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for economic openness. From the results, the Human Development Index has the highest coefficient among the other
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project Indonesian economic growth, which shows Indonesia's possibility of being trapped in the G-shaped recovery.
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Covid-19i G-nonioHe BigHOBJIEHHSI. HOBA (hopMa BiTHOBJIEHHS €KOHOMIKH

Anomauin. Hepienomipne 6i0HO6NIEHHS C8IMOBOI eKOHOMIKU NICISA CHYCMOWEHHs, 3a80ano20 nandemiero Covid-19 y
2020 poyi, nopoouno Hogy ghopmy ekoHoMiuH020 po3eumky — K-nodiony dopmy. Ax anemeprnamusy K-nooioniii chopmi
agmopu  Yybo2o OO0CHIONCEHHs 3HAUWLIU MOJCIUBICIL e 2Ipuio2o 8apianmy NOCMNAHOEMIYHO20 eKOHOMIYHO20
po3zeumky — G-nodibny gopmy. Inoonesis, Aka 3a3Hana YNOGINbHEHHA eKOHOMIUHO20 3POCMANHA 8 NePeOnanoemMiuHull
nepiod, mae mooicnugicmo 6opomucsi 3 G-noOiOHUM €KOHOMIMHUM GIOHOGIEHHAM. Y Yill cmammi OYiHIOEMbCsL maKa
MOJICTUBICIG WAXOM NOPIGHANHA KPAIHU 3 THUMUMU eKOHOMIKAMU, WO PO3BUBAIOMbCA. [Na GUSHAYEHHA MOMCIUBOCT
G-no0ibnoeo GIOHOGNIEHHS EKOHOMIKU V YboMy Oocriodxcenti euxopucmosyiomvcs 10 nokasnukie exoHomiuHol
epexmugHocmi, AKI NPeOCMAGIAOMb CMOPOHY NORUMY, CHOPOHY HNPORO3UYIL, 2POUIOBO-KPEOUMHY NOJIMUKY,
Qickanvhy norimuxy, cman cepu 0xoponu 300pog’si ma iHcmumyyituny sxicme (Kpeoum, npays, cyKynHuil gpaxmop
NPOOYKMUSBHOCMI, IHOEKC I00CbKO20 PO3GUMKY, HOPMAMUBHA AKICMNb, 3AIUUOK NOMOYH020 paxynKy 0o BBII, nomouni
sumpamu. Ha 0XOpony 300po8’ s, nponyckna 30amuicme Inmepnemy, 6ope 0o BBII ma exonomiuna 6iokpumicmo).
Bubipka oocnioocenns oxonmoe 33 kpainu, ceped nux 1 kpain 3 Hatiguuoro umosipruicmio G-nodibHo20 eKOHOMIUHO20
poszsumky. Ilaxucman, Mexcuka, €cunem, Ilisoenna Appuxa, Hicepis, Inoonesis ma bpasunis. Kinvka kpain y eubipyi,
exarouaroyu laxucman, Mexcuxy, €cunem, Ilisoenny Agppuxy, Hicepiio, [noonesito ma bpazuniro, nompanuiu 8 nacmky
mpueanoi cmaenayii. Pezynomam peepecii noxazye, wo icHye no3umuenuil 36’ 130K Midc KOJICHOIO 3ANENCHOI0 3MIHHOIO
ma BBII, 3a eunamkom ekoHoMiunoi eiokpumocmi. 32i0H0 3 ompumanumu pe3ynomamami, IHOEKC JI00CbKO20
PO3BUMKY Ma€ Hauguwuil kKoeiyieHm ceped iHUUX He3ANEeHCHUX SMIHHUX. ¥ yitl cmammi maKoxc UKOPUCTNO8Y8anacsl
Mmoodenw imimayitnozo ananizy (Computable General Equilibrium) oas npoenosyeanns exonomiunozo s3pocmanms
IHOonesii, sike nokazye mooicnusicmo Inoownesii nompanumu ¢ nacmky G-nodibH020 IOHOGIeHHS.

Knouosi cnosa: Covid-19, gionosnenns exonomixu, G-nodibna popma, MakpoexoHOMiuHui iHOUKamop, mooeib
EKOHOMIYHO20 3POCMAHHSL.

1. INTRODUCTION

A K-shaped recession (or two-stage recession),
introduced by JP Morgan, is where parts of society
experience more of a V-shaped recession, while other
parts of a society experience a slower, more protracted
L-shaped recession (the shape of the K denoting the
divergence in the recovery paths).

The K-shaped recovery curve paints a more realistic
yet unpleasant picture. As per their anaysis, the Covid-19
recovery path bifurcatesin two directions:. large firms and
public-sector  ingtitutions  with  direct access to
government and central bank stimulus packages will
make some areas of the economy recover fast but leave
others out. Those that get left out are the small and
medium-sized enterprises (SMES), blue-collar workers,
and the middle class.

According to the World Economic Forum (2020),
in K-shaped recovery, technology, and large capital firms
are expected to recover much faster than small businesses
and industries directly affected by Covid-19, such as
hospitality. K-shaped recoveries could happen between
countries, sectors, and different groups of the community.

Sharma et a. (2021) studied economy models that
display V, U, W, and even an L-shaped output curve with
permanent output loss. Thisis due to the economy getting
trapped in a self-sustained "bad" state. They also discuss
two policies that attempt to moderate the impact of the
shock: giving easy credit to firms and the so-caled
helicopter money, i.e, injecting new money into the
households' savings. Both policies are effective if they
are strong enough. The potential danger of terminating
these policies too early is highlighted, athough inflation
is substantially increased by lax access to credit.
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1.1. Secular Stagnation Phenomenon

Secular stagnation is defined as the event in which
monetary policy cannot leverage economic performance,
as seen by dow economic growth, sluggish inflation, and
an abnormally low natural interest rate (Summers, 2013).
The efficacy of conventional monetary policy is aso
doubted by Krugman (2014) because, in today's
environment, where inflation is amost non-existent,
nominal rates cannot be set up below the zero lower
bound (ZLB) when the natural rate yields a negative
number.

The Great Depression in the 1930s causes massive
economic turbulences to appear al at once. Due to a
significant and ongoing spillover of labor surplus,
employment participation had reached an al-time low
which results in rises in the unemployment rate to levels
never seen before (Garraty, 1975), while rea wages
skyrocket (Ohanian, 2009).

The theory by Hansen (1939), who argued that the US
economy would be difficult to recover from after the
disaster, appeared to be false, as the US economic
recovery was expressed by good economic development
following World War Il. However, it may appear that it
won't be restored to its prior potentia level before the
downturn hits for along time, but will be locked in along
period of reduced growth mode which is called a secular
stagnation. The threat of secular stagnation resurfaced in
the global recession and financial bubble in 2008.

1.2. Tradeoff between lives and economy

Hsu (2020) investigates the best containment strategy
for a pandemic in an open market through quantitative
assessments based on a model that combines a standard
epidemiological compartmental model with a multi-
country, multi-sector Ricardian model of international
trade with full input-output connections.

1.2.1. Objective

The paper starts by anayzing the effects on countries
if they embraced South Koreas containment policy.
Using a hovel approach, we compute a Nash equilibrium
of optimal long-run national policies and compare them
to a baseline where countries continue their current
policies until vaccines become available.

When adopting a Korean policy, most countries suffer
in both welfare and rea income. In the long run,
however, optimal policies indicate that certain countries
should tighten while others should loosen. The difference
between short-run results under Korean policy and long-
run results under optimal policies emphasizes the long-
term cost of mortality. The welfare gains from optimal
policies are asymmetric, with the gains for the set of
countries that should tighten up being much larger than
those for the countries that should loosen.

The psychological cost of mortality is intentionally
left out of the model, so our findings suggest that once it
is factored in, those countries that need to tighten up will
amost certainly tighten up even more, with significant
welfare implications. We aso discover that in open
economies, the welfare implications of optimal policies
differ dramatically from those in closed economies.

With detailed mathematical analysis, this research aims to
shed light on the argument about the stringency of
containment strategies. Its key contribution is to utilize a
novel approach to compute a Nash equilibrium of optimal
national policies in this highly complicated model with
many cross-sectiona links across countries and sectors,
al of which interact with disease dynamics. Despite the
necessity to make assumptions in order to narrow the
field of prospective policies, our quantitative analyses are
instructive: the following are the primary takeaways.

Our assessments based on a one-dimensional measure
do not reflect the whole potential variety of containment
approaches, and we may have missed additional methods
to prevent a pandemic. In an open-economy framework,
open-economy considerations are critical for optimal
containment strategies or other policies, as we have
shown.

To cdculate the initial recovery country score,
Tamola and Fernandez (2020) considered the following
categories. supply variables, demand factors, financial
conditions, and policy spaces. As aresult, it is discovered
that LAC's initial recovery circumstances lag behind
those of the rest of the globe and other countries with
comparable income levels (14 percent and 7.7 percent
below). Supply and financia issues are the key drivers to
the comparatively low value of the Recovery Index
amongst the LAC countries. Labor market characteristics
and a low connectivity environment contribute to the
relatively low score for supply components, while low
financial developments contribute to the relatively low
score for financial aspects.

The Covid-19 pandemic has triggered difficultiesin a
variety of areas, most notably the economic crisis, which
has spilled over into other areas. Various researches were
carried out to determine the severity of the crisis, how to
avoid or mitigate the effects, and how to recover from the
pandemic. Experts feel that economic growth and
political stability will have a significant impact. This is
because the lockdown will significantly impact
community activities, resulting in poor economic activity
and a shift in public opinion towards the government's
initiatives.

Stratford and O'Neill (2020) discovered that
decreasing growth would have a frightening effect
because growth is necessary for economic and political
stability. It was indicated in this study that the country
should not solely focus on economic growth while
dealing with difficulties associated to Covid-19 but also
take into account more complex policies, such as their
environmental impact.

1.3. The following are some things to think about
in terms of growth strategies and other, more
compr ehensive policies

1.3.1. Employment

Much of the workforce has been replaced
by machines as technology has advanced. This impacts
the growing number of unemployed, even while it is vital
to use employee earnings for consumption for the
economy to develop. Rather than employing improved
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productivity to cut prices and sell more goods,
corporations may give workers a shorter workweek with
higher wage hours to tackle this problem. As a resullt,
regulations that support and encourage businesses to
reduce working hours rather than lay off employees,
provide safe jobs, increase employment, raise minimum
wages, and so on are required.

1.3.2. Private debt crisisrisk

Due to expectations and interest, debt poses a high
level of risk. A high level of debt can quickly turn a small
drop in predicted growth into a major crisis. We must
find measures to cut debt for people and businesses to
make our economy more resilient to slower growth. As a
result, efforts must be made to ensure the debt level does
not rise due to the epidemic. This can be accomplished by
encouraging central bank and government financing,
facilitating interest relief, facilitating small and medium-
sized enterprises financing, and utilizing macroprudential
devicesto limit the consequences of debt on inflation and
price levels.

1.3.3. Rental extraction inequality

Growth is required to safeguard the privileges of
landlords, financiers, monopoly interests, and other
tenants. Instead of producing wealth, renters drain wealth
earned by others through controlling monopolized and
restricted assets. This condition can persist as long as the
rate of economic expansion outpaces the rate of rent
extraction. However, the period of wealth development
comes to an end. Landlords, financiers, monopoly
interests, and other leaseholders continue to take wealth
and amass assets, resulting in growing inequality.
We must spread tenant power to prevent rising inequality
as growth slows. Immediate prevention is required. Many
renters will be in arrears due to the existence of Covid-19.
Protection is required for both tenants and asset owners.
In addition, property taxes and monopoly taxes are
required. Tax relief and relief for smal and medium
enterprises will mitigate this danger.

1.3.4. Basic needs

A drop in income or a rise in costs threatens the
poorest people’'s ability to meet their fundamental
necessities. Growth and stability will then be jeopardized.
The role of the government in resolving this issue is
critical. Assistance from public funding might be
provided to those in need. Policies to build social safety
nets and create a socid infrastructure that can assist in
times of disaster are required.

1.4. Recovery Form

Backer et a. (2021) explore post-crisis recovery
owing to the pandemic; the recovery can be in the shape
of aV, U, or L, which is shown in Figure 1. A V-shaped
recovery indicates that GDP is returning swiftly after a
brief (but potentially deep) recession, a U-shaped
recovery indicates a (dightly) slower recovery, and
an L-shaped recovery indicates that GDP has never (even
partialy) recovered from recession losses.

When the economy enters a "bad phase," characterized
by a sef-sustaining state of economic depression and
deflation, U- or L-shaped recoveries emerge. When the
shock has passed, it takes more for the economy to recover
might be more than 9 months. There is a discontinuous
transition between V-shape recoveries and L-shape
recessons as a function of the crisis characteristics
(amplitude and length of the shock). When the shock is
mild enough not to affect the financial hedth of the firms,
a V-shape recovery is observed. Stronger shocks, on the
other hand, can result in a permanent dysfunctiona state
(L-shape), with high unemployment, falling incomes and
savings, and substantial financial instability, as well as
bankruptcies. However, an L-shaped scenario can be
avoided if consumer demand increases following the
shock. A one-time strategy of helicopter money (directly
providing money to families) can drive the economy
towards a path of recovery over a few years, facilitating
and boosting consumption (U-shape).

Depending on the amplitude and length of the shock,
the model can describe different types of recoveries
(V-, U-, W-shaped), even the absence of full recovery
(L-shape). The model depicts an economy in a self-
sustaining "bad" phase, marked by a lack of savings,
mass unemployment, and deflation. A severe enough
shock can cause the model to degrade from a thriving
economy to abad state that can last for along time.

The ongoing debate and ambiguity about the
recovery's structure are mirrored in the uncertainty
surrounding real GDP growth estimates. According to the
ECB's Survey, the euro area’s year-over-year real GDP
growth is expected to be 5.7% in 2021, with a strong
chance that growth might be as low as 2% or as high as
10%. This wide range of GDP growth projections is
unprecedented, showing the difficulty of applying
traditional macroeconomic models to the post-COVID-19
recovery. A growth rate of more than 10% for 2021
indicates a V-shaped recovery, whilst a growth rate of
less than 2% indicates an L-shaped recovery.

Backer et a. (2021) research used three microfinancia
models: an unrestricted model, a modd with zero
restrictions following the block exogeneity of yield and
spread PCs principles, as well a model with the same
restrictions as model 2 but without the block exogeneity of
yield and spread PCs. The forecasts from the benchmark
macroeconomic model without financial market variables
and model 1 appear less redistic for several countries.
For example, the benchmark macroeconomic model
predicts that GDP growth in Portugal will not return to
normal until 2024, whereas model 1 predicts negative
growth ratesin Spain until 2025.

The results show that the model used to forecast red
GDP is conditioned on macrofinancial data through
August 2020, implying that the shape of the recovery in
most euro area nations analyzed will most likely be
between a U and an L, with significant persistent losses.
These findings are consistent with those of Primiceri and
Tambalotti (2020), Lenza and Primiceri (2020), Foroni et
al. (2020), and Schorfheide and Song (2020), al of whom
forecast that the COVID-19 situation would result in
long-term losses in various jurisdictions.
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Time

Figure 1. Recovery Forms

1.4.1. Labour Market

Gregory and colleagues (2020) designed and
calibrated a labor market search-theoretic model to
estimate the aggregate US labor market evolution during
and after the coronavirus pandemic. The mode is
intended to reflect the heterogeneity of individual
workers' transitions between states of unemployment,
employment, and different employers, as well as the
trade-offs involved in deciding between temporary and
permanent layoffs. Workers are ex-ante heterogeneous in
terms of their baseline productivity, the distribution of the
component of productivity that is distinctive to their
match with a particular employer, and their ability to
search the labor market (Gregory, Menzio, and Wiczer,
2020). Wages, according to Moen (1997) and Menzio and
Shi (2001), guide the search process that brings
employees and unfilled jobs together (2011). Gregory,
Victoria, et al. (2020) show that the lockdown, defined as
a temporary drop in worker productivity, results in the
termination of some employment contracts, the
suspension of others, and the continuation of others.
Continuing or suspended relationships are ones in which
the surplus stays positive despite the lockdown. Suppose
production and ties during the lockdown are poor enough
that the firm and the worker would rather collect
unemployment benefits than continue production and
retain strong relationships. In that case, the relationship is
suspended rather than continued.

The speed with which the economy recovers after the
lockdown is lifted is determined by three factors: first, the
percentage of workers who enter unemployment while
maintaining a relationship with their employer at the start
of the lockdown. Second, the rate at which inactive
relationships dissolve during the lockdown, and third, the
percentage of workers whom their employer does not
recall at the end of the lockdown.

Factors (1) and (2), in turn, are influenced by the costs
of sustaining and reactivating a momentarily inactive
relationship, the employer's ability to endure the
lockdown without revenue, and the rate at which the
quality of a temporarily inactive relationship degrades.
Factor (3) is based on the non-randomly selected set of
workers who are permanently laid off during the
lockdown's job-finding rate.

The employment model can produce either a V-shaped
recesson (one in which the unemployment rate quickly

returns to its baseline level once the lockdown restrictions
are lifted) or an L-shaped recession (one in which the
unemployment rate quickly returns to its baseline level
once the lockdown restrictions are lifted) (one in which
the unemployment rate takes several years to return to its
pre-lockdown level). Workers who begin unemployment
with a suspended relationship with their previous
employer and retain it throughout the lockdown or who
have no relationship with their previous company by the
end of the lockdown experience a V-shaped recession.
An L-shaped recession happens when many workers lose
their jobs without preserving relationships with their
previous employers, and these workers cannot find new,
stable jobs quickly.

The quarantine imposed to prevent the spread of the
new coronavirus has been demonstrated to have long-
term harmful consequences for unemployment. This is
because the lockdown disproportionately affects workers
looking for steady jobs for years. The unemployment rate
is till roughly 5 percentage points over its steady-state
level 30 months after the epidemic began, despite the
lockdown lasting only 3 months. Similarly, 50 months
after the pandemic began, the unemployment rate is still
roughly 2:5 percentage points over its steady-state level.
A recession with such a slow recovery is known as
an "L-shaped" recession. The ex-ante heterogeneity of
workers causes the slow pace of the recovery.

According to the World Economic Forum and the
International Labor Organization (ILO), as a result of the
global pandemic, 93 percent of the world's workers were
living under some form of workplace restrictions at the
time, and 8.8 percent of global working hours were lost in
2020 compared to the fourth quarter of 2019, equating to
255 million full-time jobs. According to the ILO, workers
who were jobless but actively seeking work, workers who
were employed but had their working hours decreased,
and workers who were unemployed but not actively
seeking work were al included in the loss of working
hours.

According to economists and others, pandemic-
related labor market disruptions in industrialized and
emerging economies could have long-term conseguences.
Even after the pandemic has passed and economic
activity has resumed, one group of economists believes
that businesses will continue to learn labor-saving
lessons, resulting in fewer employment being created in
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retail stores, restaurants, auto dealerships, and meat-
packing plants, among other areas. Labor markets in the
United States are improving, but total unemployment
remains higher than pre-pandemic levels. Federal Reserve
Chairman Jerome Powell testified before the Senate
Banking Committee on February 23, 2021, that while
new COVID-19 cases and hospitalizations had decreased,
indicating hope for an economic recovery later in 2021,
the recovery so far had been "uneven and far from
complete," and the path ahead was "highly uncertain.”

The sluggish economic recovery is expected to
exacerbate the gap between developed and developing
economies. Inequalities in living standards are thought to
represent differences in cumulative per capita income,
with losses from 2020 to 2022 predicted to be equal to
20% of globa GDP in 2019, or $18 trillion. Low-income
and developing market economies are expected to suffer
disproportionately large | osses.

Furthermore, the IMF estimated that 95 million
people may have fallen into extreme poverty by 2020.

In April 2021, the IMF predicted that the pandemic's
economic conseguences would push 95 million people
into extreme poverty in Sub-Saharan Africa and South
Asia, reversing a decades-long trend. 68 The IMF, on the
other hand, concluded that spending on social programs
to mitigate the pandemic's effects might lower the
number of people living in extreme poverty to 80 to 90
million. Foreign investors withdrew an estimated $26
billion from developing Asian countries in the early
stages of the pandemic, including more than $16 billion
from India, raising fears of a significant economic
downturn in Asia. According to some estimates, 29
million people in Latin America could become poor.

1.5. Monetary Policy

The aftermath of the 2008 Global Financial Crisis
(GFC) results in the prioritization of monetary policy as a
toolbox in economic crisis management. This can take the
shape of direct interest rate decreases or, as recently
witnessed with GFC interventions, even greater measures
like quantitative easing. Since interest rates are aready
extremely low, the interest-rate channel may be
ineffective, resulting in a stagnation trap and an L-shaped
rebound.

As aresult, two more policy channels have emerged:
easy credit for businesses and "helicopter money" for
households. Giving struggling businesses free access to
credit lines, regardless of their financial position, is one
method to loosen their grip. The reason to focus on
corporate credit limitations rather than the banking sector
is that the most significant dangers from the Covid-19
shock will not be transferred through a systemic financial
crisis. Moreover, due to the 2008 financial crisis, central
banks and other monetary ingtitutions are better able to
avert systemic risks in the financial sector — they have
effectively "flattened the curve" of financial panic. Credit
is required to avert a wave of bankruptcies, and
combining the two policies can be beneficia if the policy
is sufficiently strong. For strong enough shocks,
flexibility on firm fragility may be required for a long
time (afew years) after the shock to avoid a second wave

of bankruptcies. Removing support to firms too soon
before a robust recovery can increase the bankruptcies of
illiquid but otherwise viable firms. A policy intervention
that is too weak is ineffective and can lead to a "swoosh"
recovery or no recovery at all.

Governments can also play a more active role in
reducing losses caused by the pandemic by issuing debt
to meet emergency needs. On the other hand, future
governments will be subject to interest rate increases due
to this process. Injecting cash into the economy to boost
consumption and facilitate recovery is another option.
This entails the central bank increasing the money supply
by lending newly created money straight to the
government. The money, which distribution has to be
intermediated via the banking sector, can then be used for
emergency healthcare or other infrastructure projects by
the government. However, this approach has been
regarded as radical because an increase in the money
supply might lead to out-of-control inflation.
The consumption propensity of households determines its
effectiveness.

Following the financial crisis of 2008, the major
central banks cut their main interest rates to zero or even
significantly below zero. However, once these rates are at
zero, maintaining them is tough. The problem of the
effective lower bound on rates was largely seen as an
abnormality prior to the 2008 crisis. Since 2008,
however, many large central banks have reached their
own effective lower limits, which has been accompanied
by disappointing macroeconomic performance: advanced
economies' cyclical rebounds turned out to be moderate
and temporary; core inflation has remained below central
bank targets for the majority of the past decade; and long-
term interest rates have continued their downward trend.

The fact that the natural interest rate — and hence the
entire range of interest rates — has been on a downward
trend for such along time is seen as an expression of an
excess of intended savings over desired investment and/or
afall in capital productivity. By limiting the efficiency of
monetary policy, the low natural interest rate has become
a key impediment to long-term growth. As a result,
economic slowdowns are more frequent, deeper, and
longer than economic recovery periods, lowering average
GDP growth.

Only if governments increase their fiscal deficits or if
monetary policy becomes aggressively expansionary,
stimulating the spread of credit and the rise in asset
prices, which become the engine of economic growth,
can the economy approach full utilization of resources.
Growth will not forever stifle an economy suffering from
secular stagnation. However, the underpinnings of this
expansion are unsustainable in the long run.

The risk aversion in the private sector is likely to
increase due to the shock generated by Covid-19.
Households can cut back on certain discretionary
expenditures to build up alarger savings buffer in future
crises. Moreover, if consumers save more and consume
less, the corporate investment will fall due to the loss in
their outlets. Previous disparities in terms of education,
skills, wealth, and age have interacted with the pandemic,
aggravating pre-existing inequalities.
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Coronavirus Shock and Recovery scenarios
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Figure 2. Coronavirus Shock and Recovery Scenarios

According to the simulation results, the economy | crisis levels when consumption returns to its original
declines and remains in alow position after athree-month | value because their savings increase throughout the shock
shock. Refer to Figure 2. There has been a large drop in | (mirroring the increase in firms' debt), and they desire to
real earnings, coupled with a high unemployment rate, | spend a fixed fraction of them. However, excessive
bankruptcy in a huge percentage of businesses, and a | expenditure may not be enough to restore the economy to
permanent decrease in household savings. With such a | its pre-crisis state. The adaptive approach is the most
high bankruptcy rate, loan interest rates have risen | successful for a longer shock duration of 9 months.
dramatically. Extending the loan limits of the firms for | Although a recession is unavoidable during a crisis, the
the duration of the crisis can improve this L-shaped | economy recovers 100 percent of its pre-shock output
scenario. Even though a temporary loss in output is | after the conclusion of the crisis. However, the gradual
unavoidable, this improves the situation of the economy | removal of the easy credit policy permits the economy to
(V-shaped recovery). return to its pre-shock level with minimal bankruptcies.

The two other policies, "helicopter money" and | Itis vital to emphasize that this policy must be
adaptive policy, have comparable results to the native | implemented for along time after the shock has occurred
policy. Households begin to overspend compared to pre- | (amost 7 yearsin our simulations).

1.6. G-Shaped Recovery
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Figure 3. G-Shaped Recovery: Steady State Equilibrium in Solow Model
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In Figure 3, if our initial alocation of (k) were too
high, (k) would decrease because depreciation exceeds
investment. If our initial allocation were too low, k would
increase because investment exceeds depreciation. At the
point where both (k) and (y) are constant, it must be the
case that,

Ak = s+ f(K)— 86k =0 Q)
s f(k) = 6k 2

This occurs at our equilibrium point k*. At k*
depreciation equals investment.

Should move to the new k* point instead of the lower
old k* point.

Growth theories have received much attention.
Inequality and political populism will be affected by the
slowing economy. Jackson (2019) researched the
relationship between faling growth and labor
productivity, pay levels, social inequality, and other
economic relationships. There has been a downturn in
household consumption in recent decades. This is linked
to arise in personal debt and political risk. According to
Say's law, "supply creates its own demand." This
indicates that people will spend their money in the
economy when they obtain it.

Asit should be, while the economy's supply continues
to grow, there will be no slowdown or congestion. On the
other hand, according to US Economist Robert Gordon,
the slowdown in growth was caused by a drop in the rate
of invention, which meant that technical development had
come to a halt and did not continue. Furthermore, thisis
occurring in the context of an aging population, rising
inequality, and consumer and government debt
overhangs. The era of developed countries, according to
Gordon, had come to an end.

Say's law can be seen in the opposite direction,
implying that a lack of demand might lead to a lack of
supply. However, as Keynes demonstrated, this law may
not hold true. When people use their money to speculate
and invest in financia assets, revenue does not return to
the market, which can cause growth to be disrupted.
Slowing demand, along with greater financial asset
investment, will shift funds away from high-yielding
investments and result in low-cost loans. Speculation will
be encouraged by these low-cost loans.

The current sluggishness is beginning to show. GDP
per capitaincreased by more than 4% per year in the mid-
1960s. It had dropped significantly from its peak in the
mid-1960s to dlightly more than 1% annually by 2016.
There was a minor rebound from trend growth rates
following the second ail crisis in the early 1980s. After
the financial crisis, a similar recovery is shown towards
the end of the scenario period. It remains to be seen
whether the recent rebound ushers in a new era of
stronger OECD growth.

However, there are indicators that OECD countries
have not grown in the recent decade. Changes in labor
productivity patterns, in addition to worries about growth
rates, are relevant data. Growth in labor productivity

follows a similar pattern to that of GDP per capita, with a
few exceptions. After the second oil crisis, there was no
partia rebound in growth rates, merely a slowing of the
decrease. Apart from that, nothing has stood in the way of
growth in recent years. In 2016, labor productivity
increased by only 0.6 percent a year, or just over half the
GDP growth rate per capita.

Changes in worker productivity patterns are linked to
changes in the economy's patterns. The late modern
economy saw a transition away from primary and
secondary manufacture of material goods and toward
service providing. On both the demand and supply sides,
this transformation might occur. To boost growth,
industrialized economies have used a combination of
financial innovation, low-interest rates, and (more
recently) direct monetary financing to increase liquidity
(particularly from the financial sector).

Studies show that there has been an increase in
inequality in developed countries. Covid-19 has reveaed
structural deficiencies in the economy. This has actually
been happening since before the pandemic and had the
biggest impact on sectors that are important to people's
welfare. This phenomenon can also be studied during the
2008 economic crisis.

Pre-financial-crisis indicators of precarity were
already obvious (Jackson, 2019). The evidence presented
by Piketty was compelling. According to Piketty, Saez,
and Zucman (2017), the richest 1% of the population in
the United States got almost 15% of the national income
in 2015. It was the highest level of participation since
1940. Against the backdrop of diminishing growth rates,
Piketty claims that inequality is an unavoidable element
of a capitalist economy. Piketty's research uncovered a
key theoretical argument on the origins of inequity.

The first is rising inequality within advanced
economies, and the second is the reason for rising
inequality, as defined by Piketty (2014). According to
Pickety, faling economic growth rates contribute to
increased inequality. A tax on capital assets is one of
Piketty's (2014) ideas for combating systemic inequality.
The second possible policy is an increase in differential
income tax rates. Taylor (2017) proposes a universal
basic income as athird policy alternative.

Picketty (2014) proposes a hypothesis through the
formulation of two "fundamental laws" of capitalism:

1. The relationship between share capital and profit
sharing to owners of capital

a=rp ©)

where r is the rate of return on capital, and is K/Y
where K is capital and Y is net national income, so it can
be written

aY =rK 4

So the income earned from the capital is equal to the
total capital multiplied by the levels of that capital.
Although this law does not force economics in one
direction or another, it does provide the accounting
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framework within which the evolution of the relationship
between capital, income, and rates takes place.

2.Capital relationships, savings, long-term growth

In the long run the ratio of capital to income (tends
towards the ratio of savings s to the rate of growth g.

B - iast - (5)
So the capital share of income can be written as
a—- rj—}ast - © (6)

When growth declines, the capital to income ratio
increases leading to an increase in the share of income
which becomes capital and a decrease in the share of
labor income.

This relationship presents a rapidly increasing number
of savings rates where income is higher than lower
(prosperity to consume less than income) which will
strengthen inequality because it allows owners of capital
to accumulate more capital and set higher returns.
Thesuperior strength of capital will trigger structural
inequalities, as Krusell and Smith (2014) point out.

Jackson & Victor (2016) stated that the capital share
of income is very responsive to the elasticity of
substitution of production factors, namely capital and
labor. In this research, the SIGMA model was devel oped
to be explored capital's share of income and its behavior
on inequality when the growth rate decreases to zero.

The rate of return on capital can be calculated using
the production function Constant Elasticity of
Substitution (CES) by Arrow, Chenery, Minhas, and
Solow (1961) with the following Y input:

Y(K, L, O') — (aK(O'—l)/U' + (1 _ a)(AL)(J—l)/a)a/(o—l)
)

where ¢ is the elagticity of substitution between labor
and capital, a is a distribution parameter and A is the
coefficient of technology-augmented labor. With respect to
K that the marginal productivity of capital ryisgiven by:

2 —=1/0
ne=ge=ap™ ®)

where g is the capital to income ratio 7. This
relationship can now be used to derive the return to
capital, r¢K:

nK =aBf VK 9
Taking Y to be the national income and using Piketty's
first law of capitalism it can be shown that capital's share
of incomea is
a=aplo-De (10)
For ¢ > 1, capital's share of income is an increasing

function of the capital to income ratio. As the capital to
income ratio rises, capital's share of income increases.

Conversely, when ¢ < 1, capital's share of income is a
decreasing function of the capital to income ratio. As the
share of capital to income rises, capital's share of income
decreases.

Jackson and Victor (2016) find that the savings rate
declines to zero aongside the growth rate, and the capital-
to-output ratio converges to a constant value. When thereis
no net investment and no more economic growth, both the
output and the capital stock are unchanging. There is no
indication of an explosive increase in the share of income
going to capital, even under high elasticities of substitution
between labor and capital.

Piketty's hypothesis of an inevitable dramatic increase
in inequality arising from a decline in the growth rate
holds only under particular circumstances such as where
an increasing proportion of the national income goes to
capital and a declining proportion goes to labor, so the
explosiveincrease in inequality isvalid.

The behavior of the savings rate, dong with the
declining growth rate, depends on the confidence of
investors to protect the return on capital and also depends
on its turn on the power of capital and labor in the
economy. The rate of return on capital falls more or less
depending on whether the elasticity of substitution
between labor and capital is lower or higher. With low
substitutability between labor and capital, the owners of
capital can't increase revenues by lowering costs.
The effect of investment is simply to push up the capital-
to-output ratio in the economy without a corresponding
growth in demand. In the end, when the growth rate falls
to zero, net investment is simply soaking income away
from consumption and government expenditure, building
capital for no apparent reason. Keynes characterizes this
condition as the euthanasia of the rentier, in which a
persistent oversupply of savings looking unsuccessfully
for profitable investment leads to a progressive declinein
the rate of return on capital (Keynes, 1936). When there
is high substitutability between capital and labor, thereis
more chance for private investors to stabilize their profits,
leading to an increasingly high share of income going to
capital. This situation fits the Piketty analysis of
inequality.

The long-term behavior of the rate of return was
rather different; the savings rate falls to zero alongside
the declining growth rate. When the growth rate has
declined to zero, a zero net savings rate is consistent with
a constant capital-to-output ratio, consistent with post-
Keynesian models. We can summarize that capital's share
of income is clearly bounded when the savings rate
declines rather than remaining constant, in contrast to the
Piketty hypothesis.

Inequality in incomes can arise simply from
differential savings rates between different household
sectors. In US economy, the savings rate of workers is
lower than the savings rate across the economy. At the
end, without any decline in the growth rate, the
disposable incomes of capitalists are more than 40%
higher than the disposable income of workers. Under
conditions of slowing growth, inequality is dependent on
two key factors. the elasticity of substitution and the
behavior of the savings rate. When the savings rate
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remains constant and the elasticity of substitution is high,
the inequality between capitalists and workers is sharpen.
When elasticity of substitution is low, inequdity is
declining most of them because of the steep decline in the
rate of return on capital.

Where the saving rate declines alongside the growth
rate, each value of the elasticity of substitution inequality
remains bounded, and inequality is lower for each vaue
of the elasticity of substitution. When the overall rate of
savings across the economy is conserved, income
inequality is highly sensitive to the easticity of
substitution between labor and capita. When the
elasticity of substitution is high, capitalists can protect
their return on capital by continually substituting capital
for labor, trampling wages, and increasing inequality.
When the elasticity of substitution is low and constant
saving, capitalists are unable to substitute away from
labor, and as the growth rate slows down, rates of return
to capital fall, and capitalist income is moderated, leading
to a significant decline in income inequality. When the
savings rate declines alongside the growth rate, income
inequality is bound and falls over the run even for high
elasticity of substitution.

According to Jackson and Victor (2021), when the
level of fiscal intervention is no longer increasing,
inequality increases hyper capitalism scenario and
declines for proto socialism scenario. Policy measures are
insufficient to contain inequality in the longer term. Once
the level of intervention has stabilized, income inequality
returns to an increasing path. The basic income scenario
has the least impact on inequality. In hyper capitalism
scenario, an income tax is more effective and under proto
socialism scenario, the capital tax becomes the more
effective instrument.

The analysis contains a couple of critical assumptions.
The first of these concerns the behavior of the savings rate
as the growth rate declines (Piketty implicitly assumed it
would stay constant). The second relates to the ease with
which it is possible to substitute capita for labor. Shortly
the idea that rising income inequality is an inevitable
consequence of faling growth rates is incorrect. Under the
appropriate conditions, an economy with a declining
growth rate might equally be headed towards lower income
inequality and greater stability of employment.

A decade after the financial crisis, growth rates in
advanced economies have yet to return to those
experienced in the pre-crisis era. A long-term decline in
the rate of labor productivity growth is one debt
overhang, shifting patterns of demand, and the geopolitics
of resource supply play contributing roles. Moreover, the
biggest problem is that the widespread technological
advances facilitated by a ready abundance of high-quality
energy resources in the first seventy years of the 20th
century are no longer available to advanced economiesin
the 21st. The policy strategy hindered technological
innovation, reinforced inequality, and exacerbated
financial instability. Jackson's (2018) important finding is
that maybe this is a time for policy to consider seriously
the possibility that low growth rates might be 'the new
norma' and to address carefully the ‘post-growth
challenge' this poses.

According to World Economic Outlook prepared by
the IMF, the global economy is projected to experience a
stronger recovery in 2021 and 2022 than indicated in
previous forecasts, with global growth projected to
increase a a rate of 6% in 2021 and 4.4% in 2022.
TheIMF aso concluded the global economic recovery
would occur at different speeds across and within
individual countries, the extent of policy support and
various structural conditions. The IMF, the OECD, and
The World Bank all revised their forecasts downward
between late 2019 and mid-2020, reflecting the rapidly
deteriorating state of the global economy and a marked
decline in projected rates of growth. The OECD released
an updated forecast in May 2021 that estimates that
global economic growth declined by 3.5% in 2020. In the
updated estimate, the rate of GDP growth in developed
economies declined by 4.8% in 2020 and by 2.3% in
developing economies.

The updated forecast projects the global economy
could grow by 5.8% in 2021 and 4.4% in 2022; devel oped
economies could grow by 5.5% in 2021 and 3.8% in 2022,
while developing economies could grow by 6.2% in 2021
and 4.9% in 2022. As a consequence of the slowdown in
economic activity in the fourth quarter of 2020 and
projected dlow, but partial recovery in 2021, the OECD
estimated there would be long-lasting effects on the global
economy, including. Output was projected to remain
around 5% below pre-crisis expectations in many countries
in 2022, raising the specter of substantial permanent costs,
disproportionately  affecting vulnerable  populations.
Smaller firms and entrepreneurs are more likely to go out
of business. Many low-wage earners lost their jobs and are
only covered by unemployment insurance, at best, with
poor prospects of finding new jobs quickly.

The economic slowdown is expected to have the
greatest impact on developing and emerging economies
that rely on commodity exports to fund yearly economic
development. Reduced remittances, weaker currencies,
and tighter financia conditions are expected to hurt
developing countries, in addition to lower commodities
export prices and lower global demand for exports.
The pandemic's economic effects were spread through
three trade channels: directly through supply chains as
reduced economic activity spread from intermediate
goods producers to finished goods producers; as a result
of a drop in overal economic activity, which reduced
demand for goods in genera, including imports, and
through reduced trade with commodity exporters that
supplie finished goods producers. Many nations,
according to the IMF, are dealing with a multi-layered
crisis that includes a health crisis, a domestic economic
crisis, falling external demand, capital outflows, and a
drop in commodity prices. As aresult, the IMF stated that
the forecast is contingent on several factors, including the
ability of displaced workers to secure employment,
possibly in different sectors, global supply chain
reconfigurations that affect productivity as companies try
to enhance their resilience to supply disruptions, and the
extent of cross-border spillovers from weaker external
demand as well as funding shortfalls.
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Most developing and emerging economies were
projected to experience a decline in the average rate of
economic growth of 2.2% in 2020, reflecting tightening
globa financid conditions and faling globa trade and
commodity prices. In January 2021, the World Bank
released its updated economic forecast, which indicated that
globa economic growth would reach 4.3% in 2020 and
4.0% in 2021, compared with June 202 projections of -5.2%
for 2020 and 4.2% in 2021, but rise by adower rate of 3.8%
in 2022. The assessment aso concluded that absent
"subgtantial and effective reforms,” the global economy
would experience a decade of "disappointing growth.”

The Bank concluded that the forecast was tilted
toward downside risks. In particular, the Bank assessed
that all regions of the world remain vulnerable to renewed
outbresks of the virus, that there were logistical
impediments to the distribution of effective vaccines, that
there are financial stresses in addition to elevated debt
levels and there is the possibility that the pandemic could
have a more negative effect on incomes and growth.

The World Bank, like the OECD and the IMF,
predicted that the global recession would have the most
significant impact on developing and emerging nations
that rely on global trade, tourism, or remittances from
abroad, as well as those that rely on commodity exports.
In addition, the World Bank predicts that most emerging
and developing countries will expand at their slowest
rates since the 1960s in 2020, with 90% of these
economies experiencing per capita income declines and
many millions of people returning to poverty. According
to the Bank’s baseline scenario, the projected economic
recovery was expected to be slow, reflecting consumption
and work pattern shifts as consumers attempted to rebuild
savings and businesses strengthened balance sheets.

2. RESEARCH METHODS

2.1. CGE Methods

We form economic recovery index which consist of
6 clusters. First cluster is demand side. Second cluster is
supply side. Third cluster is monetary policy. Fourth
cluster is fiscal policy. Fifth cluster related with health
indicator. Finaly, sixth cluster related with institutional
quality.

Projection of Indonesia's economic growth, especially
after the recession due to the Pandemic in 2020, using the
Computable General Equilibrium (CGE) analysis model
developed by Hans Lofgren (2002). The data used is
using the Indonesian Social Accounting Matrix (Sstem
Neraca Sosial Ekonomi) table 2008 with a value
calibrated with the 2019 GDP value as the baseline for
the CGE model. In this CGE Model, the production and
trade block covers four categories: domestic production
and input use; the alocation of domestic output to home
consumption, the domestic market, and exports; the
aggregation of supply to the domestic market (from
imports and domestic output sold domestically); and the
definition of the demand for trade inputs that is generated
by the distribution process. Production is carried out by
activities that are assumed to maximize profits subject to
their technology, taking prices (for their outputs,
intermediate inputs, and factors) as given. In other words,
it acts in a perfectly competitive setting. The CGE model
includes the first-order conditions for profit-maximization
by producers. Two dternative specifications are
permitted at the top level of the technology nest: the
activity level is either a CES or a Leontief. Refer to
Figure 4.

Commodity outputs
(fixed yield coefficients)

Activity level
(CES/Leontief function)

Vaue-added
(CES function)

Primary factors

Intermediate
(Leontief function)

Composite commodities

[ |
Imported Domestic

Figure 4. Production Technology

Source: Lofgren (2002).

According to the default closure, the quantity supplied
of each factor is fixed at the observed level. An economy
wide wage variable is free to vary to assure that the sum
of demands from al activities equals the quantity

supplied. Each activity pays an activity-specific wage that
is the product of the economy wide wage and an activity-
specific wage (distortion) term.
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For the default closure, the latter terms are fixed.
Alternatively, it is possible to assume that a factor is
unemployed and the real wage is fixed. This assumption
may, for example, be appropriate in settings where there
is considerable unemployment for a given labor category.
Compared with the default closure, the only change is
that the economy wide wage variable is fixed
(or exogenized) while the supply variable is flexed
(or endogenized).

Each activity is free to hire any desired quantity at its
fixed, activity-specific wage (which, implicitly, is
indexed to the model numéraire). In this setting, the
supply variable is superfluous; it merely records the total
quantity demanded. Under a third closure, the factor
market is segmented and each activity is forced to hire
the observed, base-year quantity that is, the factor is
activity-specific. This closure may be preferred in short-
run analyses or when there are significant quality
differences between the units of a factor that are used in
different activities for example, units of non-agricultural
capital used in different industrial and service activities.
For this case, the quantities of activity-specific factor
demands and the economy wide wage are fixed while the
activity-specific wage terms and the supply variables are
flexible.

In the CGE model, institutions are represented by
households, enterprises, the government, and the rest of
the world. The households (disaggregated as in the SAM)

receive income from the factors of production (directly or
indirectly via the enterprises) and transfers from other
institutions. Transfers from the rest of the world to
households are fixed in foreign currency. In fact, all
transfers between the rest of the world and domestic
ingtitutions and factors are fixed in foreign currency.
The households use their income to pay direct taxes, save,
consume, and transfer to other ingtitutions. The basic
model version defines direct taxes and transfers to other
domestic ingtitutions as fixed shares of household
income, whereas the savings share is flexible for selected
households. The treatment of direct tax and savings
shares is related to the choice of closure rule for the
government and savings investment balances.

The income that remains after taxes, savings, and
transfers to other institutions is spent on consumption.
Household consumption covers marketed commodities,
purchased at market prices that include commodity taxes
and transaction costs, and home commodities, which are
valued at activity-specific producer prices. Household
consumption is alocated across different commodities
(both market and home commodities) according to linear
expenditure system (LES) demand functions, derived
from maximization of a Stone Geary utility function.

The equations used in this model to represent the
production and demand for national products are
expressed in the following form:

I
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Meanwhile, the institutional equation that plays arolein the CGE model is stated in the following form:
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2.2. Regression Methods

Numerous factors have an effect on the economic
growth and the country development, and one of the most
important ones is gross domestic product (GDP). On the
other hand, many factors also influence the gross
domestic product. In this paper, the GDP is considered as
the dependent variable while there are 10 independent
variables namely credit, labor, total factor of productivity

Model Specification
The standard regression equation is as follows:

(12)

(TFP), human development index (HDI), regulatory
quality, current account balance to GDP, current account
expenditure, internet bandwidth, debt to GDP, and
economic openness. They represent the demand side,
supply side, monetary policy, fiscal policy, headth and
ingtitutional quality. Panel regression was used to
determine the marked coefficients to find whether the
chosen factors impact the GDP.

Ingap,, = C + Bo Mereair;, + Pr EconomicOpennessi + Bz Miapor;, + B3 TFPix +By HDIjy

+fs RegulatoryQuality;, +S, CABalancetoGDP;;, +f3, Currenthealthexpen—~f;,

(13)

+ B lninternetbandwidthn"’ﬁ‘) governmentdebtGDP;+e

The degree to which non domestic transactions (imports and exports) take place and affect

where;
In_gdp GDFP of Country i at year t
In_credit Credit growth of Country i at year t
EconomicOpenness
the size and growth of the national economy of Country i at year t
In_labor Labor growth of Country i at year t
TFP The total-factor-productivity of Country i at year t
HDI The Human Development Index of Country i at year t

RegulatoryQuality

CABalancetoGDP
Currentheal thexpen~f

In_internetbandwidth

governmentdebtGDP
&

The ability of the government of Country i to formulate and implement sound policies and
regulations that permit and promote private sector development at year t

The ratio of the current account balance to the GDP of Country i at year t

Health spending which measures the final consumption of health care goods and services
of Country i at year t

The maximum amount of data transmitted over an internet connection in a given amount of
time of Country i at year t

Country i's public debt to its GDP at year t

The idiosyncratic error term

Dependent Variable

The GDP represents the total value of al the fina
goods and services produced during a specific time
period in a specific territory. GDP is stated in monetary
units, and includes only goods and services intended for
further processing and production. GDP aso indicates the
measure of production activities and it is a generaly
accepted indicator of the condition of a specific economy.

Independent Variable

In this paper, a total of ten factors have been chosen
for analysis as independent variables namely credit, labor,
total factor of productivity (TFP), human development
index (HDI), regulatory quality, current account balance

to GDP, current health expenditure, internet bandwidth,
debt to GDP, and economic openness.

Data Collection

The data of the ten variables of interest (credit, labor,
TFP, HDI, regulatory quality, CA baance to GDP,
current health expenditure, internet bandwidth, debt to
GDP, and economic openness) are obtained from the
WHO database and World Bank Database. The GDP of
countries of origin is introduced as the dependent
variable, which is drawn from the World Bank’s World
Development Indicators (WDI) database. These all use
the annua time series data of the 10 variables between
2010 and 2019 using the 31-selected-country dataset.
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3. RESULTSAND DISCUSSIONS

World Economic Forum (2020) suggest to fighting
the K-shaped curve via a tech-led strategy. Whether it
involves robotic process automation, Al that is fed on
multivariate data, or augmented reality to increase sales
on Facebook and Instagram shop, amost every business

today is now a tech business. Being able to use
technology to address concerns that are not being
addressed by government stimulus packages is the first
and crucia step in ensuring that businesses can remain
operational and shorten the unemployment recovery
curve.

Table 1. Rank of GDP Gap

Rank Country 2021 Gap
1 Iran 9.5
2 India 7.3
3 Argentina 6.6
4 Turkey 5.1
5 Mexico 4.4
6 France 4
7 Spain 3.9
8 United Kingdom 31
9 Germany 29
10 United States 2.9
11 Japan 2.8
12 Italy 27
13 Malaysia 2.7
14 South Africa 2.6
15 Saudi Arabia 2.3
16 Brazil 2.2
17 China 2.1
18 Canada 17
19 Russia 1.7
20 Australia 1.6
21 Netherlands 1.3
22 Korea 1.1
23 Philippines 0.6
24 Thailand 0.3
25 Indonesia -0.2
26 Pakistan -0.4
27 Nigeria -0.7
28 Kazakhstan -1.2
29 Poland -1.8
30 Egypt -2.8

Source: IMF WEO data, processed.

3.1. Regression Result

The result shows that there is a positive relationship
between each dependent variable and the GDP. This
except for economic openness which is negative. That
means that an increase in each independent variable, such
as credit, labor, TFP, HDI, regulatory quality, current
account balance to GDP, current account expenditure,
internet bandwidth, and debt to GDP significantly leads
to an increase in GDP. This while an economic openness
shows a negative relationship with GDP.

Looking at the details on Table 2, we can conclude
from the regression result that a 1% increase in credit

would significantly boost the GDP by 0,246%, and
similarly for al the other variables except for economic
openness. The HDI in fact has the highest coefficient
amongst the other independent variables where an
increasein HDI by only 1 point would significantly cause
an increase to the GDP by more than 331%. Similarly, a
1-poinincreasein TFP has a 27,2% increase effect on the
GDP. Although the coefficient is relatively low, the
current health expenditure variable still has a positive
relationship on GDP, where 1% increase in current health
expenditure would result in an increase of GDP by
0,017%.
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Table 2. Regression Results
Dependent Variableln_gdp

Independent Variable

Coef. St.Err. t-value Sig
In_credit 0,246 0,021 11,51 *xx
EconomicOpenness -0,004 0 -10 *okk
In_labor 0,556 0,028 20,02 *xx
TFP 0,272 0,102 2,67 ok
HDI 3,312 0,296 11,2 o
RegulatoryQuality 0,16 0,034 474 *okk
CABaancetoGDP 0,016 0,004 4,01 e
Currentheal thexpen~f 0,017 0,009 2,05 o
In_internetbandwidth 0,047 0,015 31 i
governmentdebtGDP 0,001 0 1,76 *
Constant (C) -2,598 0,453 -5,74 *xx

Source: Authors Calculation.

3.2. Standard Deviation of Growth

2019 2020 2021 2022

Figure 5. Standard Deviation of Growth in WEO IMF Analysis 2019-2022
Source: IMF World economic outlook database, January 2021.

IMF revised 2021 growth projection for sample countries in April 2021. With this new projection, the correlation
between economic growth and vaccine become higher.

0.206

0.150

0.110

0.100

MF-First Projection MF-Second Projectior

Figure 6. The Correlation between Growth and Vaccine
Source: IMF WEO, John Hopkins Vaccine Progress Database, Processed.
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Figure 7. Economic Growth Average of Sample Countries 2010-2020
Source: WDI Database.

Indonesiais in the 5th position after China, India, Turkey, and Philippines. Malaysia and Vietnam are following the
6th and 7th place. Only two countries in sample that have average negative growth namely Spain and Italy. Argentina,
France and Iran have near zero economic growth.

3.3 Scoring Result

ncA
"":. | | l

Figure 8. Economic Recovery Index
Source: Authors' Calculation.

As shown on Figure 8, five of the highest scoring countries are Singapore, Germany, United States, Netherlands,
and South Korea. Five of the lowest scoring countries are Pakistan, Mexico, Nigeria, South Africa, and Brazil.
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Figure 9. Countries Vulnerableto G Shaped Recovery
Source: CEIC, processed.

As shown in Figure 9, severa counties in samples, including Pakistan, Mexico, Egypt, South Africa, Nigeria,
Indonesia, and Brazil, are trapped in long stagnation. Some low-scoring factors in those countries represent the
variables of weakness that require improvement.

Table 3. Indicatorsvs. Score

Indicators Score

Internet Bandwidth 0.049

Vaccine Rate 0.050

Economic Openness 0.055

Number of hospital bed (per 10 thousand people) 0.062
CA Balance to GDP (%) 0.145

Number of Doctor (per 10.000 people) 0.186
Institutional Quality 0.221

TFP 0.252

LPI Score 0.273

Note: TFP (Tota Factor Productivity); LPI (Logistic Performance Index); CA (Current Account)

Table 4. Index Calculation

Index Calculation

Number of
Country éﬁ'tth M2growmth  LPI Score B!r‘]tmgth HDI Efég‘; D()lcg%()(ger
people)

India 0352241266 0509402575 0.426966292 0.314791086 0.130555556 0.897434247  0.124031008

Brazil 0052619795 0.066210588 0.320224719 0.128841227 0510262346 0.984277089  0.45094832

Mexico 0291617836 0303724305 0.353932584 0002679919 0567824074 0.845089444 0516795866

i?ﬁ:::\ 0.06555451 0 0530325843  0.00507708  0.405169753 0.884012589  0.136950904

Pakistan 02134808 0552115384 0 0.016164335 0 0958125014  0.15503876
Nigeria 0861556008 0.258973896  0.061797753 0 0.045492919 1 0

Indonesia 0407393065 0.508192024 041011236  0.079580485 0343055556 0.831149479 0012919897

Source: CEIC Database, processed by authors.
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Table 5. Recovery Index, Global Normalcy Index, and Resilience Ranking

Nikkei Eco-gc]:reni < Bloomberg
Covid-19 Global Covid-19
Countr Recovery Normalc Resilience Standardized Standardized Standardized
y Index (120 Index (5(3)/ Ranking (53 Nikkei Economist Bloomberg
negara) per 7 negara) per negara) per
Juli 2021 28 Juli 2021 28 Juli 2021
Brazil 79 32 35 1.52 1.56 151
South Africa 120 46 51 1 1.09 1.04
Egypt 72 5 37 167 10 143
Pakistan 69 7 45 1.74 7.14 1.18
Indonesia 110 48 53 1.09 1.04 1
Nigeria 49 3 38 2.45 16.67 1.39
Mexico 59 6 36 2.03 8.33 147

Source: Bloomberg, Nikkei, Economist.

The five countries less likely to be trapped in a long
stagnation  (Singapore, Germany, United States,
Netherlands, and South Korea) score high, particularly on
their ingtitutional quality and health quality. On the other
hand, al the low-performing economies (Brazil, Mexico,
South Africa, Pakistan, and Nigeria) score below 0.47 on
their ingtitutional quality. The five high-performing
economies also score quite high on their health quality.

We further evaluate 7 of the low-performing countries
based on their scores on credit growth, M2 growth, labor
growth, LPI score, internet bandwidth, HDI, tourism
revenue per GDP, Current Account to GDP, number of
hospital beds (per 10 thousand people), tax revenue per
GDP, government debt per GDP, economic openness,
CFR, TFP, Vaccine rate, and Economic Recovery Index as
shown on Table 4. Credit growth shows the rising number
of companies that demand loans from banks when they
start new projects, and Brazil is shown to have the lowest
growth at 0.05. M2 is a measure of the money supply of an
economy that includes cash, checking deposits, and easily
convertible near money, and all the economies' scores are
below 0.5. The Labor growth of these 7 countries is
statistically high. However, the internet bandwidth is low,
with South Africas as low as 0.005 to Indias 0.31 &t the
highest. The logistics performance (LPI) score shows that
the quality of customs, infrastructure, internationa
shipment, logistics, and competence of these 7 countries
are low. The Human Development Index (HDI), a
statistical composite index of life expectancy, education,
and per capitaincome indicators, of al these 7 countriesis
low and below 0.60. Another hedth indicator of an
economy is the number of hospital beds per 10 thousand
people. As expected of these 7 economies, the number is
very low. The debt-to-GDP ratio of al the bottom 7
economies is above 60. This shows that it is unlikely the
country will pay back its debt and the higher its risk of
default. The Case Fatdity Rate (CFR), the probability of
people dying due to a disease in the 7 economies, is high.
The vaccination rates of the 7 economies are also very low,
ranging from 0.005 to 0.127.

Lastly, to assess how countries compare regarding their
recovery capacity, we use Economic Recovery Index,
which measures the degree to which countries have the
right policies, ingtitutions, and factors to recover rapidly.
The recovery index of al 7 economiesis low. We compare
the Standardized Covid-19 Recovery Index (Nikkei, 2021),
the Standardized Normalcy Index (The Economist, 2021),
and the Standardized Covid-19 Reslience Ranking
(Bloomberg, 2021), as shown in Table 5. Nigeria and
Mexico score highest on the Covid-19 Recovery Index at
245 and 2.03, respectively. Therest of the economies
score lowly at around 1.6. Egypt, Pakistan, Nigeria, and
Mexico score highest on the Normalcy Index at 10.00,
7.14, 16.67, and 8.33, respectively. The remaining
economies score around 1.5. The Resilience Ranking of all
economies scores around 1.4.

3.4. Mapping by Cluster

As shown in Figure 10, there are 7 countries with the
highest possibility of a G-Shaped Economic
Development based on our research and scoring.
The 7 most vulnerable countries we identified were, in
order: Pakistan, Mexico, Egypt, South Africa, Nigeria,
Indonesia, and Brazil.

We identified these particular economies mainly
based on their Internet Connectivity, Covid-19 Vaccine
Success Rate, Economic Attractiveness, Hospital
Occupancy Rate, Current National Account Balance,
Available Medica Staff, Quality of Public Services,
Economic Productivity, and Quality of their National
Logistics Networks.

We entered these recovery indices into the table based
on the combination of al research we accumulated.
Thelowest number indicates the country with the most
overall challenging economy. Pakistan was rated very
low in this performance rating because of its very low
position within the first quadrant of the supply/demand
index. South Africa and Indonesia were included in the
same quadrant, with a slightly better performance.
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Figure 11. Monetary Policy versus Fiscal Policy
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As shown in Figure 11, Mexico and Nigeria here are
in quadrant 1, evaluating their monetary and fiscal
performance. This is hurtful to these particular
economies, even though Japan with a leading world
economy has a worst performance in this particular

3.6. Institutional Quality and Health Indicator

section. This indicates that an isolated negative
performance in one section does not automatically put
you in our bottom group of low-recovery-index
economies, all evaluations accumulatively result in the
position of each country.

Institutional Quality vs Health

verage

Figure 12. Institutional Quality and Health Indicator

As shown in Figure 12, al bottom seven economies
show inferior institutional and health quality indicators as
a common factor demonstrating their inferior economic
performance. Both Nigeria and Pakistan show an extreme
lack of economic performances by being present in the
bottom of al three economic evaluations. Even though
China performs negatively in this particular section, the
ingtitutional and health evaluation, the country still shows
a strong economic growth and is now the number 1
economy in the world.

By mapping these results, it can be seen that our
evauation is not merely focused on a strong economic
growth or fisca performance, but it also includes
indications depicting the quality of a country’s welfare,
health and institutional performance. So, for a country to
get a high score in our evaluation needs to perform well
in most indicators.

3.7. CGE Simulation Resultsfor Indonesian Case
Through this model, the Indonesian economy in
particular until 2024 can be projected dynamically. Using

the principle of recursive dynamics in CGE analysis, the
simulation results are shown below in Figure 13.

The analysis assumes that the economic model is
driven by companies, households, and the government in
various sectors of the business economy. The simulation
is carried out by adjusting the output capacity of business
sector to a maximum of 65% in the transportation
business sector; Hospitality;, Food and Beverage
Accommodation; and building/building rental services
until 2022, it is based on the assumption that socia
restrictions in Indonesia would be applied until 2022, so
the economic growth in 2022 is to be projected at 4.5%.
Meanwhile, until 2024 it is assumed that the
transportation sector and rental services capacity
buildings are working only 65% from its full capacity
compared to economic conditions in 2019, it is assumed
that the remote working policy will be adopted
permanently so that the transportation sector does not
return to full capacity as in 2019 and rental services for
companies that does not require a building bigger than
2019 to be the basis for analyzing economic growth
projections in the future years.
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Figure 13. Economic Recovery Projection
Source: Authors' Calculation.

Economic crisis that occurred in 2020 tends to leave
permanent scars on the economy, especialy due to the
Pandemic which caused people's work patterns to adopt
remote working suddenly and permanently. The change
in pattern of course will indirectly reduce the activities of
the affected business sector and reduce peopl€'s income,
especially those who work in the business sector affected
by the pandemic. Despite the decline in the previously
mentioned sectors, the model aso assumes a shift in the
flow of capital and public finances from the
transportation  sector to the Information and
Communications sector as a consequence of reducing
spending of household in the transportation sector to the
Information and Communications sector, particularly
usage of Internet for remote working needs. Indonesian
economy, which is dominated by household
consumption, greatly influences the direction of
Indonesia's economic growth. The contraction of
household consumption due to the decline in economic
activity in 2020 and a shift in economic activity from one
sector to another are the main basis for the recovery and
adjustment of Indonesias economic direction in
conducting simulations. The simulation results show that
until 2024 with the assumptions previously mentioned,
the projection of economic growth isjust only 5%.

Economic growth, which is expected to recover after
the crisis in 2020 to above 5% has not been seen in this
simulation until 2024 and even tends to decline compared
to 2018, which achieved economic growth of 5.2%.
Stagnant economic growth at around 5% and then
continued in 2020, the occurrence of the Pandemic in
Indonesia, which disrupted the macroeconomy without
any substantive economic transformation in search of
new sources of economic growth, will cause stagnation of
economic growth in the future years. In addition, with
improvement in the productivity of the production of
goods/services, Indonesia will have a higher comparative
advantage compared to other countries, thereby
potentially increasing imports of goods/services for
household consumption and reducing economic growth.
This increase in household imports is another effect if the

Economy Recovery Projection

4.5% 5,0% 5,0%
3,9%
2021 2022 2023 2024
economic transformation, especially increasing in

industrial productivity, is not carried out.

38. IMF

The basic purpose of the IMF is to ensure global
monetary stability. In order to attain this goal, one of the
IMF's key functions is to offer emergency loans to
countries undergoing economic crises. The pandemic of
COVID-19 has prompted unprecedented requests for
financial help from the Internationa Monetary Fund
(IMF). More than a hundred of the IMF's 189 member
countries have requested IMF programs. They are willing
to employ the whole IMF's current financial capacity-
roughly $1 trillion-to respond to the pandemic and its
economic implications.

In addition, the IMF has adopted several other policy
measures to strengthen its COVID-19 response.
ThelInternational Monetary Fund (IMF) uses its
Catastrophe Containment and Relief Trust (CCRT), a
donor country trust fund, to cover six months of debt
payments owed to the IMF by 29 low-income nations. In
addition, the IMF established a new Short-Term Liquidity
Line. It is a revolving and renewable backstop for
member nations with sound economic policies that
require short-term and moderate financial assistance to
bolster a country's liquidity reserves. The IMF also
approved recommendations to speed up the Board's
examination of member finance requests for emergency
financing, as well as doubling (to nearly $100 billion) the
amount of money available to members' access to IMF
emergency assistance. The IMF provides funding to poor
and emerging market economies that are short on
financial resources.

IMF urged countries to shift their focus from saving
their economies from collapse to restoring growth-
oriented policy reforms to improve their recovery chances
and make them more sustainable. IMF stated that the
COVID-19 epidemic delayed and reversed several pro-
growth initiatives and that reinstating them can help make
up for output lost during the pandemic. Labor policies
that help retrain people and match them with job
vacancies, as well as reforms that alow for faster

76 06niK i piHaHck, Ne 4(98), 2022
p-ISSN 2307-9878, e-ISSN 2518-1181, www.afj.org.ua


http://www.afj.org.ua

Economics & Management

restructurings and resolution of unviable enterprises, can
help shift workers and capital to more promising,
dynamic sections of the economy, according to Okamoto.
Improved competition policy frameworks, such as those
currently being debated in Europe and the United States,
can help limit market power concentration among a few
firms while fostering more dynamic competition and
innovation.

4. CONCLUSIONS

Covid-19 has created the possibility of being caught
up in stagnhant economic growth. The ability of countries
to recover is determined by various variables such as
demand and supply patterns, monetary and fiscal policies,
as well as variables of health and quality of the country's
institutions. The G-shaped model offers a way to avoid
the G-trap by improving the components of demand and
supply, monetary, fiscal, health, and institutional quality.
This paper's evaluation is not merely focused on strong
economic growth or fiscal performance but aso included
indications depicting the quality of a country's welfare,
health, and institutional performance.

This paper identifies several countries with a high
possibility of being trapped in a G-shaped recovery.
This paper also found the secular stagnation phenomenon
in advanced economies. This paper uses the economic
scoring and indexing methods and the panel regression
model, forming an economic recovery index of 6 clusters
(demand side, supply side, monetary policy, fiscal policy,
health indicator, and institutional quality).

This paper dso employed the Computable Genera
Equilibrium (GCE) smulation analysis mode developed by
Hans Lofgren to project Indonesian economic growth,
particularly after the pandemic, with a value cdibrated with
the 2019 GDP value as the basdline for the CGE modd .

Using 33 country samples, there are 7 countries with the
highest possibility of G-Shaped Economic Development:
Pekistan, Mexico, Egypt, South Africa, Nigeria, Indonesia,
and Brazil. Severa counties in samples, including Pakistan,
Mexico, Egypt, South Africa, Nigeria, Indonesia, and Brazil,
aretrapped in long stagnation.

Using the CGE simulation analysis, it is shown that
until 2024 with the model's assumptions, the projection of
economic growth for Indonesiais only 5%. The changein
work patterns caused by the pandemic reduces the
activities of the affected business sector and reduces
people's income. In particular, those who work in the
business sector. However, the CGE model assumes a shift
in capitd and public finances flow from the
transportation  sector to the Information and
Communications sector. This is caused by the reduction
in household spending in the transportation sector and the
increase in  spending in the Information and
Communications sector, mainly using the Internet for
WFH needs.

In Indonesia, the direction of economic growth is
greatly influenced by household consumption. Thus, the
contraction of consumption becomes the basis for
recovery because of the shift in economic activity from
one sector to another. It is the basis for the recovery and
adjustment of Indonesiads economic direction in

conducting simulations. It is worth considering future
research in using the framework of the circular economy
model to find new possible projections of future global
economic growth (more appropriate global prosperity).

5. RECOMMENDATIONS

The 7 out of 33 country samples analyzed make up
15.41 percent of the globa population or 5.83% of GDP.
Thus, joint global action and efforts to make
improvements in these economies are extremely
important. For comparison, the low-performing
economies differ in many quality attributes compared to
the high-performing economies. The five highest score
countries  (Singapore, Germany, United States,
Netherlands, and South Korea) have several common
atributes demonstrating their superior economic
performance. These countries perform well, particularly
in their ingtitutional and health quality indicators.
The top-performing economies are also superior in other
economic aspects such as Internet Connectivity, Covid-19
Vaccine Success Rate, Hospita Occupancy Rate,
Available Medical Staff, Economic Productivity, and
Quality of their National Logistics Networks.

The 7 low-performing economies, however,
extremely lack these attributes. They score exceptionally
high in tourism revenue-per-GDP and their debt-to-GDP.
Their high debt-to-GDP ratio puts them at risk of default.
However, these economies tend to generate a large
number of their income from tourism revenue and
foreign-exchange earnings, which are common traits of a
developing country. It is thus very important for these
economies to attain development; however, they require
assistance and financid ad from international
organizations to continue their development. Their low
performance on credit growth and LPI scores indicates
low economic activity, as only some companies can
borrow from banks to start new projects. Thus, the
improvement of the GDP growth rate, deposit growth,
solvency ratio, and banks efficiency may positively
influence credit growth. Improving The Human
Development Index is aso very crucial. The economies
must focus on good public health measures to raise life
expectancy. They score low on the number of hospital
beds, low on the vaccination rates, and high on case-
fatality rates, thus, developing hedlth infrastructure is
key. Also, they need to take fundamental measures to
increase hedth literacy, improve the quality of health
services, and develop other supporting elements such as
equipment, access, information technology, systems,
staff, water quality, sanitation, and others. The education
levels can aso be raised rapidly by improving internet
access and educational institutions. Improving GDP will
need appropriate measures and varies from country to
country. However, one that will suffice for Singapore is
combating corruption. Lastly, based on the economic
indexes, the economies have much to improve on their
policies, institutions, and other factors in place to develop
and recover rapidly. This means applying differentiated
policies to the economy's needs, which helps
policymakers prioritize policies that support economic
growth while improving living standards.
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