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1. INTRODUCTION1

The COVID-19 virus has already by June 2020 created 
a global pandemic with a staggering health impact 
but also an unprecedented economic impact in term 
of size, scope and speed. We know little of the final 
effects of the pandemic, but we can already get a 
sense of the main economic transmission channels 
and hence the vulnerability of different countries. 
In April 2020, IMF revised its global projections for 
economic growth in 2020 from 6.3 percent to -3 per-
cent, but already in June the World Bank came out 
with an even worse scenario of -5.2 percent for 2020. 
This would translate into a much worse recession 
than the financial crisis in 2008-09 when growth was 
-1.7 percent, over two years. What complicates the 
COVID-19 crisis is its complexity and unpredictability 
with demand and supply collapsing at the same time, 
challenging the use of typical policy responses.

For developing countries, the discussion is not 
whether the long period of decline in global poverty 
will turn to an increase, but rather with how much. 
Just looking at potential changes in GDP and coun-
tries’ poverty elasticities, a UNU-WIDER study pre-
dicts a 1.1 percent increase in global extreme poverty 
from a 5 percent downturn in GDP, and as much as a 
4.8 percent increase from a 20 percent downturn.2,3 
Based on the June GDP projections, the World Bank 
revised their poverty projections and concluded that 
we may see between 71 and 100 million people falling 
into extreme poverty due to COVID-19. There is also 
a chance that the COVID-19 crisis will worsen income 
inequality within countries, in part through its dispro-
portionate income impact on low-skilled workers. IMF 
traces the effect on income inequality after five years 

1 This report was authored by Susanna Gable, with valuable input from the 
Chief Economist Team and seminar participants throughout Sida.

2 Sumner, Hoy and Ortez-Juarez, April 2020
3 There are a number of studies trying to predict the impact of specifically 

COVID-19 on poverty, all with highly uncertain assumptions at this point.

of five major health events4 and conclude the net Gini 
had gone up by nearly 1.5 percent, despite efforts of 
governments to redistribute incomes.5 Overall global 
inequality, taking inequality between countries into 
account, on the other hand will most likely decrease 
under the assumption that richer countries’ income 
level will decline relatively more. 

The spread of the virus, the mitigating response, and 
the economic impact is still unfolding and the final 
global impact will not least depend on (i) how far the 
virus spreads and with what pace, (ii) aversion meas-
ures6 - behavioral changes and prevention measures 
due to anxiety and lack of consumer and investor 
confidence, (iii) the economic resilience of countries, 
including social protection systems, (iv) how effec-
tive direct support, stimulus packages and policies 
are, and of course (v) when an effective vaccine has 
been developed. The economic impact at the country 
level does not only depend on the national spreading 
of the virus, but the country’s integration in the global 
economy. While we at this point cannot know the size 
of the impact for a particular country, we can:

I. Specify the impact channels through which the 
pandemic translate into economic effects in coun-
tries, and

II. Specify what determines, and quantify, a country’s 
vulnerability to those transmission channels

This paper presents the direct and indirect economic 
impact channels through which COVID-19 may affect 
developing countries, and the vulnerability to each of 
them in Sida’s partner countries. The purpose is to 
support necessary actions on fronts that are appro-
priate in the short run, while for later responses pre-
pare to act swiftly when knowledge is available. The 
suitable response is dependent on the impact chan-
nel, the country context, and the timing. The work is 

4 SARS (2003), H1N1 (2009), MERS (2012), Ebola (2014) and Zika (2016)
5 Furecei, D. et al (2020)
6 The actions people take to avoid catching the virus, and the global finan-

cial dynamics resulting from those actions. Examples of aversion behav-
ior are government bans on gatherings and travel, closing of schools, 
business closures to avoid infection, individuals avoid going to the market, 
disruption of social activities, etc. This will in its extension affect people’s 
ability to work, the availability of intermediate goods in production, avail-
ability of public services, and demand for goods and services.
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conducted in parallel with numerous other thematic 
analyses at Sida looking deeper into the links to 
democracy and human rights, gender, environment 
and climate, etc, in addition to health. All these analy-
ses, in addition to deeper analyses on the distribu-
tional aspects, feed into Sida’s COVID-19 response 
from a multidimensional poverty perspective through 
Sida’s MDPA country analysis framework.7

The paper is organized as follows: Section 2 pre-
sents the framework and the initial trade-offs facing 
governments and hence country-specific strategies. 
Section 3 looks at the domestic health and aversion 
effects and the transmission channels in the domestic 
economy, Section 4 discuss indirect income effects 
from other countries through changes in the external 
financial flows, Section 5 address countries’ fiscal and 
economic resilience, and Section 6 concludes. 

2. FRAMEWORK AND INITIAL TRADE-OFFS
As a response to the pandemic, countries conduct 
different strategies simplified as a combination of (i) 
let the pandemic run through the country as quickly 
as possible and limit the economic impact, but then 
risk a higher death toll, not least due to limits in the 
health system, or (ii) flatten the curve to ensure the 
health system can cope and save more lives, but at 
the expense of a longer and deeper economic impact 
(see Figure 1). In the case of many developing coun-
tries, the possibility of flattening the curve to keep 
the health consequences within the capacity of the 
national health system is limited (illustrated by the 
dotted line in Figure 1). Still, almost all countries 
worldwide have resorted to active policy measures 
aimed at slowing the spread of the pandemic and 
containing the virus – at an immense economic cost to 
the societies. 

Figure 1: Different strategies to mitigate  
the COVID-19 spreading.

7 See the “MDPA and COVID-19” note in Sida’s Poverty Toolbox.

As we will see, so far the domestic spread in devel-
oping countries has been very limited so what the 
curve will look like is yet to be seen. To the extent the 
pandemic translates into economic effects will be 
dependent on both health effects and aversion meas-
ures. In addition, since many richer countries try to 
flatten their curve, the global economic affects will be 
extended over a longer period of time. These indirect 
effects on our partner countries are most likely even 
more severe, as will be further discussed below. 

Figure 2 translates the relationship between the 
domestic spreading and response, and the global 
indirect effect into economic effects. Note that the 
curve for indirect global effects (red curve) starts 
earlier than the direct domestic effects (black curve), 
illustrating the fact that most developing countries 
are experiencing the indirect effects from the global 
spreading of the virus first, not least through the 
effects on the tourism and travel industry and the 
effect on the trade balance and balance of payment. 
We are at this point in no position to determine the 
size of these curves, even in relation to each other. 
What we do know is that they will differ significantly 
between countries, further discussed in this paper. 

Figure 2: Illustration of the protection phase and  
the stimulus phase from COVID-19

The figure also clarifies the two phases we need to 
keep in mind as countries respond to the crisis. In 
phase I, the Protection Phase, where there is a domes-
tic spreading of the virus, the focus of many govern-
ments is to protect their population from the virus by 
introducing lock-downs and promoting social distanc-
ing. This leads to disruptions in production as people 
are unable to go to work, so called supply restriction. 
In this stage, stimulating production and employment 
in most cases should be avoided as it can harm public 
health due to the pandemic itself. Hence, the typical 
financial instruments and expansive policies of stimu-
lating the economy through a crisis are inappropri-
ate, and the response should instead focus on health 
support, humanitarian support, social protection for 
both individuals and companies losing their incomes, 



3

and acute macroeconomic support. The Stimulus 
Phase mark the time when the national spreading 
has ceased or is under control, people can get back 
to work and value chains are no longer disrupted, 
and stimulation of supply is an appropriate policy 
response. Hence, rather than one type of response, 
there will be a wide range of policy and stimulus 
measures that will vary across countries and over 
time within each country. How long each phase will 
last in each country, and how much resources should 
be invested in each phase depends on the country, 
their socio-economic status before the crisis, and 
political priorities. Also, there is no country where 
there is a complete protection phase in the sense that 
there is always some production that needs to happen 
and should be encouraged. Basic services, not least 
health, food and security, are needed in all coun-
tries, and in some there is only limited lockdowns in 
general.

Which countries are affected by the disease and to 
what extent is changing daily. In mid-June, there were 
over 430 000 reported deaths from COVID-19 in the 
world.8 Only a fraction is reported from Africa, while 
the majority is from Europe and North America (see 
Figure 3). There are worrying signs of spreading tak-
ing off in Latin America and Asia outside China. While 
the reported spread of the virus in developing coun-
tries may be lagging behind somewhat, even when 
adjusting for that the reported numbers of deaths is 
growing much slower in the developing world than 
has been the case in China, Europe and the US. At 
this point we do not know why this is but the lack of 
data and reporting is one likely explanation and other 
alternative explanations range from the difference 
is age structure (Figure 4 shows that only 3 percent 
of the population is above 65 years in low-income 
countries), the warmer climate (other versions of the 
COVID-virus have been sensitive to warmer tempera-
tures), and that many people with underlying risk-
group diseases have already passed away due to the 
lower level of health care access. However, there are 
other health related aspects that suggests develop-
ing countries have larger risk groups, due to malaria, 
tuberculosis, HIV and malnutrition. Hence, as of today, 
the reported spreading of the virus in developing 
countries is limited and the development going for-
ward are subject to high uncertainty. 

8 https://ourworldindata.org/coronavirus

Figure 3: Total confirmed deaths from COVID-19 (as 
of June 17, 2020), Total confirmed deaths by region 
(June 15 2020) and Total confirmed cases per million 
of population vs GDP per capita. 

Confirmed COVID-19 
Deaths, Jun 15 (WHO) % of total total

Africa 0,9 3998

Americas 46,6 199252

Eastern Mediterranean 3,9 16640

Europe 44,0 188001

South-East Asia 2,9 12526

Western Pacific 1,7 7200

TOTAL 100 427617

Figure 4a: Age distribution by region and by income 
group.

Source: World Development Indicators, World Bank.

Source: European CDC – Situation Update Worldwide  
– Last updated 17th June, 11:00 (London time)  
OurWorldInData.org/coronavirus • CC BY

https://ourworldindata.org/coronavirus
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Figure 4b: Age distribution by region and by income 
group.

Source: World Development Indicators, World Bank.

3. DIRECT ECONOMIC IMPACT FROM 
DOMESTIC HEALTH EFFECTS AND AVERSION 
MEASURES
COVID-19 will lead to direct economic effects due to 
increased health expenditures, declining health or 
even deaths among the domestic labor force, lim-
ited mobility of people, disruption in child support 
and other supporting structures preventing workers 
to work, etc. Some people will not be able to work 

at all, others fewer hours, and others as much as 
before but with significantly lower productivity, all 
resulting in reduced or vanished income. While some 
are able to cope with this, for example through sav-
ings, those already poor or vulnerable to fall into 
poverty will potentially suffer greatly. The extent of 
these effects will be dependent on the spread of the 
virus (exposure), the level and flexibility of health 
expenditures and the capacity of the health system 
(health resources), the health and the age structure 
of the population (health resilience), the measures 
taken to contain the virus (not necessarily in par-
ity to the spreading of the virus) and the structure of 
the domestic economy (economic resilience), among 
many other things. This section presents a number 
of indicators that can be used to assess a country’s 
vulnerability in these regards.

Economic starting point and the initial spreading
Already prior to the COVID-19, there were vastly dif-
ferent economic starting points among Sida’s part-
ner countries. Figure 5 shows the level of GDP per 
capita and the even distribution between Low-Income 

Figure 5: Income levels (GDP per capita, current USD) and Economic growth (annual %, 2015-2018, 
GDP per capita growth)

Source: World Development Indicators, World Bank.
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Countries (LICs), Lower Middle-Income countries 
(LMICs) and Upper Middle-Income countries (UMICs) 
among the partner countries. Among the poorest 
countries, the LICs, we find exclusively African coun-
tries with the exception of Afghanistan. In terms of 
economic growth, Figure 6 suggests that Ethiopia, 
Rwanda, Bangladesh, Myanmar and Cambodia, in 
addition to a number of European partner countries, 
were on a promising path, while Afghanistan, Liberia, 
Yemen and Belarus had negative growth even before 
the pandemic.

Figure 6 further shows the spreading of the virus in 
Sida’s partner countries as of today, proxied by the 
number of deaths. We see that, in general, Sida’s 
partner countries have limited domestic spreading 
as of May 3, 2020, with Turkey and Russia standing 
out. It is noteworthy that 11 of the partner countries 
have none or single digit levels in the number of 
deaths. When adjusting for population size, Turkey is 
still standing out but also Moldova, North Macedonia, 
Bosnia Herzegovina and Serbia. The numbers are 
still significantly lower than for example Sweden 
with 394 deaths per million. As discussed above, this 
will change as the crisis evolves, but if the limited 
spreading in most developing countries will remain is 

unclear. While the health impact is still lingering, the 
economic impact of COVID-19 is already tangible. 

Increased burden of disease effects the health 
system
The spread of the virus will put pressure on countries’ 
health expenditures, and on the capacity to respond 
even in cases where there are financial resources 
available. Many health systems in developing coun-
tries are already under pressure and unable to cope 
with current diseases. Intensive care units are virtu-
ally non-existent in many countries. Figure 7 presents 
total health expenditures in Sida’s partner countries 
before the crisis, divided into public and private 
expenditures.

The partner countries standing out with more than 
expected health expenditures per capita, even for 
being UMICs, are Cuba (spending almost 1000 USD 
per capita per year), Serbia, Russia, Turkey, and 
Bosnia Herzegovina, that spend 4-500 USD per capita 
per year in line with the average for an UMIC. This can 
be compared to Sweden, that spends 5440 USD per 
capita per year in health expenditures. On the other 
end we have all Sida’s partner countries in Africa 
(except Sudan) and Asia, that spend between 12 and 

Figure 6: Current deaths from COVID-19 in Sida’s partner countries

Source: Our World in Data, May 24, 2020: https://ourworldindata.org/coronavirus

https://ourworldindata.org/coronavirus
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70 USD per capita and year. In addition, in Uganda, 
Ethiopia, Afghanistan, Liberia, Bangladesh, Myanmar 
and Cambodia, the majority of these expenditures are 
private implying that the capacity for a coordinated 
public effort to address a virus this aggressive is very 
small. This also indicates that access to healthcare 
is not divided equally, and the less-well-off groups 
in the country may have significantly worse access 
to health care services than what the national aver-
age would otherwise imply. In terms of the number 
of physicians, the pattern is similar, but it is worth 
noticing that despite belonging to the UMICs, Iraq, 
Guatemala and Albania have fewer than one physician 
per 1000 people.

Given how contagious the COVID-19 virus is and the 
role of social distancing and lockdowns as preven-
tive measures, a country’s density of the population 
matters. Even in cases where the overall population 
density is average, a high share of urban popula-
tion, people living in slums and refugees, will matter 
greatly for the possibility of social distancing. The 
urban slum population will in addition be among the 
most vulnerable to the economic impact; they com-
monly have informal jobs (self or wage employed) 
without social protection and without subsistence 
farming to fall back on. Moreover, the probability is 
higher that their job is part of a longer value chain, 
broken at some stage due to the impact of the pan-
demic. As Figure 8 show, high density is especially 
a South Asian problem. However, for Sida’s partner 
countries the density is not only exceptionally high 
in countries such as Bangladesh, but in West Bank 
and Gaza and Rwanda as well. In general, partner 
countries in Africa has the lowest urban share but 
the fastest urbanization rate. Fast urbanization rate 
typically means a large share of slums and that hous-
ing and public services have a hard time keeping up. 

Figure 9 shows that in the majority of Sida’s partner 
countries, the majority of the urban population live in 
slums. 

Figure 8: Population density

Source: World Development Indicators, World Bank.

Figure 7: Health expenditures in Sida’s partner countries

Source: World Development Indicators, World Bank.
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Figure 9: Share of urban population living in slums (%), Sida’s partner countries

Source: World Development Indicators, World Bank.

Preventive measures such as social distancing are 
further constrained by the widespread poverty and 
because the opportunity costs of staying at home 
without being able to work from home, is simply too 
large to bare and possibly involving starvation.  
Figure 10 suggests that in at least 15 of Sida’s partner 
countries, over 70 percent of the population is poor as 
defined by living on less than 5.50 dollar a day, with 

Figure 10: Poverty in Sida’s partner countries

Source: World Development Indicators, World Bank.

limited financial resources to weather the storm with-
out daily income. The poor typically live in the rural 
areas, which is positive in terms of social distancing 
given its lower populations density, but negative when 
it comes to access to health care and other basic utili-
ties. Also, for those poor living in cities, most live in 
slums with extreme vulnerability to the crisis.
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Handwashing is mentioned as a cost-effective way to 
limit spreading of the COVID-19. Figure 11 shows how 
some countries are extremely far behind even when it 
comes to the most basic handwashing. For example, 
in Liberia, only 1 percent of the rural population and 
2 percent of the urban population have access. The 
average in LICs is 18 percent in rural areas and 35 
percent in urban areas. 

Figure 11: Access to basic handwashing

Source: World Development Indicators, World Bank.

Direct employment and income effects 
from declining health of workers, mobility 
restrictions and disrupted value chains
Both being affected by the virus itself and the meas-
ures taken to avoid the virus could potentially affect 
the availability of the work force. The experience from 
countries affected so far show that the virus to a large 
extent affects elderly, and in that sense there is lim-
ited effects on the labor force. However, elderly play a 
crucial role in child caring, making it possible for par-
ents to work. This is not least true in Africa where 43 
percent of the population is younger than 15. Without 
the elderly available, the older children – mainly girls 
– will most probably be taken out of school to care for 
their younger siblings, or the parents cannot work to 
the same extent.

The other effect on labor and income is due to the dis-
ruption in the economy affecting the hours you work, 
possibly forcing you into unemployment, or the return 
to work (wages, or profits if you are self-employed). 
These effects will be further enhanced by the indirect 
effects from the global crisis discussed in the next 

section. The result of an ILO survey in May 2020 of 
more than 1000 enterprises in six developing coun-
tries, suggests that half the enterprises have stopped 
activities due to authorities’ orders and only 18 per-
cent due to reduced orders (Figure 12). On average, 
the expected revenue fall during 2020 was 79 per-
cent. 69 percent of the businesses had to reduce the 
number of workers, while a third of the businesses 
were short of workers – absent mostly due to limited 
mobility, family care needs or fear of getting infected. 
On a global level, ILO’s current projections presented 
in Figure 13 suggests that the COVID-19 crisis will 
wipe out 10.5 percent of the aggregated working 
hours by the second quarter of 2020. Interestingly, 
LMICs was the income category most affected during 
the first quarter due to the concentration of COVID-19 
in East Asia and Pacific. However, during the second 
quarter the effects are much more universal, affect-
ing all country income groups and all regions. 
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Figure 12: ILO COVID-19 Survey of 1066 enterprises 
in six developing countries (left), Effects on the 
 aggregated working hours (right)

Source: ILO (May, 2020).

First of all there will be a total factor productivity 
shock, i.e. a productivity chock that is felt across the 
economy through a temporary paralysis of domestic 
economic activity caused by disruptions to distribu-
tion channels, inability to provide inputs and services 
due to quarantines for workers, and so on. This chock 
is not least a result of the global effects, in addition 
to the domestic restrictions. Moreover, there will be 
different effects in countries depending on the sec-
tor structure of the economy and employment. More 
labor-intensive sectors (services and agriculture) 
may be more affected by the domestic health status 
and aversion measures, but capital-intensive sectors 
and export-oriented industries may be more affected 
by the global financial effects. In addition, while the 
majority of the labor force in LICs and MICs work in 
agriculture and services, the resulting GDP impact 
from a foregone day of work is larger in industry 
with a higher level of labor productivity (each worker 
produces more value added). However, even if the 
economy as a whole may be less affected through 
the health effect of agricultural workers, it may be 
a disaster for specific households and for poverty. 
Figure 13 shows how employment shares differ 
between countries in different income groups, with 
agriculture dominating in LICs and services in MICs 
(See Appendix 2.B for country specific data). Figure 14 
further shows how labor productivity in general differ 

between income groups but what all of them have in 
common is the lowest labor productivity in agricul-
ture, followed by services and highest in industry.

Figure 13: Employment by sector (%) and labor pro-
ductivity by sector (constant 2010 US$ per worker).

 

Source: World Development Indicators, World Bank.

Each sector can be discussed in more detail. Tourism 
and travel are of course among those worst affected 
and, given the links to external financial flows, further 
discussed in the next section. In general, the very 
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short-term effects will be worse in services sec-
tors, not least tourism, but also in industries such 
as transport, retail sales, and entertainment, and 
export-oriented manufacturing, while the impact on 
agriculture, large manufacturing, public services, ICT, 
financial services, etc will increase with the extent of 
value chain breakdown. Hence, for the majority of the 
poor dependent on agriculture, the effects may be felt 
with a certain delay. However, the important migrant 
income from those working (permanently or season-
ally) in the cities or internationally may come to an 
abrupt end. Also, many countries in Asia, are depend-
ent on the textile industry. This is an industry that is 
labor intensive and important for poverty reduction, 
and strongly connected to global value chains both 
on the input side (import) and output side (export) 
and as such exposed to the very short run effects. 
Horticulture in Africa is another example of externally 
exposed industries. 

While there are more options in richer parts of the 
world to work remotely or revert to employment 
benefits, in developing countries most people out-
side agriculture cannot work from home or they lack 
benefits. The majority of the labor force in LICs and 
LMICs are self-employed and often part of the infor-
mal sector. This is not least the case for the poor. In 
fact, as many as 83 percent of the total labor force in 
LICs are self-employed and 93% of the labor force is 
informal. Figure 14 gives an overview of the share of 
employment in risk by sector and the share of social 
protection. While Africa has the lowest share of at-
risk sectors, its social protection coverage share is 
only 17.8 percent. 

Figure 14: Regional differences in risks of eco-
nomic effects from COVID-19 and social protection 
coverage

Source: ILO Monitor – COVID and the World of Work, 2nd Edition. 

4. INDIRECT ECONOMIC IMPACT FROM 
HEALTH EFFECTS AND AVERSION 
MEASURES GLOBALLY
Apart from disruptions in the value chains, during a 
crisis with high risks, investors seek safer havens for 
their investments during a globally turbulent financial 
time. Vulnerability to changes in the external financial 
flows will depend on (i) how dependent the country is 
on a specific financial flow (FDIs, remittances, ODA, 
exports, GVCs, tourism, etc), (ii) what country the 
majority of that flow comes from, and how the send-
ing country in turn is affected by the consequences of 
the virus, and (iii) what type of product is involved and 
how sensitive that product is to the consequences of 
the virus. Of general importance for economic resil-
ience is the extent to which the economy is diversified 
(both in terms of product and country of origin/desti-
nation), and the capacity of the economy for structural 
change when opportunities are blocked in one part of 
the economy but open up in another.

Changes in financial flows are often expressed in US 
dollars. However, in the cases they are to be used 
in the domestic market, for example a large part of 
remittances and ODA, they will also be affected by 
the exchange rate fluctuations. At the time of crisis, 
money flows towards larger international reserve 
currencies which not least has strengthened the US 
dollar at the expense of smaller currencies (the cur-
rencies depreciate in relation to the dollar). Thus, 
receivers of remittances, for example, will not only 
be hit by the lower amounts of remittances due to 
weaker job markets in the host country, but also due 
to the lower value of the remaining remittances when 
converted into the local currency. 

Travel ban in other countries, directly affecting 
transport and tourism
Maybe the first impact from measures taken in other 
countries where COVID-19 had spread was the decline 
and in some cases complete stop of (air) transport 
and tourism. Travel bans (or personal precaution) are 
set up by the countries of tourist origin but also of the 
developing countries themselves in efforts to pro-
tect the country from the virus. Lack of tourism and 
transportation will not only affect the service sector 
directly, but all other sectors dependent on transpor-
tation for their intermediate or final goods. Production 
in the world has never been more integrated, which 
means inventories of supply components (including 
medical supply) may become scarce affecting both 
domestic production, and some consumption goods 
(including some food items). These broken supply 



11

chains push up prices and can apart from preventing 
domestic production, constraint consumption and in 
worst case trigger a food crisis (further discussed 
below).

Figure 15 shows the importance of the tourism sec-
tor in Sida’s partner countries. Those standing out 
are Cambodia (where 20% of the GDP comes from 
tourism) – especially as a LMIC – and Georgia (20%), 
but also Albania (15%) and Armenia (10%). Among 
the LICs, Rwanda, Tanzania, Ethiopia and Uganda 
have significant income from tourism (4–6%). Also 
transport services performed for either foreign visi-
tors (tourism, business) or for transport of goods for 
a foreign person (personal, business) have significant 
importance for many developing countries. In the 
case of Ethiopia the 4 percent of GDP related to the 
transport sector is most likely related to the success 
of Ethiopian Airlines, that until mid-June 2020 experi-
enced a 80 percent decline in passenger flights due to 
travel restrictions.

Trade
When looking at the impact on trade it is important to 
look at both exports and imports to understand the 
net effect on a given country, as well as acknowledge 
that there are both winners and losers from price 
changes of a commodity. For example, a decline in 
the oil price will hurt oil exporters but oil importers 
will gain from a decline in the value of their imports. 
Commodity prices, especially oil and copper, often fol-
low changes in the global economy while agriculture 
products are typically less sensitive. The gold price, 
on the other hand, moves in the opposite direction as 

investors prefer less risky investments. In the case 
of oil, this pandemic has resulted in a record decline. 
Figure 16 clearly shows the decline in commodity 
prices as the pandemic spread globally. For Sida’s 
partner countries the decline in oil (Bolivia, Colombia, 
South Sudan, Yemen, Iraq), copper (Armenia, Zambia), 
coffee (Ethiopia) and gold (Burkina Faso, Mali, Sudan, 
Tanzania) is of special interest.

Figure 16a: Commodity prices
 

Source: Commodity Market Outlook, World Bank (April, 2020).

Figure 15: Tourism receipts in Sida’s partner country

Source: World Development Indicators, World Bank.
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Figure 16b: Commodity prices To analyze a country’s sensitivity to the impact of 
trade one needs to consider general export and 
import dependence in the respective economy, what 
goods and services the country is importing/export-
ing, but also to or from which country trade is hap-
pening. With that information one can assess what 
impact shifts in different commodity prices or decline 
in exports to a specific country will have. Table 1 sum-
marize Sida’s partner countries’ dependency on both 
exports and imports, as well as their lack of diversi-
fication in terms of goods or country of destination/
origin. In extension, for both export and import goods, 
we need to ask the question to what extent the poor 
are, directly or indirectly, affected by COVID-19 trig-
gered export and import changes – both as producers 
and a part in the value chain, and as consumers.

Table 1: Trade dependency and trade concentration (goods and countries) in Sida’s partner countries, 2018

Export 
dependency

Export 
concentration

- Goods

Export 
concentration

- Destination

Import 
dependency

Import 
concentration

- Goods

Import 
concentration

- Origin

Afghanistan 6% Vegetables 72% India 47%

Pakistan 45%

45%

Albania 32% Italy 48% 45% Italy 30%

Armenia 38% Copper 35% 53%

Bangladesh 15% Textiles&Shoes 
91%

23%

Belarus 70% Russia 44% 69% Russia 56%

Bolivia 26% Oil 34% 31%

Bosnia&Herz. 41% 56%

Burkina Faso 31% Gold 79% Switzerland 56% 37%

Cambodia 62% Textiles&Shoes 
82%

63% Textiles 31% China 40%

Colombia 16% Oil 33% 21%

DRC 34% China 45% 37%

Cuba 15% Sugar 36% 13%

Ethiopia 8% Coffee 32% 23% Machines 32% China 33%

Georgia 51% 61%

Guatemala 18% USA 42% 28% USA 40%

Iraq 44% Oil 95% 36% Turkey 30%

Kenya 13% Vegetable 49% 23%

Kosovo 26% Base metal 36% 56%

Liberia 26% Shipping 44% Germany 44% 94% Shipping 49% South Korea 38%

Mali 24% Gold 62% 34%

Moldova 29% 55%

Mozambique 48% India 35% 84%

Myanmar 20% China 30% 28% China 39%

N. Macedonia 60% Germany 43% 73%

Palestine 20% Vegetables 31% Jordan 52% 60%

Source: Global Economic Prospects, p.100, World Bank  
(June, 2020).
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Export 
dependency

Export 
concentration

- Goods

Export 
concentration

- Destination

Import 
dependency

Import 
concentration

- Goods

Import 
concentration

- Origin

Russia 31% 21% Machines 30%

Rwanda 17% 34%

Serbia 51% 59%

Somalia 26% Cattle 80% Oman 69% 100%

South Sudan 37% Oil 99% China 95% 29% Food&Veg 43% Uganda 48%

Kenya 30%

Sudan 10% Gold 32% UAE 37% 12%

Syria - -

Tanzania 15% (Gold 29%) 17%

Turkey 30% 31%

Uganda 20% Vegetables 38% 29%

Ukraine 45% 54%

Yemen - Oil 41% Oman 41%

China 38%

-

Zambia 37% Copper 74% Switzerland 38% 38% South Africa 31%

Zimbabwe 23% Tobacco 51% China 44% 26% South Africa 62%

Note: Those marked red are “trade dependent” in the sense of having either export or imports of 30 percent of GDP or higher. Prod-
uct or destination/origin country is mentioned if it takes 30 percent or more of the export/import basket. If no product or destination/
origin country is mentioned it means the country is diversified. “-” means no data.

Source: WDI, World Bank and The Observatory of Economic Complexity.

Exports
Looking specifically at the dependence on exports, 
Table 1 (and Appendix 3.A) reveals that for nine Sida 
partner countries, exports stand for over 40% of GDP; 
Belarus (70%), Cambodia (62%), North Macedonia 
(60%), Serbia, Georgia, Mozambique, Ukraine, Iraq 
and Bosnia and Herzegovina, significantly above the 
averages for LICs (20%) and MICs (25-26%).

Especially vulnerable are those with export baskets 
heavy in primary commodities. For example, Iraq 
exports goods to a value equivalent of 44 percent of 
GDP, and as much as 95 percent of Iraq’s export is 
related to oil, and for South Sudan 99 percent of its 
37 percent of GDP export is oil. Zambia exports make 
up 38 percent of GDP and 74 percent is related to one 
single commodity – copper. Belarus’ extreme export 
dependence of 70 percent of GDP is on the other hand 
relatively diversified. There are also countries, such 
as Sudan, Mali, Burkina Faso and Tanzania, whose 
export baskets are concentrated on gold, one of few 
goods which price is increasing.

A similar analysis could be done when it comes to 
the destination of exports. If the export are mainly 

going to China, Italy, Spain, the US, or any other coun-
try hardly hit by COVID-19, the indirect effect on the 
country in question will be significant - especially if 
the country is very export dependent. For example, 
among Sida’s partner countries DRC, Myanmar, South 
Sudan and Zambia are especially dependent on China 
for their export. For example, of DRC’s exports equiv-
alent to 34 percent of GDP, almost half (45%) goes to 
China, and of South Sudan’s oil exports, as much as 
95 percent go to China. Bangladesh and Cambodia 
export mainly textiles and shoes, and for Bangladesh 
about two thirds are sold to Europe and for Cambodia 
about half, making them vulnerable to an economic 
downturn in Europe. Latin American countries, on the 
other hand, are typically dependent on the US. For 
example, while Guatemala’s exports (equivalent to 
18 percent of its GDP) are fairly diversified in terms 
of products, 42 percent of that export go to the US. 
Partner countries in Europe mainly trade with Europe 
but even within Europe an exporter can be heavily 
dependent on one single country. For example, of 
Albania’s exports equivalent to 38 percent of GDP, as 
much as 42 percent go to Italy. Belarus is diversified 
in terms of products, but in terms of export destina-
tion as much as 44 percent go to Russia.
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Imports
Just like for exports, it is important to look at how 
dependent the economy is on imports, what kind of 
import, and from what origin. Table 1 (and Appendix 
3.B) reveals that among Sida’s partner countries 
Somalia, Liberia and Mozambique are extremely 
dependent on imports, with imports equivalent to 
over 80 percent of their GDP. Moreover, eleven other 
partner countries have a dependency above 50 per-
cent of GDP, well above the average for LICs (24%) 
and MICs (28-35%). 

In terms of specific goods, food is of special impor-
tance as it can directly affect the survival of people 
(see discussion on Food Security below). Similarly, 
machinery is needed for the domestic production, 
and oil directly affects production costs across the 
economy. Table 1 shows which partner countries 
are dependent on these goods and to what extent 
their economies may be affected. For example, 
Ethiopia, while not being excessively dependent on 
imports overall, the import is heavy on machines, 
which implies that any disruption to Ethiopia’s import 
will likely affects its supply chains significantly. In 
the case of South Sudan, as much as 43 percent of 
imports are food and vegetables. This is to a large 
extent paid by its export of oil to China. Hence any 
disruptions to trade can have severe consequences 
for South Sudan’s food supply.

As with destination of exports, it matters what the 
origin of the import is. For example, Cambodia is 
not only very dependent on import (63% of GDP), but 
specifically import from China which makes up 40 
percent of its total import.9 Any COVID-19-related 
problems with the supply of imports will disrupt the 
supply chains and Cambodia’s ability to export textile 
and footwear products, which the economy is very 
dependent on (62% of GDP). Guatemala is another 
example where trade dependency is typical and goods 
diversification relatively high, but its dependency on 
trade with specifically the US is high (42% of exports 
and 40% of imports).

Food trade and food security
Of special importance to developing countries and 
especially the poor groups within the countries, is 
agricultural trade and food security. In general, food 
prices in the domestic market is less volatile than 
food prices on the global market, and food prices on 
the global market are less sensitive than other com-
modities when the global economy goes through a 

9 The observatory of economic complexity website.

downturn. If a decline in food prices is positive or 
negative depends on if you look at it from the per-
spective of the producer or the consumer. For exam-
ple, for food exporting countries or rural households 
selling excess to the local market, a decline in prices 
is negative. In terms of food import, the urban house-
hold and general food shortage, a decline in food 
prices are generally positive.

Figure 17 shows food import and export dependency 
for Sida’s partner countries, where data is available. 
First of all, it is not possible to simply look at the dif-
ference between exports and imports to get a sense 
of the vulnerability of food shortage to trade changes, 
as what you export may not be a substitute to what 
you import. Focusing on the level of food import we 
see that especially Afghanistan and Palestine are 
dependent on imported food, but as we saw in the 
previous section, this is also true for Sudan. On the 
export side, Afghanistan, Ethiopia, Rwanda, Uganda, 
Kenya, Moldova and Guatemala, all have export bas-
kets that contain close to or more than 50 percent 
food-related products.

In terms of the COVID-19 pandemic so far, there are 
few signs of global food shortage, which of course 
does not exclude local effects, nor does it exclude a 
growing food crisis (not least triggered by the decline 
in household income or further supply chain disrup-
tions). Most food commodity prices declined with the 
restrictions imposed to contain the COVID-19 virus 
(see Figure 18). However perishable products such as 
fruits and vegetables are more likely to be affected in 
the short run. There has been favorable weather in 
many regions resulting in good harvests of especially 
maize and wheat. Rice prices, however, increased due 
to both weather-related decline in production as well 
as policy restrictions. In addition, for major staple 
food commodities, stock-to-use ratios are very high 
by historical standards. Another aspect of the COVID-
19 crisis affecting domestic prices is the oil price, 
which has declined significantly, taking some pres-
sure out of the local markets.
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Figure 18: Food price changes Jan-Apr 2020

Source: World Bank Commodity Market Outlook, April 2020.

However, low-income countries, with food account-
ing for a large share of consumption, are particularly 
vulnerable to food insecurity. This is especially true 
for the poor households. Also, those countries and 
household already exposed to food insecurity will be 
especially vulnerable to worsening conditions. In SSA, 
an estimated 20 percent of the household already 
suffer from malnutrition. Hence, any possible impacts 
of COVID-19 on food shortage globally, regionally or 
in certain countries are extremely important to fol-
low. There are worrying signs of trade restrictions 
for some key exporters (e.g., Russia for wheat and 
Vietnam for rice), as well as “excess” buying by some 
importers (e.g., Philippines for rice, Egypt and Saudi 
Arabia for wheat) (Glauber et al. 2020). These types of 
announcements may in themselves encourage hoard-
ing by other countries, leading to a food crisis in other 
parts of the world. 

Also, there is an important time aspect where the 
short-term effect on food prices may be negative as 
supply is relatively stable, but demand declines due 
to the lack of transport and other value chain disrup-
tions, but a longer-term increase in food prices as the 
actual production of food is affected. For example, 
low availability of pesticides is already affecting crop 
protection efforts and will likely reduce yields later 
in the year and hamper efforts to contain pest out-
breaks, labor shortage due to the virus will especially 
effect planting, harvesting/management of labor-
intensive agricultural products (fruits, vegetables, 
meat, and dairy) and especially those dependent on 
migrant workers, travel-restrictions disrupting trans-
port to the markets, etc. This in turn all depends on 
the spread of the virus and for how long the pandemic 
will last. As of yet, the current outbreak has resulted 
in relatively dew localized price spikes (there are 
exceptions, for example in Rwanda), but we will likely 
see this as the crisis extend over a longer period.

Foreign Direct Investments
FDIs or portfolio investments are important financial 
flows to developing countries, however, they are also 
volatile and react strongly to changes in risk percep-
tion. Among developing countries, it is mainly UMICs 
that receive private investments. Table 2 compare the 
share of FDIs, remittances and ODA. 63 percent of the 
flows to UMICs are from FDIs while only 22 percent to 
LDCs10.

10 Very similar but differ somewhat from the LIC definition.

Figure 17: Food import and export in Sida’s partner countries, 2018

Source: World Development Indicators, World Bank.
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Table 2: Financial flows by income group
All LDCs LMICs UMICs

FDI 41 22 27 63

Remittances 33 32 56 21

ODA 15 40 11 5

Other 11 6 6 11

Total 100 100 100 100

Source: OECD data.

Figure 19 further shows that among Sida’s part-
ner countries, Mozambique (18.2 percent of GDP) 
and Cambodia (13.1 percent of GDP) are exception-
ally dependent on FDI. However, Somalia, Georgia, 
Albania, Serbia, North Macedonia, Kosovo and 
Uganda all have FDI flows of close to 5 percent of GDP 
or more. As with trade, not only the dependency of 
FDI but also the country of origin of FDI will matter 
when assessing our partner countries’ vulnerability. 
The impact is affected by the extent the country of ori-
gin in the end is affected by the virus.

Remittances
In many regards, remittances are typically anti-
cyclical and work as a safety net - not for the poor-
est households but for many vulnerable to economic 
downturns. When times are hard domestically, there 
may still be a cash flow from family members work-
ing abroad. However, this crisis started in developed 
countries and has now reached the host countries 
where decreased employment opportunities have 
caused the remittances to plummet. According to the 
World Bank remittance flows to low- and middle-
income countries are expected to drop by 19.7 percent 
to $445 billion in 2020, from $554 billion in 2019.11 
Most migrants work in the informal sector with no 
safety nets and will be among the first to lose their 
jobs, forcing many to return back home, if they can. 
This means that not only is the country losing an 

11 World Bank, Migration and Development Brief 32, April 2020

important financial flow, it also gets increased pres-
sure on the health system, public services and social 
protection with more people in the country. Yet, in the 
beginning of the crisis, many migrants have not been 
able to return due to lock-downs and travel restric-
tions resulting in a group of ‘stranded migrants’ in 
their host countries or communities. Also, the fear of 
the virus has also led to hostile attitude against the 
returning migrants.

The importance of remittances varies greatly from 
country to country. Table 3 above suggests that LMICs 
are those most dependent on remittances, account-
ing for as much as 56 percent of financial flows. 
Developing countries in Latin America and Europe 
are typically the most dependent, but remittances are 
important in Asia and Sub-Saharan countries as well. 
Table 3 (see also Appendix 4.A) presents the depend-
ence on remittances for Sida’s partner countries. 

West Bank and Gaza, Moldova, Kosovo and Liberia all 
have remittances above 14 percent of GDP. However, 
Yemen, Guatemala, Armenia, Georgia, Ukraine, 
Bosnia and Herzegovina, Albania and Serbia, still have 
dependency levels of over 8 percent of GDP. 

Table 3 also shows the dependency of remittances 
from specific countries of origin, all affected differ-
ently by COVID-19 and the policy response. Migrants 
in a country with extensive lockdown will be severely 
affected. Many partner countries in Europe is not only 
very dependent on remittances, but on remittances 
specifically from Russia. For example, in Georgia, of 
the 11.7 percent of GDP in remittances, as much as 
59 percent is from Russia. Guatemala and Liberia 
are two remittances dependent countries where 90 
percent and 60 percent come from the US. Guatemala 
receive remittances from the US equivalent to 10.8 
percent of GDP.

Figure 19: FDI dependence (percent of GDP) in Sida’s partner countries

Source: World Development Indicators, World Bank.
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Table 3: Dependence on remittances and country of origin, in Sida’s partner countries

Remittances dependency Concentration, Country of origin

Afghanistan
4.1%

Iran 40%

Pakistan 30%

Albania 9.7% Greece 44%

Italy 36%

Armenia 12.0% Russia 36%

Bangladesh 5.7%

Belarus 2.3% -

Bolivia 3.5% Argentina 52%

Bosnia Herzegovina 10.5%

Burkina Faso 3.2% Ghana 43%

Cambodia 5.8% Thailand 60%

Colombia 1.9% -

DRC 3.9%

Cuba - -

Ethiopia 0.5% -

Georgia 11.6% Russia 59%

Guatemala 12.0% USA 90%

Iraq 0.3% -

Kenya 3.1% UK 34%

Kosovo 15.6% Germany 35%

Liberia 14.1% USA 60%

Mali 6.0%

Moldova 16.1% Russia 32%

Mozambique 2.0% -

Myanmar 4.9% Thailand 54%

N. Macedonia 2.7% -

Palestine 17.0% Jordan 46%

Russia - -

Rwanda 2.7% -

Serbia 8.5%

Somalia - -

South Sudan - -

Sudan 1.0% -

Syria - -

Tanzania 0.7% -

Turkey 0.1% -

Uganda 4.5%

Ukraine 11.2% Russia 51%

Yemen 12.4% -

Zambia 0.4% -

Zimbabwe 6.0% -

Note: Those marked red are “remittances dependent” in the sense of having remittances of 10 percent of GDP 
or higher. Country of origin is mentioned if it takes 30 percent or more of the remittances basket. If no country 
of origin is mentioned it means the country is diversified. “-” means no data.

Source: Migration and Remittances Data, World Bank
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above 10 percent of GDP. Palestine mostly receive aid 
from UNRWA, and Yemen and Rwanda from IDA, but 
the top individual donor is the US in all these coun-
tries. Any economic downturn or change in the share 
of GNI going to foreign aid in the US, both potential 
effects of COVID-19, may hence have severe effects.

The current account and reserves
The current account measures net transactions with 
the rest of the world.14 Financial markets and finan-
cial flows will go through major declines and volatility, 
and as discussed above, they are pointing in a direc-
tion with severe declines in the current accounts; 
the net export value is expected to decrease, ODI is 
expected to decrease, remittances are expected to 
decrease, interest rates on loans are expected to 
increase due to the higher risk and changes in the 
exchange rate (affecting both interest payments and 
the actual debt stock). The reversal of capital flows 
makes the local currency weaker against for exam-
ple the dollar. Figure 21 shows the current accounts 
of Sida’s partner countries before the crises. While 
a negative current account is to be expected for an 
emerging developing country (it means the country 
is investing more than it saves) with the intention of 
investments paying off in terms of higher economic 
growth in the future, large deficits can put the country 
in a downward debt spiral. For Sida’s partner coun-
tries, Mozambique and Liberia had current account 
deficits of 38 and 23 percent of GDP already before 
the crisis, and Rwanda, Cambodia, Sudan and Georgia 
all close to 10 percent.

14 The current account deficit is the trade balance (export-import) plus net 
financial flows from abroad (including personal remittances, ODA, inter-
est rates on external debt, etc).

Figure 20: ODA in Sida’s partner countries, 2018

Source: World Development Indicators, World Bank.

ODA
The target agreed among most DAC member is 
to provide ODA equivalent of 0.7 percent of Gross 
National Income (GNI)12, however, in reality, very few 
donors give 0.7 percent of GNI or more in ODA. The 
top eight donors in absolute amounts are China, the 
US, UK, Germany, the EU, Japan, France and Sweden. 
An expected decline in ODA due to COVID-19 will first 
of all be triggered by the economic downturn in donor 
countries, i.e. a decline in GNI, but there may also be 
some donors electing do decrease the share of GNI 
going to ODA as the fiscal balance at home is under 
pressure. Evidence show that just the uncertainty 
of aid reduces the effectiveness of aid in boosting 
growth.13 A sudden decrease in aid often leads to 
debt accumulation and cuts in investment spending, 
whereas sudden increases in aid reduce debt but also 
lead to additional government consumption. Hence, 
aid volatility, as expected from the aftermath of the 
COVIC-19 virus, tends to shift expenditure away from 
growth enhancing investment towards consumption. 

While FDIs are the most important capital flows 
of UMICs, and remittances the most important for 
LMICs, the most important for LICs/LDCs is still ODA 
(See Table 3 above). 40 percent of the capital flows 
to LDCs are ODA. Figure 20 reveals the level of aid 
dependency in Sida’s partner countries. As expected, 
ODA levels as a share of GDP are high in Africa, but 
also in countries such as Yemen, Afghanistan, and 
West Bank and Gaza, that together with Liberia, 
Mozambique and Rwanda have dependency levels 

12 GNI = GDP + net income transfers from abroad
13 Lensink and Morrissey (2000) and Celasun and Walliser (2008)
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Figure 21: Current account deficit in Sida’s partner countries

FDIs and portfolio investments that could cover some 
of the decline in the current account are decreasing 
rather than increasing, as discussed above. For those 
countries with foreign currency reserves there can be 
some, temporary relief. Figure 22 reveals that, even 
before the crisis, South Sudan, Somalia, DRC, Sudan, 
Zimbabwe, and Palestine had reserves equivalent to 
less than one month of imports. As a result, many 
countries will be forced into increased debt, dis-
cussed below.

Figure 22: Foreign currency reserves in Sida’s partner countries

Source: World Development Indicators, World Bank

Source: World Development Indicators, World Bank.
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5. FISCAL AND ECONOMIC RESILIENCE
This section on fiscal and economic resilience will 
discuss the government’s ability to respond to the 
crisis, including possibilities for domestic resource 
mobilization, expenditure pressure during and fol-
lowing the crisis and debt distress, as well as the 
capability of the economy at large to diversify and 
transform. 

The fiscal balance and domestic resource 
mobilization
Many poor and middle-income countries are now fac-
ing a balance-of-payments crisis where fiscal expen-
ditures far exceed fiscal revenues. On the expenditure 
side, in the first phase there is a need to raise (i) 
health-related spending, (ii) support to households, 
workers and self-employed for lost income, support 
to companies to limit bankruptcies and layoffs, (iii) 
humanitarian support, and (iv) expenditures related to 
the country’s external balance (discussed above), and 
in the second phase there will be an equally – if not 
larger – demand for stimulus packages to ensure a 
recovery is possible. 

Figure 23 suggests that the fiscal deficit (excluding 
grants) in many of Sida’s partner countries was sig-
nificant already prior to the COVID-19 crises. Eight of 
Sida’s partner countries had fiscal deficits larger than 
4 percent of GDP. The fiscal deficit in Afghanistan and 
Liberia was as much as 27 and 21 percent of GDP, 
respectively. Cuba’s deficit of 11 percent of GDP and 
Bolivia’s of 8 percent are also worrying.

Figure 23: Fiscal balance (% of GDP), in Sida’s partner countries.

Source: World Development Indicators, World Bank

One way to cover increased expenditures is of course 
to increase domestic revenues. However, many 
aspects of the COVID-19 crisis suggest the opposite: 

i. When the tax base declines, so do taxes. The tax 
base is eroded partly because production from the 
private sector is hampered (directly or indirectly) 
by COVID-19, affecting tax income from for example 
income taxes or profit taxes. It is also eroded by 
the decline in consumption affecting tax income 
from VATs. In addition, the major decline in trade 
translates into significant cuts in export and import 
fees – a substantial part of government revenues in 
many developing countries. 

ii. The option of increasing tax rates or decreasing 
subsidies is not very likely. On the contrary, many 
of the support packages for the COVID-19 response 
entails tax cuts and increased subsidies.

iii. Many developing countries rely on income from 
state-owned enterprises, typically commodity 
related and hence subject to major price drops due 
to COVID-19. 

Figure 24 reveals which of Sida’ partner countries 
that already at the start of the crises had low levels 
of government revenues (excluding grants) and what 
share of those revenues came from taxes. Average 
government revenues in LICs at 15 percent of GDP 
are already very low. However, countries such as 
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Ethiopia, Afghanistan, Tanzania, Uganda, Palestine, 
Sudan, Bangladesh and Guatemala are all at or under 
that level. Note also the difference in government 
revenues and tax revenues in for example Iraq, in this 
case revealing the dependence on oil also for public 
services.

Figure 24: Total government revenues and tax revenues (% of GDP) in Sida’s partner countries

Source: World Development Indicators, World Bank.

Debt
If grants will decline as discussed above, there is no 
other choice for many countries than to take on new 
loans to ensure fiscal and external balance. However, 
even without new loans many developing countries are 
facing debt issues:

i. For some the debt levels are already high and/or 
the country is in or is about to enter into debt dis-
tress as the Corona pandemic will lower the pros-
pects for growth and thereby the country’s ability 
to pay back the existing loans. In other words, even 
without changing the actual debt, a large share of 
developing countries will enter debt distress. 

ii. Note also that the COVID-19 crises was proceeded 
by a long period of low demand for loans from 
richer countries and hence generous conditions 
and interest rates offered to developing coun-
tries that turned into a built up of debt. The low 
interest conditions may change abruptly (higher 
demand for loans from the countries and a higher 
risk premium demanded from the banks), starting 
with loans with short term maturity and of course 
affecting any new loans. 

iii. In addition, the already large amounts of loans 
may increase in value, expressed in local currency, 
due to the weaker local currency compared to for 
example the dollar.

The level of debt in itself is not a problem as long as it is 
used for investments that lead to higher economic growth 
that can cover both the debt and the interest payments 
along the way. A Debt Sustainability Assessment takes 
a more holistic approach to a country’s debt situation. 
Figure 25 shows the level of external debt in Sida’s partner 
countries, and the latest debt assessment before COVID-19 
broke out. Hence, already before the crisis, Afghanistan, 
Ethiopia, Mozambique, Somalia, South Sudan, Sudan, 
Yemen, Zambia and Zimbabwe were already in debt dis-
tress or in high risk of debt distress.
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Figure 25: External debt (% of GDP) in Sida’s partner countries and 
Debt assessments in Sida’s partner countries.

Source: WDI, World Bank and country specific Debt Sustainability Analyses.

The resilience of the private sector
A discussion on the resilience of the private sector 
can go in many directions and into many details. Here 
we will mainly discuss the ability of the private sec-
tor to transform when the economy is constrained in 
one area but offer opportunities in another. This is the 
only sustainable way to get out of the vulnerability to 
recurrent external shocks as well as domestic health 
and weather chocks. Countries must invest in the 
diversification of their economies both horizontally 
(increase in the number of products and services) and 
vertically (deepening value addition of those goods 
and services). In practice for many developing coun-
tries, it means moving away from a strongly commod-
ity-based economy.

As for the pandemic, first of all, the private sector – 
with employment and income opportunities for the 
people, including the poor - need to survive the first 
“protection phase” of the pandemic, which will depend 
on the effect of the pandemic but also the government 
response in terms of lockdowns and income support. 
During the stimulus phase the private sector partly 
depends on the measures taken by the government 
but also the level of trust in society and in the market 
(which strongly affect the willingness to invest) in 
the aftermath of the pandemic and how it was han-
dled. Public expenditures outside the health system 
will most likely be squeezed due to the shift towards 

health. Apart from affecting the availability of public 
services in general, this means there may be lim-
ited public resources to stimulate the recovery, be it 
through physical infrastructure, business subsidies, 
public work or education. Indeed, there is a large risk 
that children taken out of school during the pandemic 
(to compensate for lost labor) or prevented to go to 
school (due to the risk of spreading the disease), will 
never return without measures from the government.

Another issue is if the government turns to the 
domestic debt market as the external debt market 
tightens. If the government, in need to cover fis-
cal expenditures, starts borrowing heavily on the 
domestic market, the local interest rate will increase 
making it harder for domestic companies to borrow. 
Access to credit can be measured in many ways, but 
Figure 26 presents credit to private sector as a share 
of GDP for Sida’s partner countries before the crisis. 
The government needs to perform a balancing act 
between borrowing in the domestic market for invest-
ments that will support businesses and jobs, and the 
effects of the same on the credit market affecting 
businesses making their own investments. Credit to 
the private sector is already low (less than 10 per-
cent of GDP) in South Sudan, Afghanistan, DRC and 
Iraq, but also in Sudan, Zimbabwe, Tanzania, Zambia, 
Uganda and Liberia (less than 20 percent of GDP). 
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Figure 26: Credit to the private sector in Sida’s partner countries

Source: World Development Indicators, World Bank.

The final response depends on the initial capabili-
ties to change current economic structure, the ability 
to transform the economy and not only grow what 
is already there. The country’s ability for economic 
transformation is strongly linked to the level of diver-
sity in a country, which simply gives more options 
as there are experiences from a broader range of 
production methods.15 Figure 27 present an over-
all measure of diversity (using goods export) for 
Sida’s partner countries (the lower the value of the 
index, the more diversified economy). Among the 
least diversified economies, we see Iraq, Yemen, 
South Sudan, Bangladesh, Liberia, Somalia, Zambia, 
Myanmar, and Cambodia. In addition, the ability to 
transform and recover will depend on the business 
environment, which in turn is a result of various 
factors ranging from business laws and innovation 
culture to social trust and education levels. Figure 27 
further presents one of many important aspects, the 
ease of doing business index, for Sida’s partner coun-
tries. This can differ significantly for small, medium 
and large firms, if they are formal or informal, etc, 
but overall, Somalia, Yemen, South Sudan, DRC, 
Syria, Liberia, Afghanistan, Iraq, Sudan, Bangladesh, 
Myanmar and Ethiopia stand out with poor overall 
business environment.

15 Another useful measure is a country’s economic complexity

Figure 27: Export diversification (2014) and Ease of 
doing business (2020) in Sida’s partner countries

Source: IMF (2014) and Ease of Doing Business Scores WB/IFC 
(2020).
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The economic resilience of the poor households is 
of course extremely low. Effects from the crisis on 
poverty will translate both through lower, or elimina-
tion of, wage and non-wage income, but also through 
lower supply (and/or higher prices) of different con-
sumptions goods - in particular food. In addition, the 
poor may be dependent on public support and public 
services that no longer are available due to other 
priorities, lack of resources or mobility restrictions 
during the pandemic. In such situations the poor are 
forced to use their savings, if they have any, or sell off 
assets, if they have any, even without additional out-
of-pocket expenses for health care. Children taken 
out of school due to social distancing or to cover for a 
sick family member, may never return. Hence, pro-
tecting the poor during the crisis is crucial to avoid 
poverty traps rather than a recovery as the pandemic 
and its effects fades. While the poverty projections 
from this crisis suggests that poverty will increase 
significantly, if the right measures are taken to avoid 
poverty traps and the short-term negative coping 
mechanisms that follow, the way back to today’s pov-
erty numbers can be shortened.

6. CONCLUSIONS
Extreme poverty will rise. Between 1990 and 2015 
there was a historic decrease in global extreme pov-
erty (1.9 USD per day), from 36 percent to 9.2 percent. 
In 2020 this decrease will turn into the first increase 
in global extreme poverty in three decades. Hence, in 
addition to a large number of people living in extreme 
poverty, that would have moved out of poverty if it 
was not for the pandemic, many of the 40 percent that 
live in vulnerability with more than 1.9 but less than 
5.5 USD per day risk falling into extreme poverty. 
According to the World Bank projections, these could 
be more than 100 million people due to direct and 
indirect effects of the COVID-19 pandemic. 

Direct and indirect effects on people living in pov-
erty work through a number of impact channels. 
While some of the direct impact channels on people 
living poverty are immediate and easier to understand 
– such as direct loss of income generation opportuni-
ties due to lock-down and “aversion behavior” – sev-
eral of the indirect effects will depend on what will 
unfold on a global level, the resilience on the country 

level and the distributional effects of each impact 
channel. On

a global level the spread of the virus and potential 
mutations, the development/production/distribution 
of vaccines and the speed of reopening the global 
economy will be important determinants. Developing 
countries’ vulnerability through trade, FDI, remit-
tances and ODA flows will be dependent on the extent 
to which these channels are essential for that par-
ticular economy. National fiscal and economic resil-
ience will determine the type of response countries 
can afford. We know that the fiscal room to maneuver 
was constrained already pre-pandemic with rising 
debt levels as one worrying trend and with few coun-
tries having social protection programs in place. All 
of the factors will affect people’s ability to work, the 
availability of intermediate goods in production, avail-
ability of public services, and demand for goods and 
services. While beyond the scope of this paper, with 
the starting point in a country analysis, it is impor-
tant to look closerat these impact channels and add 
questions related to the specific economic impact for 
people living in poverty.
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APPENDIX

Appendix 1: Share of urban and rural population (% of total population), 2018

Appendix 2: A) Age Distribution by Country B) Employment Share of Population by Country, 2018

Source: World Development Indicators Data, World Bank.
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Appendix 3: A) Exports of goods and services B) Imports, 2018

Appendix 4: A) Personal remittances received B) Interest Payments, 2018
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