’s end.
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It’s time to invest in universal public 
health
Decades of austerity policies have undermined the capacity of public 
health systems to deal with the coronavirus outbreak.

by Isabel Ortiz and Thomas Stubbs

Austerity policies pushed by international 
fi nancial institutions have weakened 
public health systems, despite current 
fi nancial support packages, condemning 
many people to die.

As the health systems of East Asia, 
Europe and the Americas buckle under 
the strain of coronavirus, developing 
countries are expecting an even higher 
human toll. Decades of austerity promoted 
by international fi nancial institutions 
(IFIs) such as the International Monetary 
Fund (IMF), the World Bank and regional 
development banks have weakened public 
health systems, impeding the ability of 
governments to respond to the pandemic.

Th e IMF pledged $1 trillion, and 
the World Bank a further $12 billion, in 
immediate funds to assist countries to 
cushion the impact of Covid-19. Yet, these 
organizations are implicated in decades 
of brutal austerity and privatizations that 
damaged public health systems in the 
fi rst place. And it is in regions with fragile 
public health systems that outbreaks 
spread the fastest, as witnessed most 

acutely during the 2014 West African 
Ebola outbreak.

Governments across the globe have 
implemented spending cuts and the 
commercialization of health services since 
the 1980s, advised by IFIs during regular 
surveillance missions or as part of their 
lending programmes. Austerity policies 
are criticized for prioritizing short-term 
fi scal objectives over longer-term social 
investments such as health.

Under IMF guidance, for example, 
governments reduced health budgets, 
cut or capped public sector wages, and 
limited the numbers of doctors, nurses 
and other public health staff . In the name 
of effi  ciency, governments – oft en advised 
by “development” banks – decreased the 
number of hospital beds, closed public 
services, and underinvested in health 
research and medical equipment. Th is 
undermines the ability of health systems 
to cope with infectious disease outbreaks, 
leaving billions of people highly vulnerable 
during pandemics.

What is worse, governments were 

discouraged from raising the alarm over 
the debilitating impact of scarce funding 
for public health. With the publication of 
“From Billions to Trillions: Transforming 
Development Finance Post-2015” and 
related documents, IFIs reassured 
governments of a simple solution to 
declining budgets: private sector delivery 
of public goods and services. Th is advice 
came despite multiple failures in public-
private partnerships and privatizations 
over the last decades – for example, the 
US private health model is the world’s 
most expensive health system, but it 
has low eff ectiveness, leaving millions 
of Americans without health coverage. 
From Lesotho to Sweden, public-private 
partnerships on health were costlier to 
citizens and resulted in poorer service 
delivery than public health systems.

So who benefi ts from these policies? 
IFIs have prioritized not public health 
issues but fi scal and private sector 
objectives. Macroeconomic or business 
interests were oft en considered over the 
public good, and people’s welfare was an 
aft erthought. Th is has already resulted 
in higher morbidity and millions of 
avoidable deaths, with many more yet to 
come.

A recent report shows how IMF-
induced austerity cuts are negatively 
impacting about 75% of the world 
population – a total of 113 countries 
in 2020 – despite urgent health and 
developmental needs. Spending cuts 
apply to 72 developing countries and 41 
high-income countries, many of which 
have already been suff ering decades of 

billion in emergency fi nancing for low-
income and emerging market countries, 
and “stands ready” to use its $1 trillion 
lending capacity to help countries coping 
with the pandemic.

Concessional support from the IMF 
and the World Bank usually comes 
with onerous “one-size-fi ts-all” policy 
conditionalities, typically favouring 
infl uential shareholders.

Th e Bill & Melinda Gates Foundation 
and the Wellcome Trust have set up a 
$125 million coronavirus drug fund, 
while Michael Bloomberg’s $40 million 
plan seeks to stem the coronavirus spread 
in developing countries. Philanthropic 
support is however typically oblivious of 
national development priorities, and may 

“distort” public health or social protection.
Th ese funds are inadequate, given 

the scale and complexity of the problem, 
especially as an early end to the pandemic 
remains highly unlikely. Diff erent modes 
of pandemic control need to be considered 
to minimize the scale of disruption and 
threat.

Crucially, multilateral coordination 
remains seriously lacking beyond the 
valiant eff orts of WHO in the face of 
persistent criticisms and its own fi nancing 
problems. Th e UN should show how slow 
progress on the SDGs has made us all 
much more vulnerable to the pandemic 
and its various consequences.

It will be important for the UN to play 
a stronger coordinating and leadership 

role, e.g., with the UN Sustainable 
Development Group (UNSDG) rapidly 
assessing the adverse impacts and funding 
needs of the Covid-19 pandemic in 
relation to Agenda 2030. (IPS)

Anis Chowdhury, Adjunct Professor at 
Western Sydney University and the Univer-
sity of New South Wales (Australia), held 
senior United Nations positions in New 
York and Bangkok. Jomo Kwame Sun-

daram, a former economics professor, 
was Assistant Director-General for Eco-
nomic and Social Development at the UN 
Food and Agriculture Organization (FAO), 
and received the Wassily Leontief Prize 
for Advancing the Frontiers of Economic 
Thought in 2007.
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adjustments. Another study shows how 
46 countries prioritized debt service over 
public health services at the beginning 
of 2020, when the coronavirus was 
spreading.

Despite contributing to the crisis, 
IFIs now aim to become part of the 
solution by making new funds available. 
While laudable, the World Bank’s $12 
billion fi nancial package represents a 
smokescreen for the public relations 
disaster related to its fl agship Pandemic 
Emergency Financing (PEF) bonds. PEF 
bonds were designed with markedly 
stringent payout criteria to reduce the 
risk of losses for private investors – who 
have so far made annual yields of up 
to 14%, funded by the aid budgets of 
Germany, Japan and Australia. Ultimately 
the bonds have diverted aid from crucial 
investments in public health systems of 
developing countries.

Building up public health systems 

At its core, the reckless actions of 
IFIs represent the absence of eff ective 
global governance for health. Decades of 
IFIs undermining public health systems 
highlight how desperately the world 
needs global leadership and a coordinated 

response. To that end, the G20 major 
economies convened a virtual summit 
over Covid-19. But will G20 leaders have 
the foresight to permanently abandon 
outdated austerity policies and urgently 
invest in universal public health systems?

Given the coronavirus emergency, 
even the IMF is advising governments 
to ramp up public health expenditures. 
Th is needs to be more than just a short-
term measure before returning to a 
situation where millions are excluded 
from healthcare. Th e building blocks of 
global health security should be based on 
prevention and universal public health 
systems, especially in countries with 
underdeveloped healthcare.

Th e United Nations, in particular the 
World Health Organization (WHO), is 
more capable than IFIs in coordinating 
universal public healthcare systems, but 
WHO currently lacks resources to move 
beyond monitoring and surveillance. Th e 
US Trump administration recently cut 
contributions to the organization, instead 
funnelling trillions of dollars towards 
restoring short-term confi dence in the 
markets. European countries could have 
given meaningful aid in solidarity to East 
Asia and developing countries, where 
thousands are infected with Covid-19. 

But, from the outset of the crisis, they 
instead adopted inward-looking responses 
that oft en entrenched or intensifi ed 
authoritarian and populist nationalism.

How many more people need to die? 
While we are now reaping the consequences 
of austerity policies imposed around the 
world, the coronavirus pandemic also 
off ers an opportunity to redress public 
health gaps and do things diff erently. State 
intervention is necessary to address the 
magnitude of the Covid-19 pandemic, 
develop long-term public health, and 
realize the right to health of populations 
everywhere. It is time for world leaders 
to abandon myopic austerity policies and 
instead focus on building robust public 
health systems for all. (IPS)

Dr. Isabel Ortiz is Director of the Global 
Social Justice Program at the Initiative 
for Policy Dialogue, Columbia University, 
and former director of the International 
Labour Organization (ILO) and UNICEF. 
Dr. Thomas Stubbs is a Senior Lecturer in 
International Relations at Royal Holloway, 
University of London, and a Research As-
sociate in Political Economy at the Centre 
for Business Research, University of Cam-
bridge.

Billionaire wealth just shrunk, but 
coronavirus is no great leveller
While the world’s richest have seen a dip in their stock holdings, those 
at the bottom of the wealth scale will bear the heaviest burden of the 
coronavirus crisis.

by Max Lawson

At fi rst glance, the coronavirus seems to 
be a great leveller, with everyone – rich 
and poor – seeming to be equally at risk. 
Even our political leaders are not immune. 
If anything, it feels like it is the relatively 
better-off  in richer countries who are 
bearing the brunt. But what is the actual 
relationship between the coronavirus and 
inequality?

Well, the fi rst thing to say is that so far 
the virus has been bad news for billionaire 
fortunes. As of 29 February, according to 

Bloomberg, the world’s richest 500 people 
had lost $444 billion.  As stock markets 
have continued to fall, this fi gure will have 
got even larger since then.

Mark Zuckerberg is worth over $10 
billion less than he was in January. Th e 
world’s three richest people – Amazon.
com Inc.’s Jeff  Bezos, Microsoft  Corp. co-
founder Bill Gates and LVMH Chairman 
Bernard Arnault – incurred the biggest 
losses, with their combined wealth 
dropping about $30 billion. Th e last time 

billionaire fortunes saw such a dip was 
straight aft er the fi nancial crisis in 2008.

It is too early of course to predict the 
full impact of the coronavirus on stock 
markets, but we do know that aft er the 
initial negative impact of the fi nancial 
crisis on billionaires, their fortunes 
bounced back very rapidly and have 
more than doubled since then. When a 
stock market crashes, prices of stocks are 
at rock-bottom, meaning those who still 
have money to spare can snap up some 
serious bargains. Mark Zuckerberg still 
has $62 billion to spend despite his $10 
billion loss.

Beyond their stocks, the 1% are also 
heading for their specially prepared 
disaster bunkers in their private jets, 
according to some reports. Th e number 
of private jet fl ights from Hong Kong to 
Australia and North America in January 
jumped 214% compared with the previous 
year, according to data from the business 
aviation monitoring company WingX.

It is at the other end of the spectrum, 
where the proportionate losses are far 
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higher, that the impact of the virus is likely 
to be most keenly felt. It will be the poorest 
who will be hit hardest economically.  
Living day to day, the poorest do not 
have the ability to take time off  work or to 
stockpile provisions.

Sick pay is non-existent for the 
majority of humanity, and even in the 
richest countries, aft er years of attacks 
on labour rights and increases in self-
employed precarious jobs, poor workers 
are simply not in an economic position to 
take time off . According to the Economic 
Policy Institute, only 30% of the bottom 
10% of wage earners in the United States 
have paid sick leave benefi ts, compared 
with 93% of the top 10% of earners.

Uber drivers, whether in Chicago 
or Cairo, have no choice but to go to 
work if they want to feed their families, 
especially if the price of food and other 
essentials starts to rise. Hotel cleaners, 
street sweepers, delivery drivers, waiters, 
shop assistants, market traders and street 
vendors do not have the relative luxury of 
being able to work from home. Migrants 
will be particularly impacted.

Women’s work is oft en amongst the 
most precarious and poorly paid, and 
women are 70% of the world’s health 
workers too, putting them on the frontline. 
Th e level of unpaid care is also likely 
to increase dramatically, whether it is 
caring for the sick or for children at home 
because schools are closed. Th e gendered 
impact of this virus is only beginning to 
become clear.

It is the poorest who are least likely 
to be able to access healthcare and 
treatment, especially in most of the world 
where health systems are largely based on 
a patient’s ability to pay, rather than need. 
One man in Miami who’d visited China 
voluntarily went for a test. Fortunately, 
he only had fl u, but he was landed with 
a $3,270 bill, and his insurance will only 
cover half of that.

In developing countries like Kenya 
where I live, where the poorest live in 
densely packed slums, where sick pay is 
non-existent and good healthcare only 
available to those with money, it is hard 
to see how governments will adequately 
respond to this virus once it takes hold. 
Poor countries will also be hit hard by 
the global economic downturn, facing 
a combined shock of both supply and 
demand. Even before the impact of the 
virus, many were planning to implement 
austerity measures, oft en in the face of 
unsustainable debts.

Th e countries that will cope best 
are those with the best treatment of 
workers and the best healthcare systems. 
Mandatory sick pay has been shown to 
reduce rates of fl u infection by as much as 
40%. Countries with strong public health 
systems and proactive governments 
will not only minimize the inequality of 
the impact of the virus but minimize its 
overall impact too. Th ese are not just rich 
countries – countries like Th ailand and Sri 
Lanka have very strong public healthcare 
systems.

Lessons learnt 

We know that human knowledge and 
action is rarely linear but is instead driven 
by shocks – major historical events that 
have long-lasting impacts on the way we 
think and the way we act.

It is of course far too early to tell what 
the long-lasting impact of this global 
pandemic will be, but already it is clearly 
demonstrating the value of collective 
action and the importance of government 
in times of crisis. Th e importance of 
pooling risks and protecting the poorest. 
Th e importance of labour rights and 
public health systems. When a crisis 
hits, suddenly elites are clamouring for 
more and not less government. I for one 
certainly hope that this is a lesson that 
is widely learnt – and not just in terms 
of public health and workers’ rights, but 
also a lesson that gives impetus for equally 
rapid government action to prevent 
climate breakdown.

Again the fi nancial crisis off ers a 
salutary lesson here – despite the fact that 
we were saved from economic collapse 
by the prompt action of governments 
and trillions of dollars in public money, 
precious few lessons were learnt and the 
attacks on progressive policies continued 

apace. We have to fi ght to make sure that 
does not happen this time.

Perhaps this time it will be diff erent. 
A lot will depend on what lessons elites 
learn from this. I am reminded of a really 
excellent study from 2001 about elites’ 
attitude towards poverty reduction and 
collective action, especially investments 
in public health. Th e study found that in 
19th-century Europe, big investments by 
governments in public health, housing 
and sanitation were driven partly by elite 
fear of cholera outbreaks. Unfortunately, 
the study concludes from its multiple 
interviews with elites in countries around 
the world that the richest no longer see 
the threat to their well-being posed by the 
ill health of the poor. Th e study concludes, 
perhaps somewhat presciently:

“Th ere is some element of mystery 
about why elites do not appear concerned 
that they are at risk from disease that is 
transmitted from the poor. Th is issue 
was never spontaneously mentioned 
during our interviews. One can certainly 
rationalize this in terms of the partial 
‘conquest’ of most infectious and 
contagious diseases, the fact that poor 
country elites are vulnerable primarily 
to the lifestyle diseases of the rich and 
their access to expensive private curative 
medical care. Yet, on objective grounds 
elites should perhaps be concerned. Th e 
World Health Organization is concerned 
that old communicable diseases are re-
emerging, some in virulent drug-resistant 
forms.”

Stay safe, everyone.

Max Lawson is Head of Inequality Policy 
at Oxfam International. Follow him @
maxlawsontin. This article is reproduced 
from Inequality.org.

“Th is global pandemic 
is clearly demonstrating 
the value of collective 
action and the 
importance of 
government in times of 
crisis.”
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Biggest companies pay the least tax, 
leaving society more vulnerable to 
pandemic – new research
A regressive corporate tax regime is fuelling inequality and, with it, 
vulnerability to the coronavirus pandemic.

by Sandy Brian Hager and Joseph Baines

Th e coronavirus pandemic is rocking fi -
nancial markets, disrupting supply chains 
and sharply reducing consumer spending. 
Th e crisis is hitting the likes of airlines 
and high street retailers particularly hard, 
and is decimating many small businesses. 
Unfortunately, this is proving devastating 
for millions of precarious and low-income 
workers across the world.

Many governments have announced 
fi scal stimulus packages, including tax 
relief, to individuals and business. Such 
measures are welcome, but our new 
research suggests that they should be 
understood against broader shift s in the 
tax regime which leave society less able to 
withstand the pandemic.

As we show by looking at American 
companies, these shift s reinforce 
inequality not only between large and 
small fi rms but also between high- and 
low-income households. Th e result is a 

fraying social fabric through which the 
coronavirus can spread rapidly.

The big discount 

Figure 1 maps the worldwide eff ective 
tax rate – the rate that is really paid, as 
opposed to any rate set by governments 
– for US non-fi nancial corporations listed 
on the stock market. Th e dark grey bars 
show the average tax rate of the top 10% 
of corporations ranked by revenues, while 
the light grey bars show the rate for the 
bottom 90%. Th e line above the bars 
shows the ratio of the tax rate of the top 
10% relative to the bottom 90%.

Th is shows that the worldwide tax 
system was progressive in the 1970s, with 
the largest corporations paying slightly 
higher rates than the smaller ones. By 
the mid-1980s, however, the system had 
turned sharply regressive and has stayed 

Source: Compustat/Wharton Research Data Services. Sandy Hager/Joseph Baines

so ever since. For 2015-18, smaller listed 
corporations were eff ectively paying a 
41% rate on their profi ts, while larger 
corporations paid 28%.

What accounts for this persistent tax 
advantage for larger corporations? Are 
they gaming the domestic system? Or do 
they enjoy a foreign tax advantage because 
they have the resources to avoid taxes and 
shift  profi ts to low-tax jurisdictions? To 
address these questions, we compared the 
tax rate on domestic income with the rate 
on foreign income.

Figure 2 looks at how much US 
corporations really pay in taxes to 
diff erent authorities. Again comparing 
the largest 10% corporations with the rest, 
the top left  graph focuses on tax payments 
in the US as a whole. Th e top right graph 
drills down to US federal taxes, while the 
graph on the bottom left  is for the total 
taxes paid to US states. Th ese three graphs 
show that the entire domestic system of 
taxes, both federally and at state level, 
has been persistently biased towards large 
corporations since the mid-1980s.

Th is is diff erent from what American 
corporations pay to other countries, as 
shown in the graph labelled “foreign” 
in the bottom right corner. Th is rate 
has fallen dramatically for larger and 
smaller corporations alike, fi tting the 
conventional wisdom that tax competition 
has intensifi ed with globalization. Until 
recently however, the foreign tax structure 
in the US was progressive, meaning that 
the largest corporations were paying 
more. Th is has now reversed, just like it 
did for domestic taxes several decades 
earlier.

Concentration and inequality 

Why should we care if big business has 
a persistent tax advantage? One problem is 
that the tax system encourages businesses 
to concentrate into bigger and bigger 
entities. In recent years there have been 
growing concerns about the dominance 
of big business in advanced economies, 
including the US. Studies show that as 
large corporations take greater shares 
of revenues, profi ts and assets, they also 
charge higher prices, pay lower wages, 
provide lower-quality goods and services, 
and scale back innovation and investment.

Most policy debate has focused on 
governments rolling back antitrust 
legislation to remedy this concentration 
of businesses. Our research suggests that, 
at minimum, corporate tax should be part 

Figure 1: Worldwide eff ective tax rates
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of this conversation: the global tax system 
rewards corporations for reaching a size 
that is actually bad for society. Th is may 
include impeding our ability to mitigate 
the spread of the coronavirus.

Take the notoriously concentrated 
pharmaceuticals sector, which was already 
being blamed for a growing problem of 
drug shortages well before the arrival of 
the pandemic – partly due to business 
decisions to discontinue old products 
that weren’t profi table enough. Lobbyists 
for Big Pharma were also successful in 
blocking provisions in a new $8.3 billion 
coronavirus emergency spending bill 
that would tackle unfair pricing and thus 
threaten companies’ intellectual property 
rights over essential medicines.

Th e tax advantage of big business also 
helps to widen household inequality. 
Supporters oft en claim that tax savings 
allow business to expand productive 
capacity, employment and wages, and 
therefore create widespread prosperity. 
Yet our research shows that as the rate 
they eff ectively pay declines worldwide, 
large corporations scale back their capital 
expenditures.

If large corporations aren’t using their 
tax windfall to expand productive capacity, 
what are they doing with it? According 
to our fi ndings, they are enriching their 
shareholders.

In the 1970s, large corporations 
allocated 30 cents towards dividend 
payments and stock buybacks for every 
dollar of capital expenditure. From 2010-
18, the amount they spent on enriching 
their shareholders had jumped to 93 cents.

Th is surge wouldn’t be such a problem 
if share ownership was widely dispersed, 
but it’s not. Th e top 1% of US households 
own, either directly or indirectly, 40% of 
all corporate shares, and the top 10% of 
households own 84%.

Source: Compustat/Wharton Research Data Services. Sandy Hager/Joseph Baines

Figure 2: Eff ective tax rates by jurisdiction

So the corporate tax regime has fuelled 
inequality, which is an important vector 
for the spread of the coronavirus. Many 
people on lower incomes are forced to 
make the wrenching choice between going 
into work and potentially contracting and 
spreading the coronavirus, or staying at 
home and failing to make ends meet.

Th e government measures for 
individuals and small businesses are a 
welcome – but by no means suffi  cient – 
attempt at ameliorating problems that the 
regressive tax regime has helped to create. 
Let’s also use this crisis as an opportunity 

to reform the tax system in ways that help 
tackle inequality and reduce corporate 
concentration.

Sandy Brian Hager is a Senior Lecturer 
in International Political Economy at City, 
University of London. Joseph Baines is a 
Lecturer in International Political Econo-
my at King’s College London. This article 
was originally published in The Conversa-
tion.
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Th e novel coronavirus (Covid-19) is rapidly spreading around 
the world. Th e fi rst case of the disease was reported in the 
Chinese city of Wuhan in December 2019, but now it has spread 
to every continent except Antarctica. 

At the time of writing, there are no signs of the coronavirus 
abating outside China. Th e virus, recognized as a pandemic 
by the World Health Organization on 11 March, has caused 
considerable human suff ering within a short period of three 
months. Globally, the death toll from the coronavirus outbreak 
is rising despite the enforcement of strict lockdown and social 
distancing measures across the world. In the near term, it is 
challenging to predict when the spread of the coronavirus would 
be fully contained. Most health experts believe that it may take 
12 to 18 months to develop a vaccine for the novel coronavirus.

Along with the human cost, the economic costs of the global 
epidemic are also mounting. Th e virus has caused massive 
economic disruption. Th e result is a widespread contraction in 
economic activity. Th ere are fears that it could lead to a severe 
worldwide economic downturn depending on how long the 
outbreak lasts and how governments manage the economic 
fallout. Undoubtedly, the pandemic will have a signifi cant 
adverse eff ect on the global economy not seen since the 2008 
global fi nancial crisis.

A triple crisis

Th e real economy is simultaneously hit by a supply shock and 
a demand shock as a result of the coronavirus spread. Such a twin 
shock is a rare phenomenon in recent economic history.

On the supply side, it has lowered the capacity to produce 
goods and services due to the freezing of economic activity in 
China (during February-early March) and currently in Europe 
and the US. Available indicators point out a dramatic output 
contraction in China with a signifi cant drop in fi xed-asset 
investments during the fi rst two months of 2020.

Given the importance of China in regional and global supply 
chains as a producer of intermediate goods, the virus outbreak 
has disrupted production in other economies (such as Japan 
and Australia) that are closely integrated into these supply 
chains. Even a country like India, relatively insulated from the 
regional and global value chains, is also experiencing supply-
side contagion shocks because of its dependence on China for 
imports of chemicals and pharmaceutical inputs.

On the demand side, consumer spending on air travel, 
transportation, tourism and restaurants has been severely hit 
due to nationwide lockdowns, social distancing and quarantine 
measures aimed at reducing the spread of infection.

Since February, global fi nancial markets have been on edge. 
Th e coronavirus and the oil price war have unleashed chaos in 
fi nancial markets. Massive selloff s in equity markets have been 
witnessed despite the imposition of circuit breakers to halt 
trading activity temporarily. On 16 March, the S&P 500 declined 
12% – its biggest one-day fall since “Black Monday” in 1987. 
Attempts by central banks from the developed world to cut 
interest rates and to relaunch quantitative-easing programmes 
have, so far, failed to inspire market confi dence.

Consequently, the world is facing a triple crisis – a combination 
of a health crisis, an economic crisis aff ecting both production and 
consumption, and, increasingly, a fi nancial crisis. Th e interplay 
of the three interconnected crises has further complicated the 
policy response. Th at is why policy actions implemented recently 
by central bankers appear ineff ective, because a cut in interest 
rates cannot stop the virus infection from spreading nor can it 
open shuttered factories.

Th e policy tools used by the monetary authorities during the 
2008 global fi nancial crisis are impotent to tackle the ongoing 
triple crisis because the spread of the coronavirus has led to a 
shutdown of economic activities, which, in turn, has triggered 
a corporate credit crunch. Unlike in the 2008 crisis, leveraged 
banks and exotic fi nancial instruments are not the problems this 
time. Th ere is no playbook to deal with the potent economic 
threats posed by the coronavirus. Instead of isolated measures, 
immediate and coordinated actions by health authorities, market 
regulators, fi scal authorities and central banks are needed to 
prevent the spread of the virus and to manage the emerging 
fi nancial risks.

A virus-induced global recession

Th e coronavirus outbreak came at the worst possible moment 
as global growth prospects were already uncertain. Th e global 
economy is facing several downside risks including rising cross-
border trade and investment tensions, increased geopolitical 
risks in the Middle East, and uncertainty over the future UK-EU 
trade agreement. Th e sharp drop in crude oil prices due to the oil 
war between Saudi Arabia and Russia has further added to the 
uncertainty.

A coronavirus-induced recession now looks a certainty, given 
the sudden stop in economic activity around the world followed 
by a rout in global fi nancial markets in recent weeks. Economists 
at JPMorgan Chase & Co. project that the recession will hit the 
US and European economies by July 2020.

According to Organization for Economic Cooperation and 
Development (OECD) estimates, annual global gross domestic 
product (GDP) growth is projected to drop to 2.4% in 2020 as a 
whole, from an already weak 2.9% in 2019, with growth possibly 
even being negative in the fi rst quarter of 2020.1 Economists at 
the Institute of International Finance estimate that global growth 
may touch 1% this year, the lowest since the 2008 crisis.2

Th e number of job losses due to virus-induced recession 
could be far-reaching and possibly as severe as during the 2008 
fi nancial crisis. Shutdowns in business activity are pushing 
millions of people into unemployment and underemployment. 
In its initial assessment, the International Labour Organization 
(ILO) has estimated that the economic fallout from the outbreak 
could cause the loss of up to 25 million jobs globally.3

Even if a worldwide recession is averted this year, the global 
economy still faces its biggest economic shock since the 2008 

How to manage the 
economic fallout of the 
coronavirus pandemic
The Covid-19 outbreak has sparked not only a 
health but also an economic and fi nancial crisis. 
Kavaljit Singh outlines several policy proposals to 
tackle this triple threat.
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global fi nancial crisis.

A looming global corporate credit crunch

Th e sharp tightening in global fi nancial conditions in the wake 
of the coronavirus outbreak has raised the risks of a corporate 
debt crisis. While the 2008 crisis started with the subprime 
mortgage markets, the world is now girding up for a corporate 
credit crunch followed by a wave of corporate debt defaults and 
bankruptcies.

Th e rapid growth in the debt of non-fi nancial corporations 
poses an immediate risk to fi nancial stability. Taking advantage 
of low interest rates in the aft ermath of the 2008 crisis, non-
fi nancial companies from advanced and emerging economies 
raised substantial funds through bonds and loans. According 
to the Institute of International Finance, corporate debt among 
non-fi nancial companies reached $75 trillion in 2019, up from 
$48 trillion in 2009. Many corporations used cheap debt not 
to expand their businesses but to issue dividends or buy back 
shares.

Apart from the quantity, the deterioration in the quality of 
corporate debt is equally worrisome. According to Fitch, BBB-
rated bonds – a notch above junk – make up over half of all new 
investment-grade corporate bonds issued globally in 2019.

Since the coronavirus outbreak has forced non-fi nancial 
corporations to shut down their businesses, corporations that 
have borrowed heavily (particularly in the electronics, hospitality, 
retail, energy and auto sectors) would fi nd it diffi  cult to meet 
their debt repayments due to the sudden stop in their cash fl ows, 
thereby triggering a wave of defaults and bankruptcies.

Faced with an economic slump, corporations would have 
no option but to slash costs, lay off  workers and shut down 
businesses, which, in turn, would worsen the economic 
downturn. In such circumstances, current BBB-rated bonds 
could be downgraded to junk overnight, thereby forcing some 
bondholders (such as pension funds and insurance companies) 
to sell these bonds because of their investment mandates barring 
them from investing in junk bonds.

Th e panic over the coronavirus outbreak has already caused 
a dramatic rout in global stock markets as investors fl ee to 
haven assets such as gold and long-term US Treasury bonds. At 
times of market turbulence, rating downgrades are frequent in 
bond markets. A wave of rating downgrades and defaults in the 
corporate debt segments can further depress the markets and 
has the potential to exacerbate systemic risks through fi nancial 
contagion.

Th e stress in the corporate funding markets is evident across 
the world and will exacerbate cash-fl ow problems for non-
fi nancial corporates. In particular, BBB-rated corporates, small 
and medium companies, and emerging market companies with 
heavy reliance on foreign exchange debt are the most vulnerable. 
Hence, fi nancial regulators should remain extra-vigilant about 
the potential systemic risks emanating from the corporate credit 
crunch.

What should be done?

 Th e coronavirus pandemic is more than a public health crisis, 
as it is aff ecting every sector of the economy and every section 
of society. It has the potential to cause much greater economic 
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havoc than the 2008 global fi nancial crisis if governments fail to 
adopt a quick multi-pronged response to the virus threat. Time 
is of the essence.

Th e following are some concrete policy proposals to respond 
both to the public health crisis and to the corresponding 
economic fallout of the pandemic.

Strengthen the public health system

First and foremost, it is the primary duty of all governments 
to protect the health and well-being of their citizens. Aft er all, 
health is a global public good. Governments should strengthen 
the public health system on a war footing as the pandemic 
has exposed the poor public health infrastructure not only in 
developing countries (such as India) but also in several developed 
countries (such as Italy and the US).

If the choice is between spending public money on healthcare 
or on physical infrastructure, healthcare should receive priority. 
Spending money on healthcare is far more essential for the well-
being of people than building highways.

Governments should undertake massive investments in 
providing public health services by constructing makeshift  
hospitals, hiring more medical personnel and sourcing supplies 
to treat all those who could become infected. In this regard, there 
is plenty to learn from Hong Kong, Taiwan, South Korea and 
Singapore, which scaled up their health facilities to deal with the 
virus threat. China built two new makeshift  emergency hospitals 
in 12 days to treat patients infected with the coronavirus.

Special attention should be given to protecting the poor and 
low-income households that cannot aff ord private healthcare 
and for whom social distancing solutions are impractical.

Apart from public investments, regulatory measures in the 
form of a price cap on drugs and medical devices should be 
imposed to curb any undue profi teering by drug companies.

Further, the poor and developing countries should 
be immediately off ered grants and concessional loans by 
international aid agencies and fi nancial institutions to beef up 
their public health systems. In early March, the International 
Monetary Fund (IMF) made available $50 billion through its 
emergency fi nancing facility to the poor and developing world 
hit by the coronavirus, but given the enormity of the health 
crisis, more concessional loans should be made available by 
other regional and international fi nancial institutions.

The limitations of monetary policy

To improve liquidity in fi nancial markets, central banks of 
the developed world unveiled measures ranging from interest 
rate cuts to quantitative-easing programmes to swap lines. On 
15 March, for instance, the US Federal Reserve reduced policy 
interest rates to near zero and announced a $700 billion asset 
purchase programme. Still, these measures did not inspire 
market confi dence. Instead, they have revealed the inherent 
limitations of using monetary policy in the present crisis because 
zero interest rates are not going to off set supply shocks driven by 
the spreading coronavirus.

Further, there is a legitimate concern that easy monetary 
policies pursued by the developed world could channel much 
of the money into the fi nancial sector (rather than into the real 
economy) and a signifi cant portion of that money could fi nally 
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end up in higher-yielding emerging market securities.

The importance of fi scal spending

Huge fi scal spending is needed to fi ght the economic 
downturn triggered by the virus outbreak. Governments should 
enact large fi scal stimulus measures to get the real economy back 
on its feet.

A wide range of fi scal measures could be undertaken by 
governments. Th ese may include direct income support via cash 
handouts (“helicopter money”), food aid and unemployment 
assistance; wage subsidies; guarantees to cover virus-related 
health costs; expansion of social safety nets; increased spending 
for social care; cheaper loans and loan guarantees to small and 
medium enterprises; public procurement of goods and services; 
and short-term tax relief.

Several countries aff ected by the pandemic have announced 
or undertaken some of the above-listed fi scal measures. Hong 
Kong, for instance, off ered a cash handout of HK$10,000 to its 
permanent residents aged 18 and above.

It is equally important that fi scal measures must be targeted 
at those individuals, households and businesses which are 
experiencing economic hardship due to the coronavirus 
outbreak. As the poor and low-income households may suff er 
disproportionately from the outbreak, special measures should 
be undertaken to provide them economic security.

Of late, some developed countries such as the US, France and 
the UK have proposed rescue packages for airlines, hospitality 
and leisure companies that have been severely aff ected by 
the pandemic. But such direct fi nancial support should be 
strictly monitored by the authorities and made conditional on 
the companies’retaining their workers and caps on executive 
compensation.

Ban short selling

In addition to the fi scal policy response, a slew of regulatory 
measures should be implemented to ensure the orderly 
functioning of fi nancial markets and overall fi nancial stability.

To begin with, fi nancial regulators should consider imposing 
a ban on short selling in the equities markets in the near term.

Short selling is a risky trading strategy that speculates on 
decline in a share’s price. Traders indulge in short selling by 
selling shares that they do not own but borrow from a broker. 
If the share price drops aft er selling, they repurchase the shares 
at a lower price and return them to the broker. Short selling can 
potentially set off  a vicious cycle wherein falling prices trigger a 
panic reaction that encourages more investors to sell their shares, 
which in turn pushes down prices further. Usually, hedge funds 
indulge in short selling as they seek to profi t both ways: from 
rising and falling markets. What is good for hedge funds may not 
be good for market stability.

Financial regulators oft en ban short selling to arrest deep sell-
off s that could disturb the orderly functioning of stock markets. 
During the 2008 fi nancial crisis, the US temporarily banned 
short selling of stocks to reduce market volatility. During the 
peak of the 2010-11 European sovereign debt crisis, Italy and 
Spain also imposed a ban on short selling when other regulatory 
measures failed.

On 2 February, China announced a ban on short selling of 
stocks even before the markets opened aft er the Lunar New 

Year holiday.4 On 13 March, South Korea’s fi nancial regulator 
announced a ban on short selling for six months.5 On 18 March, 
fi nancial regulators in France, Italy and Belgium also banned 
short selling to curb volatility amid a massive sell-off  of equities.6 
Th e ban on short selling in Italy will remain for three months 
while the ban in France and Belgium will run for a month each. 
According to media reports, India is currently considering a 
similar ban on short selling in equity markets.7

Preserve fi nancial stability and manage capital outfl ows 

In addition to a ban on short selling, other regulatory and 
supervisory measures such as mandatory delivery-based trading 
in derivatives markets; higher margin requirements; a fi nancial 
transaction tax; restricting the entry of traders in specifi c market 
segments; circuit breakers; speed bumps (to slow down high-
technology trading); and increased surveillance of algorithmic 
trading and high-frequency trading should be proactively 
deployed by fi nancial regulators to curb extreme market volatility.

In the case of emerging markets, the fears over the coronavirus 
outbreak have sent shockwaves to foreign exchange markets as 
investors are fl eeing in record numbers and piling into the US 
dollar. Several emerging market economies are experiencing a 
sudden stop in capital fl ows in the wake of the pandemic. Th e 
Institute of International Finance has noted that fund outfl ows 
from emerging market economies since late January “are already 
twice as large as in the global fi nancial crisis and dwarf stress 
events such as the China devaluation scare of 2015 and the taper 
tantrum in 2014.”8 In particular, the sudden stop in capital fl ows 
has put the economies of Turkey and South Africa at high risk 
because of their large external fi nancing needs.

As expected, the reduction in dollar liquidity due to record-
high outfl ows of funds from emerging markets has put downward 
pressures on the currencies of India, Indonesia, Brazil, Turkey, 
South Africa and Mexico. In the case of India, the rupee fell to 
74.50 per dollar, an all-time low. In the second week of March, 
foreign investors pulled out close to $2 billion from the Indian 
markets. Although India’s foreign exchange reserves remain 
comfortable at $487 billion to meet any exigency, the Reserve 
Bank of India has decided to undertake a $2 billion dollar-rupee 
swap deal to address the dollar shortages in the market.

In response to the sudden stop in capital fl ows, fi nancial 
regulators of emerging market economies should not hesitate to 
deploy capital controls on outfl ows and other foreign exchange 
restrictions, as imposed by Malaysia (1998), Iceland (2008) and 
Ukraine (2008) during crisis episodes.9

Currency swap agreements: pros and cons 

On 15 March, the US Federal Reserve, Bank of Canada, 
European Central Bank, Bank of England, Bank of Japan and 
Swiss National Bank announced a coordinated action to enhance 
dollar liquidity with cheaper rates and longer maturities via US 
dollar swap line arrangements. Th is move is intended to provide 
easy access to dollar funding.

A bilateral currency swap is an agreement between two 
countries to exchange currencies with predetermined terms and 
conditions. Bilateral currency swap agreements are undertaken 
to address short-term foreign exchange liquidity requirements or 
to maintain adequate foreign currency reserves to avoid balance-
of-payments crisis.



16   

A N A LY S I S   l  Economic policy Third World ECONOMICS  No.  695, 16 - 31 March 2020

Following the 2008 crisis, central banks around the world 
have entered into bilateral swap agreements with one another 
to overcome foreign exchange shortages. For instance, central 
banks from 14 countries (including South Korea, Mexico and 
Brazil)10 signed currency swap agreements with the US Federal 
Reserve to overcome their dollar funding scarcity during the 
2008 crisis, with a swap amount of up to $850 billion. Th ese 
agreements expired in 2010 and were not renewed as the dollar 
funding pressures eased. It is widely anticipated that South Korea 
and Mexico may reestablish currency swap lines with the US 
Federal Reserve as a precautionary measure to overcome dollar 
funding pressures in the coming weeks.

Nevertheless, it has been observed that the US Federal 
Reserve has been very cautious in extending dollar swap lines 
to developing countries; oft en its decision is infl uenced by non-
economic factors (including geopolitical considerations) to 
achieve foreign policy ends. Hence, such arrangements are not 
consistent with transparency and stability principles.

Besides, there are some larger implications too. Th e currency 
swap lines among Western central banks help in maintaining 
the dollar’s status as the world’s de facto reserve currency and 
preserving the US-dominated international fi nancial system. 
By undermining the potential of other currencies to challenge 
the dollar hegemony in international trade and investment 
transactions, they reinforce the world’s dependence on the 
dollar-dominated fi nancial system. Consequently, the agenda for 
reform of the international fi nancial system loses impetus.

Indeed, the dollar-centric swap agreements act as an 
impediment to a wide range of global fi nancial governance 
reforms, including the quota reforms of the IMF. Th erefore, even 
if more developing countries join the swap network, the dollar-
centric agreements should not be considered as a substitute 
for multilateral cooperation to foster monetary and fi nancial 
stability.

Multilateral cooperation 

Th e coronavirus has demonstrated that viruses do not respect 
national borders. Hence, there is a need to strengthen multilateral 
cooperation. One would expect the United Nations to initiate a 
multilateral policy dialogue on collective actions to address the 
myriad challenges posed by the coronavirus pandemic.

A coordinated multilateral strategy would be far more 
eff ective than each country acting by itself. Another advantage of 
a multilateral strategy would be the active participation of poor 
and developing countries that have weaker fi scal and external 
debt positions to tackle the global pandemic.

In present times, however, the prospects of multilateral 
cooperation appear bleak with the rise of unilateralism, right-
wing populism and ultra-nationalism across the world, but the 

challenge is to stand together in a time of adversity and fi nd ways 
to collaborate.

What is shameful is that not a single member country of the 
European Union responded to Italy’s urgent request for help 
with face masks, lung ventilators and other medical supplies. 
Th ere is no other European country suff ering as severely as Italy. 
Finally, China stepped in to help Italy in the absence of European 
solidarity. In times like this, the EU member states need to stand 
together and care for one another. Much better is expected from 
the EU because solidarity has been one of its guiding principles 
right from the beginning. Otherwise, what is the purpose of 
having a union?

At present, there is no need to create a new supranational 
agency to contain the coronavirus outbreak and to manage its 
wider economic fallout. Existing international institutions (such 
as the UN, World Health Organization, IMF and World Bank) 
can collectively meet the myriad challenges posed by the virus, 
provided they follow the spirit of solidarity. Indeed, this is the 
right time to test the relevance and capacity of such institutions.

What about the G20? 

While the G20 group of major economies has struggled to 
maintain its infl uence in recent years, many expect this bloc could 
play a lead role in global eff orts to manage the economic fallout 
of the coronavirus outbreak, as it coordinated macroeconomic 
policies among member countries during the 2008 global 
fi nancial crisis.

Th e G20 fi nance ministers and central bank governors recently 
issued a joint statement calling for monitoring of the pandemic 
and underscoring “the need for cooperation to mitigate risks to 
the global economy from unexpected shocks.”11 Th e statement 
further noted: “We are ready to take further actions, including 
fi scal and monetary measures, as appropriate, to aid in the 
response to the virus, support the economy during this phase 
and maintain the resilience of the fi nancial system.”12

Although the joint statement strikes the right tone, the 
proposed cooperation and collective actions are yet to be seen 
on the ground. Needless to add, there are defi nite gains from 
economic policy coordination that can generate positive spillover 
eff ects for every member country of the G20.

Can the G20 rise to the occasion? Can it prove to the world 
that it is still relevant in today’s increasingly polarized world? Or 
is it far-fetched to expect the same high-level policy coordination 
from the G20 as achieved during 2008-09? Th ese are some of 
the big questions being raised in the context of the ongoing 
coronavirus outbreak.

In case G20 members are unable to develop a quick collective 
policy response to tackle the pandemic in the next few weeks, it 
would further strengthen critics’ demand for disbanding the G20 
altogether.

From what we have seen so far, the global human community 
deserves better and well-coordinated policy actions to contain 
the coronavirus and to off set its economic impact.

Kavaljit Singh is Director of Madhyam, a New Delhi-based non-profi t policy 
research institute. The above was originally published as a Madhyam Brief-
ing Paper (No. 33, 19 March 2020, www.madhyam.org.in). 

“Existing international institutions 
can collectively meet the myriad 
challenges posed by the virus, 
provided they follow the spirit of 
solidarity.”
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