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This year, Global Economic Prospects 
is being released at a critical juncture 
for the world economy. A recovery 

from the financial crisis that rocked the world 
in the fall of 2008 is under way, but many 
challenges remain and much uncertainty con-
tinues to cloud the outlook. 

In many respects, recent economic news 
has been encouraging. Industrial production 
and trade, after falling by unprecedented 
amounts worldwide, are growing briskly; 
financial markets have recovered much of the 
steep losses they incurred in late 2008 and 
early 2009; and developing countries are once 
again attracting the interest of international 
investors. However, the depth of the reces-
sion has left the global economy seriously 
wounded. Even as profitability returns to 
many of the firms that were at the heart of the 
crisis, industrial production and trade levels 
have yet to regain their pre-crisis levels, and 
unemployment has reached double digits in 
many countries and continues to rise. 

Given the depth of the crisis and the con-
tinued need for restructuring in the global 
banking system, the recovery is expected to 
be relatively weak. As a result, unemploy-
ment and significant spare capacity are likely 
to continue to characterize the economic 
landscape for years to come. This poses a 
real challenge for policy makers, who must 
cut back on unsustainably high fiscal deficits 
without choking off the recovery. Similarly, 
the extraordinary monetary stimulus needs to 
be scaled back to avoid the creation of new 

bubbles. The medium-term strength of the 
recovery will depend both on how well these 
challenges are met and on the extent to which 
private-sector demand picks up. If policies are 
adjusted too slowly, inflationary pressures and 
additional bubbles could develop; too quick of 
an adjustment could stall the recovery.

Whatever the relative strength of the recov-
ery in the next few months, the human costs of 
this recession are already high. Globally, and 
notwithstanding upward revisions to growth 
projections for 2010, the number of people 
living on $1.25 per day or less is still expected 
to increase by some 64 million as compared 
with a no-crisis scenario. The recession has 
cut sharply into the revenues of governments 
in poor countries. Unless donors step in to fill 
the gap, authorities in these countries may be 
forced to cut back on social and humanitarian 
assistance precisely when it is most required.

In addition to analyzing the immediate chal-
lenges for developing countries posed by the 
crisis, this year’s Global Economic Prospects 
describes some of the longer-term implications 
of tighter financial conditions for developing-
country finance and economic growth. While 
necessary and desirable, tighter regulation in 
high-income countries will result in less abun-
dant capital (both globally and domestically) 
and increased borrowing costs for developing 
countries. As a result, just as the very loose con-
ditions of the first half of this decade contributed 
to an investment boom and an acceleration in 
developing-country growth, so too will higher 
capital costs in coming years serve to slow 
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growth in developing countries and provoke a 
decline in potential output.

Countries should not respond passively. Ef-
forts to strengthen domestic financial systems 
and expand regional cooperation (including 
regional self-insurance schemes) can help to 
reduce the sensitivity of domestic economies 
to international shocks and counteract some 
of the longer-term negative effects of tighter 
international financial conditions. Such initia-
tives are most likely to benefit middle-income 
countries that already have reasonably well-
developed regulatory and competitive envi-
ronments and healthy financial sectors. Fi-
nally, both low- and middle-income countries 
should strengthen domestic financial regula-
tions. Over time, such steps can improve do-
mestic financial-sector efficiency and reduce 

borrowing costs—more than offsetting any 
negative impacts from tighter international 
conditions.

Overall, these are challenging times. The 
depth of the recession means that even though 
growth has returned, countries and individu-
als will continue to feel the pain of the crisis 
for years to come. Policy can help mitigate the 
worst symptoms of this crisis. However, there 
are no silver bullets, and achieving higher 
growth rates will require concerted efforts to 
increase domestic productivity and lower the 
domestic cost of finance.

Justin Yifu Lin
Chief Economist and  
Senior Vice President

The World Bank
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