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Motivation …Motivation …

The global recovery has suffered several setbacks ….

• Global activity has decelerated … this deceleration has been broad based
oAE: euro area problems and inadequate policies in key economies.
o EME: Spillovers from AE weakness, domestic imbalances.

• Cloud of uncertainty weighs on the outlookCloud of uncertainty weighs on the outlook

• Global output growth for 2012 is projected at 3¼% (3.8% in 2011)

• The risk of a global recession for 2013 has risen … (WSJ)
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But … What is a Global Recession?

“L di i d b i l d t lki b t " l b l i "“Leading economic and business leaders are talking about "a global recession". 
But it is not easy to define. … Even for national economies the word 
"recession" has more than one meaning…. I have heard several different 
thresholds …for judging whether a year counts as a recession. Global output 
growth below 3%, 2.5%, and 2% have all been suggested”.  Andrew Walker, BBC 
News, 10/2/2009. 

“M i di i h l b l i i h 1930“Many economists are now predicting the worst global recession since the 1930s. 
Such grim warnings discourage spending by households and businesses, 
depressing output even more. It is unfortunate, therefore, that there is so much 
confusion about what pundits mean when they talk about a “global recession”. 
…. The trouble is that there is no agreed definition of a global recession. The 
Economist, November 6, 2008

Limited understanding of global cycles.
Three questions ….

Limited understanding of global cycles.
Three questions ….

• What is a global recession/recovery? What are they 
features? 

• How different are the latest global recession and 
ongoing recovery?ongoing recovery?

• How are national cycles related to global cycles?
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Q1: What is a global recession/recovery? Q1: What is a global recession/recovery? 

 A global recession corresponds to a contraction in the world per-A global recession corresponds to a contraction in the world per
capita GDP and other measures of global activity. 
o They involve highly synchronized declines in global activity.  
o 4 global recessions episodes: 1975, 1982, 1991, 2009

 A global recovery corresponds to a rebound in worldwide activity. 
The orld econom ret rned to the pre recession le el of o tp tThe world economy returned to the pre-recession level of output 
within a year.

 Financial variables fluctuate sharply around these episodes.

Q2: How different are the latest global recession and 
ongoing recovery?

Q2: How different are the latest global recession and 
ongoing recovery?

 The latest global recession has been the most severe andThe latest global recession has been the most severe and 
synchronized of the past half century. International trade and 
capital flows collapsed.  

 The latest global recovery has been comparable to earlier 
ones However it has been the weakest recovery for the AE andones. However, it has been the weakest recovery for the AE and 
the strongest one for the EME.
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Q3: How are national cycles related to
the global cycle?

Q3: How are national cycles related to
the global cycle?

 National cycles are tightly linked to the global cycleNational cycles are tightly linked to the global cycle. 

 They are more sensitive to the global cycle during global 
recessions than during global expansions 

Important non-linearities reflecting sharp and sudden effects of global developments on 
national economies.

 The degree of sensitivity to the global cycle differs across 
countries.
o AE and EMEs are more sensitive to global developments than developing countries.  
o Countries are more sensitive to global cycle, the more integrated they are.

Why is there confusion about the global recessions 
and expansions?

Why is there confusion about the global recessions 
and expansions?

 Not easy to map simple rules used to identify nationalNot easy to map simple rules used to identify national 
recessions (i.e. two consecutive quarters of decline in GDP). 

A recession by definition means a contraction in GDP.  The 
world GDP hardly ever registers a contraction.

Our study is the first one to provide a comprehensive analysis of global recessions 
and recoveries and that examines the relationship between national cycles and global 
cycles.
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Why global cycles?
In the past, it was enough to study AE cycles… No longer.
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How to think of global cycles?How to think of global cycles?

At the national level—NBER and CEPR Use of statisticalAt the national level NBER and CEPR. Use of statistical 
and judgmental methods.
o Statistical method: Identification of output cyclical peaks and troughs. 
o Judgmental method: Broad set of indicators to reach judgment on whether there 
is recession.  Burns and Mitchell (1946).

At the global level.  Ditto. 
o Statistical method: Identification of world output per capita peaks and troughso Statistical method: Identification of world output per-capita peaks and troughs.

• World output per-capita takes into account heterogeneity both in population growth 
rates and trend growth. 
• Bry and Boschan (1971), Harding and Pagan (2002). 

o Judgmental method: Broad set of world activity indicators (output per-capita, IP, 
unemployment, oil consumption, trade and capital flows).  
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DatabaseDatabase

 Use extensive database for a wide range of indicators ofUse extensive database for a wide range of indicators of 
economic activity.

o Real sector: GDP, consumption, investment. 
o Activity and prices: industrial production, trade, unemployment and inflation.
o Financial sector:  Credit, equity prices, house prices, and capital flows.

 Data covers 180 countries during 1960-2011.

 Rely on well known databases: WEO, IFS, OECD, etc.

What is a global recession?

• A global recession is defined as a decline in world real GDP per capita 
accompanied by a weakening in several indicators.   

• Since 1960, there are four global recessions:  1975, 1982, 1991, and 2009.

• The 2009 recession is the most severe and synchronized episode.

• The average decline in world per-capita output is  ¾ percent during these 
episodes; about 3 percentage points lower than the average. 
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Global Peaks and Troughs …
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Global Recessions 
there are 4 episodes …
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Unemployment rises …
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Oil consumption typically falls
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Total trade typically drops…
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Financial markets weaken …
particularly stock and housing markets
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Inflation and interest rates typically fall …
as monetary policy eases
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Highly synchronized events
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Global Recessions: Summary …

• In a global recession, world real GDP per capita falls accompanied by a 
weakening in several indicators.   Financial markets weaken 
significantly. These developments are highly synchronized.

• There  are four global recessions:  1975, 1982, 1991, and 2009.

Th 2009 t d th t d h i d l b l• The 2009 one stands as the most severe and synchronized global 
recession.

• The average decline in world per-capita output is  ¾ percent during 
these episodes. 
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What is a global recovery?

A d t b d i ld id ti itA recovery corresponds to a rebound in worldwide activity.

 Driven by a pickup in c, i, and international trade.

 The recovery from the 1975 recession has been the strongest one in terms of output 
growth.

U l i hi h d i Unemployment remains high and persistent.

 Financial markets strengthen,  however, house prices tend to be depressed by two-
three years.

World real GDP per capita rebounds …
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Global Recovery led by a rebound in IP  …
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Employment, however, does not improve …
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World oil consumption rises …
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Trade flows rebound sharply…
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And so do capital flows …
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Financial markets also recover …
except for house prices which tend to lag
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Mixed behavior of inflation and interest rates
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Global recoveries: Summary

In a recovery worldwide economic activity reboundsIn a recovery, worldwide economic activity rebounds

•Driven by a pickup in c, i, and international trade.

•The recovery from the 1975 recession has been the strongest one in terms of output 
growth.

•Unemployment remains high and persistent.

•Financial markets strengthen,  however, house prices tend to be depressed by two-three 
years.
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How different are the latest global recession and 
ongoing recovery?
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Legacies of crisis led to disappointing growth in 
consumption in AE’s …

Real Consumption (per capita, PPP weighted growth)
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and weak growth in investment in AE’s … But not in 
EMEs.

Real Investment (per capita, PPP weighted growth)
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Credit and housing markets remain weak in the AEs 
… But not in EMEs
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Labor markets are weaker than in past recoveries …
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How different are latest global recession and ongoing 
recovery?--Summary

•The latest global recession has been the most severe and most•The latest global recession has been the most severe and most 
synchronized one.  

o Trade and capital flows collapsed.  Financial markets very deteriorated.

• The latest global recovery is comparable to previous ones.  
However,However,

o Uneven nature of the recovery: Weakest recovery for the AE; strongest for EMEs

o Labor markets are weakest during ongoing recovery than in earlier episodes.

o The 1991/2009 recoveries have been affected by challenges in Europe.

How are national cycles related to
global cycles?

National and global cycles are closely intertwined …

• National cycles move in tandem with the global cycle.

• National cycles are more sensitive to the global cycle during recessions than they are 
during expansions …

• More open economies tend to fluctuate more closely with the global cycle.
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Linkages between national and global cycles

Global Recession Global Expansion Full Sample

(3) (6) (11)

Output Growth (Lagged) 0.463*** 0.277*** 0.285***

Rest of the World Output Growth 1.469*** 0.710*** 0.706***

Rest of the World Output Growth x 0.519**
     Global Recession Dummy

Real Libor Rate 0.095 -0.121*** -0.122***

Real Libor Rate x 0.165***
     Global Recession Dummy

Notes : The dependent variable is the growth rate of per capita real GDP in each country.   ***,**,* 
denote significance at 1 percent, 5 percent, and 10 percent levels, respectively. All regressions include 
fixed effects.

National and global cycles: Country groups

Advanced Countries Emerging Markets Developing Countries

(5) (10) (15)

Output Growth (Lagged) 0.260*** 0.279*** 0.287***

Rest of the World Output Growth 0.680*** 0.670*** 0.684***

Rest of the World Output Growth x 1.333*** 0.768* 0.233
     Global Recession Dummy

Real Libor Rate 0.235*** -0.183*** -0.228***

Real Libor Rate x 0.103 0.169 0.190**
     Global Recession Dummy

Notes : The dependent variable is the growth rate of per capita real GDP. ***,**,* denote significance at 1 
percent, 5 percent, and 10 percent levels, respectively. All regressions include fixed effects. 
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National and global cycles: Does integration mater? 

(2) (3) (5) (6)

Output Growth (Lagged) 0.259*** 0.261*** 0.260*** 0.260***

Rest of the World Output Growth 0.543*** 0.502*** 0.646*** 0.494***

Rest of the World Output Growth x 0.273*** 0.207*** 0.212***
Trade Openness

Rest of the World Output Growth x 0.969*** 1.166*** 0.993***
Global Recession Dummy

Real Libor Rate -0.120*** -0.140*** -0.183*** -0.183***

Real Libor Rate x  Global Recession Dummy 0.170** 0.201*** 0.187***

Real Libor Rate x  Financial Openness 0.0291** 0.0300**

Notes: The dependent variable is the growth rate of per capita real GDP in each country.  ***,**,* denote 
significance at 1 percent, 5 percent, and 10 percent levels, respectively. All regressions include fixed effects.

National and global cycles: Summary

• National and global cycles are closely intertwined …

• National cycles move in tandem with the global cycle.

• National cycles are more sensitive to the global cycle during recessions than they 
are during expansionsare during expansions …

• More open economies tend to fluctuate more closely with the global cycle.
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Take aways …

Th ld i d 4 l b l i / i i 1960• The world economy experienced 4 global recessions/recoveries since 1960.

• Global recessions feature synchronized declines in worldwide activity.  Global 
recoveries are accompanied by a rebound in activity, driven by a pickup in c, i, and 
trade.

• The 2009 recession has been a unique episode. The recovery from this recession, 
however has been comparable to previous episodes The AE and EMEs havehowever, has been comparable to previous episodes.  The AE and EMEs have 
followed different paths.

• National cycles are tightly linked to the global cycles.   The sensitivity of national 
cycles is more pronounced during global recessions.  More integrated economies 
tend to be more sensitive to the global cycle.

Thank You!
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The Great Recession—The Onset: 
2007                          2008

The Great Recession
2009
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The Great Recession—Ending
2010                          2011

The Nineties Recession--Onset
1989                              1990
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The Nineties Recession
1991

The Nineties Recession--Ending
1992                             1993


