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Global economy returning to its recovery
course after summer setbacks

By Guido Baldi, Geraldine Dany-Knedlik, Hella Engerer, Frederik Kurcz

ABSTRACT

Recently, the coronavirus pandemic has caused economic
developments in major economies to drift apart: While infec-
tion rates were declining and production was experiencing
strong growth in places such as Europe and the United States
in the second quarter of 2021, emerging economies were
experiencing strict economic restrictions due to high case
numbers. In some of these countries, the economy declined.
Globally, the spread of the coronavirus slowed considerably
in late summer 2021 and accordingly, the global economy will
return to its recovery course beginning in the third quar-

ter of 2021. Although higher case numbers are expected in
winter 2021/22, they will probably have far less of an impact
on the economy than before due to increased vaccination
rates and selectively implemented containment measures.
Positive momentum, particularly in the services sector, will

be provided mainly by continued strong growth in private
consumption, which is likely to remain a key growth driver in
the coming years. Currently, raw material and input shortages
are hindering growth in the manufacturing industry. However,
disruptions to international supply chains and restrictions at
key primary product manufacturing sites are expected to dis-
sipate in the first half of 2022. This will probably lead to some
catch-up effects in the manufacturing sector, which is likely to
provide the global economy with additional momentum. Thus,
DIW Berlin is maintaining its growth forecast of 6.7 percent
for the global economy. In 2022, global economic output is
expected to grow by 5.2 percent. In the second quarter of 2021,
the estimate was 0.3 percentage points lower. Global eco-
nomic output is expected to grow by 4.2 percent in 2023.
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Higher rates of infection in emerging economies slowed
the global economy over summer 2021. Following sluggish
growth at the beginning of 2021, the global economy con-
tracted slightly by 0.2 percent in the second quarter com-
pared to the previous quarter. Declines in infection rates in
advanced economies contrasted with rapidly increasing rates
in some emerging economies and, accordingly, the economic
development of these countries drifted apart (Figure 1).

Advanced economies continued on their recovery course over
summer 2021 as waves of infection petered out. During the
second quarter of 2021, containment measures were rapidly
scaled back in response to decreasing case numbers, which
revived the personal services and retail sectors. With simulta-
neous solid developments in the manufacturing sector, most
advanced economies recorded strong growth once again. The
euro area returned to its recovery course in the second quar-
ter of 2021 with a growth rate of 2.2 percent. With produc-
tion up 1.5 percent, the USA, on the other hand, maintained
its pace of expansion. At 4.8 percent, the United Kingdom
recorded extraordinarily strong growth, which is primarily
due to all significant restrictions on public life having been
lifted in mid-May 2021. In Japan, in contrast, pandemic con-
tainment measures weighed on economic activity far into
the second quarter of 2021. Accordingly, Japanese GDP grew
sluggishly, only 0.3 percent compared to the first quarter.

A resurgence of infections has noticeably dampened produc-
tion in emerging economies in Asia and South America. In
India, likely the hardest hit emerging economy, economic
output declined by around ten percent in the second quar-
ter due to national and regional curfews. In some South
American countries, too, the domestic economy was largely
paralyzed over summer 2021 due to the pandemic. As a result,
economic growth in Brazil came to an almost complete stand-
still. In China, in contrast, recovery picked up speed over the
summer, gaining 1.3 percent in the second quarter of 2021
after just 0.4 percent in the first quarter.

Global economic growth is expected to pick up in the third
quarter of 2021. Case numbers in many emerging economies
sank again over the late summer. Accordingly, containment
measures were lifted, which should boost production in the
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relevant countries. Despite recent increases in the infection
rate in many advanced economies, containment measures
were tightened only slightly, if at all, so that the recovery is
likely to continue in the third quarter of 2021, albeit at a some-
what slower pace than recently. Increasing levels of immu-
nity among the population gives consumers overall confi-
dence in the future. However, uncertainties about the further
course of the pandemic and containment strategies are likely
to have clouded consumers’ sentiment somewhat recently
in many advanced economies (Figure 2). Accordingly, retail
sales declined somewhat again following a strong summer.

Business confidence also rose sharply once more in the sum-
mer, resulting in the purchasing managers’ indices now
being well above the expansion threshold of 50 index points.
Despite exuberant corporate sentiment, industrial produc-
tion was sluggish in many places due to supply-side short-
ages (Figure 3). As a result, there were disruptions to inter-
national supply chains and restrictions at key primary prod-
uct manufacturing sites from spring 2021 onward. Although
the order situation is extraordinarily good due to the global
economic recovery, orders likely cannot be processed before
spring 2022 because of input shortages. This is also indi-
cated by the slight capacity underutilization in many places
and the rising producer prices since the beginning of 2021.
International trade was accordingly weaker in the second
quarter of 2021. Although the global trade volume was well
above the pre-crisis level at the beginning of 2021, it has been
stagnating since April (Figure 4).

Despite an expected increase in the infection rate, the global
economy should continue to expand from winter 2021, albeit
at a slower rate than recently. This forecast is based on the
assumption that it will be possible to curtail the pandemic
with containment measures and the available vaccines. The
number of infections will increase again in most advanced
economies at the end of 2021. However, due to the vaccina-
tion campaign and resulting increases in immunity among
the population, the share of those who experience severe
illness will be significantly lower. Therefore, governments
are able to tolerate higher incidences while simultaneously
implementing health policy measures that restrict public
life much less significantly than during previous waves. It
is assumed that a reintroduction of strict health policy meas-
ures will affect vulnerable segments of the population and
local coronavirus hotspots in particular. Therefore, it is also
assumed that economic activity will be limited mainly due to
quarantine and illness-related workforce shortages. During
the spring of 2022, infection rates are expected to decline
as more and more of the population is vaccinated. Over the
course of 2022, existing restrictions on social life will be suc-
cessively lifted. In contrast, the pandemic is expected to be
combated more slowly in less advanced economies. In coun-
tries vaccinating at a slower pace, there are likely to still be
strict containment measures in place.

In particular, solid growth of private consumption is likely
to carry the global upswing during the forecast period.
Especially in advanced economies, households should be able
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The global economy is likely to have reached its long-term growth path by the end of
2022.

Figure 2
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Consumer sentiment in advanced economies fell somewhat recently.
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Table
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Real GDP, consumer prices, and unemployment rate in the global economy

In percent
GDP Consumer prices
loyment rate in percent
Change over previous year in percent
2020 ‘ 2021 ‘ 2022 ‘ 2023 2020 ‘ 2021 ‘ 2022 ‘ 2023 2020 ‘ 2021 ‘ 2022 ‘ 2023

Euro area -6.5 4.5 46 19 0.1 25 18 15 7.9 77 1.7 7.2

without Germany =73 5.6 44 21 =01 22 17 14 9.8 9.6 9.6 9.1

France -8.0 6.0 40 23 0.5 22 19 14 8.0 7.8 83 7.8

Italy -89 5.5 43 21 -03 15 1.6 12 93 9.7 9.4 9.0

Spain -10.8 6.2 5.8 19 -03 25 20 14 15.8 15.2 147 13.9

Netherlands -38 38 32 22 12 22 21 16 39 32 37 35
United Kingdom -9.8 6.9 5.8 17 1.0 28 25 18 45 48 45 42
USA -34 6.1 43 25 12 42 26 17 81 56 43 38
Japan -47 24 28 19 0.0 -0.4 0.6 1.0 28 29 28 27
South Korea -0.9 41 32 3.0 0.7 16 15 12 39 40 37 36
Middle Eastern Europe =37 5.0 41 38 31 39 34 33 37 40 37 34
Turkey 16 76 3.0 43 123 16.3 14.2 13.0 131 134 131 13.0
Russia -25 22 3.0 24 34 6.3 5.7 4.4 5.8 5.1 49 45
China 24 81 5.4 5.8 25 18 24 25 40 38 37 37
India -7.0 9.1 9.8 6.4 6.6 5.5 5.0 5.5
Brazil -44 5.6 21 23 33 71 39 32 135 14.9 138 126
Mexico -85 6.1 37 31 34 52 34 3.0 45 38 34 33
Advanced economies -47 5.2 42 22 0.8 3.0 21 15 6.9 5.6 5.0 45
Emerging markets -12 7.5 5.8 53 41 44 42 4.1 5.4 53 5.1 49
World -25 6.7 5.2 42 28 3.8 3.4 3.2 6.0 5.5 5.0 48

Sources: National statistical offices; DIW Berlin Economic Outlook Autumn 2021.
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to maintain their consumption over winter 2021/22 despite
rising case numbers. Increased immunity and accordingly
fewer uncertainties regarding the further course of the pan-
demic should give private consumption additional momen-
tum and decrease the saving rate in many places. The gradual
recovery on the labor markets will likely support the income
of private households as well. For example, the unemploy-
ment rate should continue to decline in advanced econo-
mies as long as emergency aid for businesses, such as the
short-time work allowance, is not ended too early. In many
emerging economies, which can afford far less fiscal sup-
port, the situation on the labor markets is likely to improve
only gradually.

The recovery of private consumption will likely lead to a
noticeable growth in sales in the retail and personal services
sectors. Moreover, supply chains and raw material prices
are likely to have normalized again in the first half of 2022.
This should lead to some catch-up effects in the manufac-
turing sector.

Additionally, further fiscal stimuli are likely to support
the recovery during the forecast period. In addition to the
planned investment measures in the United States, the
spending programs submitted as a part of the recovery and
resilience plan of many European countries were approved.
While some small upfront payments will flow through the
end of 2021, the bulk of the fiscal stimulus is expected over
the coming years.
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In addition to expansionary fiscal policy, the further favor-
able financing conditions will support corporate investment
activity. While some central banks, such the Bank of Korea,
have already begun to make their monetary policy somewhat
less expansive, many have announced they will not begin
gradually phasing out ongoing expansionary monetary pol-
icy measures until 2022. Consumer price inflation continued
to rise in many places over the summer and is likely to tem-
porarily exceed the inflation target of the respective central
bank by the end of 2021.! Primarily behind this temporary
increase are rising raw material and energy prices as well
as price increases due to supply bottlenecks within interna-
tional supply chains. A sharp rise in wages, which could lead
to significantly higher core inflation rates in the medium
term, is not yet on the horizon; improvements on the labor
markets are progressing too slowly for this in many places.

Overall, powerful growth in production in the advanced econ-
omies was able to compensate for the majority of the pan-
demic-related losses in emerging economies in the second
quarter of 2021. Beginning in the second half of 2021, the
global recovery is likely to continue as greater shares of the
population are vaccinated against COVID-19. Thus, global
production will likely only be able to reach its long-term
growth path by the second half of 2022. The increased rates of
infection in some emerging economies led to greater growth
losses than previously forecast. Assuming these countries
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Figure 3
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National statistical offices; IMF; Macrobond; Eurostat; CPB World Trade Monitor, STOXX, Nikkei Inc.; Shanghai Stock Exchange, FTSE; authors' own calculations.

© DIW Berlin 2021

DIW Weekly Report 37,/2021 273



GLOBAL ECONOMY

Figure 4

Volumes of import goods worldwide and for selected economies
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The global economy stagnated over summer 2021 due to pandemic-related primary
product shortages and supply chain disruptions.
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will successfully be able to keep infection rates low in the
future, this will result in correspondingly higher growth rates
in 2022. Overall, DIW Berlin confirms its global economic
forecast from summer 2021 and is increasing its forecast
for 2022 by 0.3 percentage points. Thus, DIW Berlin expects
growth rates of 6.7 percent for 2021, 5.2 percent for 2022,
and 4.2 percent for 2023. The global economy should have
reached its long-term growth path by the end of 2022 (Table).

The downward risks have recently increased, as uncertain-
ties regarding the further course of the pandemic and the
effectiveness of existing vaccines against new mutations
have increased. This would make stricter lockdown meas-
ures necessary again and would likely further delay an eco-
nomic upswing. Another risk is that corporate and personal
insolvencies will rise sharply, in particular as a result of
another (partial) lockdown. This could lead to significant
loan defaults and, as a result, destabilize the financial mar-
kets, which could also jeopardize the solvency of a number
of countries. Global recovery, on the other hand, would be
strengthened by faster vaccine distribution and more effec-
tive treatments for COVID-19.

Hella Engerer is a research associate in the Forecasting and Economic Policy
Department at DIW Berlin | hengerer@diw.de

Frederik Kurcz is PhD student in the Macroeconomics Department at
DIW Berlin | fkurcz@diw.de


mailto:gbaldi@diw.de
mailto:tschlaak@diw.de
mailto:hengerer@diw.de
mailto:fkurcz@diw.de

LEGAL AND EDITORIAL DETAILS

N1 BERLIN

DIW Berlin — Deutsches Institut fir Wirtschaftsforschung e. V.
MohrenstraBe 58,10117 Berlin

www.diw.de

Phone: +493089789-0 Fax: —200

Volume 11 September 17,2021

Publishers

Prof. Dr. Tomaso Duso; Prof. Marcel Fratzscher, Ph.D.; Prof. Dr. Peter Haan;
Prof. Dr. Claudia Kemfert; Prof. Dr. Alexander S. Kritikos; Prof. Dr. Alexander
Kriwoluzky; Prof. Dr. Stefan Liebig; Prof. Dr. Lukas Menkhoff; Prof. Karsten
Neuhoff, Ph.D,; Prof. Dr. Carsten Schréder; Prof. Dr. C. Katharina Spiess;
Prof. Dr. Katharina Wrohlich

Editors-in-chief

Sabine Fiedler; Dr. Anna Hammerschmid (Acting editor-in-chief)

Reviewer

Dr. Alexander Schiersch

Editorial staff

Prof. Dr. Pio Baake; Marten Brehmer; Rebecca Buhner; Claudia Cohnen-Beck;
Dr. Hella Engerer; Petra Jasper; Sebastian Kollmann; Sandra Tubik;

Kristina van Deuverden

Sale and distribution
DIW Berlin Leserservice, Postfach 74, 77649 Offenburg
leserservice@diw.de
Phone: +49 1806 14 00 50 25 (20 cents per phone call)

Layout
Roman Wilhelm, Stefanie Reeg, DIW Berlin

Cover design
© imageBROKER / Steffen Diemer

Composition

Satz-Rechen-Zentrum Hartmann + Heenemann GmbH & Co. KG, Berlin

ISSN 2568-7697
Reprint and further distribution—including excerpts—with complete
reference and consignment of a specimen copy to DIW Berlin's

Customer Service (kundenservice@diw.de) only.

Subscribe to our DIW and/or Weekly Report Newsletter at

www.diw.de/newsletter_en


http://www.diw.de
mailto:leserservice%40diw.de?subject=
mailto:kundenservice%40diw.de?subject=
http://www.diw.de/newsletter_en

