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The long-term impact of COVID-19 on poverty

INTRODUCTION

The COVID-19 pandemic and ensuing global economic
crisis are on course to reverse years of gains in the reduc-
tion and alleviation of poverty, thus drastically undermin-
ing global efforts to meet the SDG deadline of eradicating
extreme poverty by 2030." In the mid-2020 update of the
World Economic Situation and Prospects (WESP), UNDE-
SA estimated that over 34 million people will be pushed
into extreme poverty this year alone.? This is already
very much on the optimistic end of forecasts—the World
Bank now predicts that between 71 million and 100 mil-
lion people will be pushed into extreme poverty this year,
erasing almost all progress made in the last five years in
the fight against extreme poverty.? UNICEF and Save the
Children warn that the pandemic could push 86 million
children into poverty, an increase of 15 per cent relative to
the baseline.* As the pandemic is spreading across devel-
oping countries, the eradication of extreme poverty, cur-
rently affecting around 680 million people, seems nearly
utopian.®

While extreme poverty is driven by many factors, a
couple stand out in the current crisis. Plummeting eco-
nomic growth is increasing poverty and exacerbating ex-
isting inequalities. Factories are shuttered, domestic de-
mand is curtailed, investments are postponed, and global
trade has fallen sharply, thus jeopardizing innumerable
jobs. At the household level, unemployment and loss of
income, and high healthcare expenditures are the most
prominent reasons for people to slip into poverty. As
such, people living in countries with a large informal sec-
tor, with poor or inaccessible healthcare and a weak social
protection system are particularly at risk. Indeed, the ILO
estimated that relative poverty among informal workers
increased in the first month of the crisis by 56 percentage

1 Extreme poverty is defined in the Policy Brief as those living on less than $1.90
(2011 PPP) a day.

2 World Economic Situation and Prospects as of mid-2020.
http://bit.ly/wespmidyear.

3 https://blogs.worldbank.org/opendata/updated-estimates-impact-covid-19-
global-poverty.

4 https://www.unicef.org/press-releases/covid-19-number-children-living-
household-poverty-soar-86-million-end-year.

5 See UN DESA Policy Brief No. 78 for a discussion on the impact of COVID-19 on
other Sustainable Development Goals. http://bit.ly/UNDESA_PolicyBrief.

Summary

This Policy Brief aims to inform policymakers of the
potential impact of COVID-19 on poverty. It will explore
the implications of COVID-19 through various macro-
economic scenarios, ranging from the very optimistic
to the pessimistic. The findings suggest that complete
eradication of extreme poverty by 2030 looks highly
unlikely even in the most optimistic scenario and that the
global number of people living in extreme poverty could in
fact continue to go up in the more pessimistic scenario.
The final section will summarize the findings and
discuss policy implications. Policies to reduce inequality
and promote a country’s social and macroeconomic
resilience, such as the strengthening of labour standards,
and the expansion of the social protection systems and
universal health coverage, are needed now more than
ever. As developing countries currently face the prospect
of costly debt crises with far-reaching consequences,
global action is urgently needed. The window to mitigate
the disastrous long-term consequences of COVID-19 on
poverty is closing rapidly.

points in lower-middle- and low-income countries, and by
over 62 per cent in Africa.® Nearly all sectors have been
hammered, but tourism and manufacturing stand out
due to their importance to provide employment for low-
skilled people in developing countries.

Children in poor households also suffer dispropor-
tionally from the closure of schools, as they miss out on
essential school meals and may find it harder to access
digital learning in oftentimes overcrowded and poorly
connected environments.” In addition, girls may be re-
quired to take care of their younger siblings thereby
missing school. The World Bank estimates that the cur-
rent school closures will cause over 7 million primary and
secondary students to drop out, substantially decreasing

6 https://www.ilo.org/global/topics/coronavirus/impacts-and-responses/
WCMS_743146/lang--en/index.htm.

7 According to UNICEF, before the COVID-19 crisis almost one third of the world’s
youth were digitally excluded. See https://data.unicef.org/covid-19-and-
children/.
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their expected lifetime earnings and drastically increasing
their chances of living in poverty.® Some 24 million addi-
tional children and youth may drop out or not have ac-
cess to school next year due to the pandemic’s economic
impact alone.’ Youth are also more likely to be in informal
employment and in unemployment than adults."®

As living in poverty usually implies a greater expo-
sure to COVID-19 and its economic impact, the crisis
is, in effect, also bringing about a vicious cycle between
growing poverty and inequality. Indeed, the most vulner-
able have been hit the hardest by both lockdowns and
the direct health threat of the pandemic, while people
in high-skills service jobs in the formal sector are more
likely to be able to work online from home and thus enjoy
significantly more protection.” The rich and middle-class
are also expected to benefit the most from the gains from
technological shifts following the crisis, while poor house-
holds are likely to remain trapped in poverty, enduring a
lasting deterioration in income, health and educational
outcomes. These risks, if not adequately addressed, could
stunt social mobility and exacerbate inequality for years
to come. A sudden spike in poverty and inequality from
the current crisis will thus have long-lasting effects.

GROWTH, POVERTY AND INEQUALITY
SCENARIOS

On a macroeconomic level, changes in the poverty rate
can be decomposed into a growth component and a redis-
tribution component.’ All else equal, economic growth
helps lift families out of extreme poverty by boosting av-
erage household consumption. Similarly, inequality re-
ductions allow households on the lower end of the income
distribution to gain even when economic growth remains
unchanged." Reduced inequality also raises the economic
growth potential and even multiplies the benign effects
of economic growth on poverty reduction, thus creating a
double dividend for poverty. Sadly, the world is currently
experiencing the complete opposite: widespread econo-
mic decline and increasing poverty and inequalities.

8 https://www.worldbank.org/en/news/press-release/2020/06/18/covid-19-
could-lead-to-permanent-loss-in-learning-and-trillions-of-dollars-in-lost-
earnings.

9 https://www.un.org/development/desa/dspd/wp-content/uploads/
sites/22/2020/08/sg_policy_brief_covid-19_and_education_august_2020.pdf.

10 https://www.ilo.org/global/publications/books/WCMS_737648/lang--en/index.
htm.

11 https://blogs.worldbank.org/voices/covid-19-will-hit-poor-hardest-heres-what-
we-can-do-about-it.

12 Gaurav Datt, and Martin Ravallion (1992). Growth and redistribution components
of changes in poverty measures: A decomposition with applications to Brazil
and India in the 1980s, Journal of Development Economics, 38(2), 275-295.

13 While this Policy Brief focuses on income inequality, this concept is strongly
related to inequality in consumption, inequality in wealth, and inequalities in
access to education and opportunities—all of which are mutually reinforcing
and have a large effect on poverty.

The following scenarios estimate the effects of vary-
ing shocks to economic growth and income distribution
for developing countries, with divergent recovery paths
post-2021. Specifically, each scenario represents different
assumptions about per capita GDP growth and changes in
inequality’ in developing countries vis-a-vis their base-
line forecasts from the WESP 2020 update, which pro-
jects a weighted 2021-2030 average of 3.9 per cent GDP
per capita growth (bearing in mind that individual coun-
try forecasts differ widely) and unchanging inequality
through 2030.

The optimistic scenario assumes average GDP per
capita growth in developing countries to be 3 percentage
points above each country’s baseline—with a weighted
average of 6.9 per cent per year—from 2021 until 2030
and a cumulative reduction of inequality of 25 per cent.
(For context, there have only been observed inequal-
ity declines of this magnitude in fourteen developing
countries since 1970.) This scenario would be plausible
if a COVID-19 vaccine completely turns around the cur-
rent prospects for developing countries and their policy-
makers manage to substantially boost pro-poor growth
through stimulus spending.

In contrast, the pessimistic scenario explores the
alternative outcomes for a reduction in annual GDP per
capita growth by 2 percentage points and an increase in
inequality of 25 per cent in all developing countries. This
scenario could materialize if the pandemic were to aggra-
vate existing weaknesses for developing countries, such
as high levels of debt, increasing business failures and
bankruptcies, lack of fiscal space and weak educational
systems, leading to long-term stagnation of productivity
growth.

To investigate the relative importance of growth ver-
sus inequality for poverty, a growth only scenario has also
been modeled in which GDP per capita growth is raised
to that of the optimistic scenario, but inequality is kept
unchanged. This could happen if government stimulus
in developing countries were to effectively turn the eco-
nomic crisis around but fail to address structural sources
of inequality. Finally, also included is a utopian poverty
miracle scenario of unprecedented average GDP per capi-
ta growth of nearly 10 per cent per year and a spectacular
reduction in inequality in all developing countries.

14 The change in inequality is measured as the percentage change in the
standard deviation of log income, as described in WESP 2020 and Francois
Bourguignon (2004), The poverty-growth-inequality triangle, New Delhi
Working Papers 125, New Delhi, India: Indian Council for Research on
International Economic Relations. (http://documents1.worldbank.org/curated/
en/449711468762020101/pdf/28102.pdf). This concept is closely related to
the more familiar Gini index of inequality but allows for interpretation of relative
(percentage) changes in inequality.
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Table 1

2030 Extreme poverty rates for various economic growth and inequality scenarios

Scenario A\ézﬁ?:g(;rgat%er C?Qﬂs:;v;ggsgﬁgin Share of population in extreme poverty by 2030

Developing countries World Africa Asia LLDCs LDCs SIDS
Baseline 3.9% No change 7.6 26.4 3.5 28.0 36.6 8.2
Pessimistic 1.9% +25% 12.9 37.9 7.7 38.9 47.0 15.2
Only growth 6.9% No change 6.1 21.6 2.7 21.7 31.3 5.8
Optimistic 6.9% -25% 4.2 15.7 1.9 14.6 25.1 2.8
Poverty miracle 9.9% -50% 2.7 9.4 1.4 5.8 16.8 0.3

Source: Estimates generated by the UN DESA World Economic Forecasting Model, based on the baseline of the World Economic Situation and Prospects as of mid-2020.
Note: LLDCs - Landlocked Developing Countries; LDCs - Least Developed Countries; SIDS - Small Island Developing States.

Table 1 shows the extreme poverty rates in 2030 (the
SDG target date) for each of the above scenarios for vari-
ous regions of interest. The first row shows the baseline
from the World Economic Situation and Prospects as of mid-
2020 for comparison. As can be seen by comparing the
different scenarios against the baseline, growth and in-
equality matter a lot for poverty. While the baseline pre-
dicts a global extreme poverty rate of nearly 8 per cent
in 2030, the scenarios provide a generous margin rang-
ing from just over 4 per cent in the optimistic scenario
to nearly 13 per cent in the pessimistic scenario. Without
reductions in inequality it will be virtually impossible to
eradicate poverty, as shown by the estimates for the ‘only
growth’ scenario, where the share of population remains
two percentage points higher than in the optimistic sce-
nario that combines higher growth with significantly re-
duced inequality. Sadly, it can also be concluded from this
exercise that even unprecedented growth and inequality
reductions (the poverty miracle scenario) will not suffice
to fully eradicate poverty by 2030—nearly 3 per cent of
the world population will remain in poverty. Africa, the
least developed countries (LDCs) and especially the land-
locked developing countries (LLDCs) could benefit the
most from reductions in inequality, as can be seen when
comparing the growth only and optimistic scenario. While
the extreme poverty headcount rate for LLDCs would fall
from a baseline of 28 per cent to 22 per cent under the
growth only scenario, additional reductions in inequality
would drive it down further to just 15 per cent, reaffirm-
ing the importance of both drivers of poverty.

Notably, extreme poverty is highly situation-specific,
with a few dozen countries, mainly LLDCs and LDCs, ac-
counting for the vast majority of the world’s extreme
poor. In the most pessimistic scenario, over one in three
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Number of people living in extreme poverty by 2030
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Source: Estimates generated by the UN DESA World Economic Forecasting Model,
based on the baseline of the World Economic Situation and Prospects as of
mid-2020.

people living in Africa and nearly one in two living in
LDCs will still be in extreme poverty by the 2030 SDG tar-
get date.

Figure 1 compares the impact of the various sce-
narios against the baseline for each of the regions in the
table above. As the figure shows, Asia and the Small Is-
land Developing States (SIDS) stand to lose the most
from growing inequality and a deceleration in growth un-
der the pessimistic scenario, with the number of people
living in poverty in Asia more than doubling against the
baseline. The projected gains in the more optimistic sce-
narios, however, would be highest in LLDCs and again the
SIDS. The number of people living in extreme poverty in
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the SIDS by 2030 could fall by two thirds in the optimistic
scenario and by nearly 100 per cent in the poverty miracle
scenario.

Figure 2
Number of people living in extreme poverty under various
scenarios
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Source: Estimates generated by the UN DESA World Economic Forecasting Model,
based on the baseline of the World Economic Situation and Prospects as of
mid-2020.

The range of the estimates presented above cor-
responds to hundreds of millions of people living in ex-
treme poverty, even in the rosiest scenario. This is illus-
trated in Figure 2, which tracks the evolution of the total
number of people living in extreme poverty during the
United Nations Decade of Action' to deliver the SDGs
under the various scenarios. The figure confirms the ear-
lier observation that growth alone will not be sufficient to
completely eradicate poverty. Indeed, even the optimis-
tic and utopian scenarios still have hundreds of millions
of people living in extreme poverty. This would represent
a significant improvement over the 2020 starting point
of nearly 700 million people in extreme poverty, but it
would be nowhere near complete eradication. On the oth-
er hand, over 1.1 billion people (13 per cent of the world
population) would end up in extreme poverty by the end
of the decade in the pessimistic scenario. This would wipe
out all the gains of the past decade, causing unimaginable
hardship along the way.

15 https://www.un.org/sustainabledevelopment/decade-of-action/.

POLICY IMPLICATIONS

While the above scenarios reflect a significant range of
uncertainty around the baseline poverty forecasts, some
key observations come out clearly. First and foremost,
both accelerated economic growth and reductions in in-
equality are needed to bring down poverty, but complete
eradication of extreme poverty looks highly unlikely even
under the most optimistic assumptions. Second, extreme
poverty is, and will most likely remain, highly concen-
trated in a relatively small proportion of the countries of
the world. A stagnation in economic growth and a rise in
inequality can easily push countries with persistent pov-
erty, such as the LDCs, further behind. LLDCs and the
SIDS, on the other hand, stand to gain the most in the
more optimistic scenarios, with complete poverty eradi-
cation almost within reach for the SIDS. Future research
will therefore need to establish for each country or group
of countries what policies can achieve the required com-
binations of growth and inequality and provide the high-
est return on poverty alleviation, given their particular
constraints. Third, it is no longer unimaginable that the
global number of people living in extreme poverty will
continue to go up in the coming years, pulling hundreds
of millions of people into extreme vulnerability, if the
horrendous consequences of the pandemic for developing
countries are not effectively managed.

These circumstances call for greatly accelerated
global action. Policymakers in developing countries, espe-
cially in LLDCs and LDCs, simply cannot do this alone.
Now is not the time to turn away from international de-
velopment cooperation. COVID-19 has reinforced the
need for global cooperation and collaboration, both for
immediate response and for longer-term recovery. Ad-
dressing high (and oftentimes rising) levels of inequal-
ity—including those inequalities in opportunities, con-
sumption and wealth—should be the highest priority, as it
has the advantage of directly lifting people out of poverty
and boosting countries’ growth potential, while creating
resilience against shocks, as the current crisis has made
painfully clear.

Moreover, the current crisis has highlighted the need
to implement far-reaching policies such as tax reforms,®
the strengthening of labour standards,’” and the expan-
sion of the social protection systems and universal health

16 https://news.un.org/en/story/2020/07/1068111.
17 https://www.un.org/sites/un2.un.org/files/the_world_of_work_and_covid-19.pdf.
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coverage.'® The crisis should equally allow policymakers
to consider other bold, inequality-reducing and growth-
inducing policies, such as affordable childcare, revamp-
ing public education and the promotion of innovative and
green industries. Priority should be given to policies that
offer the highest “bang for the buck”, such as those ad-
dressing systemic inequalities in access to the labour mar-
ket, education, healthcare and essential services.

Indeed, the timing might never be more opportune
for many of these policies to be realized. Previous cri-
ses have often led to major social transformations, such
as the implementation of the New Deal during the Great
Depression and the expansion of the welfare state in Eu-
ropean societies after the Second World War. In order to
do so this time, however, policymakers would need vastly
more fiscal space than they currently have at hand. As the
crisis dampens fiscal revenues while expenses skyrock-
et, policymakers in developing countries often have no
choice but to reverse such vitally needed investments. Al-

18 https://blogs.worldbank.org/health/covid-19-coronavirus-universal-health-
coverage-times-crisis.

ready fragile developing countries now face the prospect
of costly debt crises, which will depress future growth, in-
crease inequality and create a fertile breeding ground for
widespread unrest."

The effects of the crippling debt overhang of devel-
oping countries could have additional negative conse-
quences, as political unrest spills across borders and glob-
al financial stability suffers, further undermining global
economic growth. If global action fails and these bleak
scenarios come to be, the credibility of the multilateral
system would be tarnished, undermining the potential of
coordination to address any or all of these interrelated
global crises. There is therefore a critical need for credi-
tors—both public and private—to coordinate actions to
alleviate the excessive debt burden for developing coun-
tries.?® This is not only in the interest of the extreme poor
in debtor countries but also of creditors and indeed the
whole of humanity. Failure to do so will have dire conse-
quences.

19 Hamid Rashid, and Joseph E. Stiglitz (2020), Averting catastrophic debt crises in
developing countries: Extraordinary challenges call for extraordinary measures,
CEPR Policy Insights No. 104. London: Centre for Economic Policy Research.
https://cepr.org/active/publications/policy_insights/viewpi.php?pino=104.

20 See Monthly Briefing on the World Economic Situation and Prospects, No. 142
(October). http://bit.ly/wespbrief.
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