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Overview

Despite some improvements in global financial ctods and reduced short-term risks, the
world economy continues to expand at a subdued. geter a marked downturn over the past
two years, global economic activity is expectedltowly gain momentum in the second half of
2013 and 2014 on the back of accommodative mongitaligies in developed and developing
economies. Most world regions are likely to seeaenate pick-up in activity, but growth will
continue to be below potential and employment gadispecially in developed economies, will
remain weak at best. The short-term risks assatiaith the situation in the euro area, the fiscal
adjustments in the United States and the econdmicdswn in large developing countries have
diminished, but not disappeared. At the same tiney medium-term risks have emerged,
including possible adverse effects of unconventiomanetary measures in developed economies
on global financial stability. These risks have thetential to once again derail the feeble
recovery of the world economy. The main priority fmlicy makers worldwide should therefore
be to support a robust and balanced global recoweitih a focus on promoting job creation.
International policy coordination needs to be emleanto mitigate negative policy spillovers,
curb protectionism, promote cooperation in refognithe international financial system, and
ensure sufficient resource flows to developing eoaes, and in particular the least developed

countries.



Global macroeconomic prospects

Subdued global growth in 2013, some improvementestpd for 2014

Despite some improvements in global financial cbods and reduced short-term risks, the
world economy continues to expand at a subdued. gdter a marked downturn in 2012 and a
weak start in 2013, global economic activity is @xed to slowly gain momentum in the coming
quarters, but improved growth will not registeriu014. Most world regions are likely to see a
moderate recovery, but growth will generally remb&low potential. In the baseline outlook,
global growth has been revised slightly downwadirfithe forecasts presented in January 2013.
Growth of world gross product is now projected & @er cent in 2013, the same pace as in 2012,
before accelerating to 3.1 per cent in 2014 (Sele th).

The risk of a renewed sharp downturn in globalvitgtihas declined over the past six months as
policy measures taken in major developed econoimédsed stabilize consumer, business and
investor confidence. In the euro area, financiakkaia conditions have improved, sovereign
spreads of the crisis countries have fallen, andigk of a near-term breakup has declined. In the
United States, policy makers avoided a very shiagalf contraction, although lower government
spending will weigh on economic activity in 2013dasignificant budget uncertainties remain. In
Japan, the monetary and fiscal authorities havemaken bold expansionary measures in early
2013 to overcome deflation and restore growth, eéliengh the effects of these policies have yet
to be seen.

Although tail risks have fallen, real economic wityi in developed economies has so far
remained weak. Aggregate demand is held back b} kigemployment and simultaneous
deleveraging in the private and public sectorshwibst Governments continuing to pursue fiscal
austerity. The drag on economic growth from theseois is likely to diminish slowly in the
second half of 2013 and 2014. Supported by veryraowdative monetary policies and
somewhat improved confidence, private demand ie&bwegl to pick-up from the current low level,
especially in the United States. Fiscal policyxpeaxted to become less contractionary in 2014 in
most European countries and the United States.

Developing countries and economies in transitiomiooe to register much stronger growth than
developed economies. In response to the economiaeivn in 2012, many of them, including
some large countries in East Asia, South Asia aathLAmerica, adopted more expansionary
monetary and — to a lesser extent — fiscal politdestrengthen domestic demand. This, along
with a slight upturn in external demand, shouldvie a lift to economic growth in 2013. The
pick-up in growth will, however, be slower than yimusly estimated as many large economies in
this group, including Brazil, China, India and Ras$ace significant structural challenges.
Potential growth in many developing countries kelly lower than before the global financial
crisis; China, for example, is in the process dftislg to a lower but potentially more sustainable
and balanced growth trajectory. The least develmoentries (LDCs) are projected to see faster
growth in 2013 than in the past two years. Howewatth commodity demand moderating and
Official Development Assistance (ODA) falling, tipace of expansion in LDCs will still be
notably slower than during the period 2004-08.



Table 1

Growth of world output
(Annual percentage change)

Region 2007-2010" 2011 2012 2013° 2014°
World 1.8 2.8 2.3 2.3 3.1
Developed economies 0.3 1.4 1.2 1.0 2.0
United States of America 0.2 1.8 2.2 1.9 2.6
Japan 0.0 -0.6 2.0 1.3 1.6
European Union 0.3 15 -0.4 -0.2 1.3
EU15 0.2 1.4 -04 -0.2 1.3
New EU Members 2.2 3.2 0.8 1.1 2.2
Euro area 0.2 1.4 -0.6 -0.4 1.1
Other European 11 1.6 1.9 1.7 2.2
Other developed countries 1.6 2.5 2.6 2.0 2.7
Economies in transition 2.7 4.5 3.2 3.0 3.7
South-Eastern Europe 1.2 11 -1.2 0.9 1.8
Commonwealth of Independent States and Georgia 2.9 4.8 35 3.2 3.9
Russian Federation 2.4 4.3 3.4 2.9 3.5
Developing economies 5.8 5.8 4.6 5.0 5.4
Africa 4.7 1.0 51 4.6 5.1
North Africa 4.1 -6.1 7.7 3.7 4.6
Sub-Saharan Africa 4.9 4.5 4.0 5.1 5.4
Nigeria 6.9 7.4 6.6 6.8 7.0
South Africa 2.5 3.5 2.5 2.8 3.8
Others 6.1 4.1 4.1 5.9 5.7
East and South Asia 7.5 6.9 55 5.8 6.1
East Asia 7.7 7.1 5.9 6.1 6.3
China 10.8 9.2 7.8 7.8 7.7
South Asia 6.8 6.4 3.9 4.7 5.4
India 7.8 7.5 5.1 5.5 6.1
Western Asia 3.4 6.8 3.1 3.4 3.8
Latin America and the Caribbean 3.4 4.3 3.0 3.6 4.2
South America 4.6 4.5 2.5 35 4.2
Brazil 4.6 2.8 0.9 3.0 4.2
Mexico and Central America 1.2 4.0 4.0 3.9 4.1
Mexico 0.9 3.9 3.9 3.8 4.1
Caribbean 3.6 2.7 2.5 3.0 3.7
Least developed countries 6.9 3.4 3.8 5.8 5.7
Memorandum items:
World tradé 3.0 6.9 2.7 3.5 5.0
World output growth with PPP-based weights 3.0 3.7 3.0 3.1 3.8

Source: UN/DESA.

& Average percentage change.

b Partly estimated.

¢ Forecast, based in part on Project LINK.
4 Includes goods and services



Labour markets: more pain in the euro area

The employment situation remains a key policy @mge in many countries as the world
economy continues to expand well below potentighe TSituation is, however, extremely
heterogeneous across regions. Among developedrezgjninemployment is most severe in parts
of the euro area, which continue to see sharp actitns of economic activity amid stringent
fiscal austerity programs. In early 2013, the unleypent rate increased to 26.7 per cent in
Spain and at 27.2 per cent in Greece, with yougmpioyment rates exceeding 59 per cent. In
addition, unemployment is still on the rise in atkero area countries such as Belgium, Finland,
France and Italy. Average unemployment in the anea reached a new all-time high of 12.1 per
cent in March 2013, and is forecast to average ger&ent in 2014 (see figure 1).

Figure 1
Unemployment rates in selected developed countriesd regions
(seasonally adjusted), January 2008-March 2013
(Percentage)

Jan- Jul- Jan- Jul- Jan- Jul- Jan- Jul- Jan- Jul- Jan-
2008 2008 2009 2009 2010 2010 2011 2011 2012 2012 2013

United States — Greece —taly
= Spain = Euro Area = Germany

Source: Statistical Office of the European Commission aimited States Bureau of Labour Statistics.

The unemployment rate in the United States, byrasththas further declined in recent months,
although it remains high by historical standardsApril 2013, the unemployment rate stood at
7.5 per cent, down from 8.1 per cent a year agmeSturther improvement is expected in the
outlook period, with unemployment averaging 7 pentcin 2014. Still, this trend masks a
significant decline in labour force participatiomhich fell to 63.3 per cent in early 2013, the
lowest level in the last three decades. Long ten@mployment remains near historically high
levels.

In most developing regions, labour markets havesnéfered as extensively from weak demand
as in developed economies. Furthermore, unemployraées in some emerging economies have



dropped below the levels seen before the finamcisls, particularly in South America and East
Asia. In both regions, the employment outlook hesained robust in the face of the recent
economic slowdown. By contrast, employment continteebe a key problem in many African

countries, despite relatively high growth ratesrothee past few years. Developing countries
continue to face many structural labour market lehgkes, such as low participation rates,
particularly among women; high youth unemploymdatge informal sectors; high shares of
low-quality jobs and slow productivity growth. Emogiment-population ratios remain particularly

low in North Africa and Western Asia. In South Agimployment-population ratios have come
down significantly; India, for example, faces thmvest employment-population ratio in two

decades as only about one third as many womemaeged as men.

Youth unemployment rates are an ongoing problemast world regions, although the factors
contributing to those rates differ. In countrieslsas Algeria, Egypt and Turkey there is a lack of
opportunity especially for more educated membersheflabour force. While unemployment

rates have come down over the past few years inyrhatin American countries and have

remained close to historic lows, youth unemploynrates are often much higher, for example in
Argentina and Brazil. In East Africa and South Atbiare is a more pervasive lack of opportunity,
coupled with a bifurcated labour market and a $icgmt percentage of the population relegated
to the informal sector.

Trade: Weakness in developed economies persists

After slowing in 2012, growth in international teads projected to pick up moderately in 2013
and 2014, in line with the expected mild recovergiobal aggregate demand. Notably, the ratio
between the growth of world trade and the growtlglobal output may be at a lower level than
before the global financial crisis. While before ttrisis global trade growth used to be twice as
high as global output growth, the ratio has regeimtlen close to 1.

In 2012, global trade volume growth declined sharta only 2.7 per cent as a result of a
synchronized slowdown in import demand in developednomies and many large developing
countries. In Europe, import demand contracted,scamed by austerity measures, private
deleveraging and rising unemployment. Import groat$o weakened markedly in some large
emerging economies, notably China, which had aifsignt effect on exports by many resource-
rich developing countries.

In 2013, growth in the global trade volume is f@sicto recover slightly to 3.4 per cent, before
strengthening to 5 per cent in 2014. This trendlkisly to be driven by slowly rising import
demand from developed economies and a moderateupidk demand from most developing
regions, in particular East Asia and Latin Amerécal the Caribbean. In Africa, trade growth is
projected to be lower in 2013 than in the previgear, when North Africa saw a sharp rebound
from a collapse in trade in 2011 in the wake oftfwall instability.

Commodity prices face downwards pressures

International prices for primary commodities remalevated by historical standards, but face
downward pressure in the outlook period. In 201® &ggregate commodity price index is
expected to decline marginally owing to feeble glodemand. In addition to the underlying
trends in supply and demand, other factors such stsonger US dollar and a potential move of



investors towards equity markets may also exertmeavd pressure on commodity prices. A

further decline of average commodity prices by [3eB cent is forecast for 2014 as supply for

metals and oil is likely to expand and the dolkrekpected to strengthen against other major
currencies. However, price trends for the differeminmodity groups are expected to somewhat
diverge in the near-term.

Oil prices remained elevated during the first ledl2013, although oil supply continued to exceed
demand, following Saudi Arabia’s activation of sfgrant spare capacity in 2012. Elections in

the United States and Israel in late 2012 somevdwatred the risk of an abrupt escalation of
geostrategic tensions in the Middle East, but Saildoutput decreased by almost 1 million

barrels per day in the same period. The Brentrakgoriefly jumped to almost $120 per barrel in

February 2013, before declining to below $110 perdd. In the baseline outlook, assuming no
escalation of geostrategic tensions in the Middistnd no shock in financial markets, the price
of Brent crude is expected to average $110 peebgb) in 2013 and to decrease to $100 pb in
2014, as demand from developed countries contituuelecline and the United States and Iraq
attempt to step up production.

By contrast, the price of metals and minerals iaseel moderately at the end of 2012 and early
2013, partly as a result of tentative signs ofraproved economic outlook. In March and April,
however, prices decreased noticeably. On an anmasiks, metal prices are projected to rise
slightly in 2013 in line with an expected pick-up global industrial activity during the year.
However, higher production will clearly limit theripe increases, for example for aluminium,
zinc, nickel and copper. In 2014, metal pricesexgected to decline somewhat on the back of
further expansions in supply and lower investmeatvth in China.

Prices of agricultural commodities, which stoodaatelatively high level in early 2013, are
expected to moderate slightly later in the yeaairasg the backdrop of supply increases. Provided
the extremely unfavourable weather conditions, Wwitaused a supply-side shock in the second
half of 2012, are not repeated in 2013, improvewdsts should lead to lower average prices for
many basic staples such as maize, soybeans and. Whesany cases, elevated prices in recent
years have encouraged farmers to increase theingaateas. Rice prices should continue to
decline due to ample supply. The recently obsepreference of portfolio investors for equity
markets could further soften the upward pressurnerimes of agricultural commodities. However,
for certain staples such as maize and wheat,¢otedumption in 2013 is still expected to outpace
production, leading to a further tightening of &t®cThe need to rebuild stocks, together with the
ongoing demand for biofuels and the meat industilf,sustain the prices of these staples at a
relatively high historical level.

Global inflation slowing further

Despite the massive monetary easing by major ddwargs, inflation remains tame worldwide,
partly reflecting large output gaps and high unewplent. Global inflation is projected to
moderate further in 2013 to 2.6 per cent, down fta@hper cent in 2012. This decline mainly
results from somewhat lower inflation in the Unitethtes and the EMU countries in the face of
subdued demand, continued high unemployment anthioed energy and food prices. In the
economies in transition, by contrast, inflatioreigected to accelerate from 6 per cent in 2012 to
7.3 per cent in 2013 as utility prices, nominal em@nd public spending put upward pressure on
prices. Average inflation in the developing econesnivill increase slightly from 5.4 per cent in
2012 to 5.6 per cent in 2013. This increase wathsfrom both cyclical factors, including a pick-
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up in demand in parts of East Asia and Latin Ansgeand the Caribbean, and one-off policy
measures like lower fuel subsidies and higher mimmnwages. In addition, various economies,
especially in South Asia and Africa, will continteeface high inflation rates owing to a number
of structural factors such as energy shortagesatld inflationary expectations, changes in
subsidy schemes and local food price conditions.

In 2014, global inflationary pressures are expedtedemain mild even as economic activity,
particularly in developed countries, strengtheapai is forecast to see a jump in inflation owing
to a hike in the consumption tax and the BOJ’'s neantitative easing program. Inflation in the
euro area is expected to fall slightly in 2014 assistently high unemployment keeps wage
pressures very low. Most developing regions areljito see a moderate decline in inflation in
2014 as international prices of oil, food and neet@hse. The LDCs will continue to record
somewhat higher inflation, but further declineaifirthe high level in 2012 are expected.

Renewed increase in capital flow volatility posessks, especially for emerging
economies

Global financial conditions have somewhat improwedhe first half of 2013 as new policy
initiatives in developed economies reduced the -texan tail risks for the world economy.
Increased global liquidity and higher risk appetiteong investors have led to rising asset prices
in developed countries, while also pushing up e&fibws to emerging economies in early 2013.
These capital flows have been dominated by poatfioivestments, especially in corporate debt.
In many emerging economies, large corporations haken advantage of low borrowing costs.
Bond markets in East Asian countries as well as itteand Turkey saw particularly large
inflows in late 2012 and early 2013. Net equityw$) by contrast, have fluctuated considerably
during the first half of 2013. After increasing stamtially at the beginning of the year, there has
been a sharp reversal in May and June, after tlierkk Reserve Bank of the United States
indicated a reduction in its monthly bond purchaddsanwhile, cross-border bank lending
displays a more heterogeneous pattern across sedioremerging Europe, cross-border bank
lending continues to be subdued, but in other ec@ms)tsuch as Brazil and the Russian Federation,
bank lending rebounded sharply in the first quaér2013. Foreign direct investment to
emerging economies also strengthened since mid;20t2developing countries are expected to
remain the main recipients of these inflows inrlear term.

In the medium run, the upward trend of private tglows to emerging economies is expected
to continue as considerable growth and interestddterentials remain. However, there is likely

to be significant volatility in short-term intermatal capital flows given potential changes to the
currently prevailing extraordinary liquidity condihs. This uncertain environment poses
considerable risks for emerging economies. If tre@lgal phasing-out of the quantitative easing
program in the United States substantially increasgital outflows, emerging economies could
see further notable declines in equity and bondketar Heightened downward pressure on
nominal exchange rates in developing countriescconhke additional monetary easing more
complicated or even require higher interest rabesthe other hand, if QE programs continue or
are expanded there could be a new round of largigat@nflows in the second half of 2013 and

2014, which could lead to an appreciation of domesirrencies, excessive credit growth and to
a build-up of significant leverage and asset pticdobles. Corporate leverage and foreign
exchange denominated debt have indeed been ois¢hi@ parts of East Asia and Latin America,

potentially causing an increase in balance shekst and heightened vulnerability.
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In contrast to private capital flows, official déspment assistance declined in the past year.
Total flows from member countries of the Developiné@ssistance Committee (DAC) of the
Organization for Economic Cooperation and Developm@ECD) amounted to US$ 125.7
billion in 2012, down from US$ 133.7 billion in 2D1a 6 per cent fall in nominal terms. In
constant dollars, this represented a fall of 4geert in net ODA disbursements to the developing
countries. This is the first time since 1997 the ODA volume decreased in two consecutive
years. Most of this fall was due to less contritmutirom DAC members from the European
Union, many of which were engulfed in severe fispahstraints. The combined DAC donor’s
ODA was equivalent to 0.29 per cent of their coredigross national income (GNI), widening
the delivery gap to 0.41 per cent of GNI from O@Bd cent in 2011 towards meeting the UN
target of disbursing 0.7 per cent of donor counti@NI. Preliminary results of the OECD survey
of donors’ forward spending plans indicate that @ouProgrammable Aid (CPA) (a core subset
of aid that includes programmes and projects, whigh used to predict trends in total aid) is
expected to stagnate during the period 2014-201 af temporary recovery in 2013 due to
increases in contributions from some larger donors.

Exchange rates: Yen depreciates sharply; emergingoreomies’ exchange rates
experience significant volatility

Since September 2012, there have been two majudii@ international currency markets. First,
the Japanese yen has depreciated sharply agdinsijal currencies following the fundamental
changes in the country’s monetary policy strategge(figure 2). Against the dollar, the yen
depreciated by 25 per cent between September 2@l ®1ay 2013. The sharp weakening of the
yen has put particular pressure on the export indgsof some East Asian countries, notably the
Republic of Korea. Policymakers in several cousthiave expressed concerns over the shifts in
export competitiveness related to the recent degirec of the yen.

Second, the currencies of many large emerging esi@msohave fluctuated substantially since late
2012. From September 2012 to April 2013, most doimesirrencies appreciated significantly,
mainly as a result of rising capital inflows in tli@ce of additional quantitative easing in
developed countries. Upward pressures on the ratiomrencies were particularly noteworthy in
Brazil, Mexico, the Philippines and Thailand. Thiei@se renminbi also continued to strengthen
gradually, reaching a 19-year high against theadafi the second quarter of 2013 (see figure 2).
However, the appreciation trend has been notablgrsed in most countries since May 2013.
With the exception of China, the currencies of agimey economies have depreciated sharply
against the dollar as a result of the reduceddiguprospects in developed countries, particularly
the United States. Currencies of countries withdazurrent account deficits, such as India, South
Africa and Turkey, have seen particularly strongvaaard pressures. In the near-term, the
gradual phasing-out of the quantitative easingkisly to increase exchange rate volatility in
emerging economies.
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Figure 2
Nominal effective exchange rate: Japan and selectesmnerging economies,
September 2012 - May 2013
(Index: September 2012 = 100)
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Source: UN/DESA, based on data from the Bank for Inteoral Settlements.
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Regional prospects

Developed economies

United Sates

The economy of the United States started 2013 aitkbound from the stagnation of the last
qguarter of 2012. The rebound was accompanied bstautial gains in equity prices, a notable
recovery in the housing market and moderate emmoyrgrowth. These improvements were
largely driven by the ever-increasing purchasetonf-term securities by the Federal Reserve
Bank (Fed), as well as Congress’s agreement totaiaiincome tax rates for a majority of
households. However, the automatic government spgradits, which began in March 2013, are
expected to weigh on economic activity over the @sthe year, restraining the fledgling
recovery in private consumption and business imvest. Meanwhile, external demand from
major trade partners is expected to remain ladldugdn the positive side, continued support is
expected from the Fed, which committed itself tointaan an extremely accommodative
monetary stance as long as the unemployment ratgime above 6.5 per cent and the projected
inflation rate is not above 2.5 per cent. In thdamk, GDP growth is forecast to be 1.9 per cent
in 2013, lower than the 2.2 per cent of 20IRe process of financial deleveraging is expeated t
ease in the coming years, which may provide impfolnding conditions as the basis for
stronger consumption spending, with GDP projectedgtow by 2.6 in 2014.However,
uncertainties about forthcoming policy decisionglms measures to replace the sequestration and
strengthen long-run fiscal sustainability representoderate downside risk.

A positive development in the United States is theovery in the housing sector since 2011,
when construction activity for residential housstgrted to warm up after a five year slump. In
2012, residential fixed investment grew by 12 pentcfrom the previous year, contributing
significantly to GDP growth. It was the first tingince 2006 that residential investment did not
drag down GDP. Double-digit growth in residentiavestment is projected in 2013-14. At the
same time, new home sales increased rapidly ity 28d3, growing by about 20 per cent from
one year ago. The major indices for house pricedyding the Standard & Poor’s / Case-Shiller
home price index, the Federal Housing Finance Agdmmuse price index, and the Census
Bureau average sale price, registered noticeabteases from the previous year (see figure 3).
The recovery in the housing market has also imgrdweusehold balance sheets. According to
the flow-of-funds data from the Federal Reserve \hlue of real estate for household and non-
profit organizations had recovered by 8.9 per demh the recent trough to the end of 2012. The
ratio of outstanding mortgages to the value of esthte has declined to 47.4 per cent from the
peak of 56.0 per cent.

Another positive sign has been a steady, thoughenabel recovery in nonfarm payroll
employment. After adding 2.2 million jobs in 20J&yroll employment continued to increase in
early 2013. The unemployment rate declined to &6 gent in March, its lowest level since
December 2008. However, the labour market is famfa full recovery, with total employment
still below its 2007 level. While the labour forparticipation rate remains at the low level of
63.5 per cent, the ratio of the long-term unempdogwithout a job for 27 weeks or longer) to
total unemployed stands near a record high of aBbuper cent. This is about 15 percentage
points higher than the peak of any other post-W@rht Il recession. According to some studies,
the extremely high ratio of long-term unemployedhit due to any structural changes in the
labour market, but rather to the depth of the tatesession. These studies suggest that recent
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unemployment remains largely cyclical rather thincsural: neither industrial nor demographic

shifts nor a mismatch of skills is behind the higvel of unemployment. Industries that

contributed much to the increase in unemploymemningu2007-2009 were the same that have
increased employment in the recovery, and no $laift been identified in employment across
industries. In the outlook, the unemployment ratexpected to decline gradually to 7 per cent in
2014.

Figure 3
United States: Housing permits and prices (seasomaladjusted), January 2000 — March
2013
(Index: Jan 2000 = 100; and thousands of units)
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Source: UN/DESA based on United States Bureau of CensdsS&P Dow Jones Indices.

Since late 2012, the Fed has strengthened itsypstémce further mainly through two channels.
First, through communication - the Fed has madéitsard guidance regarding the anticipated
path of the federal funds rate more explicit, iladileg that the rate will remain at the current
exceptionally low level as long as the unemploynmait¢ remains above 6.5 per cent, and the
projected inflation rate for the next one to twasgeis not above 2.5 per cent. Second, through its
balance sheet - the Fed adjusted the size ofrge-tacale asset purchases (LSAP) in January
2013 by adding $45 billion in long-term Treasurgw#ties to the original $40 billion of agency
mortgage backed securities, totalling $85 billioer pnonth. These measures seem to have
contributed to the significant rise in equity psand some improvement in the housing sector. In
the outlook, monetary policy is expected to remaitremely accommodative, with the federal
funds rate staying in the near-zero range anddugighase-out of the LSAP by the end of 2014.

By contrast, fiscal policy is expected to remainaotightening trend and political uncertainties
remain over the specific form of fiscal measurdse Jear 2013 started with a positive note, as
the US Congress passed a new bill shortly afteexipgration of all temporary tax relief programs
to keep income tax rates for 99 per cent of failé¢ 2012 levels, although the temporary 2
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percentage point reduction in payroll taxes wasetaut. However, as Congress failed to agree
on how to reduce the government deficit in the m®dade, across-the-board automatic spending
cuts (sequestration) were activated in March 2@dt8Jling $1.2 trillion over the next nine years.
The sequestration takes the form of equal cutsdiefience and non-defence programmes.
Although the act exempts Social Security, Medicaidl many other mandatory programmes
from sequestration, it will result in cuts to ediima, public health, defence, and a number of
other social programmes. For the remainder of 28L& of $85 billion are estimated. In the
outlook, it is assumed that the sequestration 4l replaced at the end of the fiscal year
(September 2013) by a new agreement that combames tax increases and lower spending cuts
than in the sequestration. Real government spensliagpected to decline by 5 per cent in 2013
and to remain flat in 2014. Uncertainties remaimrothe extension of the public debt ceiling,
which already hit the limit of $16 trillion at thend of 2012.

In the outlook, business investment is expectegtdav at a moderate pace of about 5 per cent in
2013 and 6.5 per cent in 2014. Household consumjgiexpected to increase at a pace of 2-2.5
per cent, while inflation, measured by the headtioesumer price index (CPI), will stay below 2
per cent. After a sharp fall in the last quarteP012, exports are expected to grow at only 2.5 per
cent in 2013 and by 5 per cent in 2014. Import$ wdrease at a similar pace. Meanwhile, the
current account deficit is estimated to narrowHertto 2.7 per cent of GDP in 2013.

In Canada, economic activity decelerated more #grected in the second half of 2012 and
should remain subdued in 2013, with growth dropgiogn 1.9 per cent in 2012 to 1.5 per cent in
2013, before strengthening slightly to 2.4 per aenf014. Business investment and exports,
which decelerated sharply in late 2012, are expetderecover moderately, with uncertainty
remaining particularly in external demand. Whileukehold spending will continue to see
moderate growth, investment in the housing sestexpected to cool down from the high levels
of last year. Government spending has been degliand is expected to be flat in the outlook.
The unemployment rate is expected to stay aroudigér. cent, and the inflation rate will remain
below 2 per cent. The Bank of Canada is expecteddiamtain its key policy rate at the current
level of 1 per cent until mid-2014.

Japan

In Japan, economic output grew by 2.0 per cenDitRfter a contraction of 0.6 per cent in 2011
caused by the earthquake and tsunami of March 20d\Jdertheless, the profile for recovery was
not smooth over the course of 2012. In the fitgtrter, GDP managed to grow at an annualized
rate of 6.1 per cent from the previous one; it thdenlined for two consecutive quarters before
regaining stability in the fourth quarter. This nyiear slump was triggered by a decline in non-
residential investment and exports. Weak demandofput from both domestic and foreign
markets and persistent deflation caused the shaypid investment, while weakened external
demand, especially from Europe, and the elevatéeevaf the Japanese yen caused exports to
diminish (see Figure 4).

The new Government introduced a policy packageanye2013 which consisted of both fiscal
stimulus and monetary easing. Assuming that theBeypactions are as effective as planned, it is
predicted that the Japanese economy will grow Bypér cent and 1.6 per cent in 2013 and 2014,
respectively. In June 2013, the Japanese Governmenpected to introduce another package
targeting structural reform, which may have positeffect on growth, especially in the medium-
run.
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Figure 4

Japan’s industrial sector: production, exports, imprts and employment
(seasonally adjusted)
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The monetary element of the stimulus package was@uantitative and Qualitative Monetary
Easing” (QQME) announced by the Bank of Japan (B@&J% April 2013. The “quantitative”
part refers to increasing the monetary base - #ve gperating target for monetary policy - at an
annual pace of 60-70 trillion yen via the purcha$elapanese Government Bonds (JGB) and
other financial securities. The target is to douhkemonetary base from the end-of-2012 level of
138 trillion yen (about 29 per cent of nominal GiaP 2012) by the end of 2014. The BOJ plans
to increase its net holdings of JGB by 50 trilligen per year. The “qualitative” part refers to the
plan to expand the target of bond purchases to @@&Blonger time to maturity, including 40-
year bonds. The average maturity of JGB held byBé will increase to 7 years from the initial
level of less than 3 years. It also refers to thdusion of exchange-traded funds (ETF) and
Japanese real estate investment trusts (REIT)mill@ purchase target. Through these actions,
the BOJ expects to bring down the yields for loAgem securities and to increase inflation
expectations of consumers and investors. TheseteHoe all designed with the aim of reaching
the ultimate target of increasing the annual CRation rate to 2 per cent within the next two
years. While the initial response to the packagér@ncial markets was positive, the move away
from the purchase of shorter-term JGBs has puspethe! yields for that segment of JGB. In
Japan, the prime lending rate charged by bankscisared on the yields for shorter-term JGBs. If
the prime lending rate increases noticeably, thentarget for promoting investment may be
partially offset.
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The fiscal element of the Japanese Governmentiaulis package is in the form of a

supplemental budget for fiscal year 2012 which endeMarch 2013. The supplemental budget
increased the central government outlay by 10lI®triyen, reversing the small-scale tightening
introduced by the previous Government. The incréasgenditures will be used to improve the
earthquake-resistance for infrastructure and mglsliand to expand growth-inducing initiatives.
Although the supplemental budget was adopted justhoonth before the end of fiscal year 2012,
it is assumed that the increased budget will besfeared into the next fiscal year. As a result,
real government consumption is projected to cometimxpanding over the outlook period,

although the pace will slow down in 2014. On theereie side, the consumption tax rate is
scheduled to increase from the current level oébagent to 8 per cent in April 2014 and further
up to 10 per cent in October 2015. Although thikehin the consumption tax rate could be
removed under very dire economic circumstancesasisemption is that it will be implemented

as planned.

Employment is expected to grow very slowly duehi® projection for mild GDP growth. On the
other hand, the labour force is expected to coatoeclining at a slow pace owing to the decline
in the working-age population and the almost-fédidur participation ratio. Assuming no major
changes in the structure of the labour market,av®rage unemployment rate is predicted to
decline from 4.4 per cent in 2012 to 3.7 per cer(d14.

On a national account basis (that is, using the @&ffator) Japan has experienced deflation for
15 consecutive years since 1998. The extent ofi¢fflation has been declining over the past few
years. Nevertheless, after the severe deteriordtioing the Great Recession, the consumer price
index was still on a downward track in early 20T8e introduction of QQME is designed and
expected to change this situation by increasingnbas and consumers’ expectations of inflation.
The surveys conducted in the first quarter provisehe support to this assessment. In addition,
the sharp depreciation of the Japanese yen hagotkatial to increase the prices of imported
items included in the CPI basket. The headline @R&tion rate is projected to start to turn
positive in 2013 and reach 0.3 per cent for thelevlgear. In 2014, the inflation rate is forecast to
increase to 1.4 per cent, partially as a resuti@hike in the consumption tax rate.

After the Great Recession, the export volume ofddpas not been able to regain its pre-crisis
level. In addition to weakened import demand frotineo developed countries and the damage
caused by the natural disasters at home and ilahldaithe appreciation of the Japanese yen has
also hampered export growth. From mid-2007 to n@idi2 the yen’s role as a safe-haven has
pushed up its value against the United States rdbifa56 per cent (52 per cent on a trade-
weighted base, according to the IMF). However, dhiersummer of 2012, the perception that a
new Japanese Government would possibly adopt areliff monetary policy stance, started to
proliferate in the financial market and the yenishenge rate started to decline vis-a-vis the
dollar and many other currencies. This trend has lmistained by certain statements made by
Japanese politicians and was further enforced byatinouncement of QQME in April 2013.
From mid-September 2012 to April 2013, the yen dejated by 22 per cent vis-a-vis the dollar.
For the outlook, the baseline assumption is thatym will remain close to or slightly above the
current level (as of May 2013) in the coming twanrge On this basis, it is projected that real
exports will expand by more than 3 per cent per yedoth 2013 and 2014; import volume will
continue growing but at a pace 2 percentage pwwsr than in 2012 in both years. The balance
of trade in merchandise will remain in deficit owbe outlook period, but will stop dragging
down GDP growth in 2014. The factor income generéite Japan’s holding of external assets is
expected to be enough to compensate for the defitie balance of goods and services and keep
the current account balance positive, althoughratieh lower level than prior to the crisis.
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The Australian economy managed to grow by 3.6 pat ;1 2012, more than one percentage
point higher than in the previous few years. Theungption of investment in the mining sector
and the expansion of exports were the main redsoiisis improvement. In the outlook, the pace
of export growth is projected to remain solid, bwestment in the mining sector is expected to
slow down gradually, partially due to weakenedrnmitional prices for Australia’s major mining
products. Meanwhile, growth in government consuamptand public investment will also be
lower, due to concerns about the fiscal balance. GBP growth rate is expected to be 2.6 per
cent in 2013 and 3.1 per cent in 2014. On 7 May32@ie Reserve Bank of Australia (RBA, the
central bank) decided to cut its policy rate byb#sis points to 2.75 per cent, the seventh cut
since November 2011. The statement from the RBAatdd that the slowdown of investment in
the natural resources sector that is expecteddo8 2varrants lower interest rates, which could
also help other sectors.

In New Zealand, reconstruction for the Canterbegion after the earthquakes in 2010 and 2011
will continue and sustain fixed investment at agvated level over the outlook period. Given that
half of New Zealand’'s exports are food productsjciwhare gaining popularity in the Asian
market, export growth is predicted to remain stro@gvernment consumption is expected to
grow only mildly due to concerns over maintainingcél balance. The GDP growth rate is
expected to be 2.2 per cent in 2013 and 2.5 pdrieet014. As in Australia, the New Zealand
dollar has remained at an elevated level agairsttiited States dollar after the Great Recession.
In May of 2013, the Reserve Bank of New Zealand NBBthe central bank), disclosed that it
had intervened in the foreign exchange market cemeweeks. The RBNZ is assumed to have
intervened directly instead of lowering its poligte due to concerns about overheating in the
housing market.

Western Europe

Western Europe remains mired in either recessioat drest extremely low growth. Economic
activity fell sharply in most countries in the fturquarter of 2012, and despite an improvement
in confidence in the early part of 2013 GDP isreated to have declined for most countries in
the first quarter of 2013 as well. While activity éxpected to pick up in the second half of the
year, the weak starting point and low momentunxygeeted to lead to yet another year of weak
or negative growth. In the euro area, GDP is exggetd decline by 0.3 per cent in 2013 after
falling by 0.7 per cent in 2012. Only a small irase of 1.3 per cent is expected for 2014. While
growth is generally weak, there remains considerdblersity of performance. Among the large
economies, Germany is expected to grow by 0.6 @etrio 2013, while the United Kingdom will
grow by 0.7 per cent. France is projected to registar zero growth, and Italy and Spain are
expected to contract by 0.6 and 1.8 per cent, oéispdy. The crisis countries (except Ireland) are
expected to experience far worse contractions.

Growth is held back by a number of factors, inahgdiiscal austerity programs in many countries
in the region, fragile banking systems, confidesapping contagion effects from the sovereign
debt crisis, and low extra-regional and exceptignkw intra-regional demand. In the crisis
countries, fiscal austerity programs and bank fiivay conditions that are much tighter than
elsewhere in the region are key constraints, beibdso coupled with structural problems such as
a lack of competitiveness, inflexible labour masgkeand institutional deficiencies in public
administration. The toxic feedback loop between kwvsavereigns and banks remains active as
does the loop between austerity, low growth, midisedl targets, and further austerity.
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Evidence from high frequency data and short terdicators is not encouraging. After the ECB
announced its OMT policy in September 2012 tensinrtbe euro area receded substantially as
evidenced by a sharp decline in sovereign bondi yd@ferentials, rises in equity markets and
improvements in consumer and business confidenbe. Huropean Commission’s Economic
Sentiment Index increased for five months in a rewth similar behaviour in a number of
country-level surveys. But in most cases the irglieanained at low levels, consistent with at
best stagnation of activity, and hard data, sucim@sstrial production, construction activity and
retail sales showed no evidence of a convincing-&nound. After the inconclusive election in
Italy and more recently the crisis in Cyprus, cdefice surveys reversed direction and have now
declined for several months, but so far soveremmdmarkets have remained fairly calm.

Consumption expenditure is weak and is expectetemaain so in the outlook, but in some
countries it continues to provide important suppAtctsterity programs and weak labour markets,
which vary in intensity across the region, expltdiis pattern. Changes in consumer confidence
have tended to follow the changes in uncertairgynsting from the ebbs and flows of the euro
area crisis, and have been a main channel of contagross the region. Investment expenditure
is a major weak spot with little prospect for ataireed upturn given weak demand, elevated
uncertainty, and exceptionally tight funding coratis in the crisis countries. Demand is weak,
industrial confidence is set back with each newdat in the crisis, and capacity utilization
remains low by historical standards. Bank credandards continue to tighten. Funding
conditions vary tremendously across the region,dvawvwith interest rates on loans, particularly
to SME’s, orders of magnitude higher in the cresintries. Housing investment remains a major
drag on activity in some countries, particularlypgh that experienced a housing bubble and
subsequent collapse, such as Spain and the Uniiteydl &m.

Export volume growth remains low (see figure 5)tHe euro area it is projected at only 2.4 per
cent in 2013, down from 2.7 per cent in 2012, vétmild pick-up to 4.6 per cent forecast for

2014. Extremely weak intra-regional demand is afleeyor as well the slowing of extra-regional

demand, particularly from East Asia. The latter lbbagn an important source of export growth
for countries specializing in capital goods. Impaktmand is similarly weak given the

recessionary climate in the region, expected torbg 1.3 per cent in 2013 rising to 3.9 per cent
in 2014. In the euro area, the appreciation ofein® in the early part of 2013 further dampens
exports, but lacklustre demand is currently the digying force.

With such low growth, unemployment rates continoiéncrease across the region. In the euro
area it is expected to increase from 11.9 per ottite labour force in 2012 to 12.7 per cent in

2013. Given the gradual pickup envisaged in thedast, unemployment will peak in 2014 and

start receding, with the full year average forecsii2.8 per cent. Again there is significant

diversity across the region with unemployment ii2@xpected to reach more than 28 per cent
more than 27 per cent in Spain and close to 18&eet in Portugal. At the other extreme are

Austria and Germany with estimated rates of 4.8@fder cent respectively in 2013.

Headline inflation remains subdued. In the eur@areaveraged 2.4 per cent in 2012, boosted
mostly by higher oil prices, while core inflatiomlstracting from energy, food, alcohol and
tobacco) ran well below 2 per cent. Inflation ipeated to decelerate to 1.6 per cent in 2013 and
slow further to 1.5 per cent in 2014. Given the kvgeowth profile, the large output gap will
continue to exert downward pressure on prices gfmngard, while energy and food prices are
assumed to remain contained.
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Figure 5
Quarter-over-quarter change of Euro area export volime: 2010Q1 - 2013Q1
(Percentage change)
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Source: UN/DESA based on data from EuroStat.

Fiscal policy remains tight across the region, aseguence of the large deterioration of fiscal
positions following the great recession. This detation was of such magnitude that a large
number of countries fell under the Excessive Deficbcedure, which requires consolidations of
at least 0.5 per cent of GDP per annum. At the auea level, the deficit to GDP ratio was cut
from 4.2 per cent in 2011 to 3.5 per cent in 2042 ia expected to decline further, to below 3 per
cent in 2013. These numbers mask wide divergenewgekn individual country positions, with
the crisis countries being subject to very stringeamsolidation programs. It is assumed that
fiscal policy in the region will continue to be imed on reducing fiscal imbalances. The debt
crisis countries are assumed to continue their shaii@nt programs, but the time-table for
achieving targets will in some cases be extended,n@ country will ask for formal assistance,
under the European Stability Mechanism. At thetsii2013, the euro area’s “fiscal compact”
entered into force, as it was ratified by the téhetfountry (Finland). Signatories are required to
introduce laws limiting their structural governmdnidget deficits to less than 0.5 per cent of
GDP (or less than 1 per cent of GDP if their debiGatio is “significantly below 60 per cent”).
The implication is that a loosening of fiscal pglmver the next few years is highly unlikely.

Conventional monetary policies have taken a seagndde to unconventional policies, since

policy interest rates were brought down to neao zkiring the great recession. But in May, the
European Central Bank (ECB) cut its main refinagaiate by a quarter of a percentage point to
0.5 per cent. It also reduced its marginal lendiatg by 50 basis points to 1 per cent, but kept its
deposit facility rate at zero. The corridor betwdbase two rates thus narrowed to 100 basis
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points — a level at which it had been only briallyring the great recession. The ECB avoided
experimenting with a negative interest for the dfpfacility.

Unconventional policies have been the main poliogl tused to combat the effects of the
sovereign debt crisis. Measures include refinanojpgrations with unlimited supply of liquidity
(such as the two large scale long-term refinancpgrations in December 2011 and February
2012), provision of foreign currency liquidity, minmases of covered bonds and purchases of
sovereign debt in secondary markets. As a rebdtECCB’s balance sheet has expanded by more
than 1 trillion euro to a total of about 3 trilli@uro. In September 2012, the ECB introduced the
“Outright Monetary Transactions” (OMT) facility, veneby it would make potentially unlimited
purchases of selected country bonds to reduce ¥iuls, if the country formally requested
assistance and accepted conditionality. These pseshwould be fully sterilized, and would
therefore not change the size of the bank’s balaheet. Over the past few months the balance
sheet has actually shrunk as some banks have begapay their loans. Despite the fact that no
country has so far requested this assistancenitigive and particularly its open-ended nature,
has cooled tensions significantly, with bond yielids Italy, Portugal and Spain dropping
significantly.

In the outlook, it is assumed that the ECB will mit its main policy rates further and in
particular not introduce a negative deposit rate.uhconventional policies, it is assumed that the
OMT will remain in place throughout the forecastipd, and that this will keep government
bond yields within appropriate bounds. No new uremtional policies will be undertaken, but
the existing refinancing operations will continuefall scale. The balance sheet will therefore
change according to the banking sector’'s need&sRisntinue to be weighted to the downside.
The sovereign debt crisis could flare up impactimgconfidence, and could lead to renewed
turmoil in sovereign debt markets and test the BG&#&w OMT policy. Vulnerable banks could
become insolvent forcing more government bailoutd Eading to unsustainable government
positions. On the positive side, external demang piek up earlier and with more vigour than
anticipated, giving a boost to exports and investimidore convincing implementation of already
announced policy measures may ease tensions iedhun.

The New EU Member Sates

Contrary to earlier expectations, a stable econgatovery in the new EU member States from
Eastern Europe is unlikely to materialize in 20aBhough activity may pick up in the second
half of the year. In 2012, economic growth in dlittee new EU members slowed, with three of
them - the Czech Republic, Hungary and Slovenigereng a recession caused by feeble external
and domestic demand. As both the external and damesvironment still do not provide a
favourable background for returning to a sustaiaapbwth track, most of the new EU members
are expected to register only marginally highemdhoin 2013. Slovenia’s economy may even
shrink further. The protracted weakness in the eanem is curbing exports of the new EU
members and FDI inflows into the region. Althougk ECB’s liquidity measures and the overall
abundant global liquidity mitigated pressure on pheent banks from the EU-15 (which provide
a large share of the lending in the region thrologial subsidiaries), these banks still continue
cross-border deleveraging to strengthen their abpilequacy ratios in accordance with the new
EU banking rules, constraining credit lines to ttev EU members and also to some extent
affecting FDI flows.
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In most countries of the region, domestic demandaies subdued owing to weak labour
markets, stagnant real wages and ongoing fiscaémiys Business and consumer sentiment in
the region have yet to rebound despite some sifjitagrovement in the first quarter of 2013.

Low capacity utilization rates, together with tigborporate lending standards, are deterring
private investment. In several countries, domedémand may contract in 2013. The Baltic
States are the exception, where domestic demandtieagythened along with improved labour
markets. Economic activity in the region may gaime strength in the second half of 2013,
provided that growth in the EU-15 recovers and nanmyeeasing measures in Central Europe
eventually lead to increased credit flows to busses and households.

Growth of the aggregate GDP of the new EU memisepsdjected to accelerate from 0.8 per cent
in 2012 to 1.1 per cent in 2013 and 2.2 per cer2dh4 as import demand in the euro area
moderately recovers and domestic demand improf/éise lattitude towards fiscal consolidation
plans for 2014-2015 softens, domestic demand megvez at a faster spee@rowth in the
biggest economy of the region, Poland, drasticafiyved to slightly above 2 per cent in 2012 and
is expected to decelerate further to 2 per cen2h3, as the country’s large infrastructure
projects are completed and domestic demand renfiigde. For the smaller, export-oriented
economies in Central Europe, mediocre growth raresexpected in 2013, while growth is
expected to remain low in Bulgaria and Romania. &t@nomies of the Baltic States may expand
at around 3 per cent. Some of the small economiesg the new EU members, such as Slovakia,
succeeded in diversifying their export marketspamticular by increasing sales to China. This
explains Slovakia’s relatively better economic perfance in 2012, compared with the Czech
Republic. Some sectors in Central Europe, sucheasatomotive industry, continued to attract
FDI inflows in 2012.

In the second half of 2012, most of the new EU manmlwere able to access financial markets at
very low costs due to credible fiscal policies anore a favourable attitude of investors towards
emerging markets. In early 2013, many of them exdosecord low borrowing costs. Slovenia
was able to place $3.5 billion worth of bonds inyM2013, despite its credit rating being
downgraded to “junk” by the Moody’s rating agenaydawvorries about the state of the country’s
banking sector.

Labour markets in 2012 registered noticeable impnment in the Baltic States, as Estonia, Latvia,
and Lithuania recorded significant declines in thenemployment rates, accompanied by
increases in employment. In early 2013, the labuarket trends in those countries remained
largely favourable. In the Czech Republic and Palamowever, unemployment rates have
increased in early 2013 and the near-term laboukehautlook in these economies remains
unfavourable, with unemployment expected to dectiny in the medium-term. Furthermore,
unemployment in the region is largely structuraflecting skill mismatches and likely affecting
potential output in the longer run. As the Governtagrossess limited fiscal policy space, they
do not have many policy options to address thosgctstral mismatches. Policy actions are
generally limited to tightening benefits in order ¢reate incentives to work and introducing
public work programs.

Inflationary pressures in the new EU members infiedsin the second half of 2012, following a
spike in food and energy prices, but were containeearly 2013. The slowdown in inflation
reflects subsiding food price pressures, fragilmelstic demand, conservative fiscal spending and
stagnant labour markets. In early 2013, annuahtiofh declined to 1 per cent in Poland, and
price developments triggered fears of deflationthe Czech Republic. Inflation remained,
however, higher in Romania, at over 5 per centeeding the Central Bank’s inflation target. In
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most countries of the region, annual consumer pitation is expected to stay in the low single
digits, between 1 and 3 per cent.

Monetary policies in the region are supportive afvgh and are expected to remain so in the
forecast period. Estonia, Slovakia and Sloveniansmbers of the euro area and therefore follow
the policies of the ECB, with its loose monetargnse. Among the countries with flexible
currencies, policy interest rates were reduce@¢ond lows in the Czech Republic, Hungary and
Poland. The National Bank of Romania may also stagte-cutting cycle later in the year. In the
Czech Republic, the key policy rate was reduced mear-zero level of 0.05 per cent, rendering
the real interest rate negative. In addition, tzech National Bank has signalled its readiness to
intervene directly in the currency market to weakbe currency to support exports. The
Hungarian National Bank, in addition to reducingli@o rates, resorted to non-traditional
measures, by allocating about $1.1 billion for bawm SME’'s through commercial banks.
However, despite those measures, lending conditiem&in tight and private credit has been
slow to pick up. The share of non-performing loanstill relatively high, for example exceeding
14 per cent in Slovenia in 2012 (see figure 6).

Figure 6
Non-performing loans as a share of total loans inetected new EU Member States, 2012
(Percentage)
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Source: UN/DESA based on data from European Bank for Retaction and Development.

In March 2013, Latvia requested permission fromEbeopean Commission to adopt the euro in
January 2014, as the country has successfully hetia area admission criteria. Adoption of

the euro by Latvia will likely contribute to theasility of the banking sector and facilitate

external debt repayment, due to the large shaeer@tdenominated loans in the economy.
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Although global liquidity and investors’ interestwards emerging markets facilitated access of
the new EU members to capital markets and madasieeto refinance their public debt, fiscal
policies mostly remain focused on austerity. In thajority of those countries, the respective
budget deficits exceeded 3 per cent of GDP in 20i2aching the EU’s Stability and Growth
Pact (SGP), and the Governments are committed &imgethe SGP’s conditions in the medium—
term. However, facing weaker than expected prospémt economic growth, a number of
Governments in the region had to revise their cayaemce plans as well as the respective
medium-term fiscal targets submitted to the Eurap€ammission and may consider softening
the highly unpopular austerity measures. Severahtt@s introduced investment-related tax
breaks for businesses in 2013 and some may reddredt taxes in 2014. In Slovenia, where the
three major banks face recapitalisation needsptluget deficit may approach 10 per cent of
GDP in 2013.

The impact of fiscal policy on growth should besle®ntractionary in 2014/15 than in 2012, as
the toughest austerity measures, such as spendisgoc tax increases, have already been
implemented. Most countries in the region neveeselface the need for significant reforms of
public finances to achieve long-term sustainahilias they face longer-term demographic
challenges. The biggest risk in the short-terntliernew EU members is the inability of the EU -

15 to return to a sustainable growth path in tlromse half of 2013 and the lingering uncertainty
over the EU-15’s economic prospects in 2014. Fonesof the new EU members, this risk is

amplified by domestic factors, such as the fragjtleation in the Slovenian banking sector.

Economies in transition

Commonwealth of Independent Sates (CIS) and Georgia

Economic performance of the countries of the Commeaith of Independent States and Georgia
is expected to remain diverse in 2013. The aggee@DP of the CIS and Georgia, which
expanded by 3.5 per cent in 2012, will grow atighsly lower rate of 3.2 per cent in 2013.
Growth is forecast to accelerate to 3.9 per ce20ibvd, assuming that improved global economic
conditions lead to stronger demand for primary calities, direct investment flows and
business confidence in the region. However, thigregpte figure masks significant regional
variations, with relatively low growth rates expmttin the Russian Federation and in the
European part of the CIS, and stronger growth riatése Caucasus and in Central Asia.

Economic prospects of the major energy exportershénregion will remain closely linked to
trends in international prices for primary commimdit especially oil and natural gas,
underscoring the need for industrial diversificatmf those economies. Economic growth in the
Russian Federation, which continues to have afsignt impact on other economies of the CIS
area through trade, investment and remittancessgected to moderate further to 2.9 per cent in
2013, down from 3.4 per cent in 2012, as the eateznonomic environment does not provide a
favourable background. Domestic demand in the Ruosd$tederation has also apparently
weakened in late 2012 and early 2013. This reflester consumer and business confidence and
the impact of relatively high inflation. As a resuthe economy of the Russian Federation
expanded by a mere 1.6 per cent year on year irfirdtequarter of 2013. Domestic demand,
especially private consumption, still remains thajon contributor to growth, as the labour
market continues to be tight despite some detdidoraat the end of 2012. The strength of
consumer confidence and trends in real disposaigeme will therefore shape the economic
outlook in the near term. If inflation slows in teecond half of 2013, private consumption may
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strengthen. As the economy is already operating fglh capacity, investment may also
accelerate in 2013, strengthening the country’gdoiterm output prospects. However, as many
public investment projects are completed, much w#pend on the progress achieved in
improving the business environment and the tremd<drporate lending. More favourable
weather conditions than in 2012 would improve tgecaltural output in the second half of 2013.
A possible reduction in the central bank’s polieyer (provided that inflation slows) would feed
into stronger consumer and corporate credit growth.

Growth is expected to remain weak in the Europesm @f the CIS. The economy of Ukraine
contracted in the first quarter of 2013 despiteoadgperformance of the agricultural sector, as
demand for its major exports, such as steel, wakwdigher prices for Russian natural gas have
also become a drag on the economy. Seeking tosifiyéts energy supplies, Ukraine imported
natural gas at cheaper prices from the EU countriesarly 2013, benefiting from the low
industrial activity in the EU. It is unclear, howay if this option will be available in the future.
The country faces significant needs to repay oinaete its foreign debt in 2013. Although
abundant global liquidity facilitated access of @I& countries to financial markets, Ukraine may
still need balance of payment support from the IM&wer steel prices and the country’s strong
exposure to the EU will curb export revenues andP@powth in 2013 is unlikely to exceed 1.5
per cent. The economy of Belarus has certain straiciveaknesses, such as export concentration
in energy-intensive products, and is expected ¢avgat around 2.7 per cent in 2013. Growth will
be constrained by high inflation and the expecteft ®© a tighter fiscal policy later in the year,
as the fiscal authorities are targeting a balarmgdfet, as well as by high interest rates. The
more favourable external borrowing conditions meafevreduced the need for a loan from the
IMF.

In the Caucasus, growth may accelerate somewhazerbaijan, thanks to the increasing
dynamism in its non-energy sector, which expandeal double-digit rate in the first quarter of
2013. Oil production, however, is likely to declifugther, before rebounding again in 2014-2015
as new oil fields come on stream. Significant ficiahbuffers, such as the oil fund, cushion the
economy from the impact of a possible downturrhm non-oil sector. The economy of Armenia
saw a surprising acceleration of growth in 2012ver 7 per cent and maintained the strong
momentum in the first quarter of 2013. Growth mhgwever, slow marginally in 2013, as
harvests return to normal. In Georgia, GDP growtbxipected to continue at around 6 per cent.

The energy-exporters of Central Asia will contirtoeregister high growth rates on the back of
strong export revenues and fiscal spending on wages infrastructure development. In

Kazakhstan, growth may accelerate to around 6 @atrio 2013 thanks to the development of a
new major offshore oil field in the Caspian Seaw&r than anticipated growth in China and in
the Russian Federation as well as a decline inlrpates pose risks for the country. Exports of
natural gas should increase in Turkmenistan, asdrgeenues will be used to modernize the
economy and to upgrade rural infrastructure.

The economies of Armenia, Georgia, Kyrgyzstan, Muel] Tajikistan and Uzbekistan will
continue to receive strong inflows of remittancestsby migrant workers, predominantly from
the Russian Federation. This will support privatensumption as well as the domestic
construction and retail sectors. For some of thesenomies, remittance inflows are very
important, in the case of Tajikistan exceeding dbgent of GDP.

Labour markets in the CIS area are expected toawepin 2013, but only gradually. In the

Russian Federation, the unemployment rate fell tostoric low of 5.4 per cent in mid-2012,
before increasing to 6 per cent in the first quadke 2013. The rate is expected to decline
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gradually over the forecast horizon. In Kazakhstawy, contrast, the economy continues to

generate new jobs steadily. For the smaller ecoe®mi the CIS, progress in the labour market
conditions is slow, but seasonal migration of woski® the Russian Federation and, to a lesser
extent, Kazakhstan contributes to lower unemploynmates. The large share of the informal

sector in these economies complicates the corissgsament of the labour market situation,

though.

Inflation in the CIS area exhibited divergent treiid 2012, ranging from a negative inflation rate
in Georgia and near-zero inflation in Ukraine taidie-digit inflation in Uzbekistan and around
60 per cent annual inflation in Belarus, triggebgdmassive currency depreciation (see figure 7).
The outlook for inflation remains heterogeneous. tihe Russian Federation, year-on-year
inflation exceeded 7 per cent in early 2013, agifpdces continued to climb and prices for
certain utilities were increased; therefore it vadl problematic to meet the central bank's annual
inflation target of 5 to 6 per cent. Although thepected improvement in agricultural output
should contribute to lower inflation later in theay, continuing increases in nominal wages and
in regulated prices will likely slow the disinflahh process. By contrast, the economy Ukraine
experienced deflationary pressures at the end 12,285 the Government managed to curb food
prices and utility costs ahead of the parliamentdegtions. In 2013, consumer price increases
will depend substantially on the adjustments in Household gas price tariffs and on the
exchange rate. Although the country was able tooloin the financial markets to refinance its
external debt, a devaluation of the domestic casrewhich would spur inflation, cannot be ruled
out. In Belarus, monetary policy has been looset@dcounteract the weak economic
performance. This may add to inflationary pressuamed lead to further currency depreciation.
Despite supplies of cheap oil from the Russian Fia, the annual inflation rate is unlikely to
fall below 20 per cent. In the economies of Cenftsila, strong growth in export revenues and
public spending will be accompanied by 6 to 8 pentcannual inflation. Some government
policies, in particular, the stable exchange raesws the dollar and the continuing government
subsidies for food and fuel in Turkmenistan, wdlve an anti-inflationary effect.

Fiscal policies of the CIS energy exporters shdalde a positive impact on economic growth in
2013. In the Russian Federation, public expenditare expected to increase by 4.4 per cent,
including raises in public-sector wages. The feldbralget recorded a small deficit in 2012
(excluding oil and gas revenues, the deficit waxdeed 10 per cent of GDP), and a deficit equal
to 0.8 per cent of GDP is targeted for 2013. Ineortb meet the commitments in increasing
wages, some spending cuts in public investmenifiagtructure and education will be activated.
The Government is implementing the fiscal rule ilngkpublic spending to the long-run average
oil prices. In Kazakhstan, public revenues in 2@4Bbenefit from the beginning of exploitation
of the major Kashagan oilfield in the Caspian Sed fiom privatization proceeds, which will
allow further increases in fiscal spending in 20tMAzerbaijan, spending on infrastructure and
social projects is expected to increase in the waikéhe presidential elections. By contrast,
among the major energy-importers, Ukraine is exgoktd consolidate public finances after the
pre-electoral spending in 2012. In Belarus, whéee dovernment increased wages in the first
guarter, more conservative fiscal spending is ebguefor the rest of the year, and the impact of
fiscal policy is neutral at best.

On the monetary policy side, the Central Bank i@ Bussian Federation increased its policy
interest rates in late 2012 in response to acdeigranflation. Provided that inflationary
pressures weaken later in the year, the centrét dlh gain room for a gradual interest rate
reduction in order to bolster domestic demand aswhemic activity. In Belarus, by contrast,
monetary loosening continued in March in an attetoptounteract slow economic activity.
Interest rates were also cut in February in Azgghahowever the impact of this decision on the
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real economy is expected to be limited due to thdewdeveloped domestic debt market. In
Kazakhstan, the relatively high inflation will pevt loosening monetary policy. In Ukraine, the
Central Bank is committed to guarantee a stabléange rate and regularly intervened in the
currency market to support the currency. A largd amcontrolled devaluation would have
serious balance sheet effects since a significamduat of consumer and business loans are
denominated in foreign currencies. However, doro&strrency devaluation, accompanied with a
reduction in the interest rate, is still possime&013.

Figure 7
Consumer price inflation in selected countries oftte CIS and in Georgia, 2010-2013
(Percentage)
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Source: UN/DESA based on official data.
f Forecasts based on Project LINK.

The energy exporters of the CIS continued to remndent account surpluses in 2012. The
Russian Federation recorded a surplus equivalesitger cent of GDP, which was nevertheless
mirrored by a net capital outflow of $56.8 billiqequivalent to almost 3 per cent of GDP).

Although the Russian banks drastically increasestsmas borrowing and recorded a net inflow
of capital equal to $23.6 billion in 2012, the rfamancial sector saw a record high net outflow of
$80.4 billion. Other energy exporters, like Azejaaiand Kazakhstan, also continued to record
current account surpluses and this trend shouldustained in the medium-term. Although

Turkmenistan exported significant volumes of ndtgi@s in 2012, large spending on imported
equipment capped the country’s current accountissigt around 3 per cent of GDP. Among the
energy importers, the current account deficit watkaharply in Kyrgyzstan in 2012 as a result of
falling gold sales and increased fuel imports and@ajikistan due to declining aluminium sales.

Ukraine registered a record current account defigitivalent to 8.4 per cent of GDP in 2012 due
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to lower revenues from steel exports and highexegrfor the Russian natural gas, which added to
concerns over currency stability.

A sharp fall in international commodity prices rénsathe major short-term risk for the CIS area,
together with the possibility of a protracted resies in the EU and a sharp slowdown in China.
Some of the CIS economies, such as Ukraine, Kataklasmd some of the smaller economies, are
also facing domestic vulnerabilities related to thgh share of non-performing loans in their
banking systems.

South-Eastern Europe

The economies of South-Eastern Europe performed peorly in 2012. Croatia, the former
Yugoslav Republic of Macedonia, Montenegro and Beghtered a recession. Economic activity
stagnated in Bosnia and Herzegovina, and in AlhaBP increased by less than 2 per cent,
following average growth of 6 per cent during thie-prisis period. In 2013, the region is likely
to see another year of meagre economic performagzgnst the backdrop of an unfavourable
external environment and feeble domestic demand. drfgoing weakness in Greece, Italy and
Slovenia, which are important export destinationd sources of FDI, cross-border capital flows
and remittances for South-Eastern Europe, will iooiet to remain a drag on regional growth.
Domestic demand, on the other hand, is constraigdugh unemployment and stagnant wages,
deleveraging by businesses and households, andkaofabank lending, which continues to
suppress private consumption and investment inréiggon. FDI inflows into South-Eastern
Europe, which plummeted during the global recesdianwe not yet recovered to their pre-crisis
levels. The countries of the region have very kaipolicy space, as they are trying to rebuild
protective fiscal buffers, used during the crigsiad their monetary polices are constrained by
formal and informal pegs to the euro.

The primary reason for the decline in GDP in sevecanomies of South-Eastern Europe in 2012
was the fall in private consumption and investmditite continuing weakness in the region’s
labour markets, wage cuts as part of the austéritee and rising inflation in the second half of
2012 eroded disposable incomes of households a@nhtbléalling private consumption. Despite
efforts to jump-start new public investment progeahd to allocate funds to private companies to
invest in specific sectors, such as energy andstoumprogress in those areas was slow. Spare
production capacity, in particular in Croatia, wasother factor, deterring investment by the
private sector. Consequently, real investment inaGa declined by 4.6 per cent, the fourth
annual decline in a row. Exports of goods grew anbdestly or declined in 2012, while exports
of services performed better. The tourism industwpmed in 2012, preventing an even deeper
decline in GDP, in particular in Croatia and Morggro.

Aggregate GDP of South-Eastern Europe, which cotgdaby 1.2 per cent in 2012, is expected
to grow by only 0.9 per cent in 2013. Growth isjpected to accelerate to a still meagre 1.9 per
cent in 2014, provided the external environmentrowps and domestic investment shows more
positive trends. The continuing stagnation has e affected employment prospects in the
region. At the beginning of 2013, labour market dibans deteriorated in Croatia and Serbia,
reflecting seasonal factors. In both countries,rdwstered unemployment rate exceeded 20 per
cent, reaching 27 per cent in Serbia in March. iCgtlfactors explain only part of the
unemployment in South-Eastern Europe; a signifigant of the unemployment is structural and
requires long-term policy approaches.
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Price pressures, which intensified in the secoritildia2012 as a result of a spike in food and
energy prices, subsided in most of the region nye2013, reflecting weak activity and lower
commodity prices. Increases in indirect taxes amdesadministered prices had also contributed
to inflation in 2012. In Croatia, liberalised pricéor gas and electricity may add to inflation in
2013, while higher prices for utilities are expekte increase inflation in the former Yugoslav
Republic of Macedonia. Nevertheless, slow nominalgevand credit growth should contain
inflation in South-Eastern Europe, with the excaptf Serbia, which has traditionally registered
higher inflation rates than its neighbours. Inflatiin Serbia is driven by rising food prices,
increases in administered prices and high inflatigrexpectations. Annual inflation stood at
double-digit levels in early 2013 —at 11.2 per dan¥larch- and is expected to exceed the target
level of the National Bank of Serbia, averaginguti®per cent in 2013. In the second half of the
year, inflation in Serbia could slow if the harvaestfavourable and the domestic currency
continues to strengthen.

For most of South-Eastern Europe, fiscal consabdatemains a top priority, although the ratio
of public debt to GDP in those countries is rekiviow, even in comparison to the new EU
member States. However, the currency compositighetlebt and its maturity structure requires
reduced budget deficits and increased protectsalfibuffers. External borrowing conditions for
South-Eastern European countries are relativelpudeble. In 2013, the Russian Federation
agreed to provide a ten-year $500 billion loan éobi as budget support at a favourable interest
rate; part of this loan (the second tranche) iséw@w conditional on concluding a new deal with
the IMF. There is a possibility that the loan vellso be used to repay part of the Government’s
foreign debt.

Many countries in South-Eastern Europe ran largeeantraccount deficits before the global
economic and financial crisis. The current accobatances significantly improved in the
aftermath of the crisis, as the collapse of dormed#mand and difficulties in obtaining external
finance put a squeeze on imports. Since 2010, ¢feitd have expanded again, but for most of
the countries they are well below their pre-crigigels (see figure 8) and should not pose a
macroeconomic threat. Furthermore, Croatia almlasireited the deficit in the current account
in 2012, as a record number of tourists visited dbentry. Montenegro remains an exception,
with the current account deficit reaching 17.9 pent of GDP in 2012, despite a successful
tourism season (helped by VAT concessions), asrexpbaluminium and steel were weak.

In July 2013, Croatia will join the EU. The entriy@roatia to the EU could support higher levels
of investment if the country is able to absorb &ddal EU funds through its administrative
capacity and to co-finance EU-related projectsbi@ewas granted an EU candidate country
status in 2012 and in April 2013 the European Cossimin recommended establishing a date for
starting the accession talkfhe major risk for the region is the continuing Weess in the
economies of major trading partners, but the regiso faces risks related to the strong presence
of the Greek banking sector.
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Figure 8
Current account balances as a share of GDP in SoutBastern Europe, 2008-2012
(Percentage)
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Source: UN/DESA based on data from the IMF.

Developing countries
Africa

Africa’'s GDP is expected to grow by 4.6 per cens tyear and 5.1 per cent in 2014, which
implies a very moderate downward revision by 0.&@etage point for the current year from the
forecasts of the beginning of 2013. This downwandsion mainly reflects the negative impact
of the economic slump in developed economies angbarticular, the euro area, on economic
activity in Africa. The main drivers of growth remahowever, intact over the forecast horizon.
These growth factors include further increasesutput in the natural resource sector, which
underpins fiscal expenditure, especially in infrasture projects. Moreover, Africa’s trade and
investment ties with emerging and developing ecaesrare expected to intensify further, in a
continuation of projects such as the recently anoned financing from China for a port and
industrial zone in Tanzania. Across the contingsing incomes and urbanisation are propelling
increasing domestic demand, which at least inivelaerms helps to reduce the exposure of the
continent to external economic shocks. At the stime, increasing diversification, for example
into services such as telecommunications as weltamsstruction, will continue to create a
relatively more solid growth profile.
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North Africa continues to post generally slow grovdwing to a combination of internal and
external factors. Demand from main trading partner&urope continues to be weak and the
growth of tourist arrivals has slowed as well. llefdcco, growth is expected to be 3.6 per cent in
2013 as agricultural output is expected to rebaaftetr the drought of 2012. Internal factors will
continue to weigh on growth in Egypt as inflatigaglitical turmoil, lack of foreign reserves,
currency depreciation and subsidy cuts restrainet@nomy. Libya will continue to rely on
recovery in the oil sector for its growth, whichlivdgontinue to expand moderately, but security
concerns are weighing on the rest of the econonayvearkers’ strikes at various oil and gas
facilities have caused some disruptions. A deal firedly been reached between Sudan and
South Sudan to resume oil exports by South Sudaugh Sudanese pipelines, which should
provide a much needed boost for both economies.ta@is and fees are a critical part of
government revenue for both countries. This shaliteiv Sudan to introduce subsidy cuts, which
have in the past led to protests, at a more medg@ees. While growth was negative in Sudan in
2012 due to the lack of oil revenue, some of thatrtfall was made up by a significant increase
in the mining, processing and export of gold.

Growth looks to be relatively robust for much ofsEAfrica owing to new oil and gas discoveries,
increased domestic demand and greater regiona tnad trade with other developing countries.
The peaceful outcome of Kenyan elections so faeafgpto be poised to yield a peace-dividend.
Investment that was held back prior to the elestionfear of post-election violence, as occurred
in 2007, is expected to come back into the econdris will benefit both Kenya’s growth,
which is projected at 5.5 per cent in 2013, bub aksighbouring countries such as Uganda, whose
trade flows to Kenyan ports. Ethiopian growth witintinue to be strong, though somewhat lower,
as investment in the agricultural sector continleescrease as part of the most recent 10 year
plan. In addition, the completion of a humber afjahydropower projects will help with both
energy generation and foreign currency reservebaag are plans to sell power to downstream
customers in surrounding countries. A recent plefdgeb10 billion in investment by China as
well as plans for a $14 billion LNG export faciliyill help to maintain growth in Tanzania at 7.0
per cent in 2013 and 7.1 per cent in 2014 despilendg gold prices and output. Rwanda
continues to post strong growth numbers on the badke telecom and financial services sectors
as well as government spending. Growth will, howgelie somewhat lower than last year, owing
to cuts in aid from some donors that raised corscaver involvement with rebels in the
Democratic Republic of the Congo (DRC).

Central and West Africa will see the strongest sgiamal growth profile. In Nigeria, while
weaker external demand will weigh on economic &gtigrowth will remain solid at 6.6 per cent
in 2013 and 7.2 per cent in 2014. The oil sectattinoes to play a major role, but expanding
non-oil sectors such as services and constructibbrcentinue to underpin a move towards more
diversification. The picture is similar in Ghanghave growth of around 7.5 per cent both in 2013
and in 2014 will be driven by a further expansidntlee natural resources sector —through
investments in gold mines and oil and gas prodoat@pacities- as well as a parallel expansion
of the services and construction sectors. In Siegane and Liberia, the investment needs
implied by post-conflict situations will boost grdw However, in a number of countries, solid
headline growth figures remain insufficient to @@ any measurable progress in raising living
standards due to a lack of basic services and goglilation growth rates. In some countries, a
lack of democratic structures is complicating thespects for any notable improvement of living
standards.

In Southern Africa, economic growth will remainigolThe growth forecast for South Africa for

2013 has been revised slightly downwards to 2.8cpet on the back of a weaker outlook for
external demand, which plays a crucial role fornfiring and manufacturing sectors, as well as
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more constrained consumer demand in view of thdr higemployment rate. Growth will
accelerate to 3.8 per cent in 2014, but this walldne more to positive external factors than any
significant jolt from domestic spending. In Angothe completion of a major LNG project will
boost growth in 2013 to 8.3 per cent, although bsulting higher-base effect will lead to
somewhat lower growth of 5.8 per cent in 2014. A& inumber of other countries, governance
issues remain a major obstacle in Angola to achgesi more significant increase in overall living
standards.

High unemployment rates, underemployment and lommiegs will continue to be some of the
severe labour market problems that plague the memti With a relatively more educated
populace, but a lack of appropriate employment dppdies, youth are continuing to struggle to
find employment in a number of North African econesnsuch as Egypt, Tunisia and Morocco.
This comes on top of already high unemploymentsrateEgypt and Tunisia driven by lasting
sluggishness in the economies following the Arakirgp Unemployment is an issue as well in
East Africa, though at least employment-populatimios have maintained the same levels over
the past few years despite high rates of populagomwth. Employment continues to be
concentrated in the agricultural sector, along waitsignificant portion of the population working
in the informal sector. Unemployment statistics twerefore an unreliable measure of the actual
employment situation of much of the population.gkewth remains relatively robust across the
sub-region, employment opportunities are expeaexkpand.

In Central, West and Southern Africa, one reasantlie absence of a more dynamic labour
demand has been the reliance on the primary sedtbgugh the diversification trend in some
economies such as Ghana and Nigeria into sectorsagitelecommunications and construction
is having a mitigating impact in this respect. lough Africa, the recorded unemployment rate
will remain above 20 per cent due to the lack ghsicant external demand impulses and a skills
mismatch. However, rising incomes and consumptiolh smderpin a strengthening of the
services sector, also promoting a more diverse @mmnt base.

Inflation in Africa is forecast to moderate furthdrased on lower food prices and slightly
moderating oil prices. However, this cannot maskfdct that in a number of countries, inflation
remains stubbornly high. Inflation has eased aamgsh of East Africa and is expected to remain
moderate over the next year, provided there arfeiioer shocks to the agricultural sector. While
domestic inflation has come down somewhat, impoitdhtion remains an issue in a few
countries such as Burundi, which has suffered foomsiderable currency depreciation over the
past few years. Ethiopian inflation will continue lbe driven by rising food prices, though this
has come down significantly over the past 12 maoniiation remains relatively low in most
North African countries though it has picked upicedbly in Egypt, particularly in the crucial
areas of food and fuel. This is driven both by ency depreciation as well as supply issues.
Inflation appears to be one of the most signifigarmtblems in Sudan and South Sudan, where
annual inflation in the first quarter of 2013 ha&eb running at almost 48 per cent and 60 per cent,
respectively.

Central and West Africa are forecast to see ambeghighest inflation rates in the region,
averaging around 10.0 per cent in both 2013 and.201both Nigeria and Ghana, strong fiscal
spending and consumer demand will maintain the ubveaessure on prices. However, in the
Franc Zone, inflation will remain relatively low.dtably in Céte d’lvoire, the normalisation of
trading activities and a more stable political @iton following the crisis in 2011 will keep
inflation at 0.6 per cent in 2013. In Southern &dj inflation will recede in South Africa due to
more constrained domestic demand as well as in iZamlhight of fiscal tightening. By contrast,
Mozambique will see an increase in inflation basadstrong FDI inflows and an expansionary
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monetary policy stance. Among the highest inflatiates will occur in Malawi, where further
exchange rate depreciation in the wake of theditsztion of the currency regime will lead to an
inflation rate of more than 20 per cent in 2013 armund 15 per cent in 2014.

Africa’s exports to the euro area and the Uniteate3thave seen a pronounced decrease in 2012,
mainly reflecting the continuing weakness in depelbd economies. This left demand from
developing Asia as well as exports to other Afriemonomies as the main driver of Africa’s
export performance (see figure 9). The persistirpkmess, especially in the euro area, will
continue to limit Africa’s export growth in 2013 h& underlying trend of increasing domestic
demand, both from consumption and investment, éspem infrastructure, will propel import
demand. This will result in greater pressure oreml account balances across the region.
Weaker trade with Europe will continue to weigh North Africa, one of its main trading
partners. Demand for oil and gas has proved relgtiinelastic so Algeria and Libya have
managed to hold up relatively well. Exports of fomducts, such as fish from Morocco and
horticultural products from Kenya have also growhatively rapidly despite the weakness in
Europe. There are some signs of increased regtoadé in East Africa, though a number of
important East African Community (ECA) protocolsitiwould ease cross-border flows have yet
to be ratified. With a return to oil production, e Sudan’s trade with neighbouring countries,
particularly Rwanda could accelerate in the next fears. In Central and West Africa, both
Ghana and Nigeria will see solid increases in irtgior view of strong spending by consumers as
well as investment in the resources sector and@structure. Meanwhile, in South Africa, the
trade deficit will shrink due to a normalisationrnmining exports after the strikes last year.

Figure 9
African exports to selected trading partners, 200012
(Millions of dollars)
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Across the continent, the large shortcomings imenuc and social development will continue to
exert pressure regarding sustained public spendiihg. lack of infrastructure will use up
significant public funds, although in several casesh as Ghana and Nigeria, fiscal policy will
have to deal with less room for manoeuvring, impdysharper trade-offs, for example between
increasing wages in the public sector or pursuindlip infrastructure investment projects.
Another major spending area will continue to berthed to provide at least some public welfare
measures in view of otherwise absent welfare safety. On the revenue side, while solid prices
for oil and other resources will underpin fiscatdme flows, institutional shortcomings or simply
a lack of institutional capacity will limit tax deiction. At the same time, official development
assistance (ODA) will remain under pressure givenfiscal austerity measures put in place in
several major donor countries. One factor of umabey regarding fiscal policies is upcoming
elections, for example in South Africa in 2014, ghimight lead to unforeseen spending
initiatives without necessarily being tied to sdiitancing.

Subsidies, especially for food and fuel, remainagomfiscal policy challenge across the region.
The situation is most stark in Egypt, where IMF ditionalities for a $4.8 billion loan rely on
cuts in both of these areas. The fiscal defigirigected to be 10.7 per cent of GDP for the fiscal
year 2012-2013. Subsidy cuts will have significempacts on a large percentage of population,
particularly the poor. With national estimates okn25 per cent of the population below the
poverty line in 2011, many rely on subsidized breagbsidies have also pushed the fiscal deficit
up to above 8 per cent in Morocco, though thiscgeeted to ease somewhat in the coming years,
both as the drought fades and some reform proggumisito effect. Cuts to fuel subsidies in
Tunisia are expected to bring the deficit down fro per cent of GDP in 2012 to around 5.1 per
cent in 2013, but this caused significant popufayea and resulted in a pull-back on plans to also
cut food subsidies.

Despite an overall moderating inflation trend inriéd, monetary policies will remain in
tightening mode or at most adopt only a temporamtre accommodative stance. The reasons for
this include strong fiscal spending as well as arge rate depreciation, both of which will exert
upward pressure on prices in several countries.dtmy policy will find room for a temporary,
relative easing in South Africa, where inflatiorllwemain below the official target, although the
central bank is expected to shift towards a tightdicy stance towards the end of 2013 in order
to push real interest rates into positive territdBy contrast, in Nigeria and Ghana, monetary
policy will take a more cautious stance, also iemviof sustained fiscal impulses for growth and
the resulting upward pressure on inflation of tieanwhile, currency depreciation will be a
major concern for monetary policy in a number ofitmies such as Malawi, Kenya, Burundi,
Sudan and Egypt, although the seriousness of thatisin varies. In Malawi, exchange rate
depreciation will keep inflation above 20 per cant2013, with monetary policy expected to
remain in a tightening mode with policy rates isimilar range in order to tackle the inflationary
environment. Currency concerns will also remairoeu$ of the Central Bank of Egypt, which
will continue to keep a tight lid on foreign exclggnpurchases. Egypt’'s foreign reserves have
been falling significantly and the only prospeat &m increase comes from IMF loans, although
there has been a momentary reprieve owing to anttiresfer from Qatar, this time for $3 billion.

The region remains exposed to a number of risksumedrtainties. A more severe and broader
global economic slowdown encompassing especiaflg amerging economies would hold the
potential to inflict significant damage on the @gs performance through a contraction in trade,
tourism and remittances. Moreover, the fiscal poid in developed economies continue to
create uncertainty regarding future ODA flows. lddition, unexpected adverse weather
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conditions that would negatively affect harvestldgepose another downside risk given the
significant role of the agricultural sector in masgonomies. At the individual country level, a
further deterioration of Egypt’s fiscal positionutd result in weaker growth, continued political
turmoil and possibly a spread of tensions to thieosinding region.

East Asa

Economic growth in East Asia is projected to pigkslightly in 2013 and 2014, following the
marked slowdown over the past two years. The régigross domestic product is forecast to
expand by 6.1 per cent in 2013 and by 6.3 perice2fdi14, up from 5.9 per cent in 2012, but well
below the 7.1 per cent recorded in 2011. The meélktbvery is expected to be underpinned by
robust growth in domestic demand and a gradualroptuexports as conditions in developed
economies improve. In most economies, private aopsion and investment will expand at a
solid pace, supported by stable labour market tiomdi, robust household income growth,
accommodative monetary policies and subdued inflatFiscal policies will remain moderately
expansionary and continue to provide support fongn.

The slowdown of East Asia’s growth in 2012 can kanty attributed to a marked downturn in
China and in the region’s higher-income economigsluding Hong Kong Special
Administrative Region of China, the Republic of Kar Singapore and Taiwan Province of China.
In China, full-year growth declined to 7.8 per cémt2012, the slowest pace since 1999, as
investment and exports weakened notably. Chinalsddwn also reflects a fundamental change
in the Government's policy priorities towards mauestainable, balanced and equitable growth.
In view of significant structural problems includimvercapacities in many industries, high local
Government debt, elevated property prices and rapalévels of environmental pollution,
authorities likely prefer a shift to a lower growtitajectory over a new round of large-scale
stimulus measures. On the basis of weaker-thaneeggrowth of 7.7 per cent (year on year) in
the first quarter, China’s full-year growth in 20is3projected at 7.8 per cent, the same pace as in
2012. In 2014, China’'s economy is forecast to eddan7.7 per cent.

The region’s higher-income and strongly exportoiéel economies saw growth drop sharply in
2012 owing to slowing export demand from China dadeloped economies and weaker capital
spending. This group of economies is projectedxjfgeBence a gradual recovery in 2013 and
2014 in line with the pick-up in global demand. Hower, growth will remain well below
potential. This is particularly the case in the Rajr of Korea, where private domestic demand —
for both consumption and investment — is likelyg¢oover only slowly. The marked downturn in
China and the region’s higher-income economiesdstan contrast to the strong growth
performance in Indonesia, Malaysia, the Philippiaad Thailand in 2012. In these economies,
buoyant consumption and investment demand, sugpdteexpansionary monetary and fiscal
policies, helped offset a decline in net exporthe Teconomic outlook for these economies
continues to be largely favourable, although a matdedecline in annual growth is projected for
2013. The slowdown mainly reflects less rapid giowt investment and, in the case of the
Philippines and Thailand, the absence of positaseleffects.

Labour markets in East Asia have remained broathples over the past year despite the
significant growth slowdown in most economies. Hoere the average pace of employment
growth in the region declined in 2012 accordingllt® estimates. Unemployment rates have
edged slightly higher in some of the strongly exjmoiented economies, but remain low by
historical standards. In Malaysia, the unemploynnatd rose from an all-time low of 2.7 per cent
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in August 2012 to 3.0 per cent in February 201&neas economic growth remained strong. In
the Republic of Korea, the seasonally adjusted ph@yment rate averaged 3.4 per cent in the
first quarter of 2013, up from 3.0 per cent in foerth quarter of 2012. On the other hand,
unemployment continued to decline in Indonesiahenktack of the rapid expansion of economic
activity in recent years. In August 2012, the cogistunemployment rate stood at 6.1 per cent,
compared to a high of 11.2 per cent in August 2085the remainder of 2013 and 2014,
unemployment rates across East Asia are projeateshaw little change given the expected
moderate pace of economic growth in most countiié® region as a whole has the lowest
unemployment rate in the world, but most countst face major labour market challenges,
including elevated rates of youth unemploymenthhspares of low-productivity jobs in the
agricultural and service sector and significanbinfal employment in some countries. While
unemployment rates are generally higher for men floa women, women are more likely to
work in vulnerable employment conditions. The ldygavourable labour market conditions in
the region are also reflected in robust growth ages and salaries. In many countries, including
China, Indonesia, Thailand and Viet Nam, Governsigémave raised the minimum wages
considerably in recent quarters — a trend thakétyi to continue in the outlook period.

Slowing growth and moderating commodity prices hadeto a significant decline in inflationary
pressures in East Asia over the past year. In 2@d#5umer price inflation in the region averaged
2.8 per cent, down from 4.9 per cent in 2011. Brtajority of countries, inflation is expected to
remain contained in the outlook period. A furtheeakening of global commodity prices,
combined with an appreciation of most national encies, will likely help curb inflationary
pressures. Demand pressures are also expectedn@nreveak even as output gaps have
narrowed in many countries and are generally cens@lsmall. Average consumer price inflation
is forecast to edge up to 3.1 per cent in 201jirgnfrom an estimated 1.5 per cent in Taiwan
Province of China to 7 per cent in Viet Nam. Contri@ the general trend, some countries could
see inflation pick up notably in the quarters ahdadndonesia, annual inflation is projected to
increase from 4.3 per cent in 2012 to 5.5 per @013 owing to cuts in fuel subsidies,
minimum wage increases and a rise in food pricBewWng severe flooding at the beginning of
the year. In China, annual inflation is expecte@d¢oelerate from 2.6 per cent in 2012 to 3.2 per
cent in 2013 on the back of ongoing strong creditasion and robust nominal wage growth.

Most central banks in East Asia have maintainedr@aotodative monetary policy stances in
recent months, after loosening monetary condition2011/12 in response to the economic
slowdown. Policy rates have generally been kepthold in early 2013 as global tail risks
declined and the outlook for the region remainedadbly stable, while inflationary pressures
continued to be mild. Monetary policy was, howeverther loosened in Papua New Guinea, the
Republic of Korea and Viet Nam during the first gaa of 2013 as authorities responded to
slowing growth and reduced or low inflationary m@®s. In the remainder of 2013, most central
banks are expected to maintain their current pateyce, with the possibility of some additional
policy rate cuts. Monetary policy may be gradugiiprtened during the later part of the forecast
period in the face of a pick-up in domestic demamdl more favourable global conditions.
Concerns over significant capital inflows from dieyged economies and currency appreciation
pressures will, however, keep central banks frokingi interest rates quickly. In China, the
authorities have already started to move in thectiion of monetary tightening by restricting new
lending to local Government financing vehicles anhdrawing funds in open market operations.
The Chinese Government also lowered the growtletdoy broad money supply to 13 per cent in
2013, down from 14 per cent in 2012. Given the ifitant risks associated with the elevated
property prices and the country’s large shadow imanlsystem, the authorities will likely
introduce further restrictive measures in the aklperiod, while also trying to keep growth on
track.
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Against the backdrop of increased global risks ahowing domestic economies, many
Governments in East Asia adopted more expansiofisegl policies in 2012. In Indonesia,
Malaysia, the Republic of Korea, Thailand and \lNeim, the authorities implemented measures
to stimulate private sector demand and mitigate gbeial impact of the slowdown. Such
measures included tax rate cuts, hikes in civivaais’ salaries and minimum wages, and
provision of cash transfers and low-interest loaims.China, the Government fast-tracked
infrastructure projects during 2012. These expamasip fiscal policies, combined with costly
subsidy schemes, generally led to a slight detstran in fiscal positions. Budget deficits and
government debt levels as a percentage of GDP nerhawever, still low in most economies
other than Malaysia and Viet Nam. In both countribe fiscal deficit stood at 4.7 per cent of
GDP in 2012 owing to increased spending on infuastire and social welfare programmes, and
high fuel subsidy bills. In 2013 and 2014, fiscabligy across East Asia will remain
accommodative and will contribute positively to romic growth. Given the expected gradual
pick-up in growth in most economies, fiscal balanaee projected to improve slightly. China is
expected to maintain robust growth in expenditiard revenues as the general government
deficit is scheduled to increase to 2.0 per cenGDP in 2013. In the Republic of Korea, the
Government recently announced a new set of stinmkssures in the form of a supplementary
budget. While general government debt levels anergdly low or moderate, some concerns have
emerged about the continuing expansion in corp@atehousehold debt, for example in China,
Thailand, Malaysia, and the Republic of Korea.

Trade and current account surpluses in most EdanAsonomies narrowed in 2012 as exports
slowed more rapidly than imports (see figure 10)e Tveaker growth in export earnings across
the region mainly reflects the slowdown in impogenthnd in developed economies and a decline
in the prices of many export commodities. The regimas particularly affected by the fall in
European Union demand for manufactured goods. Cogdpto 2011, the dollar value of
merchandise exports remained flat or declined #{igh most East Asian economies, including
Indonesia, Malaysia, the Republic of Korea and &aiwrovince of China. Import growth also
weakened notably in most countries. In 2013, Easa'A exports and imports are projected to
grow at a relatively weak pace given the ongoinggish demand in most developed countries.
A gradual pick-up in external demand is expectetthénsecond half of 2013 and in 2014. In most
countries, trade and current account surplusesegoected to widen again slightly. A major
exception is China, where the current account sargeclined to 2.4 per cent of GDP in 2012
and is expected to fall further to only about 1 gemt in 2014. This can be attributed to a gradual
decline in the trade surplus and a widening serbaknce deficit as the number of Chinese
tourists travelling overseas increases.
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Figure 10
Current account balances as a share of GDP in seted East Asian economies, 2000-2012
(Percentage)
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A renewed deterioration of the crisis in the eureaaand a sharp deceleration in the pace of
growth in China continue to represent the main dsden risks for the region. Additional risks
factors are associated with the recent further msipa of unconventional monetary policies in
developed economies. Current global financial doom are characterized by abundant liquidity,
low global interest rates, and a rising risk afgpetind search for yields among investors. A
further strong surge in capital inflows could le@adan appreciation of domestic currencies, to
excessive credit growth and to a build-up of sigaifit leverage and asset price bubbles — and
thus increase balance sheet risks and the vulitigrabieventual changes in global conditions.

South Asia

After experiencing a sharp slowdown over the past years, South Asia is expected to see a
moderate recovery in economic growth in 2013 art¥#2The region’s gross domestic product is
projected to expand by 4.7 per cent this year gné.4 per cent next year, following estimated
growth of only 3.9 per cent in 2012. The recoveii} likely be based on an upturn in private
demand, following the recent easing of monetarjcgah the region, and a gradual strengthening
of exports amid improving global conditions. Growthl, however, remain well below potential
in most economies as a wide range of structurabfacveigh on economic activity, including
stubbornly high inflation, large fiscal deficitsplfiical uncertainties, security issues, and transp
and energy constraints.

39



The region’s slowdown in 2012 reflects primarilynarked downturn in India’s economy and a
contraction of output in the Islamic Republic ddrir India’s economy lost further momentum in
the second half of 2012, with GDP growth slowingatenulti-year low of 4.5 per cent (year on
year) in the fourth quarter. Full-year growth deell to 5.1 per cent in 2012, down from 9.2 per
cent in 2010 and 7.5 per cent in 2011 (see figute This reflects ongoing weakness in
investment — which never fully recovered from thevg in 2008 - and a significant deceleration
in private consumption demand. Both components ten negatively affected by persistent
inflation, high nominal interest rates and politicaidlock. Weak external demand has also
contributed to the slowdown. At the sectoral legebwth in agriculture slowed markedly in 2012
owing to lower-than-normal rainfall in the monsaggason. While economic growth in India has
probably bottomed out, the recovery is likely to &lewer than previously expected, with
economic activity forecast to expand by 5.5 pert ®@r2013 and 6.1 per cent in 2014. Private
domestic demand will be the main driver of grovghpported by the easing of monetary policy
over the past year and a set of policy reforms dimatat improving the business environment. In
the Islamic Republic of Iran, economic activitypi®jected to contract for the second consecutive
year in 2013 before recovering mildly in 2014. Detieoil production will likely further decline

in the outlook period as a result of the internadicsanctions against the country. High inflation
and exchange rate volatility will continue to hampmivate consumption and investment.
Macroeconomic conditions also remain challengindNepal and Pakistan; both countries are
expected to record subdued growth in 2013 and 20idg to significant structural and policy
constraints. Pakistan’s economy is forecast to mapay about 4 per cent in both years as
political uncertainty, security concerns, low inraent in physical and human capital, and water
and energy shortages hold back growth. The economimok is much more favourable in
Bangladesh and Sri Lanka, with annual growth pteg@bove 6 per cent in 2013 and 2014. In
both countries, the main drivers of growth will fmévate consumption and investment, which are
supported by rising incomes and strong remittanttews.

The lack of comprehensive up-to-date employmena dat South Asian countries makes it
difficult to assess the impact of the current ecoicoslowdown on the region’s labour markets.
When available, official unemployment rates provatey limited information about the actual
labour market problems as the majority of peoplgtioae to work in low-productivity jobs in the
informal sector. In Pakistan, recent survey datggest that labour market conditions have
somewhat deteriorated in recent years. In the lioguiarter of 2012, the unemployment rate was
estimated at 6.5 per cent, up from 6 per cent teary ago. The national average masks large
differences between sub-groups, with unemploymeirigohigher among women (9.2 per cent)
than men (5.7 per cent) and higher in urban are@4 (per cent) than rural areas (5.0 per cent).
Nearly one quarter of women living in urban areasenunemployed in late 2012 and the female
labour force participation stood at only 7.1 pentc®ther countries in the region have similar
unemployment patterns even if recent labour matrezids have been more favourable. In Sri
Lanka, the total unemployment rate was estimatetllaper cent in the third quarter of 2012,
only slightly up from the record-low of 3.9 per teagistered in the first half of 2012. However,
in each age group, the unemployment rate was &ignify higher for women than men and the
unemployment rate for the age group 15 — 24 wastalidtimes the rate for those over 30 years
of age. In most countries of the region, labourkabpressures are likely to further intensify in
the years ahead as the labour force increasedyagmid economic growth remains well below
potential.
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Figure 11
GDP growth in selected South Asian economies, 202013
(Percentage)
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Inflation in South Asia remains elevated, even #saacountries have seen notably lower upward
pressure on prices in recent months. In 2012, coasprice inflation averaged 12.1 per cent, up
from 11.2 per cent in 2011. This increase mainflecés ongoing strong pressure on consumer
prices in India and a surge in inflation in theatsic Republic of Iran — the two countries with the
largest weight in the regional average. In Indispsumer price inflation remained elevated at
about 10 per cent in the first quarter of 2013, iehe wholesale inflation slowed markedly. This
divergence mainly reflects the larger weight of #i# rapidly increasing food prices in the

consumer price index. In the Islamic Republic ahlrthe expansion of international sanctions in
2012 has led to a sharp weakening of the rialpalrdse in the prices of imported goods, and
constraints in supply. By contrast, consumer pndation in Pakistan and Sri Lanka decelerated
markedly in recent quarters mainly owing to impmv&ipply conditions for perishable food

items, lower credit growth and reduced pressurem finternational commodity prices. The

divergent inflation patterns are expected to camim 2013; annual consumer price inflation is
forecast to range from about 7 per cent in Pakiatath Sri Lanka to 28 per cent in the Islamic
Republic of Iran. For the region as a whole, coreupmice inflation is projected at 12.4 per cent,
slightly higher than in 2012. Structural bottlengckuch as energy shortages, high inflationary
expectations, large fiscal deficits and adjustméntsdministered fuel and electricity prices will

continue to provide upward pressure on prices.@nother hand, a further moderate decline in
international food prices, more stable local curies and sluggish demand, especially in Nepal
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and Pakistan, are likely to dampen inflationarysptees. Average regional inflation is forecast to
moderate to about 10 per cent in 2014, but willaenimigher than in other developing regions.

South Asia’s monetary authorities have shiftedrtfaius to strengthening domestic investment
and supporting economic growth despite ongoingidensble inflationary pressures. Faced with
weakening domestic demand and major global uncgéigaj the central banks in Bangladesh,
India, Pakistan and Sri Lanka have eased monetdigygn recent quarters. The Reserve Bank
of India (RBI) lowered its main policy rate (theprgchase rate) from 8 per cent to 7.25 per cent
in the first half of 2013. The RBI also reduced tash reserve ratio to ease liquidity in the
banking system and to support credit flows to potide sectors. In Pakistan, the central bank
responded to sluggish growth and gradually fallimigation by loosening monetary conditions
significantly. The benchmark discount rate waslmyta total of 250 basis points since August
2012 to 9.5 per cent, the lowest level in more tfiveg years. The central banks in Bangladesh
and Sri Lanka also reduced their main policy rategarly 2013 in an attempt to stimulate
lending to the private sector and support domeatimand. Looking ahead, the central banks in
India and Pakistan may slightly ease monetary d¢immgi further in 2013; the room for additional
policy rate cuts is, however, limited by persisteothsumer price inflation in the case of India and
by concerns over the fiscal and external deficitPiakistan. In Bangladesh and Sri Lanka,
monetary conditions are expected to remain unclthngehe remainder of the year, with the
possibility of some tightening later in the foreigasriod.

South Asia’s economies continue to face signifidéstal pressures as slowing growth of tax
revenues, rising expenditures on energy, food antllifer subsidies and higher security
spending weigh on government budgets. In the issalfyear, Governments missed their deficit
reduction targets by a wide margin and the budgdicitd exceeded 5 per cent of GDP in
Bangladesh, India, Pakistan and Sri Lanka. Dedpigelarge deficits, most Governments are
planning to increase spending considerably in 281@ 2014 to support domestic demand and
address development needs. In India, total budgetnaiture is projected to rise by 16 per cent
in the fiscal year 2013-14, with the deficit targedt at 4.8 per cent of GDP. The spending
increase is expected to be partly financed by thle sf government stakes in companies,
temporary tax surcharges on firms and high-incomeners, and a gradual reduction of fuel
subsidies. As in other South Asian countries, impnoent in the fiscal position in India depends
on the strength of economic growth in the comingrgeand on progress in curbing subsidies and
expanding the low tax base. Pakistan faces the sey&re fiscal challenges in the region, with
the deficit widening to 6.6 per cent of GDP in fiseal year 2011-12. Although the deficit is
projected to decline slightly in the current fisgabr 2012-13 (which will end on 30 June 2013),
pressures for more comprehensive fiscal consatidagmain strong.

South Asia’s exports were hit hard by weakening al®iin key destination markets (including

the European Union and the United States) in 2b&2have shown some signs of improvement
in recent months. This is particularly the caséniia, where the value of merchandise exports
grew by 4 per cent year on year in the first quaste2013, after declining slightly in 2012. For

2013 as a whole, export revenues are projectethdi@ase mildly in most economies of the
region, supported by an expected pick-up in glauaivity in the second half of the year. The

major exception is the Islamic Republic of Iran,end exports are projected to contract further
amid the ongoing international sanctions. Across ribgion, slowing domestic demand and a
significant depreciation of most national curresgeit downward pressure on imports in 2012,
but expenditures for fuel imports remained elevatedughout the year. In recent months, the
bills for petroleum and petroleum products haveydaer, declined in some countries, especially
India, which saw a 17 per cent drop year on yedWlanch 2013. In 2012, India’s current account
deficit had widened to a record of 4.9 per cenG&iP. In most countries, trade and current
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account deficits as a percentage of GDP are expéztdecline moderately in 2013. Deficits will,
however, remain substantial in India, Pakistan &md Lanka. Workers’ remittance flows,
particularly to Bangladesh, Pakistan and Sri Lankd, continue to grow strongly and help
support current account balances.

Downside risks to the economic outlook for Soutlefere related to the continuing weakness of
the global economy, and in particular the ongoimgbfgms in the euro area, as well as to
regional or domestic vulnerabilities. On the exédide, a renewed slowdown of global demand
could further weaken South Asia’s exports, leadvidening current account deficits and add
pressures on the balance of payments. Politicahbiity and worsening security conditions
represent downside risks for several countriehérrégion, most notably Pakistan. In Bangladesh,
uncertainties have emerged over growth in the gatrnmelustry, the country’s leading export
sector, after a garment factory building collapgked over 1,000 workers. This has triggered
widespread strikes and protests over security aoitimg conditions and caused fears that some
Western retailers could stop manufacturing in Badgsh.

Western Asia

Economic growth in Western Asia decelerated in skeond half of 2012 owing mainly to
weakening external demand, especially from the ewea. As oil output declined, most oil-
exporting countries increasingly relied on theirallg diversified non-oil sector. Economic
activity also decelerated in oil-importing counsiidourdened by high import bills, slackening
demand and shrinking policy space. As a resulexjlorting countries continued to grow faster
than oil-importing countries in 2012, but this tapeed outlook may fade in 2013 on the back of
gas production in Israel and rebounding private ateinin Turkey. Average regional growth is
expected to increase from 3.1 per cent in 20124@8r cent in 2013 and to 3.8 per cent in 2014
(see Figure 12).

Since mid-2012, oil-exporting countries benefitfiedm record-high oil prices with the Brent
price averaging $111 per barrel (pb). Oil outputHer rose in Iraqg, but several Gulf Cooperation
Council (GCC) countries, especially Saudi Arabigngicantly scaled back their production
during the last quarter of 2012 in order to resxbess supply in the oil market. Saudi economic
activity was nevertheless underpinned by the exparsd domestic demand and a dynamic real
estate sector. Public and private investments drgldtgrowth in Qatar. Economic activity grew
more modestly in Bahrain and the United Arab Eresads the financial and real estate sectors
gradually recovered. In Yemen, national dialogud @re adoption of a record budget for 2013
mostly financed by regional donors, may contriltoteestoring the political stability required for
economic development. Civil war in the Syrian ARbpublic continued to weigh on the risk
perception of the region, particularly affectingighbouring countries. Trade, tourism and
investment remained subdued in Jordan and Lebdros.deteriorating external environment
increasingly affected economic activity in Israstlal’urkey during the second half of 2012, but
the exploitation of Mediterranean gas resourcessinel and rebounding private demand in
Turkey may strengthen their economic performandberoutlook.

The absorption capacity of labour markets remainsalwacross the region, generating
underemployment, vulnerable employment and unempdoy, which is only imperfectly hidden
by low participation rates, especially among womdn. Saudi Arabia, for instance,
unemployment was estimated at 12.2 per cent in 2¥1the entire work force, but at 35 per cent
for women, despite a female participation rate Wwel8 per cent. In GCC countries, employment
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in the private sector is mostly unattractive fotior@als because of low wages. The wedge
between private and public sectors further wideneitie wake of the Arab Spring as rulers and
legislators responded to social unrest by raisingeg and creating new jobs in the public sector,
including by strengthening security forces. Despitempts to raise the share of nationals in the
private sector, temporary migrant workers enjoyiagy limited rights still represent about 90 per
cent of the private sector work force in GCC coustr This highlights the poor coordination of
education, industrial and labour policies. In lragemployment in 2012 was estimated stable at
around 20 per cent. In Jordan, the unemploymentiretreased by about 1 percentage point to
12.8 per cent in the first quarter of 2013, with1lfier cent of men and 20.5 per cent of female
workers remaining without employment. In Israelemployment declined to 6.5 per cent in
January 2013. In Turkey, unemployment rose sligicklying the second half of 2012, but
remained below 10 per cent in January 2013.

Figure 12
Diverging growth trajectories in Western Asia, 20122014
(Annual changesin GDP, percentage)
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Inflation declined across the region in 2012 inomtext of weakening external and domestic
demand and remained moderate in the first montb8. In GCC countries, inflation averaged
3 per cent or less, except in Saudi Arabia. Thesimgucomponent of the consumer price index
was negative in Bahrain, Qatar and the United Afahirates, caused by excess supply and
limited domestic demand pressures. The pass-threffgbt of high food and energy prices kept
inflation above 10 per cent in Yemen. In Jordafiaiion reached 4.8 per cent in 2012 and rose to
7.6 per cent in the first quarter of 2013 partlyaasonsequence of fuel subsidies removal. In
Lebanon, inflation also rose from mid-2012 on ara/raverage 6 per cent in 2013, partly owing
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to higher wages and demand pressures arising fyorarSrefugee inflows. Prices rose by about
50 per cent in the Syrian Arab Republic in 2012aasonsequence of currency devaluation,
shortages and the liberalization of markets forsglibed goods, such as diesel and some food
commodities. In Israel, consumer price inflatiooost at 1.7 per cent in 2012 and declined
slightly in the first months of 2013, while housipgces rose further. In Turkey, inflation slowed
over the second half of 2012, oscillating arounuk? cent. While demand pressures may remain
moderate across the region in 2013, countries girtonreduce their budget deficit through a
reduction or removal of energy subsidies may expeg higher inflation.

Fiscal policy in Western Asia was durably affecbsdthe Arab Spring. In most GCC countries,
employment and housing measures significantly daisxpenditures, and improved the
redistribution of oil revenues across social clasEaiwait also improved the redistribution of oil
revenues across generations by raising the shareil ofevenues allocated to its Future
Generations Fund from 10 per cent to 25 per cdm. dggregate GCC budget surplus in 2012 is
estimated at about 14 per cent of GDP. Medium-ssaf balances remain strong, despite the rise
of the break-even price of oil for GCC countriesaaghole from $49 per barrel in 2008 to $79 in
2012. Bahrain and Oman are vulnerable to a potedhig in the oil price, however. While the
former registered a small budget deficit in 2012 aians to cut expenditures by 6 per cent in
2013, the latter still registered a budget surpiua012.

Oil-importing countries possessing limited policyffers reacted more cautiously to political
unrest. The Jordanian Government initially raisid servant pay and restored energy subsidies
in the wake of the Arab Spring, but the latter véhewentually removed in November 2012.
Ending fuel subsidies will contribute to reducirng tbudget deficit (including foreign grants) to
5.4 per cent of GDP in 2013, in line with the $fidm agreement Jordan concluded with the IMF.
In Lebanon, wage hikes approved in early 2013 adiil to the budget deficit. In Israel, budget
consolidation is likely to cut entittements andadesser extent defence spending, which still
represent close to 7 per cent of GDP. Together witidest tax hikes, these measures are
expected to limit the expansion of the budget defiic4.7 per cent of GDP in 2013. In Turkey,
the budget deficit remained below 2 per cent of GDP012 owing to strong tax collection.

Monetary policy remained unchanged in most coumtde the region since mid-2012. Policy
rates in GCC countries that have their currenciegged to the dollar remained constant,
mirroring the stance of the Fed. Growing moneylsiogproved liquidity conditions, contributing
to slightly lower funding costs, which had increhse the wake of the Arab Spring. In Jordan
and Lebanon, policy rates and liquidity conditiormmained stable. In Jordan, however,
international reserves shrank by about two-thinl2012 as a consequence of gas pipeline
outages in the Sinai that compelled the Governneswitch from cheap gas to more expensive
oil imports for electricity generation. As of Aprd013, international reserves only covered 4.1
months of Jordanian goods and services importshén Syrian Arab Republic, the official
exchange rate of the pound versus the dollar isededrom 70 to 86 pound per dollar between
August 2012 and April 2013 and it is close to 10Gte black market.

Since mid-2012, the Turkish lira appreciated agdaims currencies of developed country trading
partners that implemented quantitative easing.ebemt months, the central bank lowered the
upper bound of its interest rate corridor sevaraes in order to discourage capital inflows. It

further raised reserve requirements to rein initsagpply that expanded at an annualized rate of
25 per cent in order to match growing demand. Tdpdr growth of credit supply (about 10

percentage points above the target growth rate)evagtually complicate the management of the
current account deficit and inflation. The Israsdiekel appreciated over the second half of 2012
and inflation declined along with weaker domestiw eexternal demand. The central bank
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lowered interest rates twice, stabilizing its ppliate at 1.75 per cent. As monetary policy in
most countries of the region is tied to the stamiceentral banks in developed economies, it is
expected to remain mostly unchanged in 2013.

The contrast between external balances of oil-dxmprand oil-importing countries remained
strong in the second half of 2012. Surplus oil-ekpg countries continued to benefit from
elevated oil prices, but oil output started to glecin some GCC countries in the fourth quarter of
the year. In GCC countries, current-account sugduder 2012 ranged from about 8 per cent of
GDP in the United Arab Emirates to more than 40geert in Kuwait. A significant proportion of
oil trade revenues are reinvested abroad, addirtgeteestimated $1.9 trillion in foreign assets
held by GCC sovereign wealth funds at the end @226ligh current account deficits persisted in
oil-importing countries, such as Jordan and Lebarama result of weaker export demand,
declining revenue from tourism and higher imporisbiJordan was especially affected by
elevated oil prices as it had to switch from chgap to more expensive oil imports to produce
electricity in the wake of repeated gas pipelineagas in the Sinai.

The trade deficit also widened in Israel, puttihg turrent-account balance into deficit in 2012.
Manufacturing exports, including for high-tech geoskmained tepid, but the exploitation of

Mediterranean gas that started in March 2013 wdlice reliance on energy imports in the future.
In Turkey, weaker domestic demand during the se¢atidof 2012 coupled with the opening of

markets in Asia contributed to the progressive reiebalancing. In March 2013, the twelve-

month trailing current account deficit had droppetow 6 per cent of GDP, reaching a two-year
low. In the outlook, the magnitude of external italmges across the region will largely depend
on commodity price developments.

In the outlook, Western Asia faces several downsisles related to the possibility of abrupt
changes in the oil price, possibly related to arakesion of political or geostrategic tensions. The
intensification of the Syrian civil war and its kpver effects on neighbouring countries or rising
tensions around the Strait of Hormuz could raise @ii-price risk premium and exacerbate
existing current-account and fiscal imbalances. d®wtrast, if the financial woes and deeper
fiscal austerity in developed countries were tgger a global downturn, a sustained drop in the
oil price - amplified by financialized commodity nkats - would negatively affect fiscal and,
eventually, social stability in oil-exporting coues.

Latin America and the Caribbean

Economic growth in Latin America and the Caribb&aaxpected to accelerate from 3.0 per cent
in 2012 to 3.6 per cent in 2013 (see figure 13) tandl.2 per cent in 2014. This acceleration will
be sustained mainly by resilient domestic demarhighvhas driven regional economic growth in
recent years. In Mexico and Central America, ecanautivity in 2013 is projected to expand by
3.9 per cent, similar to the past two years. Thredast is, however, sensitive to the economic
trends in the United States. In South America, eooa growth will strengthen by 1 percentage
point in 2013, to 3.5 per cent, as the economiesAmfentina and Brazil gradually gain
momentum and the external demand for regional caittae recovers during the year. In line
with the regional trend, the Caribbean region igeexed to expand by 3.0 per cent in 2013, 0.5
percentage points higher than in 2012.

Among the largest countries, Mexico remains on aerate growth path, and its economy is

expected to expand by 3.8 per cent in 2013, driwexinly by a healthy performance of
manufacturing exports and stable domestic demahd. dggressive structural reform agenda
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pursued by the Government will likely enhance caiitipeness and the economic prospects in
the coming years. Meanwhile, Brazil is expectedetmover from the anaemic growth of 0.9 per
cent recorded in 2012. In 2013, the largest regienanomy is expected to expand by 3.0 per
cent, driven by a rebound in investment, followingsening of monetary policy in 2012 and
reductions in energy costs and payroll taxes ity&13. Manufacturing output is also expected
to recover, albeit slowly, after contracting sir@11. In Argentina, the agricultural sector will
drive the recovery, with intra-regional and globaports projected to increase; however, business
confidence remains weak. In Colombia, economic ¢iias/ expected to accelerate slightly from
4.0 in 2012 to 4.2 per cent in 2013, owing to adbao private consumption following monetary
stimulus since mid-2012. By contrast, the outlooR/enezuela has deteriorated significantly by
early 2013 as a result of increasing political abglities and a massive devaluation of the
domestic currency. The GDP is expected to exparaligagre 0.9 per cent this year.

The dynamism of private consumption is a relativetynmon pattern in most countries in the
region. In 2013, private consumption in Chile arefuPcontinues on a strong trajectory, while
growing more moderately in Argentina, Colombia &neixico. Overall, private consumption in

Latin America and the Caribbean is expected to ectgy 3.9 per cent in 2013, similar to 2012.
Meanwhile, investment is likely to expand more dapithis year than in 2012, with a rebound
projected in Argentina and Brazil after the poorf@enance in 2012. In Bolivia, Chile and Peru
investment demand continues to be strong, partigulathe hydrocarbon and mining sectors.

Importantly, domestic demand in the region continteebe supported by positive labour market
trends, especially in South American countries Bfekico. The regional unemployment rate
(weighted average) reached a record low of 6.4 qgamt in 2012. In early 2013, the
unemployment rate was about 6.0 per cent or loweBrazil, Chile, Ecuador, Panama and
Uruguay. In Mexico, the unemployment rate stood .8t per cent in the first quarter of 2013.
South American countries such as Argentina, Brazd Chile, also saw noticeable increases in
real wages in the last year. Unemployment remadveeker relatively high in Colombia and in
most Caribbean economies. Regional labour markitators are likely to remain robust this
year, but further improvements, such as additiorductions in unemployment or faster job
creation, will be difficult to achieve.

The inflation outlook is fairly stable, though iafion is expected to increase slightly in 2013, on
the back of more accommodative monetary policiesame countries since the second half of
2012. The Bolivarian Republic of Venezuela displélys highest inflation rate in the region
(year-on-year consumer price inflation reached &P cent in March 2013) and the massive
depreciation of the local currency in early 2013dling to price pressures. The Caribbean sub-
region, which is a net food importer, continued¢overy sensitive to fluctuations in international
food prices. Despite the relatively stable consuprare prospects for the region, inflation risks
are still limiting monetary policy.

In general, monetary policy in the region has beantiously managed in the last year. In
countries that modified their monetary stance, pbécy actions mainly aimed at promoting
economic activity more actively, given the outpaipgn some countries. Since July 2012, the
central banks of Brazil, Paraguay, Mexico, Colondma the Dominican Republic reduced their
policy interest rates. In the case of Colombisenest rates were reduced from 5.25 per cent in
July 2012 to 3.25 in March 2013. As a result, ther@ow less room for monetary policy to
further promote economic activity. Moreover, thede monetary cycle is expected to be partly
reversed in some countries during 2013, given tkistirg inflation risks. For instance, the
Central Bank of Brazil raised its benchmark interage from an all-time low of 7.25 per cent to
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7.50 per cent in April 2013 on the back of highdtationary pressures. This was the first interest
rate hike in nearly two years and likely the staytpoint for a modest monetary tightening cycle.

Figure 13
Latin America and the Caribbean: GDP growth forecass, 2013
(Percentage)
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The fiscal position deteriorated slightly in 2012ainly because of higher public expenditures in
Argentina, Bolivia, Paraguay and Uruguay. In soroentries, the global slowdown and the
decline in regional terms of trade generated araotibn or stagnation of public revenues from
natural resources. Tax revenues, which are morelgldinked to domestic demand, showed a
more robust behaviour. In 2012, Argentina, Chike, Dominican Republic, Ecuador, El Salvador,
Guatemala, Panama, and Peru implemented fiscalmefm an attempt to increase tax revenues
in the coming years. Overall, the fiscal positiemot as strong as prior to the financial crisigl a
Governments may find it more difficult to providéinsulus if global economic conditions
deteriorate further. This is especially the casthenCaribbean, where public debt-to-GDP ratios
are high. However, the region, and especially Séutterican countries such as Bolivia, Chile
and Peru, has preserved some space for counteadyadlicies.

The export performance is expected to improve naidbrin 2013, although the contribution of
net exports to GDP growth will be similar than 12, as imports are also expected to increase.
The highest export increase is expected in the toesnof the Mercosur, as the Brazilian
economy gradually recovers in 2013. In the resSoftith America, exports are expected to
increase more moderately, as economic growth im&Lkémpers and economic conditions in
Europe remain weak. In Mexico and Central Amereaorts continue to grow moderately, but
the outlook will largely depend on the economiaaiion in the United States. However, in the
region as a whole, the still feeble global recoweity limit major export expansions this year. In
the same line, the manufacturing sector is als@ebgo to grow only moderately. In the first
months of 2013, manufacturing output was feeblecanntries like Brazil, Peru, Chile and
Argentina.

Global financial liquidity, relatively high interesate differentials with respect to developed
countries and moderately good regional economisg®cts may encourage further capital flows
to the region this year. As a result, appreciafisgssures on domestic currencies might increase,
as already observed for instance in Mexico andeQhilearly 2013. In the actual context of high
volatility of capital inflows and significant undemties in developed countries, the region should
strengthen a coordinated framework on the fiscahetary, exchange rate and macro prudential
policy fronts in order to promote financial statyiland economic growth.

With growth projected to remain robust, the dowrdviaend in poverty is likely to continue. In
2012, the poverty rate reached a 30-year low gp@9cent, after continuously declining in the
last decade. Despite this, the region’s policymskshould intensify their efforts to tackle
structural growth and development constraints, siscthe infrastructure bottlenecks and the high
degree of natural resource dependency by conductimg proactive industrial policies.
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Global risks and uncertainties

The world economy continues to face significant ertainty, with risks still tilted to the
downside. TheGlobal Economic Outlook October 2012 examined three major global risks and
analyzed their potential impact on global growttsuéstantial worsening of the euro area crisis;
the United States falling off the fiscal cliff; aral hard landing for some large developing
economies. Since then, there has been improvemesainie of these areas, with short-term risks
diminishing but not disappearing. These three risksupdated below.

Meanwhile, a few new risks have gradually emergedecent months, particularly for the

medium run. For example, the eventual exit from akier-expanding unconventional monetary
measures in developed economies could have signifedverse effects on financial stability in
the future. Recent signals by the Federal Reseawd Bf slowing its quantitative easing program
beginning in 2014 have already raised fears of dvade financial turbulence. At the same time,
a prolonged period of subdued growth in many ecdoesnwith high unemployment and

inadequate investment may have led to a noticeallgr potential output. All these and other
risks, including those beyond the economic domaimch as geopolitical risks and natural
disasters, have the potential to derail the stdble global recovery.

Euro area risks diminished, but still potent

The crisis in the euro area continues to be a nmijbifactor for the world economy, although the

policy actions taken over the past months have Hesveome short-term risks. In particular, the
Outright Monetary Transactions (OMT) facility andeav policy initiatives since late 2012 have

significantly reduced the sovereign debt and deéfasiks and the risks of a euro area break-up.
This explains why the political impasse in theittalelection and the Cypriot bank bail-out have
so far resulted in limited disturbances. Despiteflogress, sources of significant risks remain in
the banking, fiscal and social sectors. For ingtalaclarge number of banks in the region still
have weak balance sheets and remain fragile. Inegrdoank liquidity has not translated into

growth in bank lending. Lending conditions remagit, banks continue to deleverage and credit
in the region continues to contract. These faciorgjrn, hinder economic activities in the region.

Given the way it was structured, the recent Cypbiait-out actually raised risks in the banking

sector by increasing the possibility of bank runs.

Lower sovereign yields, meanwhile, have not yekénothe downward spiral formed between
fiscal consolidation and the economic downturnkRisn the fiscal front are primarily related to
countries missing their fiscal targets and, as asequence, having to undertake additional
austerity measures. The countries already undestasse programs will have little choice but to
follow agreed-upon consolidation and restructurimgasures. These measures may become more
onerous, particularly in light of the harsh residnt to the recent Cypriot crisis which
demonstrated that support for assistance has deadnti countries not under assistance programs,
the key question is whether they will be forcedatinpt new measures if they miss their deficit
reduction targets. Finally, risks and uncertainti®ain about the implementation of those new
policy initiatives at both national and regionalédés, such as the proposed steps towards banking
union and fiscal integration. Should implementatadrthose policy initiatives stall or go awry,
confidence could falter again, leading to a retfrincreased instabilities.
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Fiscal cliff in the US averted, significant unceriaties remain

In the United States, the full impact of the fischff was averted when an agreement was
reached in March 2013 over the Bush-era tax cuwstending most but not all of the cuts. But

Congress failed to agree on a new deficit redugbiam, triggering automatic, across-the-board
spending cuts (sequestration) worth $1.2 trillisrerothe next nine years. For the remainder of
2013, this is estimated to result in a cut of $8koh. In the baseline outlook, it is assumed that

the sequestration will be replaced at the end etthrrent fiscal year (September 2013) by a new
agreement with a combination of some tax increasas lower spending cuts than in the

sequestration. Congress has managed to delay agguasi over the debt ceiling until the end of

the current fiscal year in September, but the apsiomis that the debt ceiling will be increased.

Significant uncertainties and risks remain, howeyetitical gridlock may result in a failure to
raise the debt ceiling and the sequestration mayirage into 2014 and beyond. An additional
risk is that the private sector proves to be lesflient than expected to the fiscal sequestration.
any of these transpire, economic growth in 201342@buld be much weaker than what is
projected in the baseline. Policy impasse and rfiscal tightening could erode consumer and
business confidence, leading to weaker consumadspg business investment and hiring. This,
in turn, could undermine the recovery in the hogsieactor.

Risks of a hard landing for large developing econm@®

Many large developing countries, including Brag@ihina, India and the Russian Federation, saw
a significant deceleration in GDP growth in thetga® years, owing to a combination of weak
external conditions and domestic impediments. énlihseline outlook for 2013-2014, growth in
these economies is expected to strengthen in sages csuch as Brazil and India, and to stabilize
in others, such as China. For some of these ecasombwever, the risk of a hard landing — that
is, a further considerable slowdown in growth — aema. In China, for example, economic
activity moderated again in the first quarter ol20after a short period of pickup in the second
half of 2012, with growth slowing to 7.7 per cerfay on year and 1.6 per cent quarter on quarter.
While the baseline forecast projects growth toizsbbetween 7-8 per cent in the coming years,
the possibility of a hard landing — with growthwlog to about 5 per cent - cannot be ruled out.

The major risks for China’s economy are associatitti the housing bubble, the surge in
shadow-banking activities, the lack of transparemcyhe local government debt, the excess
capacity in many key industrial sectors, and thalehges in economic restructuring and reforms.
Over the past year, China’'s authorities have maug lkmited progress in addressing these
interconnected challenges despite continuing paitgrts. After a short period of stabilization,
housing prices started to move up again in 201ggdring a new round of tightening measures
early this year. Local government debt, throughcipdinancing vehicles, and shadow banking
activities, which are motivated by evading the ecartional banking regulations and supervisions,
boomed over the past few years. The size of shdmowing loans reached an estimated 30-40
per cent of GDP by the end of 2012. Meanwhile, igitlke high dependency of growth on
government-guided investment, the ongoing econawstructuring, which aims at raising the
consumption-to-GDP ratio and lowering the investimatio, entails the risk of weakening the
growth momentum too rapidly. A further moderationGDP growth and rising financial risks
could feed into each other to form a vicious cirdbould no prompt policy actions be taken.
Given the large size of the Chinese economy anadbetry’s key role in international trade, a
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drop in China’s growth to about 5 per cent wouldvéha measurable impact on many other
economies, especially developing countries.
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Policy challenges

The top priority for macroeconomic policies worldei remains to support a robust global
recovery, with a focus on promoting job creatioheTpolicy stance and policy mix in individual
countries can, however, only be best stipulatetoordance with country-specific circumstances,
based on potential tradeoffs and institutional eegburce constraints. Meanwhile, international
policy coordination should be enhanced to mitigatgative policy spillovers across countries,
curb protectionism, promote cooperation in refognmthe international financial system, and
ensure sufficient resource inflows to the leasketigyed countries.

Fiscal policy

The fiscal stance in most developed economies, thélsalient exception of Japan, is expected to
continue tightening in 2013, although the degredigiitening is expected to ease in some
countries in 2014. In the United States, automgticernment spending cuts (sequestration) of
$85 billion have been activated in March 2013. Rgalernment spending is expected to decline
markedly, by 4 per cent in 2013, and another 1cpat in 2014, although it is possible that some
of the cuts will be reduced by subsequent agreeieate 2013.

In the euro area, countries in debt crisis or undiot distress are still subject to sizeable
consolidation programs, but the time-table for aeimg targets has in some cases be extended.
Countries facing limited fiscal pressures, suclasmany, are expected to adopt a more neutral
fiscal stance. As more countries ratify the fiscampact, which limits structural government
budget deficits, fiscal policy in the region wimain tight over the next few years. Bucking the
trend in developed economies, Japan has launched discal stimulus package of about 1.5 per
cent of GDP for fiscal year 2013, despite the fhett both the deficit and debt of Japan are
among the highest in developed economies. Thigiaddi fiscal stimulus will add to public debt
and further increase the debt-to-GDP ratio in thertsterm and perhaps also in the medium-term
if the country is unable to overcome deflation, ethis reducing nominal GDP.

Concerns about future fiscal sustainability haeerb behind the fiscal tightening in many
developed countries. Ceteris paribus, the higherd#ébt to GDP ratio, the higher the proportion
of government revenue spent on interest paymentsorAinuously rising debt will eventually
lead to a debt crisis. However, debt sustainalsityot simply determined by the single indicator
of the debt to GDP ratio, with a fixed thresholcedD sustainability for a country depends on a
complex set of variables, including interest raestential GDP growth, the proportion of debt
held by foreign investors, the domestic saving, rax¢éernal balances, the structure of government
spending and revenue, the demographic structureTké wide range of these variables explains
why some countries have fallen into debt crisi@ ahoderate debt ratio while other countries
remain solvent at a much higher debt ratio.

The challenge for the policymakers in most deveafopeuntries is to set the fiscal stance that
meets both the need to support a solid recoveopiput and employment in the short run and to
ensure the sustainability of public finance in tbag run. According to recent studies, the
negative effects of fiscal tightening on output aechployment in the current economic
environment are much larger than originally estadatparticularly when a group of countries
tighten their fiscal policies simultaneously. Supblicies may lead to loss of skills and
degradation of human capital, especially if austemdermines the educational system. This may
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lead to lower potential output in the long-run, akixely affecting both the supply-side and
demand-side of the economy. These findings haveotoe extent led to the extension of
achieving the targets of fiscal adjustment for s@oentries in the euro area.

Furthermore, the G20 has also recently recognizecheed to better protect public finances by
combating harmful tax competition, especially by t@avens, that causes significant tax revenue
losses.

Therefore, for those countries facing low financoasts and high unemployment, it would be
desirable to postpone fiscal tightening until tkeremy is recovered. It is also important to have
a credible plan for fiscal sustainability in thengprun. Countries in debt crisis or facing high
financing costs may have to front-load fiscal cdidstion and implement necessary structural
reforms to enhance long-run productivity, but thehould protect the welfare of the most
vulnerable groups and minimize the damage to huragital. Measures should be taken to curb
illegal tax evasion and aggressive tax optimizasohemes that enable an estimated $20 trillion
of private wealth and corporate profits, i.e., tiemual GDP of the United States and Japan
combined, to escape taxation. Harmful tax competias practiced by many offshore financial
centers (OFCs) and tax havens is estimated to cawesy year between $500 billion and $1
trillion of tax revenue losses for developed andettaping countries, thus significantly harming
public finances and increasing inequality. In tleveloped economies, arrangements allowing
companies to better adapt to business cycles sty working hours rather than the number
of employees, may mitigate the need for the adtimadf automatic stabilisers and pressure on
budgets during economic downturns. Shifting taxesdme forms of carbon producing energy
may also be worth considering, particularly if theds are used in the construction of green
infrastructure, which has been shown to be an engfifjob creation.

In contrast, most developing countries and econ®nmetransition are expected to adopt a
relatively neutral fiscal stance: with mild tighteg in some countries, such as Brazil and the
Russian Federation, and a mild expansion in otisersh as China and the Republic of Korea.
While these economies have lower government defigit debt levels than developed economies,
their fiscal positions are weaker than before tluba) financial crisis. One challenge for these
economies is to adjust the structure of governmspending and revenue according to country-
specific priorities: for some countries, such asn@hit is desirable to increase the proportion of
public spending on the social safety net, healthead education; while other countries, such as
Brazil and India, need to enhance spending onstrfrature investment. In the long run, fiscal
policy should be used to guide the transformatibthe development model for these economies
towards a more inclusive and sustainable systengxample, through public investment in green
technology.

The fiscal budgets of the least developed coun{li€3Cs) will remain under pressure from
various directions. Sustained public spending isded to deal with a variety of serious issues,
while the ability to raise tax revenue is often Ig\g official development assistance constitutes a
significant share of public revenue for a numbetbs, the move towards fiscal consolidation
in developed economies imply increased uncertdortihe fiscal situation of many LDCs.

Monetary policy

Major developed economies have recently strengtheéneir monetary policy measures, both
guantitatively and qualitatively, in an attempt affset the negative effects of tighter fiscal
policies on output and employment. Policy interasts in these countries are expected to remain
at or close to zero in 2013-2014. The central bavikscontinue to implement large-scale asset
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purchasing (LSAP) programmes. A new key featuréhese policy measures is the open-ended
strategy, which sets neither the total amount herduration for asset purchases. This strategy
seems to have worked better than earlier intermitsgoproaches in providing a more stable

anchor to financial market expectations.

The major central banks have also improved themroanication by articulating their policy
intentions to reduce uncertainties for consumedsiavestors. For instance, the Fed has made its
forward guidance regarding the anticipated paththef federal funds rate more explicit: it
indicated that the rate would remain at the currexteptionally low level as long as the
unemployment rate remains above 6.5 per cent,eomffation rate for the next one to two years
is not projected to be above 2.5 per cent. The Rdirdlapan has also explicitly defined its target
to raise inflation to 2 per cent by 2015. Recenatidy in the markets in the wake of Fed
statements on possible tapering of its QE highdighé need for clear communication strategies.

Major challenges for monetary policy in the develdgconomies lie in the future: when and how
to unwind the LSAP programmes smoothly without ewgeging significant risks of financial
instability and inflation. For instance, LSAPs msypport delays in balance sheet cleanups in
some banks, and unwinding of securities held byctmral banks may lead to an abrupt increase
in long-term interest rates resulting in lossesmnd holders. In addition, falling bond pricesaas
result of LSAP pullbacks may hurt EU area bank hedasheets, which hold a significant amount
of sovereign bonds. The central banks should thexdfiave a sound exit plan for the medium
term to provide a solid anchor for inflation expaitins. They should also have a forward-
looking mechanism to mitigate possible financiataility when those unconventional measures
end.

The monetary stance varies across developing gesnénd economies in transition. Most
recently, several of these economies, for examql&) have reduced interest rates to counter the
growth deceleration, while others, such as Chirevehmainly relied on liquidity operations
without reducing policy interest rates. In the RamssFederation, monetary policy remains
restrictive in response to elevated inflation. Ghades for monetary authorities in developing
countries and economies in transition also vamagority of these economies still require a mild
accommodative monetary stance to strengthen gratticularly domestic demand, as external
demand continues to be anaemic. A few economidsstiong inflationary pressures may need a
neutral stance or mild monetary tightening.

A common challenge for monetary authorities in dep@g countries and economies in
transition is to deal with the spillover effects wiconventional monetary easing by developed
countries, such as increased volatility in capitdlows and international prices of primary
commodities, and appreciation pressures on locatiecies. In some cases, the policy authorities
may have to resort to controls on short-term capitlows and macro-prudential measures.

International policy coordination

Most recently, the G20 has reaffirmed its framewiorkstrong, sustainable and balanced growth,
which was launched in 2009. Under this frameworR0Gnembers running current account
deficits, mainly the United States, pledged to utade policies to support private savings and to
consolidate their fiscal deficit, while the surplmembers agreed to strengthen domestic sources
of growth through measures such as reducing fimhntarkets distortions, boosting productivity

in service sectors, and improving social safetg.net
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The current account imbalances across major eca@sohdve narrowed significantly from the
levels prior to the financial crisis. The exterdaficit of the United States is estimated to bs les
than 3 per cent of GDP in 2013, down substantfatlyn the peak of 6 per cent of GDP in 2006.
The surpluses of China, Japan and a group of fkpéing countries have also declined
correspondingly, with the surplus of China downtirO per cent of GDP in 2007 to about 2 per
cent currently. However, more balanced current @ctsbacross major economies may not be
equivalent to more balanced global growth, and vieesa. Balanced global growth refers to a
state when growth in most economies is close temiai growth, namely, close to full
employment and full capacity utilization; this gtaloes not necessarily correspond to a balanced
current account across most countries. Thereforgernational macroeconomic policy
coordination should currently be focused on stiesging the global recovery and jobs creation,
but not necessarily on targeting balanced curreciuants across major economies.

International policy coordination is also neededrtitigate the negative spillover effects of the
unconventional monetary policy measures adoptettueloped economies. International reserve
currency issuers have the obligation to maintaistable value of their currencies. Excess
volatility of capital flows and international prieef primary commodities should be curbed, as
excess volatility is particularly detrimental toveéoping countries because of their small market
size and limited capacity to hedge.

International policy cooperation and coordinatioe aeeded to move forward the reforms of the
international financial system on several frontgzeFyears after the eruption of the global
financial crisis, progress in financial regulatasform has been slow, encountering growing
resistance from the financial industry. Some pregrlas been made in amending the global
financial safety standards for the banking sedodozen countries have issued final regulations
to implement Basel Il and more countries have cdiachto do so during 2013. Progress has
also been made in implementing over-the-counter@derivatives reforms. On the other hand,
the question of ending “too big to fail” remainsnpgang, and recommendations from the
Financial Stability Board (FSB) for the oversighidaregulation of the shadow banking sector
have yet to be issued. More forceful efforts aredeel to address the issues of international tax
avoidance and evasion, particularly through taxehayin order to protect public finances and
level the playing field for small businesses in gamison to transnational corporations as well as
for average tax payers and high-net-worth-indivisua

The current phase of reforming both the IMF andwhald Bank needs to be completed to make
their governance structure more representativppresve and accountable. While there has been
progress in ratifying the 2010 IMF quota and goaage reforms, it is not yet fully completed.
The new review of the IMF quota formula should bealved quickly to enhance the voice and
participation of developing economies.

International policy cooperation should ensure thaficient resources are made available to
developing countries, especially those possessinitet fiscal space and facing large needs for
investments in sustainable and resilient growttluging the LDCs. ODA flows have declined in

real terms in both 2011 and 2012. With less th&0Q ,days left to the deadline of the UN

Millennium Development Goals (MDGSs), internatiocalmmunities should redouble their efforts

to deliver on their commitments. These resourcesbadly needed for developing countries to
accelerate progress towards the achievement dfib@s by the end of 2015, and to lay a solid
foundation for long-run sustainable developmeniinely2015.
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Global policy scenario

A policy scenario aimed at moving the world econoohyser to a balanced growth path was
simulated using the UN Global Policy Model (GPMhid new scenario operates with a number
of the policy suggestions outlined above such agetad fiscal policies with a focus on job
creation and policy coordination to mitigate negatispillover effects. Taking into account
historical experiences specific to particular ecoigs as well as more recent developments the
model also enacts region and country specific did/Nith monetary policy in many developed
countries reaching its limits, the model implemesame fiscal policy interventions in the short
run designed to move the world past this periodustained below-potential growth rates. In
some cases this involves targeted government spgndtructural policies and investment
incentives.

More specifically, an easing or reversing of austeneasures in the US and select EU countries
was implemented in combination with investment mies and some changes in tax policy. The
current context for this exercise is one where anber of countries have been cutting
government spending in conjunction with delevergdiy businesses and households. This has
had detrimental effects on growth and resultechardases in debt to GDP ratios. According to
the model simulations, the more accommodative ffipodicies do not result in significantly
increased inflation or an expansion of deficit tbF5ratios as the implemented measures lead to
improvements in growth. The improved growth supptaix revenue which offsets the new debt
incurred by fiscal expansion. In some cases, sschiady, base-broadening taxation measures
were necessary to offset expanding deficits, asiberventions implemented in the policy
scenario led to an initial further widening of wheficit.

In developing countries with greater fiscal spapablic investments in infrastructure were
modelled among other interventions. As well, inocgrg for investment in both capital stock and
human capital to boost productivity were simulated East Asia and China. In South Asia,
Western Asia and North Africa, labour market refenvere enacted to boost female employment
and promote a shift from informal to formal emplagmh Increases in expenditures on education
and infrastructure in South and Latin America weffeet by adjusting the tax system to increase
progressivity and appropriately tax natural resesrédn some cases, for the sake of consistency,
some policy coordination was required as the effeftpolicies in one region have spill-over
effects in other regions. For example labour markédbrms to boost female employment in
Western Asia are likely to result in a reductionmiigrant labour particularly from the South Asia
and a subsequent fall in remittances. This is cbel@ffset by further changes in labour markets
in South Asia as well as investment incentivesréate the necessary economic activity to absorb
the new crop of domestic workers. Coordination i@&dd from Gulf countries to South Asian
countries could be facilitated to ease this trémsitThere were also efforts to diversify export
partnerships in developing countries. This comligmatof policies produced a more robust
growth path for the world economy while maintainiggvernment balances and promoting
necessary structural shifts. Structural shiftseacemplex process that often results in significant
social, political and economic upheaval. The imgatation of programs at the national level
involving efforts by both the public and privatect® are undertaken in the scenario to help ease
the transition.

The scenario results in an increase in WGP growthrbund 0.5 percentage points for 2014 as
well as improved growth patterns for subsequentsygathout significant increases in debt or
inflationary pressures. This relatively moderater@ase in growth reflects the generally slow
nature of the significant structural changes th#etplace in some of the economies over the
policy scenario horizon. In addition, employmenpiaves moderately, particularly in the near
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term as austerity measures are loosened, mitig#teglownward pressure on labour markets.
The growth rates of trade in goods and servicasafar investment and capacity utilization all
improve, though some pressures on current acco@lances remain.
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Table Al

World and regions: rates of growth of real GDP, 2007-2014

(Annual percentage chanae®)

2007 2008 2009 2010 2011 2012" 2013° 2014°
World 4.0 15 -2.1 4.0 2.8 2.3 2.3 3.1
Developed economies 2.6 0.0 -3.8 2.6 14 1.2 1.0 2.0
North America 1.9 -0.2 -3.0 25 1.9 2.2 1.8 2.6
Asia and Oceania 2.6 -0.5 -4.4 4.2 -0.1 2.3 15 1.9
Europe 3.2 0.4 -4.2 2.1 1.5 -0.2 0.0 1.4
European Union 3.2 0.3 -4.3 2.1 15 -0.3 -0.1 1.3
EU-15 3.0 0.1 -4.4 2.0 14 -0.4 -0.2 1.3
New EU Members 6.0 4.1 -3.6 2.3 3.2 0.8 1.1 2.2
Other Europe 34 1.2 -1.9 1.8 1.6 1.9 1.7 2.2
Memorandum items:
Euro area 3.0 0.4 -4.4 2.0 14 -0.6 -0.4 1.1
Major developed economies (G-7) 2.3 -0.3 -3.9 2.8 14 14 1.2 2.1
OECD 2.7 0.1 -3.7 2.9 1.7 1.3 1.2 2.1
Economies in transition 8.6 5.2 -6.6 4.4 4.5 3.2 3.0 3.7
South-Eastern Europe 5.5 3.7 -4.3 0.3 1.1 -1.2 0.9 1.9
Commonwealth of Independent States 8.9 5.4 -6.8 4.8 4.8 35 3.2 3.9
and Georgia
Developing countries 7.9 5.2 2.6 7.6 5.8 4.6 4.9 5.4
Africa 6.2 5.2 2.7 4.7 1.0 5.1 4.6 5.1
North Africa 4.7 4.6 3.1 4.1 -6.1 1.7 3.7 4.6
Sub-Saharan Africa 6.9 5.5 24 5.0 4.5 4.0 5.1 5.4
East and South Asia 9.9 6.1 5.3 9.0 6.9 5.5 5.8 6.1
East Asia 10.2 6.4 5.2 9.2 7.1 5.9 6.1 6.3
South Asia 8.6 4.6 6.1 8.0 6.4 3.9 4.7 5.4
Western Asia 4.7 3.8 -1.6 6.8 6.8 3.1 34 3.8
Latin America and the Caribbean 5.6 4.0 -1.9 5.9 4.3 3.0 35 4.2
South America 6.7 5.4 -0.2 6.5 4.5 2.5 34 4.2
Mexico and Central America 3.7 1.6 -5.4 5.2 4.0 4.0 3.9 4.1
Caribbean 6.4 3.6 0.9 3.5 2.7 2.5 3.0 3.7
Memorandum items:
Least developed countries 9.0 7.7 5.1 5.8 34 3.8 5.8 5.7
Sub-Saharan Africa (excluding Nigeria 8.1 6.7 4.0 5.4 4.1 4.1 5.9 5.7
and South Africa)
East Asia (excluding China) 6.0 2.8 0.2 7.7 4.2 3.2 3.6 4.1
South Asia (excluding India) 6.3 3.1 3.8 5.2 3.9 1.0 25 35
Western Asia (excluding Israel and 4.6 5.7 0.0 5.8 6.1 3.7 35 3.8

Turkey)

Source : Project LINK

a Calculated as a weighted average of individual country growth rates of gross domestic product (GDP),

where weights are based on GDP in 2005 prices and exchange rates.

b Actual or the most recent estimate.
¢ Forecasts, based in part on Project LINK.
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Table A.2
Rates of growth of real GDP, 2007-2014
(Annual percentage change)

2007 2008 2009 2010 2011 2012° 2013° 2014"
Developed Economies

North America
Canada 2.1 11 -2.8 3.2 2.6 1.8 15 2.4
United States 1.9 -0.3 -3.1 2.4 1.8 2.2 1.9 2.6

Asia and Oceania
Australia 4.8 2.4 15 2.6 2.4 3.6 2.6 3.1
Japan 2.2 -1.0 -5.5 4.6 -0.6 2.0 13 1.6
New Zealand 33 -0.6 0.3 0.9 13 3.0 21 3.3

European Union

EU-15
Austria 3.7 1.4 -3.8 2.0 2.7 0.8 0.8 1.8
Belgium 2.9 1.0 -2.8 2.3 1.8 -0.2 -0.3 1.3
Denmark 1.6 -0.8 -5.7 1.6 11 -0.6 0.6 1.1
Finland 53 0.3 -8.5 33 2.8 -0.2 0.4 1.5
France 2.3 -0.1 -3.2 1.6 1.6 -0.1 0.0 0.6
Germany 33 11 -5.1 4.1 3.0 0.7 0.6 2.1
Greece 35 -0.2 -3.1 -4.9 -7.1 -6.4 -5.0 -1.5
Ireland 5.4 -2.1 -5.5 -0.8 1.4 0.6 0.5 1.4
Italy 1.7 -1.2 -5.5 1.7 0.4 -2.4 -1.5 0.8
Luxembourg 6.6 -0.7 -4.1 2.9 1.6 0.2 0.3 12
Netherlands 3.9 1.8 -3.7 15 1.0 -0.9 -0.5 1.0
Portugal 2.4 0.0 -2.9 1.9 -1.6 -3.2 -3.0 -0.6
Spain 35 0.9 -3.7 -04 0.4 -1.4 -1.7 0.1
Sweden 33 -0.6 -5.0 6.5 3.7 0.8 13 2.4
United Kingdom 3.6 -1.0 -4.0 1.8 0.9 0.2 0.7 1.9

New EU Member
Bulgaria 6.4 6.2 -55 0.4 1.7 0.8 15 2.5
Cyprus 51 3.6 -1.9 13 0.5 -2.4 -10.2 -7.8
Czech Republic 5.7 31 -4.5 2.6 2.0 -1.2 0.1 2.0
Estonia 75 -4.2 -14.0 3.4 8.4 34 2.3 2.8
Hungary 0.1 0.9 -6.7 1.4 1.8 -1.7 0.1 1.9
Latvia 9.6 -3.2 -17.7 -0.9 55 5.2 4.0 4.0
Lithuania 9.8 2.9 -14.9 15 5.9 3.6 2.7 3.0
Malta 43 4.1 -2.7 2.3 2.1 0.9 0.7 1.1
Poland 6.8 5.1 1.6 3.9 4.4 21 2.0 2.5
Romania 6.3 7.4 -6.6 -1.7 2.4 0.7 21 3.0
Slovak Republic 10.5 5.8 -4.9 44 3.2 2.0 0.6 1.5
Slovenia 7.0 3.4 -7.8 11 0.6 -2.3 -1.4 0.9

Other European
Iceland 6.0 1.2 -6.6 -4.0 2.6 2.0 17 2.1
Norway 2.7 0.1 -1.6 0.4 1.2 3.2 24 2.6
Switzerland 3.8 2.2 -1.9 3.0 1.9 1.0 1.2 1.9

Economies in transition

South-Eastern Europe
Albania 5.9 7.6 33 3.9 2.0 1.6 2.1 3.0
Bosnia and Herzegovina 6.1 5.6 -2.9 0.7 1.7 0.2 0.8 2.5
Croatia 5.1 2.1 -7.0 -1.4 0.0 -2.0 0.2 1.5
Montenegro 10.7 6.9 -5.6 25 25 -0.6 15 2.3
Serbia 5.4 3.8 -35 1.0 1.6 -1.7 15 1.5

The former Yugoslav Republic of

|Macedonia 6.1 5.0 -0.9 18 3.0 -0.3 1.2 2.5

Commonwealth of Independent States
Armenia 13.7 6.9 -14.1 2.2 4.7 7.1 6.0 5.5
Azerbaijan 25.1 10.9 9.2 5.0 0.1 2.2 3.0 2.8
Belarus 8.6 10.3 0.1 7.7 5.3 15 2.3 3.0
Kazakhstan 8.7 3.4 1.2 7.2 7.5 55 6.0 8.0
Kyrgyzstan 8.5 8.4 2.9 -0.5 5.7 -0.9 5.1 5.0
Republic of Moldova 3.0 7.9 -6.0 7.1 6.4 -0.8 25 3.0
Russian Federation 8.5 5.3 -7.9 43 43 3.4 2.9 3.5
Tajikistan 7.8 7.6 4.0 6.5 7.4 75 6.0 6.5
Turkmenistan 11.8 14.8 6.1 9.2 14.6 8.0 7.0 7.0
Ukraine 7.9 2.3 -14.8 4.1 5.2 1.8 15 2.8
Uzbekistan 9.5 9.1 8.0 8.5 8.3 8.2 7.0 6.9
Georgia 12.3 2.3 -3.8 6.3 7.0 7.0 6.0 6.1
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2007 2008 2009 2010 2011 2012° 2013" 2014"
Developing Economies

Africa
Algeria 3.0 2.4 2.4 33 2.8 2.4 33 3.6
Angola 23.2 13.8 2.4 3.7 39 7.9 8.3 5.8
Benin 4.6 5.0 2.6 25 3.2 34 4.6 4.8
Botswana 4.8 3.0 -4.8 7.0 3.7 6.2 5.8 5.5
Burkina Faso 4.1 5.8 2.9 7.9 -7.9 6.4 6.9 7.1
Burundi 6.4 13.6 35 3.9 4.2 4.0 38 4.3
Cameroon 33 2.9 1.9 3.2 5.6 45 4.7 4.7
Cape Verde 8.6 6.2 35 5.4 5.4 4.6 4.3 4.7
Central African Republic 3.7 2.0 1.7 3.0 1.9 3.8 25 4.0
Chad 0.1 0.3 4.1 14.6 0.7 6.2 4.0 5.0
Comoros 0.5 1.0 1.8 2.0 2.2 25 33 3.3
Congo -1.6 6.0 75 8.7 45 45 55 5.7
Cote d'lvoire 1.6 2.3 3.8 3.0 -4.7 8.6 7.2 7.8
Democratic Republic of the Congo 6.3 6.2 2.7 7.2 6.9 7.1 77 6.6
Djibouti 5.0 5.8 5.0 35 4.4 4.7 4.8 4.4
Egypt 7.1 7.2 4.6 5.2 1.8 2.1 15 4.4
Equatorial Guinea 23.2 15.3 4.6 -0.8 7.1 7.2 6.5 6.7
Eritrea 1.4 -9.8 3.9 2.2 8.7 6.5 5.0 4.3
Ethiopia 115 10.8 8.8 125 11.2 8.2 7.2 7.0
Gabon 5.6 1.8 -0.4 5.6 5.8 5.8 6.2 5.4
Gambia 4.7 55 6.3 6.0 55 2.4 8.2 5.5
Ghana 6.4 8.4 4.6 6.7 14.4 7.1 75 7.4
Guinea 25 4.7 0.9 2.1 2.7 4.6 4.9 5.1
Guinea-Bissau 4.1 4.0 12.7 6.0 4.1 -1.8 2.2 3.5
Kenya 7.0 15 2.7 5.7 4.4 41 55 5.8
Lesotho 4.7 55 2.8 5.6 5.8 3.8 5.9 5.3
Liberia 8.6 8.0 7.8 7.3 8.2 8.4 75 6.4
Libya 5.1 2.7 -0.8 4.2 -62.0 104.0 125 8.1
Madagascar 6.3 7.1 -4.2 0.4 1.6 24 3.2 4.4
Malawi 9.6 8.3 8.9 6.7 45 1.6 41 4.3
Mali 43 5.0 3.4 4.1 2.7 -3.0 35 5.9
Mauritania 1.6 -0.7 0.1 5.6 5.1 5.2 6.2 5.5
Mauritius 5.8 55 33 4.1 35 33 34 3.9
Morocco 2.7 5.6 4.7 3.7 4.1 2.4 3.6 4.9
Mozambique 7.3 6.9 6.3 6.8 7.1 7.4 7.0 7.3
Namibia 5.4 43 -0.7 6.6 4.9 4.0 4.7 5.4
Niger 31 9.6 -1.8 5.6 2.3 11.2 6.2 6.5
Nigeria 6.4 6.3 6.9 7.8 7.4 6.6 6.8 7.0
Rwanda 7.7 111 6.2 7.2 8.6 7.3 7.1 7.1
Sao Tome and Principe 2.4 9.4 4.8 45 4.9 5.0 53 5.4
Senegal 4.9 3.7 2.0 4.1 2.8 3.9 4.4 4.6
Sierra Leone 8.0 5.2 -1.2 2.2 6.5 17.7 12.6 10.4
South Africa 5.6 3.6 -1.7 2.9 35 25 2.8 3.8
Togo 2.1 2.4 33 4.0 3.9 4.4 4.7 4.9
Tunisia 6.3 45 31 35 -1.5 2.8 33 3.8
Uganda 8.1 10.4 4.2 6.3 4.1 6.5 53 6.7
United Republic of Tanzania 7.1 7.5 6.0 7.0 6.4 6.8 7.0 7.1
Zambia 6.3 5.7 6.7 6.5 6.6 6.1 6.8 8.3
Zimbabwe -3.3 -4.7 16.9 9.6 10.3 31 2.2 2.4

East and South Asia
Bangladesh 6.3 6.0 5.9 6.3 6.5 6.2 6.3 6.4
Brunei Darussalam 0.2 -1.9 -1.8 2.6 2.2 15 1.8 2.0
China 14.2 9.6 9.2 10.3 9.2 7.8 7.8 7.7

Hong Kong, Special Administrative Region
of China 6.4 2.4 -2.7 7.0 5.0 14 2.7 3.3
India 9.6 5.2 7.2 9.2 75 51 55 6.1
Indonesia 6.3 6.0 4.6 6.2 6.5 6.2 6.1 6.3
Iran, Islamic Republic of 7.8 2.1 3.2 5.5 2.8 -2.8 -0.3 1.5
Korea, Republic of 5.1 2.3 0.3 6.3 3.6 2.0 2.3 2.9
Malaysia 6.3 4.9 -1.5 7.1 5.1 5.6 5.0 5.3
Myanmar 12.0 10.2 10.6 104 5.4 5.0 5.3 5.9
Nepal 4.4 5.6 4.6 45 4.1 4.0 38 4.1
Pakistan 3.6 2.6 35 3.2 3.4 37 4.0 4.2
Papua New Guinea 7.2 6.7 6.2 7.6 8.8 9.1 4.3 5.4
Philippines 6.6 4.2 11 7.6 3.7 6.6 5.9 5.7
Singapore 8.9 1.8 -1.0 14.7 4.9 1.3 1.9 3.3
Sri Lanka 6.8 6.0 35 8.0 8.3 6.4 6.7 6.4
Taiwan, Province of China 6.0 0.8 -1.9 10.9 4.1 1.3 2.9 3.6
Thailand 5.4 1.7 -1.1 75 0.1 6.4 5.0 5.2
Vietnam 8.5 6.3 5.3 6.8 5.9 5.0 5.3 5.9
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2007 2008 2009 2010 2011 2012° 2013" 2014"
Western Asia
Bahrain 8.4 6.3 31 45 2.2 31 39 3.0
Iraq 1.4 6.6 5.8 5.9 8.6 9.3 7.8 8.1
Israel 55 4.1 0.8 48 47 3.2 3.7 4.5
Jordan 8.2 7.3 55 2.3 2.6 2.6 29 3.0
Kuwait 6.5 4.2 -7.8 7.9 8.2 55 1.9 3.1
Lebanon 8.4 8.6 9.0 7.0 15 1.6 21 3.5
Oman 6.7 12.9 11 8.1 55 45 43 3.6
Qatar 18.0 17.7 12.0 16.7 135 5.9 51 4.5
Saudi Arabia 2.0 4.2 0.1 51 7.1 5.9 41 3.7
Syrian Arab Republic 5.7 45 5.9 3.4 -2.0 -31.4 -15.0 6.0
Turkey 4.7 0.7 -4.8 9.1 8.5 2.2 33 3.6
United Arab Emirates 3.2 3.2 -4.8 13 4.2 33 3.7 3.4
Yemen 35 4.0 43 7.8 -10.5 -1.0 3.0 3.0
Latin America and the Caribbean

Argentina 8.7 6.8 0.8 9.2 8.9 1.9 34 3.9
Barbados 1.7 0.4 -4.1 0.2 0.6 0.2 1.8 2.0
Bolivia, Plurinational State of 4.6 6.1 34 4.1 52 5.2 4.9 5.0
Brazil 6.1 5.1 -0.3 7.6 2.8 0.9 3.0 4.2
Chile 5.2 33 -1.1 6.1 6.0 5.6 49 4.8
Colombia 6.9 3.6 1.7 4.0 5.9 4.0 4.2 4.6
Costa Rica 7.9 2.8 -1.0 47 42 49 44 4.5
Cuba 7.3 4.1 1.4 24 2.7 3.0 35 3.8
Dominican Republic 8.5 53 3.4 7.7 45 3.9 3.2 4.2
Ecuador 2.0 7.3 0.4 3.6 7.8 5.0 42 4.5
El Salvador 3.8 13 -3.2 13 15 13 2.2 2.6
Guatemala 6.3 33 0.5 29 39 3.2 35 3.5
Guyana 5.4 2.1 33 3.6 46 33 49 4.8
Haiti 33 0.9 2.9 -5.4 5.6 29 6.3 6.3
Honduras 6.2 4.2 -2.1 2.8 3.6 35 39 42
Jamaica 1.4 -0.8 -3.1 -1.4 15 -1.0 0.5 1.2
Mexico 3.4 13 -6.0 53 39 39 38 4.1
Nicaragua 3.6 2.9 -1.5 45 4.7 4.0 3.8 3.9
Panama 12.1 10.2 38 7.6 10.6 10.1 7.6 7.3
Paraguay 6.8 5.9 -3.9 15.0 3.8 -0.9 9.4 5.0
Peru 8.9 9.8 0.8 8.7 6.9 6.2 6.0 5.8
Trinidad and Tobago 4.8 2.4 -35 25 -14 -0.5 2.1 3.1
Uruguay 6.5 7.2 2.4 8.9 5.7 39 4.2 43
\Venezuela, Bolivarian Republic of 8.8 5.3 -3.2 -1.5 3.9 5.6 0.9 3.0

Source: Project LINK

a Actual or most recent estimate.
b Forecasts, based in part on Project LINK.
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Table A3

World and regions: consumer price inflation, 2007-2014

(Annual percentage change®)

2007 2008 2009 2010 2011 2012° 2013° 20149
Developed economies 2.1 35 -0.1 1.8 25 19 15 1.7
North America 2.6 4.2 -0.7 24 29 2.1 15 1.7
Asia and Oceania 0.4 1.8 -0.8 -0.1 0.3 0.3 0.6 1.7
Europe 2.2 35 0.8 1.9 29 2.4 1.7 1.6
European Union 2.2 35 0.8 19 3.0 2.6 1.8 16
EU-15 2.1 3.3 0.7 1.9 29 25 1.7 15
New EU Members 4.1 6.1 3.2 2.9 3.8 3.8 2.6 2.8
Other Europe 0.8 3.1 0.9 1.5 0.7 -0.1 0.9 1.2
Memorandum items:
Euro area 2.1 3.3 0.3 15 2.7 2.5 1.6 15
Major developed economies (G-7) 2.0 34 -0.3 1.7 2.4 19 14 16
OECD 2.2 3.6 0.2 1.9 2.6 2.0 1.6 1.8
Economies in transition 9.0 15.8 10.8 6.8 9.3 6.0 6.6 6.4
South-eastern Europe 3.6 7.9 35 2.8 5.0 4.2 4.4 3.3
Commonwealth of Independent States 9.5 16.6 114 7.2 9.7 6.2 6.9 6.6
and Georgia
Developinag Countriesd 5.2 8.2 4.3 55 6.3 55 5.7 5.0
Africa® 6.2 11.6 8.0 6.6 7.8 8.0 6.5 5.8
North Africa 5.3 9.7 6.1 5.3 6.7 6.2 5.2 5.5
Sub-Saharan Africad 6.9 12.7 8.4 5.8 7.9 8.3 6.5 5.2
East and South Asia 4.9 74 2.8 49 6.2 4.8 5.1 4.7
East Asia 3.9 6.0 0.6 3.2 49 2.8 3.1 3.1
South Asia 8.5 12.5 111 11.4 11.0 12.1 12.4 104
Western Asia 6.2 10.2 4.9 6.1 5.5 5.6 5.8 4.7
Latin America and the Caribbean 5.2 7.8 6.0 6.0 6.4 6.2 6.7 5.8
South America 5.6 8.7 6.6 7.1 8.0 7.4 8.4 7.0
Mexico and Central America 4.2 5.9 5.2 4.1 3.6 4.1 3.8 3.8
Caribbean 8.6 10.5 3.0 5.6 6.9 4.4 5.9 5.0
Memorandum items:
Least developed countries 9.4 14.0 8.4 9.0 11.7 124 9.6 7.6
Sub-Saharan Africa (Excluding 7.5 13.8 9.1 7.3 10.3 10.4 7.9 6.3
Niaeria and South Africa)
East Asia (excluding China) 3.1 6.2 1.9 3.0 4.3 29 2.9 31
South Asia (excluding India) 13.2 21.4 11.9 10.7 15.8 18.4 17.9 14.2
Western Asia (excluding Israel and 5.3 111 3.7 45 4.9 5.9 6.4 45

Turkey)

Source: Project LINK

a Calculated as a weighted average of individual country growth rates of consumer price index (CPI),
where weights are based on GDP in 2005, in United States dollars .

b Actual or the most recent estimate.
¢ Forecasts, based in part on Project LINK.
d Excluding Zimbabwe.
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Table A4
Consumer price inflation, 2007-2014
(Annual percentage change)

2007 2008 2009 2010 2011 2012°  2013° 2014
Developed Economies

North America
Canada 2.1 2.4 0.3 1.8 29 15 1.2 2.0
United States 2.6 4.3 -0.8 2.5 2.9 2.1 15 1.7

Asia and Oceania,
Australia 2.3 4.4 1.8 2.9 33 1.8 2.6 2.9
Japan 0.1 1.4 -1.3 -0.7 -0.3 0.0 0.3 1.5
New Zealand 2.4 4.0 2.1 2.3 4.0 2.4 2.4 2.1

European Union

EU-15
Austria 2.2 3.2 0.4 1.6 3.6 2.6 2.1 2.0
Belgium 1.8 45 0.0 2.3 34 2.6 15 2.0
Denmark 17 3.6 11 2.2 2.7 24 1.2 2.3
Finland 1.6 3.9 1.6 1.7 33 3.2 24 1.6
France 1.6 3.2 0.1 1.7 2.2 21 14 0.9
Germany 2.3 2.8 0.2 11 25 2.1 1.8 1.8
Greece 3.0 4.2 1.4 47 31 1.0 0.0 0.7
Ireland 2.9 31 -1.7 -1.6 1.2 1.9 0.8 1.2
Italy 2.0 35 0.8 1.6 29 33 1.7 1.9
Luxembourg 2.7 4.1 0.0 2.8 3.4 2.9 25 24
Netherlands 1.6 2.2 1.0 0.9 25 2.8 2.7 2.0
Portugal 2.4 2.7 -0.9 14 3.6 2.8 0.2 1.2
Spain 2.8 4.1 -0.2 2.0 31 24 15 0.8
Sweden 17 3.4 1.9 1.9 14 0.9 0.2 1.1
United Kingdom 2.3 3.6 2.2 3.3 45 2.8 2.6 1.6

New EU members
Bulgaria 8.4 12.4 2.8 25 42 29 3.0 3.5
Cyprus 2.3 4.7 0.4 25 33 31 2.0 1.7
Czech Republic 3.0 6.3 0.6 13 2.2 3.6 2.1 2.5
Estonia 6.7 10.6 0.2 2.8 51 42 3.0 3.0
Hungary 7.9 6.0 4.0 48 4.0 5.7 39 3.0
Latvia 10.1 15.6 3.6 -1.1 44 25 2.0 2.9
Lithuania 5.7 111 45 14 41 31 25 3.0
Malta 13 4.2 2.1 14 2.8 33 3.0 3.2
Poland 2.6 4.2 4.0 2.7 39 37 17 2.7
Romania 4.8 8.0 5.6 6.2 5.8 33 51 3.5
Slovak Republic 1.9 3.9 0.9 0.7 41 37 2.1 2.5
Slovenia 3.8 5.5 0.9 2.1 2.0 2.7 2.2 1.8

Other Europe
Iceland 5.1 12.7 12.0 54 4.0 5.2 41 3.8
Norway 0.7 3.4 2.3 2.3 1.2 0.4 15 1.4
Switzerland 0.8 2.3 -0.7 0.6 0.1 -0.7 0.3 1.0

Economies in Transition

South-eastern Europe
Albania 2.9 3.4 2.4 3.6 34 2.0 25 2.5
Bosnia and Herzegovina 15 7.4 -0.3 2.2 3.7 2.1 2.1 25
Croatia 2.9 6.1 25 11 2.2 34 3.0 2.7
Montenegro 43 9.1 4.0 0.6 3.2 4.0 3.0 3.0
Serbia 6.4 125 8.3 6.2 11.2 7.3 9.0 5.1
The former Yugoslav Republic of Macedonia 23 85 07 15 39 31 25 27

Commonwealth of Independent States
Armenia 4.4 8.9 3.4 8.2 7.7 25 4.0 3.6
Azerbaijan 16.6 21.2 14 5.7 7.8 1.8 3.0 4.0
Belarus 8.2 15.0 13.0 7.7 53.4 60.0 25.0 155
Kazakhstan 10.8 17.6 7.4 7.2 8.3 5.1 6.4 5.9
Kyrgyzstan 10.1 24.6 7.0 8.0 16.4 2.8 6.0 5.0
Republic of Moldova 12.3 12.9 0.0 7.4 7.6 4.6 3.8 5.4
Russian Federation 9.0 15.6 11.7 6.9 8.3 4.8 6.5 6.4
Tajikistan 13.4 21.2 6.6 6.5 124 6.0 75 7.0
Turkmenistan 6.3 15.0 -2.6 45 12.0 4.8 6.0 9.9
Ukraine 12.8 25.3 16.0 9.4 8.0 0.5 45 6.0
Uzbekistan 12.3 13.2 14.1 9.4 12.8 13.0 11.9 11.0
Georgia 9.2 10.1 1.8 7.1 8.5 -0.9 2.0 2.9
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2007 2008 2009 2010 2011 2012 2013°  2014"
Developing Economies
Africa
Algeria 37 5.6 6.0 39 4.4 8.8 4.9 4.8
Angola 12.2 12.9 13.9 14.6 13.5 10.3 9.0 8.5
Benin 13 8.3 23 23 2.6 5.4 31 33
Botswana 7.1 13.1 8.2 6.9 8.8 74 5.9 5.9
Burkina Faso -0.2 11.1 2.7 -0.8 2.7 4.4 3.0 2.8
Burundi 8.3 246 11.1 6.4 9.7 16.6 12.0 8.1
Cameroon 0.9 5.7 3.2 13 2.8 2.8 2.9 3.0
Cape Verde 4.4 7.2 11 21 45 25 2.2 24
Central African Republic 0.9 9.7 3.6 15 1.2 49 7.9 3.4
Chad -9.0 10.7 10.1 -2.1 -5.0 9.5 4.0 4.7
Comoros 45 5.6 5.0 4.6 5.9 4.9 34 29
Congo 2.7 7.7 5.5 5.0 13 5.0 45 3.0
Céote d'lvoire 1.9 6.7 1.2 17 4.9 2.7 0.6 23
Democratic Republic of the Congo 16.9 17.7 27.3 22.3 154 9.8 9.4 8.7
Djibouti 5.0 12.0 17 4.0 11.5 7.5 5.3 6.9
Egypt 9.3 18.7 11.9 11.3 10.0 7.0 9.0 10.1]
Equatorial Guinea 2.8 7.3 5.0 7.8 6.9 6.2 5.8 5.7
Eritrea 9.3 19.9 33.0 12.7 14.0 13.0 12.5 11.0
Ethiopia 17.2 449 8.6 8.1 319 232 14.1 13.0
Gabon 5.0 6.0 2.2 15 1.2 29 25 24
Gambia 5.4 4.8 4.7 5.0 4.7 4.6 4.3 4.1
Ghana 10.6 16.3 19.0 10.5 8.6 9.0 8.8 7.9
Guinea 228 18.3 4.6 13.2 17.5 15.1 10.1 8.5
Guinea-Bissau 46 10.9 -1.5 25 7.8 2.7 2.3 2.1
Kenya 9.8 26.7 9.4 4.0 18.8 31 4.4 4.9
Lesotho 8.0 11.1 7.3 3.6 5.0 6.1 4.6 5.0
Liberia 13.7 17.5 74 7.3 74 5.5 6.0 6.0
Libya 6.3 10.7 2.6 25 15.0 5.0 2.0 3.0
Madagascar 10.1 9.1 8.8 9.1 9.4 6.4 6.9 6.4
Malawi 8.0 8.7 8.4 74 7.6 31.0 17.1 13.4
Mali 14 9.6 23 11 2.8 5.4 4.9 4.5
Mauritania 7.3 7.8 23 6.3 5.6 6.1 5.9 5.7
Mauritius 8.8 10.1 2.7 29 4.7 31 5.8 4.5
Morocco 2.0 4.1 11 1.0 0.9 1.2 23 24
Mozambique 8.2 10.7 34 12.7 5.4 31 17 7.7
Namibia 6.7 10.8 8.9 31 7.1 6.2 4.1 4.4
Niger 0.1 11.7 4.4 0.8 2.8 11 0.7 1.0
Nigeria 5.4 11.9 11.7 13.7 10.8 12.1 10.1 9.5
Rwanda 9.1 15.4 10.3 2.2 5.4 6.4 5.9 5.7
Sao Tome and Principe 18.5 26.1 17.0 133 12.0 8.0 7.0 7.0
Senegal 5.9 6.2 -0.9 1.2 33 11 2.8 2.0
Sierra Leone 11.7 15.3 9.4 16.6 16.2 12.8 11.0 9.7
Somalia 15.0 30.0 25.0 21 2.2 2.2 21 21
South Africa 6.2 11.3 7.6 4.0 4.9 5.7 4.7 3.8
Togo 1.0 9.1 21 1.8 35 25 23 2.6
Tunisia 34 5.7 3.8 4.4 35 5.8 4.9 35
Uganda 6.1 12.9 13.3 39 18.6 13.9 5.9 5.2
United Republic of Tanzania 7.0 111 124 6.2 12.6 15.8 8.5 7.7
Zambia 10.7 13.4 12.4 8.6 6.4 7.9 9.0 4.7
Zimbabwe 24411 0.0 0.0 5.9 54 8.3 8.0 6.6
East and South Asia

Bangladesh 9.1 9.2 5.6 8.2 10.7 8.7 8.2 7.4
Brunei Darussalam 1.0 2.1 1.0 0.4 2.0 0.7 1.0 1.1
China 4.7 5.9 -0.7 33 5.5 2.6 3.2 31
Hong Kong, Special Administrative Region of CF 2.0 44 0.7 24 5.3 41 42 3.9
India 6.3 8.2 10.7 11.8 8.7 9.1 9.7 8.6
Indonesia 6.5 10.2 4.4 5.1 5.4 43 5.5 5.2
Iran, Islamic Republic of 17.2 25.6 135 10.2 20.7 27.3 28.0 21.5
Korea, Republic of 25 47 2.8 29 4.0 2.2 2.0 2.4
Malaysia 2.0 5.6 0.7 1.8 3.2 17 2.0 23
Myanmar 35.0 273 17 7.8 5.1 3.0 5.5 6.3
Nepal 6.1 11.2 11.8 10.1 9.6 9.5 9.9 9.0
Pakistan 7.6 20.6 13.8 14.0 11.9 9.7 7.0 6.2
Papua New Guinea 0.9 10.9 7.0 6.1 8.5 1.6 55 45
Philippines 29 8.4 4.2 39 4.7 3.2 35 3.8
Singapore 2.1 6.7 0.7 2.9 5.4 4.6 4.1 3.5
Sri Lanka 15.8 227 3.6 6.3 7.0 7.5 6.9 5.7
Taiwan, Province of China 1.8 38 -0.7 1.0 14 1.9 15 1.9
Thailand 23 5.6 -0.8 34 3.8 3.0 31 3.2
Viet Nam 8.3 23.1 7.1 8.9 18.7 9.1 7.0 7.4
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2007 2008 2009 2010 2011 2012°  2013° 2014
Western Asia
Bahrain 33 35 2.8 2.0 -0.4 0.7 15 3.0
Israel 0.5 4.9 35 2.8 35 1.7 2.1 3.0
Jordan 5.4 15.1 -0.6 5.1 4.4 4.7 6.3 4.5
Kuwait 55 10.6 4.0 4.0 4.8 2.6 35 3.8
Oman 6.0 12.1 39 3.2 4.1 3.0 2.8 34
Qatar 13.8 15.1 -4.9 -2.4 1.9 1.9 2.9 2.9
Saudi Arabia 4.2 9.9 5.1 5.4 5.0 4.9 4.4 4.0
Syrian Arab Republic 3.9 15.9 3.0 4.4 4.8 29.1 40.0 12.0
Turkey 8.8 10.7 6.4 8.6 6.6 6.4 6.2 55
Yemen 7.9 19.0 5.4 11.2 16.4 17.3 13.1 10.0
Latin America and the Caribbean

Argentina 8.8 8.8 6.3 10.8 9.5 145 12.3 10.0
Barbados 4.0 8.3 3.7 5.8 9.4 6.5 3.1 2.2
Bolivia, Plurinational State of 8.7 14.0 33 25 9.8 45 45 4.0
Brazil 3.6 5.7 4.9 5.0 6.7 55 6.4 5.0
Chile 4.4 8.9 0.4 14 33 3.0 3.0 3.7
Colombia 55 7.0 4.2 2.3 34 3.2 2.2 2.8
Costa Rica 9.4 13.7 7.9 5.7 4.9 45 55 5.4
Dominican Republic 6.1 10.8 15 6.3 8.5 3.7 6.4 4.2
Ecuador 2.3 8.4 5.2 3.6 45 5.1 4.4 4.2
El Salvador 4.6 6.9 11 1.2 5.1 2.0 31 3.6
Guatemala 6.8 114 1.9 3.9 6.2 3.9 4.1 4.3
Guyana 12.3 8.3 3.0 21 5.0 3.0 5.6 5.7
Haiti 8.5 15.8 0.1 5.8 8.5 8.5 6.4 7.9
Honduras 6.9 11.4 55 4.7 6.8 5.2 5.3 5.9
Jamaica 9.3 22.0 9.6 12.6 7.5 6.9 8.3 6.4
Mexico 4.0 53 5.4 4.2 34 4.1 3.7 3.7
Nicaragua 111 20.0 3.7 55 8.1 7.2 8.1 6.4
Panama 4.2 9.0 25 35 5.9 5.7 4.7 4.4
Paraguay 8.1 10.6 2.7 4.7 8.3 3.7 3.7 4.8
Peru 1.8 6.0 3.0 15 34 3.7 25 25
Trinidad and Tobago 7.9 12.1 7.0 10.6 5.1 9.3 5.0 5.8
Uruguay 8.1 8.1 7.2 6.7 8.1 8.1 7.1 6.0
Venezuela, Bolivarian Republic of 16.9 29.8 27.1 28.2 26.1 21.1 31.1 25.5

Source: Project LINK

a Actual or most recent estimate.
b Forecasts, based in part on Project LINK.
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Table A5

World trade: growth in trade value of goods and non-factor services, by major country group, 2007-2014

(annual percentage change)

Region Flow 2007 2008 2009 2010 2011 2012 2013 2014
World Exports 16.1 14.2 -19.7 19.3 17.8 2.7 5.6 73
Imports 15.9 145 -20.1 18.9 17.8 2.5 6.3 6.5

Developed economies Exports 15.3 11.2 -19.7 135 15.0 -1.8 3.6 4.3
Imports 134 114 -22.0 14.2 15.6 -1.7 3.6 3.6

North America Exports 11.7 10.0 -16.9 17.0 14.1 34 3.4 6.6
Imports 6.5 7.7 -22.0 19.7 13.1 3.0 1.6 4.5

Asia and Oceania Exports 11.2 13.9 -234 30.9 115 -1.7 -3.0 3.2
Imports 10.6 20.9 -24.7 239 23.1 6.3 8.1 4.9

Europe Exports 17.1 11.2 -20.0 10.1 15.9 -3.4 4.7 3.7
Imports 16.9 11.6 -21.7 10.7 15.6 -5.0 3.7 3.0

European Union Exports 17.1 10.7 -20.2 10.1 15.7 -3.5 4.8 3.7
Imports 16.8 11.6 -22.0 10.6 15.4 -5.1 3.6 2.9

EU-15 Exports 16.3 9.9 -20.1 9.5 15.2 -3.6 45 34
Imports 15.7 10.7 -21.3 10.1 14.9 -5.3 3.1 2.3

New EU Members Exports 251 18.2 -21.2 14.9 19.8 -2.6 6.9 6.3
Imports 26.7 19.2 -27.6 15.1 19.3 -3.8 7.7 7.6

Other Europe Exports 16.4 18.5 -17.8 115 19.0 -25 4.1 29
Imports 18.6 11.8 -15.6 12.3 18.3 -2.0 6.3 3.8

Euro area Exports 18.2 10.8 -19.8 9.3 155 -35 5.6 34
Imports 17.3 12.2 -21.0 9.7 15.5 -6.1 3.9 2.1

Economies in transition Exports 21.6 31.0 -32.6 26.8 31.0 -1.3 3.2 7.2
Imports 34.0 28.7 -29.8 20.6 275 5.2 7.5 11.3

South-eastern Europe Exports 23.8 19.6 -21.2 8.1 17.0 -7.8 6.9 4.3
Imports 30.9 23.4 -27.7 0.0 16.3 -4.0 8.3 5.3

Commonwealth of Independent States  |Exports 21.4 32.0 -33.5 28.6 321 -0.8 3.0 7.4
Imports 345 29.6 -30.1 239 28.9 6.3 7.4 11.9

Developing countries Exports 16.9 17.4 -18.3 27.7 20.5 9.0 8.1 10.7
Imports 19.6 19.3 -15.5 26.7 20.4 8.5 9.7 9.7

Africa Exports 12.8 27.9 -26.5 27.8 17.9 28.9 -0.8 4.8
Imports 27.3 25.9 -12.4 10.8 18.0 15.1 3.6 9.1

North Africa Exports 16.0 30.0 -27.8 15.1 -0.3 32.0 2.6 2.2
Imports 24.5 37.3 -11.9 4.4 3.3 13.2 6.4 8.5

Sub-Saharan Africa Exports 10.7 26.5 -25.6 359 27.8 27.6 -2.2 6.0
Imports 28.7 20.2 -12.7 14.5 25.8 16.0 2.4 9.3

Sub-Saharan Africa Exports 22.2 28.7 -22.7 20.0 24.6 41.8 -8.3 6.4
(Excluding Nigeria & South Africa) |Imports 28.8 32.9 -8.6 57 26.2 24.2 -2.8 8.5
East and South Asia Exports 18.6 13.9 -14.5 285 20.0 4.9 9.6 11.3
Imports 16.9 17.3 -14.3 31.2 21.8 75 10.6 9.9

East Asia Exports 18.1 13.6 -15.4 28.7 19.6 5.3 9.3 11.0
Imports 15.7 16.9 -16.0 32.6 213 8.2 10.6 9.7

South Asia Exports 24.0 16.0 -6.0 27.1 23.3 24 11.7 13.6
Imports 25.6 20.1 -2.9 23.0 25.1 3.3 10.1 11.0

Western Asia Exports 15.7 28.8 -26.3 20.8 26.9 18.6 8.6 9.7
Imports 28.8 22.1 -17.4 14.9 154 114 8.9 8.3

Latin America and the Caribbean Exports 12.8 15.4 -20.7 311 17.8 6.8 6.9 12.4
Imports 19.3 21.3 -20.1 28.4 19.3 7.1 10.1 10.5

South America Exports 15.9 21.2 -21.6 35.6 18.2 7.1 4.0 13.6
Imports 28.1 31.0 -18.5 315 20.7 6.9 9.4 10.0

Mexico and Central America Exports 9.7 7.2 -18.4 25.6 17.2 6.1 12.0 11.0
Imports 11.0 10.1 -21.9 25.7 17.7 7.0 11.6 11.5

Caribbean Exports 2.8 12.1 -27.9 12.4 15.9 6.9 7.8 7.0
Imports 12.8 20.0 -24.0 12.6 15.2 10.6 7.5 8.0

Least developed countries Exports 249 28.2 -21.9 22.3 28.0 46.1 -8.3 9.5
Imports 29.1 32.6 -5.1 9.0 235 25.1 -1.9 10.0

Source: UN/DESA
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Table A.6
World trade: growth in trade volume of goods and non-factor services, by major country group, 2007-2014
(annual percentage change)

Region Flow 2007 2008 2009 2010 2011 2012 2013 2014
World Exports 6.9 2.8 -9.4 12.6 6.8 2.8 34 4.8
Imports 7.8 2.8 -10.5 134 7.0 2.6 3.7 5.2

Developed economies Exports 6.3 2.0 -11.7 11.0 5.4 2.3 2.4 4.4
Imports 5.0 0.4 -12.2 10.6 4.6 1.1 2.0 4.2

North America Exports 7.3 3.6 -9.9 10.2 6.3 3.0 2.6 4.8
Imports 2.9 -2.1 -13.3 12.7 5.0 2.5 1.9 5.1

Asia and Oceania Exports 7.4 18 -17.8 18.6 -0.3 1.4 4.0 4.6
Imports 4.5 2.6 -14.2 11.7 6.9 5.6 4.8 4.2

Europe Exports 5.8 1.6 -11.3 10.2 6.0 2.2 2.2 4.2
Imports 6.0 1.1 -11.4 9.5 4.1 -0.2 1.6 3.8

European Union Exports 5.7 1.6 -11.7 10.6 6.3 2.3 22 4.3
Imports 5.9 1.1 -11.6 9.6 4.1 -0.3 15 3.8

EU-15 Exports 52 1.2 -11.8 10.2 6.0 2.2 21 4.3
Imports 5.1 0.7 -11.0 9.2 3.6 -0.4 14 3.8

New EU Members Exports 10.6 5.3 -10.5 13.9 9.2 3.0 29 4.3
Imports 13.7 4.9 -16.6 13.1 7.4 0.5 2.0 3.8

Other Europe Exports 6.6 19 -6.2 4.8 1.7 15 15 2.6
Imports 7.3 0.7 -8.2 7.9 4.1 2.6 3.9 4.1

Euro area Exports 6.6 1.1 -12.4 111 6.2 2.7 2.2 4.4
Imports 6.3 0.9 -11.1 9.6 4.1 -0.8 13 3.9

Economies in transition Exports 7.2 1.8 -7.8 6.6 3.1 15 35 2.7
Imports 22.0 9.8 -25.7 15.9 15.9 8.2 7.9 6.9

South-eastern Europe Exports 5.8 3.1 -13.2 12.6 45 -0.2 3.8 3.8
Imports 12.1 5.9 -19.9 5.0 3.8 2.6 4.8 5.0

Commonwealth of Independent States  |Exports 7.3 17 -1.3 6.2 3.0 1.6 35 2.6
Imports 235 10.3 -26.4 175 175 8.8 8.3 7.1

Developing countries Exports 7.9 4.2 -5.9 15.6 9.0 3.7 4.7 5.7
Imports 11.9 6.5 -5.8 17.9 9.8 4.2 5.8 6.3

Africa Exports 3.0 8.7 -15.0 9.5 1.2 7.8 4.8 4.8
Imports 18.2 8.9 -5.6 6.8 6.8 8.5 6.8 7.6

North Africa Exports 6.7 7.5 -9.2 2.1 -16.8 17.2 3.8 4.2
Imports 16.7 16.7 -5.8 1.1 0.7 11.3 4.6 6.4

Sub-Saharan Africa Exports 1.0 9.3 -18.2 14.0 10.9 4.0 5.3 5.1
Imports 18.9 4.9 -5.5 10.1 10.0 7.1 7.9 8.2

Sub-Saharan Africa Exports 8.8 7.8 -12.0 6.3 5.1 6.2 6.2 53
(Excluding Nigeria & South Africa) |Imports 16.9 13.4 -3.2 9.2 6.7 8.0 6.8 6.3
East and South Asia Exports 10.5 45 -2.9 20.1 10.8 3.6 53 6.1
Imports 9.2 5.4 -1.5 20.7 10.1 4.0 5.7 6.4

East Asia Exports 11.0 4.0 -3.3 20.9 10.7 3.7 5.3 5.9
Imports 9.2 4.1 -2.1 22.6 9.5 4.2 5.8 6.4

South Asia Exports 6.3 7.8 0.8 13.8 12.3 29 55 7.1
Imports 9.3 13.7 1.6 10.1 14.2 2.6 5.3 6.8

Western Asia Exports 5.2 3.7 -8.4 6.7 75 2.6 1.7 3.7
Imports 19.2 8.1 -13.6 8.5 9.3 2.8 4.9 4.7

Latin America and the Caribbean Exports 4.1 14 -9.7 8.8 6.5 29 5.0 6.1
Imports 135 7.9 -14.9 21.0 10.6 4.3 6.4 6.7

South America Exports 31 11 -8.3 4.1 59 11 4.2 6.1
Imports 19.6 12.0 -12.7 24.3 12.8 34 5.4 5.5

Mexico and Central America Exports 6.7 13 -12.1 18.7 8.0 5.9 6.2 6.1
Imports 7.6 2.8 -17.8 18.3 7.9 5.5 8.3 8.5

Caribbean Exports -0.8 8.0 -14.9 3.8 0.8 4.4 7.0 6.3
Imports 5.0 7.1 -15.8 1.6 3.8 6.8 5.2 6.0

Least developed countries Exports 7.6 6.6 -15.6 6.0 55 5.4 73 6.2
Imports 14.6 10.7 -4.0 9.7 6.6 6.3 7.4 7.0

Source: UN/DESA

a Actual or the most recent estimate.
b Forecasts, based in part on Project LINK.
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