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COVID-19 caused a massive shock to output and income

In 2020, economic output contracted in 95% of countries

The economic impact of COVID-19: A historical perspective
Percentage of countries experiencing negative per capita annual GDP growth
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Source: Holston, Kaminsky, and Reinhart (2021) based on data from the IMF World Economic Outlook and the Maddison Project Database (2020). 2
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Regulators implemented unprecedented measures

Which helped mitigate short-term impacts, yet also revealed longer-term risks

Fiscal, monetary, and financial sector policy responses to the pandemic, By country income group
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Source: WDR22 World Bank Crisis Response Survey, 2021. 3
Note: The figure shows the percentage of countries in which each of the listed policies were implemented in response to the pandemic.
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Economic risks — and strengths — accumulate due to
Interconnections between sectors

Governments and
central banks
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Recommended:
Timely action in four key policy areas

*Managing and reducing loan distress
*Improving the legal insolvency framework
*Managing increased levels of sovereign debt

* Ensuring continued access to finance
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Risk: Rising Non-Performing Loans

Policy Priorities:

* Ensuring clear, consistent practices for reporting on asset quality
* Developing the capacity to manage nonperforming loans

* Dealing with problem banks swiftly
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Risk: Delayed Resolution of Distressed Loans

Policy Priorities:

 Strengthening formal insolvency mechanisms

* Facilitating alternative dispute resolution systems such as conciliation and
mediation

 Establishing accessible and inexpensive in-court and out-of-court debt
resolution procedures for micro-, small, and medium enterprises

* Promoting debt forgiveness and discharge of natural person debtors
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Spotlights: Focus on inclusive and sustainable finance

* Financial inclusion and financial resilience
* Strengthening the regulation and supervision of microfinance

* Supporting MSMEs and informal businesses through recovery requires concerted efforts to
support MFls

 Public credit guarantees to support MSME'’s, designed to mitigate the risks of moral hazard,
politicization

* Greening of capital markets: Issuance of sovereign sustainable bonds
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Risk: Elevated Levels of Sovereignh Debt

Policy Priorities:
* Governments at high risk of debt distress can pursue proactive debt
management approaches

e Governments in debt distress must coordinate with creditors to
restructure debt

* Governments and their creditors can benefit from improvements in
sovereign debt transparency

* Contractual innovations can help overcome coordination problems and
speed up the resolution of unsustainable debts

* Well-developed tax policy and investments in tax administration can
support debt sustainability in the longer run



Risk: Elevated Levels of Sovereign Debt

Sovereign debt restructuring and time spent in
default, selected countries, 1975-2000

The importance of timely sovereign debt restructuring =3 e
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Source: WDR 2022 team, based on Cruces and Trebesch (2013); Farah-Yacoub, Graf von Luckner, and Reinhart (2021); Meyer,

Reinhart, and Trebesch (2019); Reinhart and Rogoff (2009).

Note: The figure shows a timeline of sovereign defaults and debt restructuring from 1975 to 2000. The figure excludes coun-
tries covered by the International Development Association (IDA) and the Heavily Indebted Poor Countries (HIPC) Initiative.



Risk: Elevated Levels of Sovereign Debt

Rwanda, HIPC Initiative success story

Rwanda used the HIPC Initiative, receiving full debt relief and committing to developing and
implementing poverty reduction strategy in April 2005.

In the next 4 years, Rwanda increased

poverty reducing expenditures by ~50%. 160 4
= 140 —
GDP per capita almost doubled, % 120
from $465 in 2005 to $849 in 2020, and the 5 100
share of people living in poverty fell from 69% =
in 2005 to 56% in 2016. i
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However’ Rwanda’s external debt has been w— HIPC countries, excluding Rwanda e Rwanda
steadily increasing to levels close to the pre- Source: IMF and World Bank 2019,

Mote: In the figure, t represents the year of the completion point (full debt relief received). The data for year t are nor-
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. Indebted Poor Countries (Initiative).
debt distress.

Debt relief is not sufficient to ensure long-term
debt sustainability. H



World Development Report 2022:

Finance for an Equitable Recovery

Risk: Elevated Levels of Sovereignh Debt

The case of Benin

Proactive debt management by effectively combing and optimizing commercial
funding and financing instruments from international financial institution, helped
Benin meet the urgent financing needs of COVID-19

* In response to the growing financing needs during the COVID-19 pandemic,
Benin reentered the bond market and mobilized €1 billion by issuing a new
Eurobond in January 2021

* [n 2018, it obtained a commercial loan for €260 million ($S312 million) through
the World Bank’s Policy-Based Guarantee and bought back shorter-term
domestic debt.

* In July 2021, Benin issued Sovereign Sustainable Developments Goals (SDGs)
Bonds which mobilized €500 million (S600 million) to be used towards the
achievement of SDGs.
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Opportunity: Leverage Tech to Improve Access to Credit

Policy Priorities

Creating an enabling environment to leverage alternative data

Embracing responsible innovations in product design and embedded finance

Providing well-tuned guarantee programs

Advancing the regulatory framework and financial infrastructure
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Risk: Tighter Access to Credit

Financial sector was showing strong signs of recovery as of late 2021.

Insights from survey of 197 IFC client financial institutions — Nov/Dec 2021
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to pre-crisis levels still affected ] (+25%, Jun 19-Jun 21)
2020 [ 2021 020 2 2019 2021
g9, W 2020 W2 1005 W 2020 W 2021 103 W20t W2
1% 4%
o —— 80% 8%
5%
60% 6%
-10%
40% 4%
-15%
0% 20% 2%
-24%
25% : 0% : 0%
All High Income and Lower Middle Income All High Income and Lower Middle Income All High Income and Lower Middle Income
Upper Middle Income and Low Income Upper Middle Income and Low Income Upper Middle Income and Low Income
FIGURE1 Change in average loan disbursement levels FIGURE 2 Change in the share of institutions with FIGURE4 Change in average nonperforming loan
across institutions (2019-2021) collections below pre-crisis levels (2019-2021) rates across institutions (2019-2021)
14

Source: IFC, 2022, Signs of Recovery Amid Stubborn Uncertainty. https://bit.ly/3xugg2G
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Risk: Tighter Access to Credit

Financial sector was showing strong signs of recovery as of late 2021.

Insights from survey of 197 IFC client financial institutions — Nov/Dec 2021
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Source: IFC data


https://app.powerbi.com/groups/me/reports/698d5b08-e3ba-4412-a9a2-0a1616cda15c/?pbi_source=PowerPoint
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Opportunity: Leverage Tech to Improve Access to Credit

Figure BE4.1.1 Growth in loan disbursements by Konfie, 2019-21 I(onfio'
- 250 Ir — = COVID-19 onset
Improve Strengthen g F 200 |
visibility recourse Reduce risk Eg |
o @ |
Risk measurement E & 1507 !
= 5 i
Alternative data 38 100 |
25 so- |
Enhanced analytics EQ |
= 0 T T T T T T T T T

Product choice and design
Loan tenor
Secured credit

Embedded finance

[a)
f =4
3
£
2
g.
2
<
w
=
m
o
3
o
-3
=
-
o
o
=
x
g
=
P
]
N
3
g
a

Supply chain finance

Insuring risk 2 ’]/
B4 MyBANK

Credit guarantees

O
O
o
\

Source: WDR 2022 team. 12 —

Note: Shaded circles indicate the increasing relevance of each solution for the respective challenge, from not applicable (O)
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