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Preface

In the present report, the main short-term prospects for the global economy in 2009-2010
are summarised and the major risks and policy challenges related to these expectations
are discussed. Thereport is prepared by the Development Policy and Analysis Division
(DPAD) of the United Nations Department of Economic and Socia Affairs, under the
general direction of Rob Vos. The writing team, led by Malinka Koparanova, includes
Ingo Pitterle and Matthias Kempf, with contributions from DPAD team — Pingfan Hong,
Clive Altshuler, Grigor Agabekian, Alex lzurieta, Hung-Yi Li, Sergio P. Vieiraand
Nicolas Maystre — Marva Corley from ILO, as well as inputs from national LINK centres
and information from other sources as of 22 May 2009. Ann D’ Limaand Cordelia Gow
provided statistical assistance. Most of the LINK Country Reports, which contain
detailed country forecasts and policy analyses submitted by the national LINK centres,
are available on the websites of both the United Nations and the University of Toronto.
The views expressed herein do not necessarily represent those of the United Nations or its

Member States.

New York
30 May 2009

1 http://ww.un.org/esa/analysis/link and http://www.chass.utoronto.callink



Overview of macroeconomic trends

Since the last LINK forecast of October 2008, the world economy has sunk in its
first global and deepest recession of the post-war period. With its increasing impact both
in scope and depth worldwide, the crisis has affected many countries by the combination
of depressed demand in the developed economies and dysfunctioral financial markets. As
aresult, most LINK country growth forecasts for 2009 have been revised downwards
from their previous forecasts with the largest adjustment s registered among the
developing countries and the economies in transition (see Table 1). In the baseline
scenario of the current outlook, world gross product (WGP) is forecast to fall by more
than 2.6 per cent in 2009, compared with a growth of 2.1 per cent in 2008 and an average
growth above 3 per cent in the years prior to the crisis (see Figure 1). While amild
recovery in the growth of WGP is possible for 2010, risks remain on the downside. A
more prolonged global recession is possible if the problems in financial and corporate
sectors in major market economies persist and business and consumer confidence remain
depressed in most economies throughout 2009. In that case, more concerted international
policy actions may be needed to have the world economy bottom out in 2010. In addition,
the fragile situation could be execrated if the new influenza virus A/HIN1 outbreak in
Mexico turns into pandemic with significant consequences for human life and economic
activity.

In amore optimistic, but increasingly less likely scenario, world economic
recovery would begin in the second half of 2009 and WGP would expand by 2.3 per cent
in 2010. This scenario would require problems in financial markets to be, by and large,
resolved in the first half of 2009 with fiscal stimulus measures taking visible effect during
the year. By May 2009, such conditions were far from present.

While the crisis originated in developed countries and these countries are also
leading the economic downturn, developing countries are being hit hard as well through
capital reversals, rising borrowing costs, collapsing world trade and commaodity prices,
and subsiding remittance flows. In the baseline scenario, world income per capitais
expected to fall by 3.7 per cent in 2009 the decline is not only sharp in devel oped

economies, but also in alarge number of developing countries (see Figure 2).



Table 1. Gross domestic product and world trade
(Annual percentage change)

Change from Oct. 2008

Observed June 2009 forecast ? report for
2006” 2007° 2008° 2009 2010 2008 2009
Gross World Product (GWP) 39 39 21 -2.6 16 05 4.2
GWP - PPPweighted 49 52 33 -1.0 2.7 -0.9 43
Developed economies 28 25 08 -39 0.6 0.4 4.1
Canada 31 27 05 -3.0 1.0 0.1 -3.8
Japan 20 24 -06 -7.1 15 -1.3 -7.6
United States 28 20 11 -3.5 1.0 0.1 3.0
European Union (EU27) 31 29 09 -35 0.0 -0.5 4.0
France 22 22 07 -3.3 -0.1 -0.2 -4.0
Germany 30 25 13 -4.3 0.5 -0.5 -4.5
Italy 18 15 -10 -4.3 -04 0.9 4.1
United Kingdom 28 30 07 -3.7 -0.2 0.3 3.0
Memo item: Euro Zone 29 27 08 -3.7 -0.1 05 4.0
Economiesin transition 80 83 53 -5.9 1.4 -1.8 117
Russian Federation 77 81 56 -6.8 15 -1.7 -12.6
Developing countriesand
regions 70 76 54 14 4.3 0.7 -3.6
Latin America and the
Caribbean 55 55 40 -1.9 1.7 0.4 4.6
Argentina 85 87 70 -1.8 1.0 05 4.8
Brazil 37 54 51 -0.6 25 0.0 3.6
Mexico 51 33 14 -4.8 1.2 0.6 6.3
Africa 59 6.0 49 0.9 4.0 0.1 37
North Africa 53 53 53 2.9 3.9 0.4 -1.6
Sub-Saharan Africa® 70 75 55 1.5 4.5 0.4 3.2
Nigeria 6.0 6.2 6.0 -0.5 4.7 0.1 6.4
South Africa 53 51 31 -1.8 31 0.1 48
East and South Asia 81 93 6.2 3.2 5.6 1.1 3.2
China 111 130 9.0 7.6 8.2 0.8 1.3
India 73 93 73 5.0 6.3 02 21
Indonesia 55 6.3 6.1 25 38 0.2 1.7
Korea, Republic of 50 50 22 -34 15 2.3 6.8
Maaysia 58 6.3 46 -2.0 25 -1.3 65
Philippines 54 72 46 1.1 3.3 0.2 2.4
Thailand 51 49 26 -3.1 1.9 2.0 6.3
Western Asia 58 49 45 -0.7 2.9 -05 -3.9
Memo: World Export volume 96 66 24 -111 3.6 -19 -14.3

Source: LINK Global Forecast.

& Pre-Meeting forecasts.

b Actual or most recent estimates.

¢ Excluding Nigeria and South Africa.



Figure 1 Growth of world gross product
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At least 60 developing countries (of 107 countries for which data are available)
are expected to suffer declining per-capita incomes, while only 8 would register per-
capita GDP growth of 3 per cent or higher — considered as the minimum required growth
rate for achieving significant reduction in poverty —down from 71 countries in 2007 and
51 in 2008 (see Table 2). Economic setbacks are expected acrossthe board, though
strongest in the Commonwealth of Independent States (CIS), Sub-Saharan Africa and
Latin America. Also, the least developed countries (LDCs) will be severely affected, with
growth decelerating by 3.5 percentage points from the robust gromth witnessed in recent

years (see Box 1).

The deepening of the global financial crisisinto a global economic slowdown is
also being felt in labour marketswordwide. As aresult, unemployment rates have
increased in virtually al regions. The sharp fall in international trade has forced many
businesses, especially in export-oriented countries such as China, Japan and Germany to
adjust their capacities accordingly, reducing the demand for labour. In addition,
businesses face generally more restrictive financing conditions, with negative
repercussions for investment and international trade flows. Especially among a number of
developing countries that depend on commaodity exports, the lower level of commodity
prices and the resulting contraction in the primary sector has aggravated often aready
pre-existing employment problems (see Box 2). As employment tends to lag economic
activity by several quarters, unemployment rates are forecast to continue rising beyond

the possible starting point of output recovery.

Weakening economic activity as well as falling prices for food, energy and other
commodities have led to declining inflation rates in most countries. However, this broad
trend encapsulates significant country-specific differences. While monthly inflation has
already dipped into negative territory on a year-onyear basis in the United States and is
forecast to do so in Western Europe and a number of East Asian economies in the course
of 2009, a number of transition economies and developing countries, especialy in Asa
and Africa, are facing still elevated inflation rates or, relativly slow drops in inflation.

Subsidies, among other things on fuel products, are one factor behind this phenomenon,



Table 2. Frequency of high and low growth of per capita
output, 2007-2010

Number
of Growth of GDP per capita
countries Declinein GDP per capita exceeding 3 per cent
monitored 2007 2008 2009° 2010° 2007 2008 2009° 2010°
Number of countries

World 160 16 26 107 41 104 71 8 22
of which:
Developed economies 35 0 12 33 17 18 7 0 1
Economiesin transition 18 0 1 14 2 17 13 1 4
Developing countries 107 16 13 60 22 69 51 7 17
of which:

Africa 51 14 7 26 8 29 21 1 9
East Asia 13 1 3 8 1 11 5 1 2
South Asia 6 0 0 0 0 5 5 2 3
Western Asia 13 1 1 6 3 7 7 2 2
Latin America 24 0 2 20 10 17 13 1 1

Memorandum items:
Commonwealth of

Independent States 12 0 0 9 1 12 9 1 4
Least developed countries 39 11 6 18 7 21 15 1 7
Sub- Saharan Africa’ 44 14 7 24 8 24 16 1 8
Landlocked developing

countries 25 5 2 15 2 16 13 1 6
Small island developing

States 17 2 4 11 3 11 9 1 2

Share’ Percentage of world population
Developed economies 15.8 0.0 4.2 15.1 4.9 25 1.5 0.0 0.1
Economiesin transition 5.0 0.0 0.2 4.4 1.0 4.9 3.7 0.4 0.7
Developing countries 79.1 2.0 2.9 20.0 4.5 71.7 64.2 41.2 45.5
of which:
Africa 13.5 1.6 1.1 6.5 1.2 10.1 8.5 0.1 2.8
East Asia 30.5 0.0 0.4 4.0 0.0 30.4 26.6 20.9 22.2
South Asia 23.7 0.0 0.0 0.0 0.0 26.1 26.5 22.5 23.2
Western Asia 2.8 0.4 1.1 1.7 1.3 1.6 0.6 0.4 0.4
Latin America 8.5 0.0 0.2 7.8 2.0 6.3 5.2 0.2 0.2
Memorandum items:
Commonwealth of

Independent States 4.6 0.0 0.0 4.0 0.8 4.6 3.5 0.4 0.7
Least devel oped countries 105 1.1 0.6 2.8 0.7 8.1 7.3 2.3 4.5
Sub-Saharan Africa’ 8.4 1.6 1.1 3.7 1.2 5.9 4.6 0.1 2.3
Landlocked developing

countries 4.9 0.8 0.3 1.8 0.3 3.3 2.8 0.4 2.0
Small island developing

states 0.8 0.0 0.3 0.5 0.0 0.5 0.5 0.2 0.2

Source: Department of Economic and Social Affairs of the United Nations Secretariat, including population estimates
from World Population Prospect, the 2006 Revision

a Partly estimated.

b Forecast, based in part on Project LINK.
¢ Excluding Nigeria and South Africa

d Percentage of world population for 2007.



Box 1 Prospectsfor Least developed countries

Most least developed countries (LDCs) escaped the first round effects of the subprime
crisis owing to their lack of integration into the global financial system. However, they
were not immune from the slowdown in global trade and the collapse in commodity
prices. The average growth for the entire group will low from 6.1 per cent in 2008 to 2.7
per cent in 2009, its lowest rate since 1994 and at least six LDCs are expected to contract
this year. Remittances inflows, which represent at least 5 per cent of GDP in about one
third of the LDCs, have so far supported consumption and investment. However, they are
expected to decline during the outlook period as global unemployment rises. Tourism
receipts will continue to fall, particularly in countries such as the Madives and Senegal.
In most oil and mineral-exporting LDCs, current account surpluses will shift to deficits,
as export receipts have fallen dramatically. With capital outflows exerting additional
pressure on local currencies, central banks in several countries had to massively sell
foreign reserves to support their currency. The Democratic Republic of the Congo’ s
reserves fell to $36 million (one week worth of imports), prior to receiving about $200
million from the IMF in early 2009, while Angola has used more than $3 hillion of its
reserves since the end of November to keep its currency pegged to the dollar. This shock
illustrates the ongoing vulnerability of LDCs to the collapse of international commodity
prices— an issue highlighted in WESP 2009.

However, the drop in international commodity prices has not uniformly trandated
into lower prices on local markets and many food- importing LDCs are still suffering
from high local food prices and food shortages. 2 This can be attributed to the rapidly
weakening of local currencies and to poor harvests, particularly in East Africa. The
Tanzanian Government stopped issuing food export permitsin early 2009 to prevent a
food shortage as about 250" 000 people are in need of food aid, a crisis that has spilled
over into neighboring countries such as Uganda.

With the tightening of credit markets and the slowdown of capital inflows into the

region, officia development assistance (ODA) remains critical to development effortsin

2 UNCTAD commodity price bulletin.




the LDCs. Many post-conflict countries, like Liberia, Uganda and Sierra Leone, are
highly dependent on foreign aid, especially for infrastructure development, and some
East African countries have aratio of aid to current government spending exceeding 60
per cent. The unprecedented fiscal stimulus packages in developed economies have
raised concerns of reduced funds for ODA. In arecent study, UNCTAD found that ODA
efforts from countries that suffered banking crises declined significantly. Additionally,
many donor countries set their aid targets as a percentage of GDP; as GDP falls, aid may
follow suit. It is therefore important for the international community to collectively hold
itself accountable to its aid commitments to keep the Millennium Development Goals

alive and prevent the LDCs from losing the progress they have gained thus far.

Box 2 Employment Stimulus Policies

After 4 years of declining unemployment rates, the past year has witnessed arapid
deterioration in the employment situation that is expected to worsen as the global
economy continues to contract. Initial projections put the rise in unemployment between
29 million (lowest scenario) and 59 million (highest scenario) in 2009 as compared to
2007 .2 Though most evident in the United States, where the number of unemployed has
grown by 5 million since April 2008 to March 2009—Iabour markets have rapidly
worsened in Japanand the Euro area. Such profound employment changes have induced
protests and strikes in a number of developed economies as workers seek improved job
security and social benefits as well as restrictions on labour immigration and outsourcing.

Employment in the export-oriented industries in the developing economies has
been particularly hard hit by the slowdown in global trade leading many more workers to
seek work outside of the formal sector and engendering areversal in rural-to-urban
migration flows. In China, for example, the evidence from informal surveys suggests that
10 per cent of peasant workers are now unemployed as the result of workers returning

from urban areas. Consequently the number of vulnerable workers globally is expected to

3 |LO, Global Employment Trends, May 2009, Geneva.




rise dramatically and between 40 and 47 per cent of the world’ s employed are not
expected to earn enough to lift themselves and their families above the $2 a day per
person poverty line (ILO, 2009). 4

Although global employment challenges over the past years have been related to
dynamics on both the supply and demand side, the employment slowdown that is
currently transpiring is directly related to the slowdown in global aggregate economic
demand. Some might argue that the challenge for employment policy in such an
environment is to stabilize labour markets without prolonging the recession. It is
suggested that the depression of the 1930s was prolonged due to the effect of government
policies artificially boosting employment and keeping wages higher than what they
would have been under free market conditions. Even if this were the case, the current
crisisis different in that wage moderation was (and till is) a characteristic of low and
middle- income households of many deficit economies prior to the crisis. In fact, the
rising demand for credit to sustain consumption is directly related to the owdown in
wage growth. Inthe US, median real wages grew by a mere 0.3 per cent per year
between 2000 and 2006, while labour productivity increased by 2.5 per year.®
Additionally, weak employment growth has been a key characteristic of many of the
commodity exporting developing countries that witnessed strong growth levels over the
past 5 years. |In thisrespect the current employment crisis presents an opportunity to
realign economic goals with social improvements and long term goals of capacity
building and sustainable development.

Many countries are indeed instituting some form of fiscal stimulus packages, some
with employment generation as a key component of boosting growth. Chinais enacting a
42 billion yuan employment stimulus program to offset unemployment caused by the
global crisis. The stimulus will focus on the service sector, labour intensive industries,
and small and medium enterprises. Such policies should be well targeted to reach the
most vulnerable in the labour market, while at the same time maintaining stability in line
with long term goals of full employment and improved labour productivity. In general,

however, the components of the policy should be athree-pronged strategy to maintain

*|LO, Global Employment Trends, May 2009, Geneva
®|LO, The Financial and Economic Crisis. A Decent Work Response, 2009 Geneva



employment, provide assistance to the unemployed and prepare worker for the jobs of the
future:

1. Semjob losses and create employment opportunities
This entails boosting aggregate demand, while supporting sustainable employment. In
this regard, programs with the most immediate and sustainable impact in terms of
employment creation are infrastructure projects due to the multiplier effects on the
economy. Improvements in roads and transportation networks as well school building
and environmental standards—particularly those projects that are shovel-ready and can
be enacted quickly can also be aligned with long term goals of sustainable growth
development. In export-oriented economies that suffer from weakened foreign demand,
policies of improved social security and health care could help to rebalance demand
towards domestic consumption.

2. Provision of social protection for the unemployed and underemployed
Automatic stabilizers are an important component of support during an economic
downturn asthey can help to support incomes and provide various forms of socia
protection, such as health insurance and social security. These countercyclical policies
also help to boost demand through multiplier effects. For example, in the United States
the multiplier effect of unemployment compensation is estimated to range between $1.63
and $2.15 for each dollar spent. Benefit packages differ widely by country, and globally
about two-thirds of the employed are not provided with the most basic of benefits. In
addition, many of the most vulnerable fall outside of the ranks of the unemployed, having
dropped out of the labour market completely or remaining underemployed in the informal
economy. Although few low-income economies have the policy space to offer such a
wide range of protection, the social and economic benefits cannot be ignored.

3. Prepare workers for sustainable employment
The current jobs crisis has quickened the desth knell for workersin ageing industriesin
the developed economies and exposed the lack of industrial diversification in developing
economies. A provision of employment stimulus should seek to not only stem the flood
of job losses but shore up the base of Iabour markets through skills and training for future
job opportunities. Such a strategy will improve human capacity, productivity, incomes

and living standards.




As they smoothed out the previous run-up in prices. Weakening currencies are
another factor partly offsetting deflationary pressures, especially in a number of
developing countries in Africa and Latin America. The current forecast entails a
continued moderation in inflation levels. The expected stabilizationof economic activity
in 2010 and the fading of the negative base effect following the spike in commaodity
pricesin thefirst half of 2008 are likely to prevent an entrenchment of deflation.

Against this background, monetary and fiscal policymakers across the globe have
undertaken unprecedented measures to restore confidence in financial markets and to
stimulate economic growth. In most developed economies, Central Banks have cut policy
rates sharply - often bringing them to historically low levels —, while also providing large
amounts of short-term liquidity to financial institutions in order to ease the credit freeze,

spur lending activity and cushion the economic downturn (see Table 3).

In addition to conventional monetary policy measures, several major Central
Banks, including the United States Federal Reserve Bank, the European Central Bank,
the Bank of England, and the Bank of Japan have adopted quantitative easing to support
money supply growth through the direct purchase of government bonds and other
securities. Central Banks across East Asia also loosened moretary policy significantly
over the past six months as exports plunged and domestic economic conditions
deteriorated rapidly. Monetary policy responses in many economies in transition as well
as in several developing countries, for instance in Latin America, were not only
determined by the sharp economic downturns and declining inflation rates, but also by
the need to avert massive capital outflows and abrupt exchange rate depreciations as
investors became increasingly risk-averse. A casein point is the Russian Federation,
where the Central Bank had to increase policy rates in early 2009 to prevent banks from
converting excess domestic liquidity positions into foreign exchange. As the financial
turmoil has subsided somewhat and as inflation continued to decline the Central Banksin
those countries were able to switch to a more expansionary monetary policy stance by

lowering policy rates and reserve requirements.
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Table3. Monetary policy in selected countries

Change from

May 2009 Aug 07 (bp) Last change
Audrdia 3.00 -350 7 Apr 09 (-25 bp)
Brazil 10.25 -125 29 Apr 09 (-100 bp)
Canada 0.25 -425 21 Apr 09 (-25 bp)
Chile 1.25 -425 7 May 09 (-50 bp)
China 531 -171 22 Dec 08 (-27 bp)
Colombia 6.00 -325 30 Apr 09 (-100 bp)
Czech Republic 1.50 -175 7 May 09 (-25 bp)
Euro area 1.00 -300 7 May 09 (-25 bp)
Hong Kong, China 0.50 -625 17 Dec 08 (-100 bp)
Hungary 9.50 175 19 Jan 09 (-50 bp)
India 4.75 -300 21 Apr 09 (-25 bp)
Indonesia 7.25 -100 5 May 09 (-25 bp)
Japan 0.10 -40 19 Dec 08 (-20 bp)
Korea, Republic of 2.00 -300 12 Feb 09 (-50 bp)
Mdaysa 2.00 -150 24 Feb 09 (-50 bp)
Mexico 525 -200 15 May 09 (-75 bp)
New Zedand 250 -575 30 Apr 09 (-50 bp)
Norway 1.50 -325 6 May 09 (-50 bp)
Philippines 4.50 -150 16 Apr 09 (-25 bp)
Peru 4.00 -75 7 May 09 (-100 bp)
Poland 3.75 -100 25 Mar 09 (-25 bp)
Romania 9.50 250 6 May 09 (-50 bp)
The Russian Federation 7.75 450 23 Apr 09 (-50 bp)
South Africa 8.50 -150 30 Apr 09 (-100 bp)
Sweden 0.50 -300 21 Apr 08 (-50 bp)
Switzerland 0.25 -225 12 Mar 09 (-25 bp)
Taiwan Province of China 125 -188 18 Feb 09 (-25 bp)
Thailand 1.25 -200 8 Apr 09 (-25 bp)
Turkey 9.25 -825 14 May 09 (-50 bp)
United Kingdom 0.50 -525 5 Mar 09 (-50 bp)
United States 0.125 -512 16 Dec 08 (-87.5 bp)

Source: JP Morgan Chase Bank.
a Specia Administration Region of China.

Asthe global financial and economic crisis unfolded, policymakers became
increasingly — though sometimes reluctantly — aware of the need to provide public funds
for rescuing domestic financial industries and for stimulating demand to avoid even

steeper and more prolonged recessions. According to recent estimates, Governments
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worldwide made atotal of about $20 trillion in funds available, corresponding to almost
34 per cent of WGP (see Table 4). Thisincludes about $18 trillion to recapitalize banks,
take partial or full government ownership of financial institutions, and provide guarantees
on bank deposits and other financial assets as well asfiscal stimulus plans totalling about
$2.7 trillion for the period 2009-2011. However, this fiscal stimulus will be almost
exclusively provided by the Governments of the G-20 countries as many developing
countries, particularly in Sub-Saharan Africa, lack the fiscal space to take significant
counter-cyclical policy measures. The combination of declining fiscal revenues and
increases in Government expenditures will lead to sharply higher budget deficits across
the globe in 2009 and 2010.

I nter national economic conditionsfor developing countries and the

economiesin transition

Since late 2008, the recessionin major devel oped economies deepened and spilled
increasingly over to the developing countries and economies in transition through
international financial and trade channels. While private capital and trade flowsto
developing countries have fallen precipitoudly, international prices of many primary
commodities have rapidly declined. This inauspicious international economic
environment is expected to persist during 2009 and could even protract, posing
tremendous challenges to developing countries in financing investments for long-run

sustainable growth and development.

Sharp reversal of private capital inflows and rising costs of external financing

Net private capital inflows to emerging economies (which consist of some 30 large
developing countries and economies in transition) are estimated to have declined by more
than 50 per cent during 2008, dropping from the peak level of more than $1 trillion
registered in 2007 to less than $500 billion. A further dramatic decline of 50 per cent is
expected for 20009.
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Table 4. Public funds® committed to address the global financial crisis between 1
September 2008 and 31 March 2009

o Amount
Share of GDP (%) (US$ billions) Yearsto
of which: of which: spend fiscal
Total Fiscal Total Fiscal stimulus
stimulus stimulus
Argentina 7.3 6.4 25 22 1
Australia 0.7 0.0 7 0
Belgium 30.9 0.0 164 0
Brazil 5.1 3.6 85 60 1
Canada 25.3 3.3 396 52 2
Chile 2.8 2.8 5 5 1
China 45 4.0 190 169 2
France 23.0 4.0 685 119 3
Germany 28.0 6.3 1,069 241 3
Greece 11.6 0.0 43 0
Hong Kong SAR® 2.4 2.4 5 5 1
Hungary 6.2 0.0 10 0
Iceland 263.0 0.0 50 0
India 7.5 1.9 93 24 1
Indonesia 1.6 15 8 7 1
Italy 45 0.7 108 17 3
Japan 277 14.8 1,342 717 1
Kazakhstan 111 11.1 16 16 2
Korea, Republic of 19.8 5.5 189 52 1
Malaysia 9.1 2.8 18 5 2
Mexico 1.5 15 17 17 1
Netherlands 39.8 0.0 362 0
Norway 13.8 0.0 66 0
Peru 25 25 3 3 1
Philippines 31 3.1 5 5 1
Poland 3.6 0.0 20 0
Portugal 14.4 0.0 37 0
Russian Federation 15.1 8.0 269 142 1
Saudi Arabia 9.4 0.0 50 0
Singapore 8.0 8.0 15 15 1
South Africa 3.7 3.7 11 11 3
Spain 27.3 45 460 76 3
Sweden 70.0 0.0 359 0
Switzerland 12.1 0.0 60 0
Talwan Province of China 21 21 9 9 1
Thailand 3.4 3.4 9 9 1
Turkey 0.2 0.0 2 0
United Kingdom 51.6 4.1 1,438 114 3
United States 92.9 5.2 13,255 742 3
World 33.8 4.3 20,955 2,655

Source: UN-DESA, based on information from: IMF, 6 March 2009, "The state of
public finances: outlook and mediumterm policies after the 2008 crisis’;
Credit Suisse, 19 March 2009,"Fiscal policy around the world"; UN/DESA database.

Note:

Definition and contents of the policy measures vary from country to country.

The size of these packages may not be comparable across countries.
a. Includes financial bailout packages (including government guarantees on bad debts), liquidity

injectionsinto financial systemsand fiscal stimulus packages.

b. Special administrative region of China
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Among all the components of net private capital inflows, the sharpest drop was in
bank lending to emerging economies, reversing an inflow of about $400 billion inflows in
2007 into a projected net outflow in 2009. Economies in transition, including the Russian
Federation and Ukraine, and several economies in Central and Eastern Europe have
experienced the most drastic reversal in international bank lending. Net portfolio equity
investments also reversed to outflows from emerging economies, following the sell-off in
international equity markets and the search for safe-haven investments Even though
foreign direct investment (FDI) flowstend to be less volatile than most other components
of private capital flows, they also declined by more than 10 per cent in 2008.

In the outlook, net private capital flows to developing countries and economiesin
transition are expected to decline further in 2009-2010. Institutional investorsin
developed countries are expected to continue reducing their exposure to emerging
economies, while international banks may further curtail their cross-border lending.
Various banking rescue measures adopted in developed countries might in effect
exacerbate this trend. FDI are expected to decline amid falling global capital spending,
sharp declines in corporate profits, a continued downtrend in primary commodity prices
and weakening real estate prices in emerging economies.

The economies in Africa have also been relying increasingly on private capital
inflows. Given the size of most domestic capital markets, even a small decline in these
flows could have a sizeable impact on securities prices. In terms of market borrowing,
there have been no international bond issues by African countriesin 2008. As a
consequence of the crisis, Kenya, Nigeria, Tanzania, and Uganda have already had to
cancel plansto raise funds in international capital markets for infrastructure projects.

External financing costsfor emerging economies, as well for other developing
countries, have surged in late 2008 and remained at very high levelsin the first quarter of
2009. The Emerging Markets Bond Index (EMBI), soared from 250 to about 800 basis
points within a few weeks in the third quarter of 2008 (see Figure 3). This surge has been
relatively uniform, suggesting that contagion and generalized aversion to investing in
emerging markets has taken hold among investors.

The outflows of capital from emerging economies, particularly those to other

developing countries, which gathered some momentum prior to mid 2008, have aso
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moderated. Although China’s outward investment almost tripled during 2008 to $50

billion, exports of capital from oil-exporting developing countries declined notably.

Figure 3. Daily yield spreads on emerging market bonds, January 2007-April 2009
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The shortage of affordable financing will have maor repercussions for
infrastructure spending, which is critical for longer-term growth Investments in public
and private infrastructure projects in sub-Saharan Africa and Latin America declined
substantially after various crises and fiscal adjustments in the 1980s and 1990s, while
infrastructure investment also dropped substantially after the financial crisis of the late
1990s in East Asia and had not recovered to pre-crisis levels by 2007. Maintaining,
constructing or rehabilitating much needed public infrastructure is critical to sustained

development and growth, including by influencing the location of new private sector
activities.
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World trade is collapsing and remittances are subsiding

Collapsing world trade is hurting developing countries disproportionably hard. Global
trade flows fell sharply at the end of 2008 and have continued to decline in the first
quarter of 2009 at an annual rate of more than 40 per cent in the three months up to
February 2009 (see Table A6). For the year 2009, the volume of world trade is expected
tofall by 11 per cent, the largest annual decline since the Great Depression of the 1930s
(see Table A7). The impact of falling global demand is compounded by a drying up of
trade finance and arise in protectionist trends.

The sharpest declines in trade have been observed among Asian economies,
where in some cases exports and imports declined by annualized rates of 50 per cent or
more. Both China and India have registered significant year-over-year declines in their
exports for the first time in decades. Also imports from these countries are falling which,
together with the drop in demand in industrialized countries, is affecting commodity
exports by low-income countries.

Sharp declines in commodity prices compound the adverse impact for many
developing countries, especialy for those heavily dependent on primary exports. From
2002 to mid-2008, many countries gained from the upward, abeit volatile trend in the
prices of oil and non-oil commaodities. The intensification of the global financia crisis
since mid-2008 has led to a sharp reversal in this trend. Qil prices have plummeted by
more than 70 per cent from their peak levels of mid-2008 (see Figure 4). Prices of metals
dropped by 50 per cent and those of other commaodities, including basic grains, also
declined significantly (see Figure 5). Although these prices are showing some
stabilization in the first quarter of 2009, no significant rebound is expected in the outlook,
continuing to depress export earnings and government revenues in many developing
countries. Food and energy-importing countries may see their terms of trade improve,
though in most cases this gain will be more than offset by the collapse in export demand,
rising costs of borrowing and/or falling remittance flows. Among net exporters of

commodities, low-income countries are being hit hardest by plunging world market
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prices, as primary exports comprise on average 70 per cent of their total exports and also

a high share of government revenue comes from these exports.

Figure 4 Brent oil prices, January 2002 - April 2009
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Figure 5 Prices of non-oil commodities
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Remittances to developing countries have also moderated significantly (see Box
3). Totaling more than $300 billion in 2008, or three times of the Official Development
Assistance (ODA) flows to developing countries, remittances have been important
sources for supporting consumption and broad development. For several small
economies, remittances account for more than 20 per cent of their GDP. Remittance
flows used to be relatively stable, and often counter-cyclical. In view of the severe global
financial crisis, however, these flows are expected to fall in 2009, particularly in Latin
Americaand the Caribbean, Africaand some CI S countries, such as the Republic of

Moldova, Tagjikistan and Kyrgyzstan.

Box 3

Remittances to developing countries

After several years of strong growth, remittance flows are expected to decrease in 2009
by about 5 to 8 per cent. Asthe economic downturn accelerates, unemployment across
regions and sectors rises sharply, affecting millions of migrant workers and consequently
the level of remittances. A decline in remittances may cause hardship in several
developing and some economies in transition, especially when private-capital flows
plunged already nearly 50 per cent.

In 2008, remittance flows to developing countries exceeded $300 billion,
representing an increase of almost 9.0 per cent from 2007. This increasing trend, varying
from 0.2 per cent in Latin America and the Caribbean to 26.7 per cent in South Asia, is
attributable to several factors. First, the number of international migrant workers as well
as their incomes increased markedly over the past few years. This was particularly the
case of Indian migrants working abroad, whose number increased from 466,000 in 2003
to around 809,000 in 2007, making India the top recipient of remittances among
developing countries. Second, lower remittance costs and exchange rates’ fluctuations
have also influenced the value and size of remittances. The depreciation of the US dollar
for instance against Latin American currencies during the last few years has forced
migrants to increase the level of remittances to compensate for the loss in the purchasing
power of their money back home.

Remittances began however to slow down sharply in the third quarter of 2008, as
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the economic downturn accelerated. This was notably the case for Latin American and
Caribbean countries. The rapid deterioration of the job market in the United States,
source of 80 per cent of remittances to Latin American and the Caribbean severely
affected alarge number of countriesin Centra American and the Caribbean, including El
Salvador and Guatemala where remittances were down by almost 10 per cent year-on-
year in the first two months of 2009. According to the Inter-American Development
Bank, remittances to the region dropped for the first time in a decade during the first
quarter of 2009.

In case such inflows continue to decline, poor and small economies will be
particularly hard hit. Thisis the situation of several CIS countries, such as Tqgjikistan,
Moldova, Uzbekistan and Kyrgyz Republic, whose migrants are mainly affected by the
reduction in work permits for foreign workers in the Russian Federationand the
significant devaluation of the Russian rouble. In these countries remittances reached
between 20 and 45 per cent of the national GDP, becoming an increasingly important
source of income. Remittances were the largest type of financia inflow, larger than either
capital inflows or official development assistance. As aresult, a significant decline of
remittance inflows is likely to create financing gaps in the balance of payments. In
addition, it will affect private consumption and investment, with potential regative
effects on GDP growth.

The overall magnitude of the decline remains however uncertain, as the actual economic
crisisis affecting both recipient and sending countries and several factors may have
opposing effects on remittances. On the one hand, as unemployment rates and
immigration controls increase in hosting countries, the stock of migrants may decrease.
Data on returning migrants is not yet available, but Indian authorities expect that
hundreds of thousands of migrants will be sent home from Western Asian countries this
year, in particular from Dubai. On the other hand, migrants represent a lower—cost and
more flexible labour force, and may be able to switch to sectors and locations that are less
affected by the crisis. Even though the unemployment rate among Hispanics in the United
States reached 11.4 percent in March 2009, the number of returning migrants has
remained relatively low. This may continue to be the case as long as the situation in the

home countries deteriorates in parallel.
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I ncreasing balance-of-payments problems

The severe external shocks are heavily impacting on balance-of- payments positions of
emerging economies and other developing countries (see Figure 6). The sizeable
surpluses of the oil-exporting countries have started to decline sharply since mid-2008.
Taken together, the Latin American countries had managed to register an unprecedented
current account surplus in the five years prior to the 2008 crisis. Now, their combined
balance will be back in deficit in 2009. The external surplus of developing Asa,
excluding China, will shrink heavily in 2009, but a small surplus will remain as import
demand is falling heavily along the collapse of their exports. The external balances of the
emerging European economies, which ran large deficits for many years, will take a

tailspin following strongly contracting imports forced by the reversal in external capital
flows.

Figure 6 Global imbalance
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Prior to the eruption of the global financial crisis, many developing countries and
economies in transition had accumulated significant amount of foreign reserves, totalling
more than $4 trillion in 2008. Since mid-2008, however, a sharp reversa of capital
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inflows and a deteriorating current account have led to a decline in the foreign reservesin
many of them, except for Chinaand afew other Asian economies. Capital flight and
attempts at defending national currencies from precipitous depreciation have also caused
asteep decline in foreign reserves of some economies, such as the Russian Federation.

Against this background, an increasing number of economies is facing
tremendous challenges in financing their balance of payments deficits. In 2009, more
than 100 developing countries are expected to have inadequate current account surpluses
to cover private debt due and a financing gap ranging between $200 billion and $700
billion is forecast.

Currencies of many developing countries have also been under pressure as
external conditions deteriorated and investors pulled out capital in order to reduce
portfolio risks. N umerous devel oping countries have seen strong currency depreciations
over the past six to nine months, in some cases of more than 20 per cent. These
depreciations have made external debt service much more expensive in terms of local
currency and are already affecting budget positions of governments and businesses.
These factors are al so putting debt sustainability under severe stress. Many countries are
facing difficulties to roll over their foreign debts, with some $3 trillion of foreign debtsin
total for emerging economies maturing during 2009. Countries that received substantial
debt relief under the heavily-indebted poor countries (HIPC) and the Multilateral Debt
Relief Initiative are also at increased risk. Recent data show that about one-third of
developing countries in sub-Saharan Africa have externa debt-to-GNP ratios of more
than 50 per cent and debt service-to-GNP ratios of more than 2 per cent, which would
classify these as vulnerable to external shocks and at risk of debt distress.

To compensate the decline in private capital flows to developing countries and to
provide additional resources to mitigate the impact of the financial crisis on their efforts
in fulfilling the MDGs, increased official financing will be needed. Prior to the crisis,
during 2006-2007, ODA flows to developing countries were falling measurably. In 2008,
aid flows from DAC donors increased again reaching almost $120 billion returning to a
share of 0.3 per cent of donor countries combined GNI. The crisis may put downward
pressure on aid flows as many donors target annual aid flows as a share of GNI, such that

the value of aid will fall with national income even if the share remains fixed. Even
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though donor countries have repeatedly reiterated their ODA commitments, timely
following through on these may still be disrupted if the present crisis is protracted.

TheIMF and World Bank have significantly stepped up lending operations. By
April 2009, a dozen emerging economies received emerging financing from the IMF
programmes, totalling some $50 billion The Fund has also stepped up its lending to low-
income countries.

At their London Summit in April 2009, the leaders of the “Group of 20” agreed to
provide an additional $1.1 trillionin internationa financial support for countries with
external financing problems, including a tripling of resources available to the IMF to
$750 billion (including a new SDR alocation of $250 billion), additional lending by
multilateral development banks of at least $100 billion, and support of trade finance of
$250 billion. Donor countries also reaffirmed all existing commitments to provide more
aid and debt relief to the poorest countries. While significant, it possibly is not enough to
meet the challenges posed by this worldwide crisis. In early 2009, the United Nations
estimated the additional financing needs of developing countries alone would be in the
order of $1 trillion for 2009 and 2010.

Growth and policy prospects by regions

Developed economies

United States
In the baseline scenario, GDP in the United States is expected to contract by 3.5 per cent
in 2009 and to recover at a meagre rate of 1.0 per cent in 2010. The slump in the housing
sector that started in 2006 is still ongoing, while the credit crunch, asset price deflation
and rising unemployment underpin a sharp retrenchment of business investment and
household consumption In early 2009, the housing price had declined almost 30 per cent
from the peak value reached in mid-2006. The prices of other types of fixed investments
have also declined since the second half of 2008. The credit crunch, especially following
the collapse of Lehman Brothersin September 2008, has caused the sudden stop of

investment in nonresidential constructions in the last quarter.
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Inflationary pressures in the United States have subsided since the second quarter
of 2008 as commodity prices weakened. The core consumer price index has stayed within
anarrow band and in March 2009, the year-onyear inflation rate measured by headline
CPI became negative for the first time since 1955. Annual inflation rate is expected to be
negative in 2009 and around 1.5 per cent in 2010.

There have been comprehensive policy responses to the economic downturn and
the financia crisis. The Federal Reserve Bank of the United States (Fed) lowered its
policy interest rate to virtually zero in December 2008. This rate is expected to remain
unchanged until the last quarter of 2010. By early April 2009, the Fed had also injected a
total of almost $860 billion of short-term (less than 90 days) liquidity to the financia
ingtitutions. It has also introduced the new Commercial Paper Funding Facility (CPFF)
and the Term Asset-backed Securities Loan Facilities (TALF) to directly lend funds to
market participants. However, these conventional monetary policy actions did not restore
the normal functioning of financial markets. The Fed has therefore also employed the
“quantitative easing” (QE) practice by buying Treasury securities, agency debt and
mortgage-back securities (MBS) backed by government agencies. On the fiscal side, a
large stimulus package has been signed into law in February 2009. According to the
Congressional Budget Office (CBO), this package amounts to $787 billion over the
period of 2009 to 2010. Among other things, it includes afederal tax relief to both
individuals and companies. Arguably, the most important policy actiors are those
targeting the financial sector. Over-leveraging of financial institutions was one of the
main factors behind the current global financial crisis. As aresult, many institutions
accumulated a significant amount of what are now called “toxic assets’ on their balance-
sheets. The United States Government responded by introducing the Public-Private
Investment Programme (PPIP) in March 2009. The PPIP aims at facilitating the disposal
of bad loan and mortgage- and asset-backed securities from the banks' books. The
Treasury will use part of its funds from the Troubled Asset Relief Programme (TARP)
plus financing from the Fed and debt guarantees from the Federal Deposit |nsurance
Corporation to help private investors buy up to $500 billion of troubled assets initialy.

However, as the current framework does not guarantee finding a price that is acceptable
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to both sides, the toxic assets may stay on the banks balance-sheets, which would further
constrain their capacity to supply credits.

Japan

The economy of Japan has fallen into its deepest recession in three decades. A
retrenchment in globa demand, particularly for automobile products, and information
technology and machinery goods, has led to a collapse in Japan’ s exports This, inturn,
led to declining corporate profits, tightening financial conditions, rising unemployment,
worsening households income, and weakening domestic demand. Initially, the globd
financia crisis had little direct impact on Japan, as Japanese banks and other financial
institutions held only very few of the US sub-prime mortgage loan derivatives. As the
crisis deepened since mid-2008, however, Japan was hit hardest among the major
devel oped economies through the collapse of global trade. In early 2009, Japan’ s exports
plummeted at an annual pace of more than 50 per cent, and its trade balance turned from
alarge surplus to a deficit. In the outlook, a strengthening in the demand for automobiles
and information technology and machinery goods will highly depend on arecovery in
other major devel oped economies, as well as in emerging economies.

The external shock has spread rapidly to the domestic economy, causing a sharp
drop in industrial production since mid-2008 in response to the precipitating exports, and
asignificant decline in corporate profits forcing firms to curtail business investment and
to reduce the workforce. The nrominal wage rate has aso been on a decline, heigthening
the risk for areturn of deflation, which had haunted the Japanese economy in the late
1990s and early 2000s.

In order to mitigate the impact of the global financia crisis on the Japanese
economy, the Bank of Japan has taken three types of monetary policy measures: reducing
the policy interest rate; ensuring stability in financial markets; and facilitating corporate
financing. The policy interest rate, namely the uncollateralized overnight call rate, was
cut to and maintained at 0.1 per cent since the end of 2008. Measures to ensure financial
market stability include the purchase of stocks held by commercia banks and increased
outright purchases of Japanese government bonds. Measures to facilitate corporate

financing include the purchase of corporate bonds and commercial papers.

24



On the fiscal front, several of fiscal stimulus packages were launched, including
additional government spending totalling about 5 per cent of GDP. The most recent
package released in April 2009 amounted to ¥15.4-trillion ($154.4 billion), or 3 per cent
of GDP. The stimulus includes expenditures for social welfare provisioning, regional
economic recovery, investment in infrastructure and environmental projects, additional
support to bolster the corporate sector’ s access to credit, and improvements to healthcare.
The government deficit is projected to reacharound 6.5 per cent of GDP for 2009-2010.
Thiswill lead to a further expansion of the aready large public debt, which now stands at
180 per cent of GDP.

Australia and New Zealand

The economy of Australia has suffered a combination of a severe global downturn
and a sharp decline in commodity prices. GDP is expected to fall by 1.7 per cent in 2009,
followed another decline of 0.2 per cent in 2010. In response to weaker external demand,
businesses have cut back investment and production, particularly in the mining and
construction sectors. Businesses have also faced growing difficulties in obtaining credit.
Household net worth is estimated to have fallen by around 10 per cent in 2008, which
along with increased uncertainty about the outlook has significantly curbed consumption
while boosting the savings rate. On the other hand, increased government payments as
part of the country’ s fiscal stimulus measures have somewhat supported household
disposable income.

Inflation in Australia had been relatively high in the past few years, above 4 per
cent for 2008, but has decelerated sharply since late 2008. Further moderation in inflation
is expected for 2009-2010, to arate of about 2 per cent.

The Reserve Bank of Australia has eased monetary policy by reducing interest
rates by atotal of 350 basis points since 2008, bringing the rate down to 3 per cent. The
Australian Government has so far adopted two fiscal stimulus packages, totaling about 5
per cent of GDP. The latest one, released in February 2009, is estimated at A$42 hillion
(4 per cent of GDP), but will spread over severa years. Key measures include targeted
grants to low and middle-income households; increase in infrastructure spending; a

temporary business investment tax break for small and general businesses; and the
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provision of free ceiling insulation for around 2.7 million Australian homes. As a resullt,
the Government budget position will turn from surplus to deficit.

New Zealand’s economy isin its most prolonged recession since the 1970s,
suffering from a combination of a weakening domestic housing market and the global
financial and economic crisis. Gross domestic product is expected to grow by only 0.2
per cent in 2009. The economy may stabilize in 2010, supported by markedly lower
interest rates, a weaker New Zealand dollar, and significant fiscal stimulus, as well as by
moderate growth of the globa economy.

Declinesin international commodity prices, reduced demand for many of New
Zedand' s manufactured export products, and declining tourism earnings have been
accompanied by difficulties for banks to secure offshore funding. Asaresult, firms have
cut back on investment and reduced labour demand. The worsening employment outlook
is weighing on consumer confidence, while households were aready scaling back
gpending in response to falling housing and financial wealth.

The Reserve Bank of New Zealand has reduced interest rates by 525 basis points
in little more than six months, taking interest rates to 3 per cent. Further falsin the
lending rates faced by households and businesses are expected. The Government has so
far adopted fiscal stimuli that total 4.3 per cent of GDP.

Canada

The economy of Canada has been severely hit by the recession in the United
States, and the sluggishness of international markets of energy and minerals. Growth is
likely to contract by about 3 per cent in 2009 on the back of poor business expectations,
and low consumer confidence, coupled with afall in global trade. Under such
recessionary conditions the main concern will be deflation rather than inflation The CPI
in April was 0.4 per cent, outside the band of 1 to 3 per cent. The tendency for pricesto
fall in the wake of sluggish demand will be partially countered by the pass-through of
imported prices as the devaluation will likely continue.

Similar to their counterparts in the United States, policymakers in Canada have
reacted decisively to the crisis. The Central Bank has lowered the main policy interest
rate to 0.25 per cent and is likely to keep it at this level until late 2010. The fiscal

stimulus announced by the Canadian Government is estimated to total about 2 per cent of

26



GDP in 2009 and 1.5 per cent in 2010. These measures takentogether, and the
expectation that the United States economy starts to recover mildly next year, may help
to lift the Canadian economy to a positive rate of about 1 per cent in 2010.

Western Europe

The economies in Western Europe have been hard hit by multiple shocks
emanating from the global economic and financia crisis, which are impacting
manufacturing sectors, investments, financial sectors, construction, consumption and
employment. The euro area and all of the mgor economies of the region have been in
technical recession since the second quarter of 2008 with four consecutive quarters of
negative growth so far, but the real collapse in activity started in the fourth quarter of
2008, which was then followed by a dramatic decline in the first quarter of 2009. Activity
is expected to gradually stabilize going forward, but for the year as a whole growth in the
euro area is expected to fall by 3.7 per cent in 2009 after registering only 0.7 per cent in
2008 and with only moderate recovery anticipated in 2010, coupled with a tremendous
negative growth carry over from 2009, growth is expected to continue to decline by 0.1
per cent in 2010

Country performances differ depending on their susceptibility to the myriad of
shocks emanating from the crisis: some are suffering from the aftermath of the collapse in
housing markets with negative impacts on consumption from declining wealth such as the
United Kingdom and/or devastation in the construction sector with declining investment
and rising unemployment such as Spain; some are particularly impacted from the collapse
of world manufactured trade especially in the capital and consumer durables sectors, such
as Germany; most are impacted by the drying up of bank financing; and some economies
have been hit by their high dependence on their financial services sectors such as the
United Kingdom, Ireland and, at the extreme, Iceland (see Table A2).

To date, evidence of a possible bottoming out of activity in the region remains
extremely sketchy. High frequency “hard data’, are no longer plunging but rather are
drifting down (an improvement in the second derivative). Industrial production, for
example, after plunging in the fourth quarter of 2008, has exhibited a more moderate
decline at the beginning of 2009, yet stands 18.4 per cent below its level of ayear ago in
February, with capital and intermediate goods more than 20 per cent below. The pace of
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decline in industrial new orders has also diminished but stands at 35.4 per cent below its
level of the previous year. The volume of retail trade has seen aless dramatic downturn
standing about 4 per cent less than year ago in March.

Consumption expenditure in Western Europe was weak in 2008, with several
quarters of negative growth in many countries. Prospects for 2009 are not encouraging
with the expectation of a continued contraction for the first half of the year followed by a
marginal rebounding in the second half, but not to a point where it is a significant
positive driver to activity. Inflation has fallen significantly since its peak in mid-2008,
providing some impetus, but with the intensifying slowdown, employment dynamics
have reversed, contracting in the second half of 2008, and rates of unemployment have
increased across the region. Wages have continued to move up moderately, lagging the
developmentsin the real sector, but are expected to flatten or fall as the output gap
widens. Consumer confidence has fallen dramatically as the outlook deteriorated
especially with employment prospects increasingly grim. Wealth has also declined with
both collapsing equity prices and the bursting of the housing bubble. Financing
conditions have tightened and commercial loans to the household sector have declined
significantly. In countries where housing wealth had boosted expenditure, especialy
where equity withdrawal was easier, consumption is expected to be even more of a drag.

Private investment expenditure both for equipment and construction has been a
major contractionary force driving the collapse in activity. Capacity utilization rates have
fallen to 75 per cent, their lowest level in the last 19 years. Industrial confidence remains
near record lows. The outlook for future demand has deteriorated significantly. Despite
the large drop in policy interest rates, financing is increasingly difficult as evidenced by
the continued slowing of bank loans to non-financia corporations and surveys reporting
that lending conditions continue to tighten significantly. The behaviour of housing
investment varies significantly across countries in the region, depending on whether the
country experienced a housing boom or not but countries such as Ireland, the United
Kingdom, and Spain have experienced very sharp drops in investment.

Inflation has fallen sharply across the region since its peak of 4 per cent in July
2008 (see Table A4). Falling energy and food prices have been the key elements behind

the rapid fall, but the strong recessionary forces are playing an increasing role with a
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substantial widening of the output gap. Headline inflation is expected to continue to
decelerate and even to turn briefly negative (on a year-over-year basis) towards the
middle of 2009, but turn up moderately in 2010, as the strongly negative base effects
resulting from the comparison to the high energy and food prices of the previous year,
fade out. Core inflation has been more stable and is expected to drift more slowly down
during 2009 and stabilize at low levelsin 2010.

Monetary policy has been very active over the course of the economic downturn,
with all of the Central Banks in the region bringing policy rates down sharply as well as
increasingly employing non-conventional policy measures. The European Central Bank
(ECB) has steadily lowered its main policy rate, the refinancing rate, from 4.25 per cent
in July 2008 to currently 1 per cent.® In the baseline outlook, it is assumed that the ECB
will further cut the rate to 0.5 per cent in mid 2009, and then remain on hold until thereis
convincing evidence of recovery. Other central banks are similarly assumed to maintain
their expansionary stances until late into 2010. With policy rates ever closer to zero there
islittle traditional ammunition left, so it is likely that there will be increasing use of un-
orthodox measures. Since the beginning of the crisis, regional central banks have been
directly supplying liquidity to the market. In support of such policy, the ECB moved from
avariable rate tender with fixed alotment in its re-financing operations to a fixed rate
tender with unlimited alotment, giving it tighter control of the overnight interest rate.
The Bank of England (BoE) announced in March 2009 the adoption of quantitative
easing measures through an Asset Purchase Program, which would involve the direct
purchase of government securities, for which 75 billion Pounds Sterling has been
allocated. In May 2009, the ECB joined by pledging to buy €60billionof covered bonds,
which are issued by banks and backed by mortgages or public sector loans. The direct
purchase of government bonds would be more difficult to adopt given legal obstacles—
which may however be circumvented by purchasing the bonds in the secondary markets -

and the problem of choosing the appropriate mix of national bonds.” Bond yield

% Among other regional central banks, the Bank of England (BoE) has brought its policy rate down to 0.5
per cent, the Bank of Sweden to 0.5 per cent; the Bank of Switzerland is targeting arange of 0to .75 per
cent; the Bank of Denmark has its policy rate at 1.65 per cent and the Bank of Norway at 1.5 per cent.

" According to article 21 of the “Protocol on the Statute of the European System of Central Banks and of
the European Central Bank” , the ECB is not allowed to purchase government bonds in the primary market.
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differertials vis-avis Germany have aready widened significantly since the onset of the
crisis and could be disrupted by large scale purchases.

Meanwhile, fiscal policy has become expansive as many countries began to
implement stimulus measures. The European Economic Recovery Pact (EERP) was put
forth by the European Commission (EC) in December. It contained proposals for a major
fiscal boost and a set of structural reforms. The fiscal boost called for member states to
enact fiscal expansions of about €200bn (1.5 per cent of regional GDP). The EC
estimates that at the Euro arealevel the degree of discretionary stimulus announced thus
far is 1.1 per cent of GDP in 2009 and 0.8 per cent of GDP in 2010. At the country level,
Germany, Spain and the United Kingdom have announced on-budget fiscal programmes
closeto 1.5 per cent of GDP, with programmesin France and Italy of dightly lessthan 1
per cent.® These measures, however, understate the amount of fiscal support as automatic
stabilizers are of significant magnitude in Western Europe. The EC estimates that total
stimulus measures including stabilizers account for 4.5 per cent of aggregate GDP in
2009 and 2010. The above measures, coupled with the poor growth outlook, are expected
to lead to significant deteriorations of budget positions. For the Euro area, the deficit to
GDP ratio is likely to increase by around 5 percentage points by 2010. In addition, there
have been sizeable off-budget measures such as credit guarantees to the banking system
and the bailing out of financial institution. These latter will have a significant impact on
the level of debt. While these measures are significant, they may not be sufficient to kick
start demand. It is not clear, however, whether much more can realistically be done. In
France and Germany, there is great reluctance concerning further fiscal stimulus
measures. The United Kingdom may do more but is aready facing a huge increase in its
budget deficit. Italy and Greece, which face large budget deficits and debt levels, and
Ireland, which has major problems in its banking system, may be unable to enact more
stimuli owing to increasing spreads on long-term government bonds.

New EU Member States

The economies of the new EU member states have steadily deteriorated towards
the end of 2008, with GDP growth turning negative in the Baltic States, Hungary and

8 See Credit Suisse, “ Fiscal Policy around the World” , Economics Research, 19 March 2009, available at
http://www.credit-swisse.com/researchandanal ytics.
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Slovenia and declining to near zero elsewhere in the region in the last quarter of the year.
The economic contraction continued through the first half of 2009, reflected in double-
digit declinesin industria production, plummeting exports and retail trade and depressed
consumer and business confidence. The aggregate GDP of the region is expected to
shrink by 1.7 per cent per cent in 2009 and to recover only modestly by 1.5 per centin
2010.

While for many of those economies the recession and the stagnating import
demand in the EU-15 can be accounted as the primary reason for this downturn, the
region is also affected by the contagion effects of the global financial markets. Sharply
increased costs of external borrowing, the deleveraging by the foreign banks, the liquidity
sgueeze in inter-bank markets, and increased risk aversion among investors have led to an
abrupt slowdown in domestic credit growth, which was one of the main factors behind
the EU-12 dynamism. In the Baltic States, the end of the housing bubble in 2008 and the
sharp decline in private consumption pulled those economies into deep recession. In the
entire region those sectors that depend on business and consumer loans, such as
residential and business construction, contracted by 20 to 25 per cent in the first half of
2009. For the rest of the year the prospects ook gloomy both for export-oriented
industries, such as automotive and electronics, and for those targeting domestic markets.

The recession is aggravated by the vulnerability of the new EU member states to
the unfavourable global credit condition and a possible reversal of capital flows. The
large external financing requirements originating from the high degree of indebtedness of
the private sector and the large share of short-term foreign debt necessitate a continuing
flow of funds from the parent banks in the EU-15. The risks to the region are heightened
by the increasing ratio of nonperforming loans and the difficulties experienced by the
parent EU-15 banks themselves.

After reaching its peak in summer 2008, consumer price inflation in the new EU
member states subsided as food and energy prices dropped from their historic highs and
the expansion of domestic credit slowed. The weakening of wage pressures in response to
sluggish labor markets and reductions in public sector salaries may turn core inflation

negative in a number of countries in 2009. However, increases in indirect taxes and
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regulated prices together with currency depreciations will continue to exert inflationary
pressures

On January 1, 2009 Slovakia adopted the euro, leaving only supervisory functions
to the central bank. Elsewhere in the region, as economic conditions deteriorated and
inflationary pressures subsided, the Central Banks started to loosen monetary policy to
support inter-bank markets and credit flows. Interest rates were reduced in the Czech
Republic, Hungary, Poland and Romania, while in Bulgaria and L atvia the mandatory
reserve requirements were cut. However, the commitment to exchange-rate pegsin the
Baltic States and Bulgaria and the increased currency volatility in Central Europe
constrained the conduct of monetary policy. The pressure on currencies in the region and
the high stock of private foreign debt have increased the attractiveness of adopting the
euro, and most of the countries have set 2011 or 2012 as the official target date for euro
adoption, including Poland, which recently has adopted a roadmap to the euro. To
counteract the impact of the global recession, the Governments and Central Banks in the
region attempt to implement countercyclical policy measures. However, policy spacein
the region is limited. Discretionary fiscal spending is constrained by financing difficulties
and the necessity to maintain credibility versus lenders, the conditionality of the IMF-led
international assistance packages, as well as by the commitment to exchange rate
stability. In the Baltic States, which face the most severe economic downturn, the
Governments are compelled to fiscal austerity. Most of the economic stimuli in the region
therefore consist of lowering taxes, re-directing public spending, and intensifying the
efforts to promote exports and FDI by extending export credit guarartees and adopting
more business- friendly legidations. The countries also aim at improving the absorption of
the EU funds. Although the Governments pledged their formal commitments to the
restrictions of the EU’ s Stability and Growth Pact or the Maastricht criteria, the slowing
economies are likely to produce shortfalls in the budget revenues and the fiscal deficitsin
2009 may exceed 8 per cent of GDP in the Baltic States and 3 per cent of GDP in Central

Europe.

Economiesin transition
CIS
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After a solid performance outpacing the world economy for several yearsin a
row, growth in the CIS has sharply deteriorated since the summer of 2008 at a pace
overshooting previous pessimistic forecasts, including those in the World Economic and
Social Prospects (WESP) 2009 (see Table A2). As the global financial and economic
crisis deepened further in 2009, weakening of commodity prices, in particular for oil and
metal s, tightening of external financing and reduced external demand are adversely
affecting more economies in this region at a faster-than-anticipated speed. Regional GDP
is expected to fall by over 6 per cent in 2009 compared with a growth of 5.4 in 2008 and
an average growth of over 7 per cent for the last seven years. While a weak recovery in
the economic activity of most economies is possible for 2010 — with an average growth
rate of about 1.4 per cent —, the risks are skewed to the downside.

In 2009, the deceleration of regional economic activity reflects sharp swingsin
the growth rates of the largest economies, notably in the Russian Federation, Ukraine and
Kazakhstan, with a similar pattern of drastic declines in industrial output, falling
investment and construction, and a more recent slowdown in private consumption. In the
Russian Federation, growth fell by an annualized rate of 9.5 per cent in the first quarter of
2009 on the back of a double-digit decline in industrial output, a severe contraction of
investment and weakening consumption as real wages started to fall and unemployment
to rise. Exports decline sharply despite the continued depreciation of the rouble, further
dragging down economic growth. Asthe contagion of the global financial crisis
deepened and spread to the Russian markets, the government has scaled up measures to
shore up commercial banks and enterprises and mitigate the social consequences of the
crisis, including a recently announced broad-based anti-crisis programme with a price tag
of about 9.1 per cent of GDP. The fiscal stimuli, if successfully implemented and enough
to shore up the battered economy will give the possibility for a bottoming out in late 2009
and a weak recovery in 2010.

In Ukraine, growth continued to decline precipitously and is likely to result ina
double-digit rate of contraction in 2009 as political turmoil, tightened credit conditions
and weak exports of metals persist. In the beginning of 2009, industrial output dropped
over one third, construction fell by over 50 per cent and exports of metals declined

sharply; all of these causing an estimated contraction of GDP of about 20 per cent. The
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outlook for Ukraine' s economy is aggravated by uncertainties regarding access to
external financing, including a delay in the second tranche of the IMF-supported loan in
early 2009 amidst growing needs to support the country’ s currency and balance of
payments positions. The country’ s long-term sovereign foreign currency rating was
downgraded by Standard & Poor’ sto CCC+ , while the growing indebtedness of banks
and non-banks corporations to foreign creditors remain elevated increasing the
probability of a default. In Kazakhstan, the economic slowdown continues for a second
year on the back of constrained credit availability, worsened terms of trade as a result of
lower commaodity prices and a downturn in regional markets.

In light of the deepening dump in the largest economies in the region, growth in
rest of the CIS has been adversely affected through massive declines in trade, foreign
direct investment and workers' remittances inflows as well as a severe shortage of credit.
These economies will see adrastic slowdown throughout the year, with the poorest
countries suffering the most. Kyrgyzstan is a case in point, where the economy is
grappling with a shortfall in hydropower, mounting problems in the banking system that
have spilled over from Kazakhstan’ s banking crisis, upward pressure on food prices and
the consequences of an earthquake in the country. In 2010, a modest recovery is expected
to start in these economies conditiona on revival in the largest regional centres and
stabilisation in external financing. To support policy makers in dealing with deteriorating
economic conditions in this region, the IMF has extended loans to Armenia, Belarus,
Kyrgyzstan and Ukraine.

In 2008, average annual CPI inflation rates reached record highs in most
economies in the CIS driven by rising food and commodity prices, and large capital
inflows (see Table A4). Overheating of their economies, of Azerbaijan, Kazakhstan, the
Russian Federation, and Ukraine, significantly contributed to a marked accel eration of
both producer and consumer prices. As these pressures eased by the end of the year and
in the beginning of 2009, inflation rates subsided but remain at elevated levels,
particularly in Belarus and Ukraine. In Kyrgyzstan, persistent shortages of power
generation and strong imported inflationary pressure are an additional burden that keeps
producer prices and cost of services at high levels. In the outlook, inflationary pressures

will abate further in the region as domestic demand weakens, capital flows continue to



decline and commodity prices remain weak. At the same time, ongoing deval uatiors and
the expected pass-through effects in some economies, as well as upward adjustmentsin
utility prices will keep average inflation rates higher in these countries than elsewhere.

Asthe global credit crunch started affecting the region, the currencies of many
CIS came under pressure in the beginning of 2009 and monetary authorities responded in
various ways. In the Russian Federation, the Central Bank intervened repeatedly to
smooth the rouble depreciation at the expenses of a significant reduction of its foreign
exchange reserves. A recent stepwise devaluation, which included a widening of the
trading band of the rouble against a currency basket (55 per cent US dollar and 45 per
cent Euro), has reduced the pressure on the rouble. The Central Bank adjusted its
monetary policy stance from loosening — in providing liquidity to banks in late 2008 — to
tightening in the beginning of 2009 through a series of interest rate increases to prevent
banks from converting liquidity position into foreign exchange. As the value of the
Russian rouble stabilised and inflationary pressure subsided later in the year, interest
rates were cut, signalling a switch to a downward trend.

In Kazakhstan, the Central Bank introduced a one-off devaluation in early
February as aresponse to substantial downward pressure on reserves as well as concerns
over stringly weakening competitiveness. In addition, it cut the refinancing rate and
reduced the reserve requirements for commercial banks to ease liquidity. The earlier
sharp fdl in inflation alowedand easing of monetary policy and further stepsin this
direction are likely in the short-term. In Ukraine, the Central Bank moved to a flexible
exchange rate after an initial re-pegging of the currency. In countries with sharply
deteriorating external imbalances and weakening currencies, such as Kazakhstan and
Ukraine, risks of speculative attacks on their currencies remain high in the forecast
period.

Meanwhile, contracting economic activity has hit budget revenues throughout the
CIS, triggering a marked downward adjustment in 2009 budget balances. In the resource-
rich countries, oil-related revenues abruptly declined as volumes of exports and prices
drastically went down. As a result, hefty budget surpluses turned rapidly into widening
deficits, which were further boosted by growing socia needs. In the Russian Federation,

the recent revision of the 2009 fiscal budget reflects a decline in revenues, causing a
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deficit of about 7.4 per cent of GDP. Growing needs for social expenditures, including
increased unemployment benefits and pensions to compensate for accumulated inflation,
are envisaged to be covered by the Reserve Fund. Although anti-crisis measures to boost
liquidity and help enterprises and commercial banks endure the credit crunch are an
additional burden to the current budget, their implications are expected to stimulate
growth and change its pattern in the short term. Additional fiscal spending to provide
financial support to the banking and real sectorsis expected to widen Kazakhstan s fiscal
deficit from about 2.1 per cent in 2008 to around 3.6 per cent of GDP in 2009. In
Ukraine, Kyrgyzstan and Armenia, increased fiscal deficits, partly owing to additional
support for the most vulnerable groups, will be covered by IMF loans.

Southeastern Europe

The economies of South-eastern Europe notably weakened in the last quarter of
2008 and the deceleration continued into 2009. Initially believed to be sheltered from the
global financial turmoil thanks to their relatively limited degree of financial integration
with the rest of the world, the sub-region nevertheless suffered massive setbacks due to
shrinking exports, lower FDI ard portfolio capital inflows, adecline in the flow of
remittances, slowing domestic credit growth, and higher costs of external financing.
Virtually al those factors that contributed to the robust growth of previous years, now
started to act in reverse as transmission channels for the global recession. As aresult, al
economies of the sub-region, with the exception of Albania, are expected to see negative
GDP growth rates in 2009 and are likely to stagnate in 2010. The aggregate GDP of the
region is expected to decline by 1.9 per cent in 2009 and to recover by 1.0 per cent only
in 2010. In an optimistic scenario, assuming an upturn in the European Union, GDP
growth in the region in 2010 may reach 2.5 per cent, while in a more pessimistic scenario
the ecoromies of South-eastern Europe may decline by 0.3 per cent in 2010.

Both domestic factors and the external environment were unfavourable for growth
in 2009. The decline in export demand caused by the recession in the major trade partners
has led to a lowdown in many industrial and extractive sectors, such as stedl,
automotive, textile, chemicals and minerals. The tourism industry, important for the
region, is performing poorly. On the other hand, weaker consumer and business

confidence, the increased indebtedness of the private sector and an ongoing tightening of
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the credit market, have caused a sharp lowdown in the construction sector and in
financia intermediation. As a consequence of the economic crisis, many FDI projects
into the region are also being put on hold, which is likely to result in a genera declinein
investment rates, despite continuing public investment projects.

In 2008, domestic inflationary pressures were amplified by the global energy and
food price shocks. However, as international commaodity prices dropped and domestic
and export demand slowed sharply, inflation in the sub-region resumed its downward
trend and is expected to remain in low single digits in 2009. Serbiais a possible
exception to this pattern as the sharp increases in the prices of certain services at the
beginning of the year have pushed up the annual rate of inflation.

The primary focus of monetary authorities has shifted from constraining domestic
credit growth, along with maintaining stable exchange rates or meeting the inflation
target, to safeguarding confidence in domestic financial markets. Many countries in the
region have large external financing requirements and are very vulnerable to the abrupt
dowdown in capita inflows. Some countries had to spend a significant share of their
foreign exchange reserves to support the increasingly volatile currencies as their financial
markets underwent a turbulent period in the last quarter of 2008. The South-east
European economies do not possess sufficient resources to inject liquidity into the
financial sector and had to seek international assistance to stabilize their financial markets
and avoid balance-of payment difficulties. Serbia and Bosnia and Herzegovina have
negotiated Stand-by Agreements with the IMF and are looking for additional sources of
external funding. Meanwhile, the monetary conditions are being relaxed wherever
possible. In Serbia, the Central Bank has reversed the monetary policy stance by cutting
interest rates, in response to slowing output and moderating inflation, and in Bosnia and
Herzegovina the mandatory reserve requirements were reduced to restore the flow of
credit. To counteract the economic recession, the governments in the region have aso
adopted a number of measures to increase public spending, mostly on infrastructure and
IT projects, aswell asin the socia sphere. The ability of these countries to conduct an
expansionary fiscal policy in the case of an economic downturn is, however, limited. As
their governments conducted Pro-cyclical fiscal policiesin previous years, the countries

of South-eastern Europe failed to build- up fiscal reserves during the boom period.
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Moreover, the official fiscal revenue targets are unlikely to be met in 2009 and a number
of Governments in the region had to seek additional borrowing in order to finance their
budget deficits or to repay external debt. Some countries have adopted supplementary
privatization programs to raise public revenue. Counter cyclical policies are limited
further as, the new loans from the IMF and other institutions are associated with fiscal
austerity conditions. The scope of most of these |oan programs is limited to support for
the financial sector to prevent an outflow of capital and to increase creditworthiness.
Even with the austerity conditions, however, the budget surpluses in some countries are
expected to turn into deficits in 2009.

Developing economies

Africa

Among developing countries, growth in Africa is sharply decelerating largely
owing to contracting world demand, the global credit squeeze and falling capital inflows,
including foreign direct investments and remittances. Although the manifestations of the
negative effects of the financial crisis in most of the sub-Saharan African economies
lagged behind those in more industrialized economies, they are now painfully being felt
. The average growth rate for the region in 2008 was revised downward from 5.1 to 4.9
per cent. The outlook for 2009 is even more grim with a growth rate forecast of 0.9 per
cent, well below the growth rate of the population of 2.2 per cent. The resulting negative
real growth per capita marks a sharp reversal from the positive trend of the last decade. It
will also cause setbacks in the hard-won social and economic gains that were made in
terms of poverty reduction and progress towards the millennium development goals.
Conditional on arecovery of the global economy, including rebounding of world trade
and commodity prices, Africais forecast to register growth of 4.0 per cent in 2010.

Asworld aggregate demand dropped sharply and credit dried up, export revenues
of some of the mgjor oil and mineral exportersin theregion have falen rapidly. The
economies of Angola and Nigeria are expected to contract by 4.2 per cent and 0.5 per
cent in 2009, respectively, following positive growthof 12.1 per cent and 6.0 per cent in
2008. South Africais also expected to fall into recession this year after its manufacturing

sector was severely hit. The lump spilled over to its neighbours whose economies are

38



closely linked to that of South Africa, particularly in Lesotho, Swaziland and Namibia.
Manufactured exports throughout the region are suffering fromthe contraction of the
globa demand. The effect will be felt most in countries like Botswana (which also
experienced a sharp decline in demand for diamonds), Mauritius, Morocco and Tunisia
whose exports are mainly destined to high-income countries. Similar patterns apply for
countries that export timber such as Central African Republic and Coted’ Ivoire.
Nevertheless, food exporters will likely be more resilient as the demand and prices for
commaodities like cocoa, coffee, tea and bananas have not declined very much Although
banks in Africa are still sound, the drying up of global credit forced several African
countries like Kenya, Nigeria, Tanzania and Uganda to postpone their Eurobond issues,
harming planned infrastructure investments. In parallel, the global tightening of credit has
restrained the availability of trade finance and was accompanied by a drastic reduction of
capital inflows, including foreign direct investments, remittances, and tourism revenues.
Aid flowsmay also drop if political pressure in donor countries continues to limit aid
budgets prevail.

With falling commaodities prices, inflation has stabilized or dightly declined
lasting recent months, but will remain around 8 per cent on average for the regionin
2009. In April, Zimbabwe managed to bring down its skyrocketing rate of inflation when
the Government decided to abandon the national currency for at least one year, after
allowing the use of multiple foreign currencies since January 2009. Inflation in Egypt is
expected to come down to 9.1 per cent in 2009 after the country experienced a sharp
increase in inflation to 18.3 per cent in 2008, mainly owing to higher fuel prices and tax
increases. Inflation remains high in Ghana and Nigeria, where latest year-on-year
increases stood at around 20 per cent and 15 per cent, respectively. While inflationary
pressures have declined, many African currencies depreciated vis-a-vis the euro and the
dollar and some Governments reduced their subsidies on food. This led to higher import
and food prices in local markets, reminding observers of the food crisis which till
constitutes one of the mgjor threats for Africa.

As the effects of the economic crisis became more visible and inflation pressures
moderated, several African Central Banks started to ease monetary policy. The Central
Bank of South Africareduced its repurchase rate by atotal of 3.5 percentage pointsto 8.5
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per cent between December 2008 and May 2009. Most Central Banks in Africa continue
to target limited growth of the money supply. However, because of financial markets, the
effectiveness of monetary policy instruments is limited and the banking sector till
remains high liquid in many African countries. Central Banks in many countries are
therefore reluctant to continue to ease monetary policy, as they expect this would trigger
further depreciations and capital outflows. Almost all African countries are expected to
run fiscal deficitsin 2009 as revenues are declining and some Governments have
embarked on fiscal stimulus packages.

The drastic deterioration of the terms of trade for oil and mineral-exporting
countries such as Angola, Chad, Republic Democratic of the Congo and Nigeria will
force Governments to revise their 2009 budgets. Meanwhile, Governments in many oil-
importing countries, which adopted various measures to mitigate the impact of high food
and fuel prices, are now facing lower pressures. The situation will be more critical in
some vulnerable countries which rely heavily on donor support and have run fiscal and
current-account deficits for years as they will need to adjust their domestic demand to
reduce import costs. Potential declinesin donor support may have strong effects on
budgets in countries like Niger, Guinea-Bissau, Tanzania, Madagascar, Democratic
Republic of the Congo, Rwanda and Burundi, where the share of aid in financing total
government spending exceed 60 per cent. Altogether, the latest African Economic
Outlook 2009 of the African Development Bank, OECD Development Centre and the UN
Economic Commission for Africa forecasted an average budget deficit of 5.5 per cent of
output this year, compared to a surplus of 3.4 per cent in 2008, with Angola, Botswana
and Liberiafacing fiscal deficits of more than 10 per cent of GDP.

East Asia

Amid a dramatic downturn in global demand, economic growth in East Asia has
declined sharply since the financial crisis deepened. Average growth in the region slowed
from 9.6 per cent in 2007 to 6.1 per cent in 2008, and is forecast to decline to 2.9 per cent
in 2009.

While about half of the countries in the region are expected to register
contractions of GDP in 2009, Chinais likely to record relatively robust growth of 7.6 per
cent thanks to the Government’ s large fiscal stimulus package and healthy growth in
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private consumption and investment. Like all other East Asian economies, China has
experienced sharply declining merchandise exports and weakening industrial production.
As aresult, year-on-year GDP growth slowed to 6.1 per cent in the first quarter of 2009,
the lowest growth since quarterly records began in 1992. However, signs of stabilization
have emerged during the past few months in the region’ s largest economy, including
significant year-on-year growth in fixed asset investment, property transactions and retail
sales. The resilience in investment and consumption spending not only suggests that the
Government’ sfiscal stimulus package is starting to work, but also makes a growth
recovery in the second half of 2009 likely. In 2010, growth in Chinais forecast to recover
to arate of 8.2 per cent.

Other parts of East Asia face much more severe economic downturns. Collapsing
exports, combined with drastically reduced capital flows and increased economic
uncertainty have caused significant contractions in investment demand. Private
consumption has also begun to weaken, partly owing to rising unemployment levels
across the region. Hong Kong, SAR, Taiwan, POC, Republic of Korea, Singapore and
Malaysia are hardest hit by the global crisis as growth in these economies is heavily
dependent on external demand, most notably for electronic consumer goods. In 2009, all
five economies are expected to register negative GDP growth, ranging from -2 per cent in
Malaysiato -7.6 per cent in Singapore. Thailand is also facing a severe recession as
political instability and security concerns further erode investors confidence. In 2010,
East Asian economies are anticipated to recover moderately from the current downturn,
with average growth in the region forecast at 5.6 per cent.

In 2008, annual consumer price inflation reached it highest level since the Asian
financia crisis in most countries of East Asia, averaging 6.0 per cent for the region as a
whole. However, inflation across the region has dropped sharply since mid-2008 as
global prices of fuel and food declined and domestic demand weakened. In the first
quarter of 2009, China, Taiwan Province of China and Thailand reported year-on-year
declines in consumer prices, whereas inflation in Indonesia and the Philippines has so far
remained elevated. Inflation rates across the region will likely continue to fall throughout
most of 2009, and a number of countries are expected to experience several months of

deflation. Nonetheless, the risk of a sustained deflationary spiral of declining output and
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prices appears to be low, partly owing to the aggressive monetary and fiscal policy
actions of recent months. Internatiorel commaodity prices and domestic demand are
expected to recover moderately in 2010, resulting in a dight upward trend in inflation
across the region.

In response to the turmoil on global financia markets, rapidly deteriorating
economic conditions and easing inflationary pressures, Central Banks in East Asia
loosened monetary policy significantly over the past six months. Monetary authoritiesin
amost all countriesin the region cut their policy rates multiple times since October 2008.
In addition to reducing interest rates, many Central Banks also lowered their minimum
reserve requirements to support domestic liquidity and credit creation. The monetary
easing, in combination with the fiscal stimulus packages, has helped fuel credit growth in
severa East Asian economies, most notably in China, where bank lending in the first
quarter of 2009 increased by 27 per cent from ayear earlier. Monetary policy in the
region will remain accommodative throughout 2009. Several Central Banks, including
the People’ s Bank of China, the Bank of Indonesia, and the Central Bank of the
Philippines, still have considerable room for further cuts in interest rates and reserve
ratios.

Facing an unprecedented slump in external demand and rapidly contracting
industrial output, most Governments in East Asia have announced - and began to
implement - large fiscal packages to stimulate domestic demand, support the business
sector, and mitigate the social impact of the crisis. In November 2008, Chinarevealed a
Y uan 4 trillion ($586 billion) stimulus package that includes government spending on
transport systems, post-earthquake reconstruction, public housing, rural infrastructure,
technological innovation, and environmental protection. While the total size of the
package amounts to approximately 12 per cent of China s 2009 GDP, the actual stimulus
in response to the financia crisis is much smaller. This additional spending is estimated
at about 2 per cent of GDP in 2009 and 2010. Other large stimulus packages, relative to
the size of the domestic GDP, were announced in Malaysia, the Republic of Korea and
Singapore. Most of the plans favour expenditure-side and quasi- fiscal measures over tax
cuts. Mgjor exceptions are the stimulus packages in the Republic of Korea and Indonesia,

which focus on reductions in corporate and personal income taxes in order to stimulate
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consumption growth. Importantly, several fiscal packages in the region foresee
expansions of existing social safety net programs. The combination of a massive increase
in government expenditures and declining fiscal revenues will lead to sharply higher
budget deficitsin 2009 and 2010, ranging from an estimated 2.8 per cent of GDP in
Chinato approximately 8 per cent in Viet Nam. Nonetheless, public debt levels as a share
of GDP remain moderate in East Asian countries, with the exception of Singapore.

South Asia

After several years of macroeconomic stability and strong growth, the economies
in South Asia are facing a challenging environment. Between 2004 and 2007, annual
growth in the region averaged 7.6 per cent on the back of strong expansionsin private
consumption and fixed investment. Since the global financia crisis deepened in the third
guarter of 2008, South Asian countries have faced a dowdown in capital inflows as well
as adecline in export demand. As aresult, external vulnerabilities became apparent in
several countries in the region, most notably in Pakistan, where the Government only
averted a balance-of-payment crisis by agreeing to a $7.6 billion emergency loans from
the IMF.

The economic downturn in South Asiais nonetheless expected to be less severe
than in other developing regions. This mainly reflects the fact that the contribution of net
exports to growth was low even before the financial crisis as South Asian economies are
dominated by the service sector. While domestic demand will slow down in 2009 amid
increased economic uncertainty, it is expected to hold up better than in other regions.
Average growth in the region is expected to drop from 6.8 per cert in 2008 to 4.1 per cent
in 2009 before recovering to 5.4 per cent in 2010.

In India, GDP growth decelerated to its slowest pace in six years in the fourth
quarter of 2008 as access to financing deteriorated, resulting in a marked slowdown in
fixed invegment growth. Private expenditure on consumption and investment in the
region’ s largest economy is expected to continue to grow in 2009, albeit at a significantly
lower rate than in the past few years. Increased government spending will provide
additional support for growth. Real GDP growth is projected to decline from 7.3 per cent
in 2008 to 5 per cent in 2009. Growth is also expected to decelerate moderately in
Bangladesh, Nepal, and Sri Lanka, whereas the Islamic Republic of Iran and Pakistan are
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likely to experience sharper economic downturns in 2009. In Pakistan, the fiscal
adjustment measures requested by the IMF as part of its emergency financing package
will constrain domestic demand and GDP growth in 2009 is expected to drop to 2.2 per
cent from 6 per cent in 2008.

Consumer price inflation across South Asia has slowed considerably in recent
months, after trending upward throughout most of last year. In 2008, sharp increasesin
the global prices of food and energy, combined with robust domestic demand, pushed
inflation rates to decade- highs. The Islamic Republic of Iran, Pakistan, and Sri Lanka
registered average annual inflation of more than 20 per cent. The pace of price increases
was more moderate in Bangladesh and India, where annual inflation averaged about 8.5
per cent. As global food and energy prices declined significantly during the second half
of 2008, inflationary pressures across South Asia began to recede. Y et, rates of consumer
price inflation have fallen less rapidly than in other regions owing to increased
inflationary expectations and a weakening of currencies relative to the US dollar in the
third quarter of the year. That is particularly the case in Pakistan, where year-on-year
inflation has so far remained above 20 per cent as a result of continuously high food
inflation and a reduction of fuel subsidies that led to a massive increase in transportation
costs. In 2009, inflation rates across South Asiawill continue to fall as international
prices of crude oil and other commodities remain moderate.

In view of deteriorating economic conditions and slowing inflation, many Central
Banks in South Asia eased monetary policy during the past six months. Those moves
ended along cycle of monetary tightening in the region as monetary authorities shifted
their focus from controlling inflation to providing liquidity to financial marketsand
supporting economic growth. The Reserve Bank of India cut its main policy rate by a
total of 425 basis pointsto 4.75 per cent between October 2008 and May 2009 and
reduced the cashrreserve ratio in order to stimulate lending and investment activities.
However, India s commercial banks have been reluctant to pass on lower interest rates to
borrowers. The effectiveness of the recent policy rate cuts in India has also been
undermined by additional Government borrowing, which exerted upward pressure on
market interest rates.



Monetary policy in Bangladesh, Pakistan, and Sri Lanka has remained relatively
tight as Central Banks cut interest rates cautiously in early 2009. In April 2009, the
Central Bank of Pakistan lowered the main policy rate for the first time in six years from
15 per cent to 14 per cent after inflation dropped to its lowest level in more than ayear
and the IMF agreed to the easing of monetary corditions.

The South Asian economies, with the exception of the Islamic Republic of Iran,
continued to post large budget deficits in 2008, mostly owing to rapid expenditure
growth. In 2009, budget deficits are likely to widen further in most South Asian countries
as the positive impact of lower oil and food prices on fiscal balances is outweighed by
slowing tax revenues and additional fiscal spending to support economic growth. In
India, the fiscal deficit rose to approximately 6 per cent of GDP in 2008, much higher
than previously expected. Faced with a deteriorating economic situation, the Indian
Government decided to temporarily deviate from its fiscal consolidation path. It
announced a series of fiscal stimulus measures to counter the effects of the global
downturn on the domestic economy, including extensive tax cuts, additional credit
facilities, and increased expenditure on rural infrastructure and social security programs.
The Governments of Bangladesh and Sri Lanka have also announced fiscal stimulus
packages in response to the economic slowdown. Bangladesh’ s $500 million package,
unveiled in April 2009, includes additional spending on agriculture, the power sector,
socia security, and cash subsidies to exporters. In 2009, fiscal deficits are expected to
exceed 6 per cent in India, Pakistan, and Sri Lanka. The Iamic Republic of Iranis likely
to record itsfirst fiscal deficit since 2001 as revenues from oil exports decline sharply,
while government spending is expected to remain strong, especialy in the run-up to the
presidential election in June 2009.

Western Asia

After growth of 4.5 per cent in 2008, the economies in West Asia will see an
economic contraction by 0.7 per cent in 2009 and a return to positive growth of 2.9 per
cent in 2010. Oil-exporting countries are being hit by reduced export revenues due to
lower oil prices and, especialy in the case of the OPEC members, scaled-back oil
production, as well as a sharp drop in asset prices and tighter credit markets. Nor-oil

exporters in the region suffer from the global crisis through weaker demand for their
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manufacturing and tourism sectors, tighter international credit conditions, reduced
investment inflows and lower remittances.

The fal in oil pricesis amajor driving factor for the economic owdown in the
region. Among the oil-exporters, the lowest growth rates for 2009 are forecast for Saudi
Arabia and Kuwait, with their GDP contracting by 0.8 per cent and 0.7 per cent,
respectively. In Saudi Arabia, continued strong government spending can only partially
cushion the negative effect on growth from reduced oil production, although higher oil
prices will underpin a pickup in growth to 2.8 per cent in 2010. Similarly, in Kuwait, cuts
in oil production and adrop in investment and consumption will depress growth in 2009,
before oil markets will drive arecovery of GDP growth to 2.9 per cent in 2010. Many
Kuwaiti financia ingtitutions borrowed heavily abroad to invest in the local real estate
market or in private equity, and are now being hit by the fall in real estate prices. At the
same time, the sharp fall in stock prices from their peak in June 2008 has also eroded
private investor confidence.

A similar economic picture has emerged for the nontoil exporters. The sharp
contraction in global trade will be amajor driver of the deceleration in economic activity
in countries such as Israel and Turkey, which will see their GDP contract by 0.9 per cent
and 4.5 per cent, respectively, in 2009. Moreover, a marked slowdown in tourism will
also reverberate negatively in the region. In Jordan, for example, two-thirds of GDP is
generated in the service sector, including tourism, making the expected slowdown in
services amain driver of the lowdown in GDP growth from 5.3 per cent in 2008 to 3.4
per cent this year. Throughout the region, the bleaker outlook for the external sector also
underpins rising unemployment rates, which constrains available incomes and weakens
domestic private consumption. However, arecovery in exports, private consumption and
fixed investment is forecast to revive growth in 2010, reaching 0.8 per cent in Israel and
1.2 per cent in Turkey.

Some of the strongest economic performances in the region will occur in
countries that have major natural resource projects coming on stream. Qatar, for example,
will see growth of ailmost 12.1 per cent this year and 15.3 per cent in 2010 due to heavy
investment in liquefied natural gas (LNG) projects. A similar, although more constrained

positive scenario plays out in Y emen, where lower oil prices and lower oil production
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will at least partially be offset by an increase in exports due to new LNG production
capacities, contributing to GDP growth of more than 5.0 per cent in both 2009 and 2010.
Iraq represents another positive example in the region, as improved security will alow
some economic catch-up effect to take hold after years of economic sanctions and war.

Inflation in the region has been falling in many countries including Israel, Jordan,
Lebanon and Turkey due to the economic slowdown, lower commodity prices and, in the
case of pegged currencies, the strengthening of the dollar. Inflation rates are forecast to
remain subdued in 2009 in view of dower growth in domestic demand as well as the drop
from a high base in the previous year. In 2010, stabilizing economic activity will also
support moderate price increases.

Lower inflation in most countries of the region has provided room for looser
monetary policies in reaction to the economic crisis. Monetary authorities in Israel and
Turkey, for example, aggressively cut policy interest rates. Meanwhile, fiscal balances
are being sgueezed from various sides. Lower oil prices and weaker economic activity hit
fiscal revenues at a time when fiscal stimulus measures were initiated to support
economic activity through public investment, especialy in infrastructure projects. In the
non-oil exporting countries, but also in oil producers such as the Syrian Arab Republic,
lower oil prices are providing some relief by reducing the cost of fuel subsidies. This has
offloaded some the pressure on Governments to undertake further reaching and
potentially unpopular reform measures. As part a general trend of deteriorating fiscal
surpluses balances, a number of oil exporters such as Saudi Arabia, Kuwait, the United
Arab Emirates and Qatar are expected to see fiscal budgets turn into deficits. Saudi
Arabiawill experience the largest budget shortfall, with its deficit amounting to 8.7 per
cent of GDP in 2009 and 7.6 per cent of GDP in 2010, as lower oil revenues are
accompanied by higher public spending in an effort to support economic activity and the
creation of employment opportunities. Among the non-oil exporting countries, the budget
deficit of Turkey is anticipated to increase from 1.8 per cent of GDP in 2008 to 4.4 per
cent of GDP in 2009, before stabilizing at this level in 2010. Similarly, Israel’ s deficit
will rise to and then stabilize at around 5.0 per cent of GDP in 2009, compared to a
deficit of 2.1 per cent in 2008.

Latin America and the Caribbean
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Growth in Latin America and the Caribbean slowed more rapidly than originally
expected in the fourth quarter of 2008, dragged down by weakening external demand as
well as arapid contraction of domestic demand, due to tight credit conditions and rising
fears about unemployment. After five consecutive years of GDP growth over 4.0 per
cent, negative growth of 1.9 per cent is now expected in 2009. In 2010, economic activity
might recover and expand on average by 1.7 per cent should global economic conditions
become more favourable. In the first half of 2008, the region performed better than
previously expected. Favorable terms of trade, strong consumer demand and increased
gross fixed investment compensated for weaker external demand. However, the
correction in high commodity prices and rapidly weakening external demand discouraged
industrial, energy and mining production, and led to a severe economic slowdown since
the last quarter of 2008. In addition, domestic demand, which has the main driving force
of economic growth, particularly in the large economies of the region, including
Argentina, Brazil, Mexico, and Venezuela (Bolivarian Republic of), decelerated sharply
in the fourth quarter of 2008 and the first quarter of 2009.

Growth prospects for 2009 are negative therefore. In addition to the deterioration
of the external environment, consumer confidence remains sluggish and industrial
activity continues to contract, as observed in severa countries, including Brazil and
Mexico. At the same time, the slowdown in capital inflows will remain a main concern,
posing difficulties in investment financing. Nevertheless, public spending on
infrastructure, the energy sector and socia programs is expected to prevent a much
sharper deceleration. In addition, the depreciation of local currencies may support export
competitiveness, in particular for manufactured goods, and partially offset the decline in
commodity prices. These factors may not be strong enough to avoid a contraction of the
economy in a number of countries in 2009, but should contribute to a gradual recovery in
2010.

South American countries are more dependent on commodity export revenues and
will suffer more severely from their lower prices, impacting negatively on the terms of
trade and fiscal revenues. A deceleration in credit growth will continue to affect private
consumption and investment, despite rapid interventions from national entitiesasin

Brazil in the last quarter of 2008. Gross domestic product for South America as awhole
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is expected to contract by 0.9 per cent in 2009, following 5.3 per cent growth in 2008.
Degspite the significant economic slowdown, government spending is expected to help in
posting positive growth in some countries, such as Peru and Plurinational State of
Bolivia, aready in 2009. Agricultural exports may also continue to perform well, limiting
the economic downturn in Uruguay.

Together, Central America and Mexico are expected to register the highest
negative growth in the region, -4.3 per cent in 2009, following positive growth of 1.7 per
cent in 2008. The sub-region is directly hit by the recession in the United States, the
major trading partner for most of its manufactured exports and the major destination for
its migrant workers. In Central America, a decreasing inflow of tourists will affect
particularly Costa Rica, as tourism is a key source of foreign exchange earnings.

Mexicd s GDP is expected to contract significantly, by 4.8 per cent, driven by the United
States recession, lower oil prices and production, and tight credit conditions.

The Caribbean is expected to register dightly positive economic growth of 0.7 per
cent in 2009. Thisis mainly driven by arelatively robust economic performance in Cuba,
with an expected GDP growth of 3.0 per cent in 2009, in part helped by the easing of US
restrictions. Economic activity in other Caribbean countries is expected to slow down
significantly, being particularly sensitive to the United States economic downturn, the
decrease in tourism and limited fiscal space to undertake countercyclical measures.

In most Latin American and Caribbean countries inflationary pressures in 2009
will ease owing to a deceleration of domestic demand and lower commodity prices,
especially in countries that are net importers of food and energy. The impact of lower
world commodity prices may not be felt immediately in domestic prices since part of
them were subsidized, but the average inflation rate is expected to decline from 7.9 per
cent in 2008 to around 6.4 per cent in 2009. In turn, exchange-rate depreciation of local
currencies will put an upward pressure on domestic prices, as imports become more
expensive, but it is not expected to offset the influence of the factors mentioned above. In
specific cases, such asin Venezuela, inflation will continue to be high in 2009 owing to
supply shortages of consumer goods and the evolution of the parallel exchange rate.

A prolonged period of monetary tightening has come to an end as inflation

pressures are decreasing. In the last quarter of 2008 and in early 2009, several Central
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Banks started to ease monetary policy aggressively in response to emerging liquidity
shortages stemming from the ongoing global financia crisis. Central Banks are expected
to further reduce policy rates in 2009, which may have some positive effect on
consumption and investment demand in the second half of 2009. However, the scope to
enact interest rate cuts is limited in countries, such as Argentina, that want to prevent
additional pressure on the foreign-exchange market and capital outflows. In order to
prevent aliquidity crisis, the Central Bank of Brazil has also reduced the legal reserve
requirement on deposits and opened several lines of credits to banks and specific sectors
of the economy.

Meanwhile, the regional fiscal position is expected to deteriorate in 2009. A sharp
fall in commodity prices and export demand, combined with a slowdown of domestic
economic activity, will affect public revenues. At the same time, a large number of
governments announced additional public spending plansin 2009 and 2010 to stimulate
their economies, in particular in the social, energy and infrastructure sectors. The space
for countercyclical measures may be larger for countries that previously had fiscal
surpluses or that have accumulated ample foreign-exchange reserves. In turn, several
countries, such as Argentina, Venezuela (Bolivarian Republic of) and Ecuador will have
difficulties implementing countercyclical policies. High public spending in 2008 has |eft
those governments with limited funds and Venezuela (Bolivarian Republic of) has
already significantly cut budgeted spending for 2009.

Employment outlook

The deepening of the global financial crisisis causing further deterioration of the
employment situation in most regions. As economic uncertainties linger and economic
growth remains on a contracting path, this trend will continue in the outlook period.

In the devel oped economies, the trend of rising unemployment has become
broader and more pronounced. While the United States saw its unemployment rate rise to
8.9 per cent in April, Western Europe experienced an increase to 8.9 per cent in March
from 7.2 per cent ayear earlier. However, this overall figure masks the situation in some

especialy hard- hit national labour markets such as Spain, where unemployment rose to
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17.4 per cent in March from 9.5 per cent ayear earlier, and Ireland, with an increase in
unemployment from 5.2 per cent to 10.6 per cent in the same period.

The sharp decline in industrial orders, the stagnating construction sector and the
reductions in public workforce along with the return of migrants from the EU-15 have led
to increasing unemployment in the new EU members, reversing the noticeable progress
accomplished since 2004. The recession in the Baltic States has already led to a sharp
increase of unemployment rates to about 12 per cent in the first half of 2009 from as low
as 4 per cent in 2008. In other countries, the unemployment rate has increased by 2 to 3
percentage points to anaverage of 9 per cent.

Despite various fiscal stimulus packages, unemployment is forecast to increase
further, both in the United States and in Western Europe into 2010 due to the usual
reluctance of businessesin hiring until the economic recovery ison afirm footing. In
Japan, the unemployment rate has also been on the rise, although it has not yet reached
the high level of the early 2000s.

The labour market trends are similar in the economiesin transition. In the CIS,
unemployment and short-term working has significantly increased owing to the sharp
declines in output and the continued credit squeeze across the region. In the Russian
Federation, for example, unemployment reached 8.6 per cent in early 2009. Likewise, in
South-eastern Europe, the economic slowdown, the decline in export orders, the poor
performance of the tourism industry and the continuing return of migrants from the EU
have led to an increase in unemployment rates by several percentage points. In Croatia,
for example, the unemployment rate has reached double-digit levels. In Bosniaand
Herzegovina and the Former Y ugoslav Republic of Macedonia, where unemployment
rates were already exceptionally high before the crisis, standing at around 35 to 45 per
cent, they have increased further by 3 to 5 percentage points. Both in the CISand in
South-eastern Europe, unemployment rates are forecast to increase further throughout
20009.

In the developing countries the erosion of employment gains accumulated over
the period of strong growth in the past few years has gathered further pace, both in terms
of the number of jobs lost and the increase in vulnerable employment. In East Asia,

plunging exports and industrial production have driven a significant increase in layoffs
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since the financid crisis intensified, prompting many governments in the region to use
active labour market policies to limit the increase in unemployment. Similarly, South
Asiais also being hit by the weaker international economic environment, with significant
job losses mostly in export-oriented sectors. In Africa, the collapse of commodity prices
has forced a number of international mining companies to close, underpinning significant
job losses for example in the Democratic Republic of the Congo. The labour market
picture in Africais further compounded by the decline or delay of new construction
projects, causing negative feed-through effects on the manufacturing and service sectors.
In line with other regions, Latin America is seeing rising unemployment rates especialy
on the back of weakening manufacturing sectors in countries such as Brazil and Mexico.
Unemployment and underemployment are forecast to increase throughout the developing
countries in 2009, with any trend reversal depending on a sustained recovery in the

devel oped economies.

Uncertaintiesand risks

The outlook for the globa economy is subject to a number of uncertainties and
important risks, which are mainly on the downside. The first group of risks encompasses
domestic factors that could push major economies into a more severe downturn, such as
growing unemployment, which can lead to falling consumption and investments, and
become a burden to already overstretched budgets. Also, insufficient measures to clean
up the balance sheets of the banking sectors could further postpone the bottoming out of
the crisis owing to the lack of efficient financial intermediation. If the announced fiscal
stimuli, which were described in the previous sections of this report, fail to work, the
crisiswill be prolonged and more resources will be needed to boost growth at a later
stage. The fiscal stimuli could be insufficiently effective if finaicial sector problems
continue and more forceful intervention policy coordination takes place (see below). In
this case, which corresponds to the pessimistic scenario of the current forecast, the WGP
is expected to grow by only 0.2 per cent in 2010 (see Table 5).
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Table5
Pessimistic scenario

2010°
2004- Baseline | Pessimistic
20072 2008 2009° | Scenario |  Scenario
World 3.8 2.1 -2.6 1.6 0.2
Developed economies 2.6 0.8 -3.9 0.6 -0.4
USA 2.6 11 -35 1.0 0.0
Japan 2.1 -0.6 -7.1 15 0.4
European Union 2.6 0.9 -35 0.0 -1.0
EU15 25 0.7 -3.7 -0.1 -1.1
New EU 55 4.0 -1.7 15 -0.5
Euro zone 2.4 0.8 -3.7 -0.1 -1.2
Other European 3.0 19 -3.0 0.1 -1.1
Other developed countries 3.1 1.0 -2.3 0.4 -0.5
Economiesin transition 7.6 53 -5.9 14 -0.6
South-eastern Europe 5.3 4.2 -1.9 1.0 -0.3
CIs 7.8 5.4 -6.2 15 -0.6
Developing economies 7.1 54 14 4.3 2.0
Africa 5.9 49 0.9 4.0 1.7
North Africa 5.2 5.3 2.9 3.9 2.1
Sub-Saharan Africa 6.2 47 -0.1 4.0 14
Sub-Saharan Africa (excl.
South Africa, Nigeria) 7.1 55 15 4.5 1.6
East and South Asia 8.5 6.2 3.2 5.6 3.8
East Asia 8.5 6.1 2.9 5.6 3.9
South Asia 8.3 6.8 4.1 5.4 3.1
Western Asia 5.9 45 -0.7 2.9 -1.1
Latin America and the Caribbean 5.2 4.0 -1.9 1.7 -0.7
South America 5.6 5.3 -0.9 19 -0.5
Mexico and Central America 4.1 1.7 4.3 1.2 -1.0
Caribbean 8.5 3.9 0.7 2.6 -0.8
L east devel oped countries 8.1 6.1 2.7 4.6 2.2
L east developed countries
(excl. Bangladesh) 8.6 6.2 2.1 4.5 17
Memorandum items:
World trade 7.8 2.4 -11.1 4.1 0.5
World output growth with PPP-based
weights
4.9 3.3 -1.0 2.7 1.2

a Average percentage change.

b Partly estimated.

¢ Forecast, based in part on Project LINK.
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The second group of risks are related to international factors which focus on the
channels of transmission of the effects: financial and trade flows. In this regard, the risk
of adisorderly adjustment of the global imbalances, which has been repeatedly discussed

in previous LINK reports, remains. An update of this risk, in combination with the
spillover effects of fiscal measuresis presented below.

A disorderly adjustment in the global imbalances poses a continued risk

The present crisis emerged from an unsustainable pattern of global growth, which
manifested itself, among other things, in widening global financial imbalances with
increasing current account deficits of the United States financed through large and rising
surpluses in China, Japan, some European countries (especialy Germany), and major oil
exporters. As this pattern continued, the risk of a steep depreciation in the world’ smain
reserve currency, the United States dollar, heightened. In fact, prior to the present crisis

the dollar had indeed weakened significantly, showing increased volatility against other
major currencies (see Figure 7).

Figure 7 Exchange-rate index for the United States, 1990-2009°
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The global imbalances have narrowed visibly in 2008. Unfortunately, however,
thisisaresult of adeflationary process caused by collapsing trade and worldwide
financial deleveraging rather than as an orderly adjustment process. As a consequence
and in view of insufficient coordination of stimulus packages among the major
economies, the risk of major exchange-rate volatility, including a dollar collapse, has
increased rather than decreased.

The United States external deficit narrowed to $670 billion in 2008, and is
expected to decline further to abou $400 billion in 2009. Among the originally major
surplus economies, the euro area has shifted into deficit, while Japan’ s large surplus has
almost completely vanished since mid-2008. Surpluses of the oil-exporting countries also
have declined substantially. Only China’ s surplus has continued to grow (to $420 billion
in 2008), as imports have fallen more steeply than exports

The impact of the fiscal stimulus packages adopted by the major economies on
the global imbalances is uncertain. In the case of the United States, however, it is
expected that Federal government deficit will increaseto about $1,900 billion (14 per
cent of GDP) in 2009, up from $450 billion (3.2 per cent of GDP) in 2008. Increased US
household savings (up by about 4 per cent of GDP) will help finance part of the increase
in the fiscal deficit, but the remainder will need to come from foreign savings or
additional money printing. Either way, thiswill likely put renewed downward pressure on
the dollar as investors may increasingly fear for future losses in their dollar asset
holdings. Without adequate coordination of the fiscal stimulus packages worldwide
uncertainty about the unwinding of the global imbalances could thus become a source of
further financial instability.

A third group of risks includes the possibility of turning the new influenza virus
A/HIN1 into a pandemic, as well as geopolitical shocks endangering the global economy

asawhole.

Policy challenges

As indicated, since the intensification of the financial crisis in September 2008,

Governments worldwide have made massive public funding (amounting to $18 trillion or
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almost 30 per cent of WGP) available to recapitalize banks, taking partial or full
government ownership of ailing financial institutions and providing ample guarantees on
bank deposits and other financial assets. Further, recognizing that monetary and financial
measures will not be enough to stave off a recession, many countries have also adopted
fiscal stimulus plans, totalling about $2.7 trillion (about 4 per cent of WGP), but to be
spent over 2009-2011. While significant, this may still fall somewhat short of the
stimulus of 2-3 per cent of WGP per year that would be required to make up for the
estimated decline in global aggregate demand.

More concerted action will be needed in four mgjor aress.

First, further decisive and cooperative action is needed to restore the financial
health of banks, especially in developed countries. Asindicated, despite the
unprecedented support given so far, problems in financial sectors remain and additional
efforts for adequate recapitalization of banks will be needed to facilitate resumption of
domestic and international lending. Without this, the fiscal stimulusis not likely to be
very effective.

Second, the fiscal stimulus measures should be better coordinated and aligned
with global sustainable development objectives. Thus far, there has been no true
coordination of the fiscal measures being undertaken by national governments. Without
adequate coordination, the stimulus measures may fall short of what is needed. A failure
to coordinate sizes and timing of the stimuli will limit the associated multiplier effects,
thus reducing the impact on global economic growth and employment. Importantly, more
than 80 percent of the stimulus is being undertaken by the major developed countries. As
these economies face stronger downturns and have greater response capacities, most
countercyclical efforts should indeed originate from there, but this does not ensure
adequate rebalancing of the global economy. Moreover, since much of the stimulus will
come from the major deficit countries, without corrective action, the problem of the
global imbalances will be perpetuated (see the previous section). Meanwhile, most
developing countries lack the resources to undertake needed countercyclical measures for
their economies. While significant, the additional international liquidity that is going to
be provided by the international community following the agreement of the “ Group of

20", isinsufficient to give developing countries the resources they need to ensure a more
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balanced global stimulus aligned with long-term development needs.® Another concern is
that many of the stimulus packages imply (often unintended) unfair trading practices by
providing subsidies and incentives to domestic firms. This may constrain the recovery of
economies that do not have the resources for fiscal stimulus and support to domestic
industries. Global coordination should aso deal with this concern.

Third, fundamental reforms of the international financial system are needed to
overcome the systemic flaws which caused this crisis in the first place and to guard
against future crises. Without elaborating in detail here,'° such reforms should first deal
with the major weaknesses in the regulation and supervision of the international financial
system. Existing mechanisms are now generally seen as insufficient for mitigating the
inherent pro-cyclicality of the financial system, which tends to foster asset price bubbles.
A macro-prudential regulatory system needs to be created, based on countercyclical
capital provisioning, to develop institutions for the supervision of al financial market
segments concentrating systemic risk, including hedge funds and cross-border flows.

Strengthered international tax cooperation should form a critical element of a
more effective global system of financial regulation. Such cooperation should help reduce
tax evasion which is often linked with money laundering, corruption, financing of
terrorism, and drug trafficking. As tax evasion is pervasive, improved tax coordination to
combat it should aso help boost the fiscal capacity of governments worldwide, which in
turn would enhance financing available for recovery and development. For developing
countries, it will be critical to establish an international mechanism for sovereign debt
restructuring and relief based on aflexible approach towards debt sustainability while
providing additional funding. As analyzed, the balances of payments of many countries
arerapidly deteriorating because of the global crisis, while Governments will need to
undertake massive countercyclical responses. Where needed, standstill agreements and
temporary moratoriums on existing debt-payment obligations should be part of the

package to give countries some additional financia breathing space. This would also

® Much of the $1.1 trillion would be allocated in accordance to existing quotain the IMF and most will be
for short-term emergency lending, implying only aminor part will become directly available for long-term
development financing in middlie- and low-income devel oping countries. See al so Report of the Secretary -
General on the World Financial and Economic Crisis and it Impact on Development (A/CONF.214/4).

10 See WESP 2009, UNCTAD (2009) ‘ The Global Economic Crisis: Systemic Failures and
Multilateral Remedies (UNCTAD/GDS/2009/1) and Report of the Secretary-General on the World
Financial and Economic Crisis and its Impact on Development (A/CONF.214/4).
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reduce requirements for new funding. Beyond this immediate need for action, an orderly
sovereign debt workout mechanism and an improved framework for handling cross-
border bankruptcies are needed.

Most fundamentally, a new global reserve system which no longer relies on
national or regional currencies as the major reserve currency must be created.
Overcoming the major insufficiencies of the current system requires a set of broad reform
measures. A new system which alows for better pooling of reserves at the regional and
international levels and which is not based on a single or even multiple national
currencies needs to be developed. It should permit the emission of international liquidity
(SDRs or some equivalent thereof) so as to create a more stable global financial system.
To make such a more prominent role of SDRs effective, it would need to be accompanied
by further reform and policy measures.

Fourth, a new framework for global economic governance in line with early 21%
century realities needs to be created. Fundamental reform of the governance structure of
the Bretton Woods institutions is needed. At the Doha Conference on Financing for
Development, Member States agreed in December 2008 that such a reform must be
comprehensive so that they can more adequately reflect changing economic weights in
the world economy, be more responsive to current and future challenges and strengthen
the legitimacy and effectiveness of these institutions. Existing inequities in voting
weights in these ingtitutions prevent them from incorporating the needs of users of their
funds adequately in their operations and are in conflict with their public character and
role as facilitators of international cooperation. These reforms should aso lead to the
establishment of a credible and legitimate mechanism for improved international
coordination of macroeconomic policies. The globa responses so far have been concerted
at the level of the G7, G8, G20 or other ad hoc fora, lacking the participation or
representation of important parts of the international community, especially from
developing countries. Institutionalized macroeconomic policy coordination should be
embedded in a more representative multilateral framework. The IMF could provide such
a platform following adequate reform of its governance structure and revision of its
functions. Its policy making body, the International Monetary and Financial Committee

(IMFC) could be tasked with mediating agreements of international policy coordination,
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including measures to guard against policies that can lead to unsustainable imbalances at
the global level.

Broader global economic governance reforms must also be considered to ensure
coherence in the global governance of the international financial architecture, the
multilateral trading system, the framework for addressing climate change, the
development agenda, and peace and security. Such coordination could take place through
anew Globa Economic Council that is part of the UN system, as proposed by some
Member States, or through deep reform of the UN’ s Economic and Social Council.
Whichever the mechanism, it is essential that a body be created which can provide
coordination and oversight of responses to the broader range of global challenges and set

the world on a new but sustainable development path.
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TableA.1

World and regions: rates of growth of real GDP, 2003-2010

(Annual percentage change?)

2003 2004 2005 2006 2007 2008 2009° 2010

World 27 4.0 35 3.9 39 2.1 -2.6 16

Developed economies 18 30 24 28 25 0.8 -39 0.6

North America 25 36 29 28 21 11 -34 10

Asia and Oceania 17 2.8 21 21 27 -0.3 -6.2 13

Europe 13 25 20 31 29 09 -35 0.0

European Union 13 25 19 31 28 0.8 -35 0.0

EU-15 12 23 18 29 27 0.7 -3.7 -0.1

New EU Members 42 56 41 6.4 6.1 4.0 -17 15

Other Europe 0.4 32 2.7 29 33 19 -3.0 0.1
Memorandum items:

Euro Zone 0.8 22 17 29 26 0.7 -37 -0.1

Major developed economies (G-7) 17 29 22 2.6 22 0.6 42 0.8

OECD 19 31 25 29 26 0.8 -39 0.7

Economies in transition 7.3 7.6 65 8.0 8.3 5.3 -5.9 14

South-eastern Europe 33 46 45 5.2 6.2 42 -1.9 1.0

Commonwealth of Independent States 77 79 6.6 83 85 54 -6.2 14

Net fuel exporters 74 74 6.9 83 85 5.6 -6.0 18

Net fuel importers 9.1 114 4.9 8.0 8.4 44 -75 -0.5

Developing countries 52 7.1 6.8 7.0 7.6 5.4 14 43

Africa 49 58 58 59 6.0 49 0.9 40

North Africa 57 4.9 51 53 53 53 29 39

Sub-Saharan Africa® 36 5.7 7.0 7.0 75 55 15 45

Net fuel exporters 6.5 6.6 6.9 59 6.9 6.1 13 4.4

Net fuel importers 3.8 5.1 5.0 5.8 53 4.0 0.6 37

East and South Asia 6.9 7.7 8.0 81 9.3 6.2 32 5.6

East Asia 6.9 8.0 76 84 9.6 6.1 29 57

South Asia 6.9 6.7 9.5 6.9 85 6.8 41 54

Net fuel exporters 7.0 5.4 53 6.2 77 5.4 19 3.0

Net fuel importers 6.9 7.8 81 81 94 6.3 32 57

Western Asia 51 82 6.8 58 49 45 -0.7 29

Net fuel exporters 55 85 6.5 5.7 5.0 6.4 10 4.0

Net fuel importers 4.7 7.8 7.2 6.0 4.8 21 -2.9 14

Latin America and the Caribbean 18 5.9 46 55 55 40 -19 17

South America 18 7.1 49 5.4 6.4 53 -0.9 19

Mexico and Central America 16 42 34 52 37 17 -4.3 12

Caribbean 33 35 8.6 10.2 6.7 39 0.7 26

Net fuel exporters 18 6.4 52 6.4 51 29 -35 09

Net fuel importers 18 55 4.0 4.7 5.8 5.1 -0.3 25
Memorandum items:

Least developed countries 5.1 6.5 8.2 80 8.2 6.1 27 4.6

East Asia (excluding China) 4.1 59 5.0 5.6 58 27 -2.8 22

South Asia (excluding India) 6.1 6.0 5.9 6.1 6.9 5.7 24 34

Western Asia (excluding Israel and Turkey) 53 8.3 6.3 5.4 5.0 6.3 12 40

Landlocked developing economies 57 7.7 77 9.2 85 5.3 0.8 38

Small island developing economies 3.3 5.8 7.3 8.4 7.0 2.8 -2.7 2.3

Source: Project LINK

a Cadlculated as a weighted average of individua country growth rates of gross domestic product (GDP),
where weights are based on GDP in 2005 prices and exchange rates.

b Partly estimated.
¢ Forecasts, based in part on Project LINK.
d Excluding Nigeria & South Africa




TableA.2
Rates of growth of real GDP, 2003-2010
(Annual per centage change)

2003 2004 2005 2006 2007 2008" 2009° 2010°
Developed economies

North America
Canada 1.9 3.1 29 3.1 2.7 0.5 -3.0 1.0
United States 25 3.6 29 2.8 2.0 1.1 -3.5 1.0

Asia and Oceania
Australia 3.4 3.2 3.1 2.6 4.2 2.1 -1.7 -0.2
Japan 1.4 2.7 1.9 2.0 2.4 -0.6 -7.1 1.5
New Zealand 4.4 4.4 2.7 2.7 3.0 -1.0 0.2 3.8

European Union

EU-15
Austria 0.8 25 29 34 3.1 1.8 -3.8 0.5
Belgium 1.0 3.0 1.8 3.0 2.8 1.1 -3.0 -0.6)
Denmark 0.4 2.3 2.4 3.3 1.6 0.0 0.0 0.7
Finland 1.8 3.7 2.8 4.9 45 0.9 -5.0 -1.1
France 1.1 25 1.9 2.2 2.2 0.7 -3.3 -0.1
Germany -0.2 1.2 0.8 3.0 25 1.3 -4.3 0.5
Greece 5.6 49 29 45 4.0 29 0.1 1.2
Ireland 45 4.7 6.4 5.7 6.0 -2.3 -5.9 -4.0
Italy 0.0 1.5 0.6 1.8 1.5 -1.0 -4.3 -0.4]
L uxembourg 1.6 4.6 5.2 6.4 5.2 -0.9 -4.0 -0.5
Netherlands 0.3 2.2 2.0 3.4 35 2.0 -3.5 -0.3]
Portugal -0.8 1.5 0.9 1.4 1.9 0.0 -4.2 -0.5)
Spain 3.1 3.3 3.6 3.9 3.7 1.2 -2.9 -0.2
Sweden 1.9 4.1 3.3 4.2 25 -0.2 -3.9 0.9
United Kingdom 2.8 2.8 2.1 2.8 3.0 0.7 -3.7 -0.2

New EU members
Bulgaria 45 5.7 55 6.3 6.2 6.0 0.5 3.5
Cyprus 1.9 3.8 3.8 3.8 4.4 3.7 1.0 1.0
Czech Republic 3.7 4.6 6.1 6.8 6.6 35 -2.5 1.2
Estonia 6.7 7.8 10.5 11.2 7.0 -3.6 -10.0 -2.5)
Hungary 4.1 49 1.5 39 1.3 0.5 -4.5 0.5
Latvia 7.2 8.5 10.3 12.2 10.3 -4.6 -15.0 -4.0
Lithuania 10.5 7.0 75 75 8.8 3.2 -8.5 -2.5
Malta -2.1 0.2 0.8 3.3 3.8 2.3 -2.0 0.5
Poland 3.8 5.3 3.2 6.2 6.5 4.8 1.0 2.1
Romania 5.2 8.3 4.2 7.9 6.0 7.1 -1.8 2.3
Slovak Republic 45 55 6.1 8.6 10.4 6.3 -1.0 2.0
Slovenia 2.6 4.4 4.0 4.8 6.1 35 -4.0 1.0

Other Europe
Iceland 2.7 7.6 7.2 4.4 55 0.3 -12.4 -0.9
Norway 1.0 3.9 2.7 2.3 3.1 2.4 -1.7 0.9
Switzerland -0.2 2.5 2.5 3.4 3.3 1.6 -3.7 -0.5]

Economiesin transition

South-eastern Europe
Albania 6.0 6.0 5.6 5.2 6.0 5.8 2.0 3.0
Bosnia and Herzegovi 3.2 4.0 5.3 5.5 6.8 5.2 -1.5 1.5
Croatia 4.3 3.8 3.2 4.8 5.6 2.4 -3.0 0.9
Montenegro 25 4.2 4.0 8.6 9.5 7.0 -2.0 0.5
Serbia 1.0 6.0 6.0 5.8 7.0 5.4 -2.0 0.5
Theformer Yugoslav Republic of Macedonia 3.4 25 4.0 3.1 5.1 5.0 -1.0 1.0

Commonwealth of Independent States
Armenia 14.0 10.5 13.9 13.3 13.8 6.8 -3.5 0.5
Azerbaijan 11.2 10.2 26.4 34.5 25.0 10.8 3.0 5.5
Belarus 7.0 114 9.4 9.9 8.7 10.0 -3.5 1.8
Georgia 111 5.9 9.6 9.3 12.7 2.1 -1.0 3.5
Kazakhstan 9.3 9.6 9.7 10.6 8.5 3.2 -2.2 2.0
Kyrgyzstan 7.0 7.0 0.2 2.7 8.2 7.6 1.0 3.0
Republic of Moldova 6.6 7.4 7.5 4.0 3.3 7.2 -4.0 0.5
Russian Federation 7.3 7.2 6.4 7.7 8.1 5.6 -6.8 1.5
Tajikistan 11.0 10.3 6.7 7.0 7.8 7.9 1.5 2.0




Turkmenistan 3.3 4.5 9.6 9.0 8.0 5.0 3.5 4.5
Ukraine 9.6 12.1 2.7 7.3 7.9 2.1 -10.5 -2.2
Uzbekistan 4.4 7.7 7.0 7.3 9.5 9.0 5.5 6.5
Developing countries
Africa
Algeria 6.9 5.2 5.3 2.1 3.8 3.2 2.4 4.8
Angola 3.3 11.2 20.6 18.6 21.0 12.1 -4.2 6.3
Benin 3.9 3.1 2.9 3.8 4.5 4.6 3.2 4.1
Botswa 3.1 9.2 -0.8 6.1 6.6 2.8 -7.3 8.6
Burkina Faso 8.0 4.6 7.1 5.5 4.2 4.2 3.3 4.2
Burundi -1.0 4.8 0.8 4.2 3.5 4.8 2.8 3.9
Cameroon 4.2 3.6 2.0 3.2 3.3 3.8 1.7 2.5
CapeVerde 4.7 4.4 5.8 10.8 7.0 5.6 2.3 3.1
Central African Republic -7.6 1.3 2.2 4.0 4.2 2.7 1.9 3.4
Chad 14.7 33.6 7.9 0.2 1.3 -0.2 0.2 2.7
Comoros 2.5 -0.2 4.2 1.3 1.0 0.5 0.3 1.6
Congo 0.8 3.5 7.8 6.2 -1.0 7.2 6.5 7.7
Coéted'lvaire -1.7 15 1.8 -0.3 1.6 2.3 2.0 3.9
Democratic Republic of the Congo 5.8 6.7 7.9 5.0 6.5 7.1 2.4 5.4
Djibouti 3.3 2.8 3.3 4.8 5.5 4.8 4.4 4.7
Egypt 4.1 45 6.8 6.8 7.1 7.2 3.6 3.7
Equatorial Guinea 4.4 1.2 20.7 6.0 10.0 7.3 -4.3 -1.4
Eritrea 6.0 1.9 0.5 -1.0 1.0 0.9 1.0 4.1
Ethiopia -3.1 12.3 8.7 10.6 8.5 7.8 5.5 6.6
Gabon 2.4 1.1 3.0 1.2 5.6 2.4 0.5 2.5
Gambia 6.9 2.4 5.1 6.5 7.0 53 3.6 4.1
Ghana 5.3 5.8 6.0 6.2 6.0 6.0 4.1 4.6
Guinea 1.2 2.7 3.3 2.2 15 3.8 1.6 2.7
Guinea-Bissau -0.6 2.0 2.2 1.8 2.7 3.2 1.7 3.0
Kenya 2.9 4.7 5.8 6.0 6.1 1.7 15 2.3
Lesotho 3.2 2.7 1.3 6.6 4.8 3.5 0.3 2.5
Liberia -31.3 2.6 5.3 7.8 9.4 7.5 4.7 7.2
Libyan Arab Jamahiriya 7.1 5.4 5.6 5.9 6.8 6.2 2.9 3.5
M adagascar 9.8 53 4.6 4.9 6.4 5.1 -0.4 1.8
Malawi 6.1 7.1 2.5 7.9 7.5 6.4 5.2 7.6
Mali 7.6 2.2 6.1 5.2 2.8 3.8 2.8 4.4
Mauritania 5.6 5.2 5.4 11.4 1.0 3.3 2.7 4.6
Mauritius 4.4 4.8 2.3 5.0 5.4 4.9 0.6 3.7
Morocco 5.5 4.2 2.2 7.8 3.2 5.2 2.5 3.4
Mozambique 8.0 7.4 7.7 8.0 7.4 5.8 3.7 4.4
Namibia 3.5 6.6 4.8 3.9 3.6 2.7 -0.9 1.7
Niger 3.8 -1.0 7.0 5.0 3.0 3.7 2.6 3.9
Nigeria 10.3 10.6 6.5 6.0 6.2 6.0 -0.5 4.7
Rwanda 1.0 4.0 6.0 6.0 6.0 7.8 4.8 5.9
Sao Tome and Principe 4.1 4.0 6.0 6.7 6.0 5.2 3.5 4.7
Senegal 6.7 5.6 5.5 3.1 4.5 3.2 2.5 4.1
Sierra Leone 9.3 7.4 7.2 7.4 6.4 5.1 4.3 5.2
Somalia 2.5 -0.2 4.2 1.2 -3.5 1.8 0.9 1.4
South Africa 3.1 4.9 5.0 5.3 5.1 3.1 -1.8 3.1
Sudan 5.0 5.2 8.6 11.3 10.0 5.7 5.2 5.3
Togo 2.0 -0.8 0.8 4.1 2.4 0.8 1.6 2.0
Tunisia 5.6 6.0 4.1 5.5 6.3 4.8 2.5 3.8
Uganda 4.4 5.7 6.6 5.4 8.6 5.6 4.2 5.3
United Republic of Tanzania 7.1 6.7 6.8 6.7 7.1 6.6 4.4 4.6
Zambia 5.1 5.4 5.2 6.2 5.5 5.7 0.6 3.4
Zimbabwe -10.4 -3.8 -5.3 -4.8 -6.0 -4.8 0.5 3.3
East and South Asia

Bangladesh 5.8 6.1 6.3 6.6 6.3 6.0 5.1 5.3
Brunei Darussalam 2.9 0.5 0.4 5.1 0.6 -25 1.3 1.6
China 10.0 10.1 10.2 11.1 13.0 9.0 7.6 8.2
Hong Kong, Special Administrative Region of

China 3.0 8.5 7.1 7.0 6.4 2.6 -5.0 15
India 7.3 7.1 11.5 7.3 9.3 7.3 5.0 6.3
Indonesia 4.8 5.0 5.7 5.5 6.3 6.1 2.5 3.8




Iran, Islamic Republic of 7.1

Korea, Republic of 3.1
Malaysia 5.8
Myanmar 13.8
Nepal 4.3
Pakistan 4.8
Papua New Guinea 2.2
Philippines 4.9
Singapore 3.5
Sri Lanka 6.0
Taiwan, Province of China 35
Thailand 7.1
Vietnam 7.3
Western Asia
Bahrain 7.2
Iraq -33.1
Israel 2.3
Jordan 4.2
Kuwait 16.5
Lebanon 3.0
Oman 2.0
Qatar 3.5
Saudi Arabia 7.7
Syrian Arab Republic 1.1
Turkey 5.8
United Arab Emirates 11.9
Yemen 3.7
Latin America
Argentina 8.8
Barbados 2.0
Bolivia, Plurinational State of 2.7
Brazil 1.1
Chile 3.9
Colombia 4.6
Costa Rica 6.4
Cuba 3.8
Dominican Republic -0.3
Ecuador 3.6
El Salvador 2.3
Guatemala 25
Guyana -1.0
Haiti 0.4
Honduras 45
Jamaica 2.3
Mexico 1.4
Nicaragua 25
Panama 3.4
Paraguay 3.8
Peru 4.0
Trinidad and Tobago 13.4
Uruguay 2.4
Venezuela, Bolivarian Republic of -7.8

5.1
4.7
6.8
13.6
3.9
7.5
2.7
6.4
9.0
5.4
6.2
6.3
7.8

5.6
23.0
5.2
8.6
105
7.4
5.4
20.8
5.3
6.7
8.9
9.7
4.0

9.0
4.8
4.2
5.7
6.0
4.7
4.3
5.4
13
8.0
1.9
3.2
3.3
-3.5
6.2
1.0
4.2
5.3
8.4
4.1
5.1
6.5
11.9
18.3

4.7
4.2
5.3
13.6
3.0
7.7
4.8
5.0
7.3
6.2
4.2
4.5
8.4

7.9
-0.7
5.3
7.1
114
11
5.8
6.1
5.6
4.5
8.4
8.2
4.6

9.2
4.3
4.4
2.9
5.6
5.7
5.9
112
9.3
6.0
3.1
3.3
-2.0
18
6.1
14
3.2
4.3
7.2
2.9
6.7
8.0
6.4
10.3

5.8
5.0
5.8
12.7
4.1
6.2
2.6
5.4
8.2
7.7
4.9
5.1
8.2

6.5
6.2
5.2
6.3
6.3
-3.0
7.5
122
3.0
5.1
6.9
9.4
3.3

8.5
3.3
4.8
3.7
4.3
6.8
8.8
121
10.7
3.9
4.2
5.3
5.2
2.3
6.3
2.5
5.1
3.9
8.7
4.3
7.6
12.0
7.0
10.3

7.8
5.0
6.3
11.9
3.2
6.0
5.0
7.2
7.8
6.8
5.7
4.9
8.5

8.1
15
5.4
6.0
4.6
4.0
5.9
135
3.4
6.6
4.7
6.3
3.4

8.7
3.2
4.6
5.4
5.1
7.7
7.3
7.3
8.5
2.5
4.7
5.7
5.4
3.2
6.3
12
3.3
3.8
11.2
6.8
8.9
5.5
7.4
8.4

5.5
2.2
4.6
4.2
4.7
6.0
7.2
4.6
11
6.0
0.1
2.6
6.2

5.6
8.7
4.0
5.3
7.5
6.3
6.2
14.2
4.3
4.8
11
7.4
3.3

7.0
0.6
5.3
5.1
3.2
2.5
2.9
4.3
5.3
5.3
25
4.0
3.0
13
4.0
-1.2
1.4
3.0
9.2
5.8
9.8
3.5
8.9
4.8

15
-3.4
-2.0

2.5

3.3

2.2

2.8

11
-7.6

3.2
-6.1
-3.1

3.2

25
6.3
-0.9
3.4
-0.7
2.2
2.1
121
-0.8
2.7
-4.5
-0.4
5.1

-1.8
-2.5

1.6
-0.6
-0.5
-1.0
-0.8

3.0
-1.2
-2.0
-0.5
-1.0
-1.2
-0.5
-2.0
-3.0
-4.8
-0.5

0.0
-2.0

2.4

0.5

0.5
-3.0

2.6
15
25
3.8
3.6
3.6
4.5
3.3
2.1
4.5
1.6
1.9
4.8

2.9
6.2
0.8
3.0
2.9
3.0
3.9
15.3
2.8
3.8
1.2
2.1
5.4

1.0
0.7
1.2
2.5
2.2
1.0
1.0
3.8
2.0
1.0
0.5
15
2.2
2.0
0.5
0.5
1.2
1.0
1.5
1.8
3.8
1.8
1.5
-1.0

Sour ce: Project LINK
a Partly estinated.
b Forecasts, based in part on Project LINK




TableA.3
World and regions: consumer price inflation, 2003-2010
(Annual percentage change?)

| 2003 2004 2005 2006 2007 2008 2009° 2010

World 30 29 31 30 30 47 13 2.2

Developed economies 19 2.0 23 24 2.1 33 -0.1 11

North America 23 26 33 31 28 37 -1.3 15

Asia and Oceania 0.2 0.4 0.2 0.8 04 19 0.2 0.0

Europe 20 21 22 22 22 35 1.0 13

European Union 21 21 22 23 22 35 1.0 13

EU-15 2.0 19 2.1 22 2.1 33 0.9 12

New EU Members 36 5.1 39 35 4.1 6.0 30 27

Other Europe 12 0.8 14 18 0.8 33 0.2 0.8
Memorandum items:

Euro Zone 21 21 22 22 21 33 0.6 11

Major developed economies (G-7) 17 19 23 23 21 32 -0.3 1.0

OECD 21 21 24 24 2.2 34 0.1 13

Economiesin transition 12.0 10.1 11.8 9.2 9.1 14.6 12.7 12.9

South-eastern Europe 3.7 39 6.6 6.2 38 75 4.3 34

Commonwealth of Independent States 12.7 10.6 12.3 95 9.6 15.3 13.4 13.8

Net fuel exporters 13.1 10.6 12.4 9.6 9.3 14.3 13.0 13.8

Net fuel importers 10.6 10.9 11.8 8.8 11.3 21.2 16.2 13.3

Developing countries” 5.8 5.0 4.6 45 5.2 81 45 44

Africad 89 6.6 6.7 6.1 6.3 10.8 7.6 6.1

North Africa 23 4.7 26 45 53 95 56 4.1

Sub-Saharan Africa (Excluding

Nigeria & South Africa)d 17.0 9.7 9.7 8.2 75 11.4 9.6 7.9

Net fuel exporters 125 10.6 8.4 6.2 6.3 111 8.2 6.1

Net fuel importers® 6.1 35 54 6.0 63 105 71 6.1

East and South Asia 27 41 36 37 49 75 31 34

East Asia 18 35 29 27 39 6.0 13 22

South Asia 59 6.4 6.5 74 85 12.9 9.6 7.6

Net fuel exporters 13.1 12.8 11.9 10.6 14.6 24.2 16.5 13.3

Net fuel importers 22 37 32 34 45 6.7 25 29

Western Asia 8.6 4.0 45 59 59 9.9 43 49

Net fuel exporters 11 14 24 37 5.2 10.6 33 4.2

Net fuel importers 15.5 6.3 6.5 8.0 6.6 9.3 5.2 5.6

Latin America and the Caribbean 10.8 6.9 6.3 5.2 53 7.9 6.4 5.8

South America 13.8 7.0 7.2 57 58 8.8 7.0 6.8

Mexico and Central America 4.6 4.9 44 39 43 5.8 5.0 3.8

Caribbean 18.0 30.7 73 83 72 135 82 7.1

Net fuel exporters 85 7.0 5.7 5.1 6.2 9.0 84 76

Net fuel importers 12.6 6.9 6.7 5.2 4.6 7.1 4.8 44
Memorandum items:

L east developed countries 18.4 111 10.5 9.7 9.6 125 9.6 8.6

East Asia (excluding China) 25 3.2 39 39 3.1 6.1 22 29

South Asia (excluding India) 9.9 111 10.8 9.8 127 219 15.8 132

Western Asia (excluding Israel and Turkey) 15 18 2.8 4.3 5.3 10.9 34 4.4

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 Partly estimated.

¢ Forecasts, based in part on Project LINK.

d Excluding Zimbabwe.



TableA.4
Consumer priceinflation, 2003-2010
(Annual per centage change)

2003 2004 2005 2006 2007 2008" 2009° 2010
Developed economies

North America
Canada 2.8 19 22 2.0 21 24 -0.3 0.5
United States 23 2.7 34 3.2 29 3.8 -14 1.6

Asia and Oceania
Australia 2.8 2.3 27 35 23 4.4 15 2.8
Japan -0.2 0.0 -0.3 0.2 0.1 15 -0.1 -0.5
New Zealand 1.8 2.3 3.0 34 24 3.0 1.9 2.1

European Union

EU-15
Austria 1.3 2.0 21 17 22 3.2 0.9 1.3
Belgium 15 19 25 2.3 1.8 45 1.0 1.4
Denmark 2.0 0.9 17 19 17 31 1.6 2.0
Finland 13 0.1 0.8 13 1.6 39 12 1.1
France 22 2.3 1.9 19 1.6 3.2 0.4 0.6
Germany 1.0 18 1.9 18 23 2.8 0.5 1.3
Greece 34 3.0 35 33 3.0 41 2.0 2.3
Ireland 4.0 2.3 22 2.7 29 41 -25 0.0
Italy 2.8 2.3 22 2.2 2.0 35 0.7 0.7
Luxembourg 21 22 25 2.7 23 4.1 -0.5 1.2
Netherlands 22 14 15 17 1.6 25 1.0 1.0
Portugal 33 25 21 3.0 24 2.7 -1.0 0.4]
Spain 31 31 34 3.6 2.8 41 1.0 2.1
Sweden 23 1.0 0.8 15 17 33 17 0.8
United Kingdom 14 13 21 2.3 23 3.6 2.0 1.7

New EU members
Bulgaria 22 6.3 5.0 7.1 8.4 12.0 5.6 6.6
Cyprus 41 19 2.0 2.2 22 4.4 1.0 2.0
Czech Republic -0.1 2.8 1.9 17 32 6.0 1.9 2.0
Estonia 1.3 3.0 36 4.4 6.6 10.6 1.0 2.0
Hungary 4.6 6.7 35 4.0 8.0 6.1 3.0 3.0
Latvia 29 6.2 6.9 6.6 10.1 15.3 25 0.5
Lithuania -1.2 12 27 3.8 58 11.0 45 4.0
Malta 1.3 2.8 3.0 2.8 1.2 4.8 2.0 2.0
Poland 0.7 34 35 24 24 4.2 2.6 2.3
Romania 154 12.0 9.0 6.6 4.8 7.9 6.0 4.5
Slovak Republic 8.6 75 2.7 45 1.9 39 1.9 2.3
Slovenia 5.6 3.6 25 25 36 55 1.3 2.1

Other Europe
Iceland 21 3.2 4.0 6.7 51 12.7 125 7.0
Norway 1.9 0.6 15 25 0.7 38 14 1.0
Switzerland 0.6 0.8 1.2 1.1 0.7 2.4 -1.3 0.4]

Economiesin transition

South-eastern Europe
Albania 0.5 2.3 24 24 29 35 15 3.0
Bosnia and Herzegovina 0.2 -0.3 3.0 6.0 20 7.4 15 2.0
Croatia 1.8 2.1 3.0 32 29 6.1 24 2.5
Montenegro 7.5 31 34 21 35 85 3.2 2.5
Serbia 9.6 9.8 16.1 12.7 6.5 10.9 10.0 6.0
Theformer Yugoslav Republic of Macedonia 11 -04 0.0 3.0 28 8.3 1.0 15

Commonwealth of Independent States
Armenia 27 8.1 0.6 29 44 9.0 4.6 35
Azerbaijan 21 6.7 9.6 8.3 16.6 20.8 105 9.5
Belarus 285 18.3 104 7.0 8.4 14.8 9.5 8.0
Georgia 4.8 5.7 8.2 9.2 9.2 10.0 6.0 5.0
Kazakhstan 6.4 6.9 7.6 8.6 10.8 17.0 105 8.0
Kyrgyzstan 30 41 44 5.6 10.2 245 135 10.3
Republic of Moldova 117 125 12.0 12.7 12.6 12.7 55 4.5
Russian Federation 13.6 10.9 12.7 9.7 9.0 14.1 133 14.5
Tajikistan 16.3 7.2 8.0 12.0 134 20.5 105 9.5
Turkmenistan 153 10.0 12.0 9.0 6.4 12.0 10.0 9.0
Ukraine 52 9.1 135 9.6 12.8 252 20.5 16.8
Uzbekistan 19.0 14.2 15.0 10.5 12.3 12.0 10.0 8.0




Developing countries

Africa

Algeria
Angola
Benin
Botswana
Burkina Faso
Burundi
Cameroon
Cape Verde
Central African Republic
Chad
Comoros
Congo
Coted'lvoire
Democr atic Republic of the Congo
Djibouti
Egypt
Equatorial Guinea
Eritrea
Ethiopia
Gabon
Gambia
Ghana
Guinea
Guinea-Bissau
Kenya
Lesotho
Liberia
Libyan Arab Jamahiriya
M adagascar
Malawi
Mali
Mauritania
Mauritius
M orocco
M ozambique
Namibia
Niger
Nigeria
Rwanda
Sao Tome and Principe
Senegal
SierraLeone
Somalia
South Africa
Sudan
Togo
Tunisia
Uganda
United Republic of Tanzania
Zambia
Zimbabwe

East and South Asia
Bangladesh
Brunei Dar ussalam
China
Hong Kong, Special Administrative Region of China

India

Indonesia

Iran, Islamic Republic of
Korea, Republic of
Malaysia

Myanmar

Nepal

Pakistan

Papua New Guinea
Philippines

2.6 3.6
98.2 435
15 0.9
9.2 7.0
2.0 -04
7.9 10.7
0.6 0.3
12 -1.9
4.4 -2.2
-1.9 -53
38 45
-1.3 3.6
33 14
12.8 4.0
2.0 31
45 11.3
7.3 4.2
22.7 251
17.8 3.3
21 0.4
17.0 14.2
27.4 12.6
12.9 175
-35 0.9
9.8 11.7
6.7 5.0
10.3 3.6
-2.1 -2.2
-1.2 13.8
9.6 11.4
-1.3 -31
53 10.4
39 a7
12 15
135 12.6
7.2 4.2
-1.6 0.2
14.0 15.0
7.4 12.0
9.9 13.8
0.0 0.5
7.5 14.2
12.0 12.0
58 14
7.7 8.4
0.9 0.4
2.7 3.6
7.8 3.3
4.4 41
21.4 18.0

365.0 350.0 237.8

5.7 9.2
0.3 0.8
1.2 3.9
-2.5 -0.4
38 4.0
6.6 6.2
16.5 14.8
35 3.6
1.0 15
36.6 45
5.7 2.8
2.9 7.4
14.7 2.2
35 6.0

43
10.5
134

2.8

3.0

9.4

45

9.1

1.8

7.6

2.6
13.3

11.6

15.1

6.2
131
11.9

2.2

3.6
20.0

7.9
24

35

31

6.8

7.0

10.7
12500.0

9.1
0.3
4.8
2.0

6.4
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0.9
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8.9
2.7
5.9
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8.3
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5.4
25.6
10.8
22.9
10.7

9.3

39
12.6
41
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115

5.6
11
0.5
13

6.5

19.8
2.6
15

19.0

10.4

16.9
6.5
39

11.0
10.7]

5.8
1.4
1.6
1.8




Singapore

Sri Lanka

Taiwan, Province of China
Thailand

Viet Nam

Bahrain

Israel

Jordan

Kuwait

Oman

Qatar

Saudi Arabia

Syrian Arab Republic
Turkey

Yemen

Argentina
Barbados

Bolivia, Plurinational State of
Brazil

Chile

Colombia

Costa Rica
Dominican Republic
Ecuador

El Salvador
Guatemala

Guyana

Haiti

Honduras

Jamaica

Mexico

Nicaragua

Panama

Paraguay

Peru

Trinidad and Tobago
Uruguay

Venezuela, Bolivarian Republic of

Western Asia

Latin America

0.5
6.3
-0.3
1.8
3.2

1.6
0.7
1.6
1.0
0.2
2.3
0.6
5.8
21.6
10.8

134
1.6
33

14.8
2.8
7.1
9.4

274
7.9
21
55
6.0

26.7
7.7

10.3
4.6
53
0.4

14.2
2.3
38

19.4

31.1

17
9.0
16
2.8
7.8

24
-04
34
12
0.8
6.8
0.3
4.4
8.6
125

4.4
14
4.4
6.6
11
5.9
12.3
515
2.7
4.5
7.4
4.7
28.3
8.1
13.6
4.7
8.5
0.2
4.3
3.7
3.7
9.2
21.8

0.4
11.0
2.3
45
8.3

2.6
1.3
35
41
1.9
8.8
0.7
7.4
8.2
118

9.6
6.1
54
6.8
31
5.0
13.8
4.2
24
4.7
8.4
6.9
16.8
8.8
153
4.0
9.6
3.2
6.8
1.6
6.9
4.7
16.0

1.0
10.0
0.6
4.6
7.4

21
21
6.3
31
34
11.8
2.2
10.0
9.6
20.8

10.9
7.3
4.3
4.2
34
4.3

115
7.6
3.0
4.0
6.5
6.6

14.2
5.6
8.6
3.6
9.1
21
9.6
2.0
8.3
6.4

13.7

21
15.8
1.8
2.3
8.3

33
0.5
54
55
59
13.8
4.1
52
8.8
8.4

8.8
4.0
8.7
3.6
4.4
55
9.4
6.1
2.3
39
6.8
12.3
9.1
6.9
9.3
4.0
111
4.2
8.1
1.8
7.9
8.1
18.7

6.5
22.6
35
55
231

6.8

4.6
14.4
10.2
11.2
15.1

9.9
14.2
10.4
185

8.6
7.7
14.0
5.8
8.7
7.0
13.4
12.3
8.4
7.3
11.4
8.3
145
11.4
22.0
5.1
20.0
8.8
10.2
5.8
12.1
7.9
30.4

11 1.7
51 6.3
-1.2 1.1
-0.1 1.9
7.5 6.0
0.9 2.9
0.7 0.8
45 5.1
7.0 5.6
7.5 5.1
9.0 8.1
13 3.0
7.5 8.1
6.8 7.2
6.2 9.5
6.7 7.8
5.0 5.8
7.0 7.8
4.4 3.5
2.9 3.5
55 4.5
9.5 7.5
8.9 7.4]
4.0 4.2
1.8 2.4]
5.0 7.0
5.2 7.2
7.0 8.3
7.9 7.7
9.1 9.5
49 3.6
8.0 9.5
35 3.0
45 5.6
45 3.3
7.2 5.0
7.0 6.7
30.3 32.6

Sour ce: Project LINK
a Partly estimted.

b Forecasts, based in part on Project LINK



TableA.5

World trade: value of exportsand imports, by major country group, 2003-2010

(billions of dollars)

Region Flow 2003]  2004] 2005|2006 2007 2008?2009’  2010"
World Exports 7427 9007 10344 11967 13875 15916 12302 12934
Imports 7462 9100 10399 11948 13798 15812 12229 12844

Developed economies Exports 4745 5604 6139 6921 7917 8653 7016 7227
Imports 5108 6097 6844 7756 8763 9509 7585 7854

Balance -362 -493 -705 -835 -846 -945 -569 -626

North America Exports 997 1123 1268 1422 1567 1743 1304 1346
Imports 1529 1779 2037 2240 2376 2535 1847 2037

Balance 532 -657 -769 -819 -809 792 544 -601

Asiaand Oceania Exports 560 672 722 796 869 994 680 757
Imports 491 587 666 745 816 999 855 946

Balance 69 85 56 50 53 5 -176 -189

Europe Exports 3186 3805 4144 4698 5474 5007 5028 5119
Imports 3087 3729 4135 4762 5557 6050 4876 4863

Balance 99 77 9 -63 -83 -142 152 256

European Union Exports 3016 3605 3916 4436 5174  55/5 4688 4792
Imports 2049 3568 3961 4570 5335 5791 4639 4629

Balance 67 37 45 -134 -161 216 49 163

EU-15 Exports 2794 3300 3554 4012 4618 4882 4096 4173
Imports 2678 3216 3533 4058 4660 4969 3956 3898

Balance 116 93 21 45 42 -87 141 275

New EU Members Exports 222 296 362 424 556 693 591 619
Imports 271 352 428 513 675 821 683 731

Balance -49 -56 -66 -89 -119 -129 92 112

Other Europe Exports 172 204 233 268 307 341 345 332
Imports 139 163 179 200 236 274 244 242

Balance 33 4 54 68 71 67 102 %0

Euro Zone Exports 2336 2781 2977 3350 3935 4285 3530 357§
Imports 2174 2616 2866 3286 3826 4222 3373 3328

Balance 161 165 111 64 109 62 158 247

Economiesin transition Exports 2057 2805 3842 4928 6205 8536 6098 6459
Imports 1628 2094 2642 3428 4771 6239 4094 4320

Balance 429 711 1200 1500 1433 2297 2004 2139

South-eastern Europe Exports 117 152 191 225 289 347 295 309
Imports 29.1 355 a7 480 627 742 58.7 619

Balance 175  -202  -226  -254  -338  -395  -202  -310

Commonwealth of Independent States Exports 194.1 265.2 365.2 470.2 591.6 818.9 580.3 615.0]
Imports 1337 1739 2226 2048 4144 5497 3506  370.1

Balance 60.4 913 1426 1754 1771 2692 2297 2449

Net fuel exporters Exports 1573 2142 3159 4132 5199 7246 5022 5289
Imports 934 1213 1687 2266 3230 4257 2595  269.0

Balance 63.9 929 1471 1866 1969 2989 2426 2599

Net fuel importers Exports 36.8 51.1 293 57.0 717 93 782 86.1
Imports 403 526 53.8 68.2 914 1240 911 1011

Balance -35 15 45  -111  -197  -297  -129  -150

Developing countries Exports 24764 31226 38203 45533 53377 64000 46759  5060.7
Imports 21918 28027 32910 38489 4557.8 55805 42345 45585

Balance 2846 3198 5293 7044 7799 8195 4414 5022

Africa Exports 1744 2274 3091 3835 4547  617.3 3263 3718
Imports 1637 2059 2536 3052  387.8 5066 3553  380.8

Balance 10.8 215 555 78.4 668 1108  -291  -180

North Africa Exports 62.4 770 1062 1422 1707 2785 1363 1563
Imports 57.7 70.7 870 1064 1456 2272 1517 1677

Balance 46 6.3 19.2 357 25.1 514 155  -115

Sub-Saharan Africa Exports 55.7 731 9.1 1164 1404 1709 1217 1406
(Excluding Nigeria & South Africa) Imports 54.0 67.5 829 94.0 114.3 137.4 126.7 136.6
Balance 17 56 132 224 26.1 335 -4.9 40

Net fuel exporters Exports 832 1124 1771 2304 2742 4140 1786 2153
Imports 53.0 65.6 867 1090 1545 2290 1554 1726

Balance 30.2 46.8 904 1214 1196 1850 232 428

Net fuel importers Exports 912 1150 1320 1531 1805 2034 1477 1564
Imports 110.7 1403 1669 1962 2333 2776 2000  217.3

Balance 195  -253 -39  -431 528 742 523 -608




East and South Asia Exports 1599.2  2006.0 23790 28188 3306.1 38254 31201  3317.3
Imports 1436.2 18393 21496 25091 28834 34794 27305 29455

Balance 163.0 166.7 229.4 309.7 422.7 346.0 389.6 371.8

East Asia Exports 14837 18622 21955 25955 30285 34902 28518  3020.6
Imports 13114 16705 19294 22339 25650 30684 23760  2544.6

Balance 172.3 191.6 266.1 361.6 463.5 421.9 475.8 475.9

South Asia Exports 1155 143.8 183.5 2233 277.6 335.2 268.3 296.8]
Imports 124.8 168.7 220.2 275.2 318.4 411.0 354.5 400.9

Balance -9.3 -24.9 -36.7 -51.9 -40.8 -75.8 -86.2 -104.1]

Net fuel exporters Exports 58.6 76.0 100.1 119.7 145.3 186.2 120.0 134.0
Imports 51.6 65.2 7.7 91.7 112.2 139.3 110.5 119.1]

Balance 6.9 10.7 22.4 28.0 33.1 46.9 9.5 15.0

Net fuel importers Exports 15406  1930.0 22789  2699.0 31608 3639.2 3000.1  3183.3
Imports 13846 17740 20719 24173 27712 33401 26200  2826.5

Balance 156.1 156.0 207.0 281.7 389.6 299.2 380.0 356.8

Western Asia Exports 316.7 414.7 555.3 665.2 793.0 10546 573.7 683.1]
Imports 244.7 334.0 384.7 434.2 563.7 7211 495.2 536.9

Balance 72.0 80.7 170.6 231.0 229.3 333.5 78.5 146.2]

Net fuel exporters Exports 229.3 303.5 427.3 524.3 609.4 796.8 424.6 520.3]
Imports 126.5 1737 214.2 246.0 317.6 400.2 318.6 344.0

Balance 102.8 129.8 213.1 278.3 291.8 396.6 106.0 176.4

Net fuel importers Exports 87.4 1113 128.1 141.0 183.6 257.8 149.1 162.8
Imports 118.2 160.4 170.5 188.2 246.1 320.9 176.6 192.9]

Balance -30.8 -49.1 -42.5 -47.2 -62.5 -63.2 -275 -30.1]

Latin America and the Caribbean Exports 386.0 474.4 576.9 685.8 783.9 911.6 655.8 688.4
Imports 347.2 423.6 503.1 600.5 722.9 882.5 653.4 686.2)

Balance 38.9 50.8 73.8 85.3 61.0 29.2 24 2.2

South America Exports 184.2 244.0 311.3 376.7 442.8 534.5 374.7 410.0
Imports 1225 164.9 206.8 257.0 335.1 439.5 338.2 374.2)

Balance 61.7 79.0 104.4 119.8 107.7 95.0 36.5 35.7]

Mexico and Central America Exports 187.0 2131 244.4 2835 314.2 346.6 260.5 248.3]
Imports 202.5 233.7 265.4 306.1 346.4 390.1 274.1 266.1]

Balance -15.4 -20.6 -21.0 -22.6 -32.2 -43.5 -13.6 -17.8

Caribbean Exports 14.8 174 21.2 25.6 26.9 30.5 20.6 30.1]
Imports 222 25.0 30.8 37.4 41.3 52.9 41.0 45.8

Balance =73 -7.6 -9.6 -11.9 -14.5 -22.3 -20.5 -15.7|

Net fuel exporters Exports 245.8 290.4 350.8 409.9 457.3 546.6 377.6 370.2]
Imports 217.9 264.9 310.6 367.9 432.3 496.4 360.6 349.9

Balance 27.8 25.4 40.2 42.0 24.9 50.2 16.9 20.3

Net fuel importers Exports 140.3 184.1 226.1 275.9 326.6 365.0 278.2 318.3]
Imports 129.2 158.7 192.4 232.6 290.6 386.1 292.8 336.4

Balance 111 25.4 33.7 43.3 36.1 -21.1 -14.6 -18.1]

Source: UN/DESA
a Partly estimated.
b Forecasts, based in part on Project LINK.



TableA.6

World trade: changesin value of exportsand imports, by major country group, 2003-2010

(annual per centage change)

Region Flow 2003] 2004 2005] 2006] 2007] 2008 2009°| 2010"
\World Exports 16.6 213 14.8 157 15.9 147 -22.7 51
Imports 16.1 22.1 14.2 14.9 155 14.6 -22.7 5.0

Developed economies Exports 154 181 9.6 12.7 144 9.3 -18.9 3.0
Imports 15.7 194 12.3 133 13.0 9.5 -21.0 35

North America Exports 5.0 126 129 121 10.3 11.2 -25.2 3.2
Imports 7.9 16.4 145 10.0 6.1 6.7 -27.1 10.2

Asiaand Oceania Exports 12.8 20.1 74 10.1 9.2 145 -31.7 114
Imports 154 19.7 135 118 9.5 224 -14.4 10.6

Europe Exports 19.6 194 89 134 16.5 7.9 -14.9 1.8
Imports 19.9 20.8 10.9 152 16.7 8.9 -19.4 -0.3

European Union Exports 19.9 195 8.6 133 16.6 7.8 -15.9 2.2
Imports 20.1 21.0 11.0 154 16.7 85 -19.9 -0.2

EU-15 Exports 19.2 184 74 129 15.1 57 -16.1 1.9
Imports 195 20.1 9.9 14.8 14.8 6.7 -20.4 -1.4

New EU Members Exports 29.0 33.0 22.3 17.2 313 245 -14.7 4.7
Imports 27.2 29.7 21.7 19.8 317 21.6 -16.8 7.0

Other Europe Exports 15.2 187 14.3 149 14.6 111 13 -3.7
Imports 15.8 17.3 10.1 115 18.2 15.8 -11.0 -0.6

Euro Zone Exports 20.5 19.1 71 125 175 89 -17.6 13
Imports 21.3 20.3 9.5 14.7 16.4 104 -20.1 -1.3

Economiesin transition Exports 26.4 36.3 37.0 28.2 25.9 37.6 -28.6 5.9
Imports 25.6 28.6 26.2 29.7 39.2 30.8 -34.4 5.5

South-eastern Europe Exports 20.6 30.8 251 18.1 28.1 20.0 -15.0 4.9
Imports 19.1 219 174 152 30.7 18.3 -20.8 5.4

Commonwealth of Independent States Exports 26.8 36.7 37.7 28.8 25.8 384 -29.1 6.0
Imports 27.1 30.0 28.0 325 40.6 32.7 -36.2 5.6

Net fuel exporters Exports 26.8 36.2 475 30.8 25.8 394 -30.7 53
Imports 24.5 29.9 39.1 34.3 42,5 318 -39.0 3.6

Net fuel importers Exports 26.5 38.7 -35 157 257 315 -17.1 10.1
Imports 33.5 30.4 2.3 26.7 34.1 35.6 -26.5 11.0

Developing countries Exports 18.1 26.1 22.3 19.2 17.2 20.1 -27.0 82
Imports 16.4 27.9 174 17.0 184 22.6 -24.2 7.7

Africa Exports 24.0 304 35.9 24.1 185 35.8 -47.1 139
Imports 19.9 25.8 23.2 20.4 27.1 30.6 -29.8 9.7

North Africa Exports 29.6 235 38.0 338 20.1 63.1 -51.1 147
Imports 6.8 224 23.1 22.3 36.8 56.0 -33.2 105

Sub-Saharan Africa Exports 16.7 313 314 211 20.6 217 -28.8 155
(Excluding Nigeria & South Africa) Imports 18.4 25.1 22.7 134 21.6 20.2 -7.8 7.8

Net fuel exporters Exports 30.8 35.1 57.5 30.1 19.0 51.0 -56.9 20.6)
Imports 117 23.8 32.1 25.8 41.8 48.2 -32.1 111

Net fuel importers Exports 184 26.1 14.8 16.0 17.9 127 =274 59
Imports 24.3 26.7 19.0 175 18.9 19.0 -28.0 8.6

East and South Asia Exports 19.2 254 18.6 185 17.3 157 -184 6.3
Imports 194 28.1 16.9 16.7 14.9 20.7 -215 7.9

East Asia Exports 194 255 17.9 18.2 16.7 15.2 -18.3 59
Imports 19.2 274 155 15.8 14.8 19.6 -22.6 7.1

South Asia Exports 16.4 245 27.6 217 24.3 20.7 -20.0 10.6
Imports 224 35.2 30.5 25.0 15.7 29.1 -13.7 131

Net fuel exporters Exports 204 29.7 318 19.6 214 28.1 -355 117
Imports 27.7 26.4 19.1 18.0 224 24.1 -20.7 7.8

Net fuel importers Exports 19.1 25.3 18.1 184 17.1 151 -17.6 6.1
Imports 19.2 28.1 16.8 16.7 14.6 20.5 -21.6 7.9

Western Asia Exports 225 31.0 33.9 19.8 19.2 33.0 -45.6 19.1
Imports 174 36.5 15.2 129 29.8 27.9 -31.3 8.4

Net fuel exporters Exports 22.7 323 40.8 22.7 16.2 30.8 -46.7 22.5
Imports 16.0 37.3 23.3 14.8 29.1 26.0 -20.4 8.0

Net fuel importers Exports 21.8 273 15.1 10.1 30.3 40.4 -42.2 9.2
Imports 18.9 35.6 6.3 104 30.8 30.4 -45.0 9.2

Latin America and the Caribbean Exports 85 229 21.6 189 14.3 16.3 -28.1 5.0
Imports 34 22.0 18.8 194 20.4 22.1 -26.0 5.0

South America Exports 14.7 325 27.6 21.0 175 20.7 -29.9 9.4
Imports 5.8 34.6 25.4 24.2 30.4 311 -23.0 10.6

Mexico and Central America Exports 2.7 139 14.7 16.0 10.8 10.3 -24.9 -4.7
Imports 2.0 154 136 153 132 126 -29.7 -2.9

Caribbean Exports 15.0 17.2 221 20.3 51 137 -32.7 46.6
Imports 3.7 127 23.3 215 105 27.9 -22.4 117

Net fuel exporters Exports 44 18.1 20.8 16.8 116 195 -30.9 -2.0
Imports 2.0 21.6 17.3 184 175 14.8 -27.3 -3.0

Net fuel importers Exports 16.7 31.2 22.8 220 184 11.8 -23.8 144
Imports 5.9 22.8 21.3 20.8 24.9 32.9 -24.2 149

Source: UN/DESA
a Partly estimated.
b Forecasts, based in part on Project LINK.




TableA.7

World trade: changesin volume of exportsand imports, by major country group, 2003-2010

(annual per centage change)

Region Flow 2003 2004| 2005 2006 2007/ 20087 2009 2010°
World Exports 57 10.7 7.7 9.6 6.6 24 -11.1 3.6
Imports 5.9 11.1 7.6 8.8 6.5 24 -11.2 4.6

Developed economies Exports 2.6 79 54 85 4.8 0.7 -11.5 3.1
Imports 4.0 8.9 5.9 7.2 3.8 -1.5 -9.8 4.7

North America Exports 0.7 7.0 7.3 7.8 5.7 4.6 -12.6 1.1
Imports 4.6 10.7 7.3 5.1 2.1 -3.5 -12.8 8.1]

Asia and Oceania Exports 7.9 12.1 4.8 10.7 6.4 0.3 -31.4 13.9
Imports 7.0 8.0 34 4.9 3.1 1.7 -9.2 7.2

Europe Exports 22 73 4.9 8.2 4.0 -0.7 -6.1 1.9
Imports 3.0 7.9 5.5 9.0 4.9 -0.9 -8.2 2.4

European Union Exports 24 75 50 8.2 3.7 -0.7 -6.3 2.1
Imports 3.2 7.9 5.3 8.9 4.5 -1.2 -8.4 2.4

EU-15 Exports 16 6.5 4.1 7.9 23 -1.9 -6.7 2.0

Imports 2.2 7.0 4.5 8.3 2.6 -2.5 -8.4 2.1]

New EU Members Exports 12.9 19.2 15.0 11.7 17.3 95 -3.3 2.9

Imports 13.0 16.8 12.7 13.6 19.6 7.3 -8.3 4.2

Other Europe Exports -0.5 4.7 3.8 8.3 10.0 -1.4 -3.0 -0.8
Imports -0.8 8.7 11.1 134 13.0 5.5 -5.3 2.3

Euro Zone Exports 20 72 33 7.2 4.5 -15 -7.1 1.9
Imports 24 6.8 34 74 4.0 -3.3 -8.4 1.9

Economiesin transition Exports 131 15.6 0.2 71 8.7 31 33 2.0
Imports 16.2 19.2 9.9 19.1 23.7 11.6 -6.5 5.4]

South-eastern Europe Exports 7.7 17.8 17.4 95 175 59 -0.7 3.2
Imports 6.2 10.1 11.3 9.0 19.3 5.5 -9.8 3.6)

Commonwealth of Independent States Exports 135 154 -0.8 6.9 8.1 29 3.6 1.9
Imports 18.5 21.1 9.7 21.0 24.4 12.6 -6.0 5.7]

Net fuel exporters Exports 135 14.6 27 7.8 7.9 20 33 1.4]
Imports 18.5 24.0 16.2 22.9 25.4 12.2 -6.3 6.1]

Net fuel importers Exports 131 19.6 -16.7 19 9.5 85 51 4.5
Imports 18.7 13.7 -8.7 14.3 20.8 14.6 -4.6 4.2

Developing countries Exports 10.9 15.1 118 115 9.3 4.9 -11.6 4.3
Imports 9.7 15.6 10.8 11.2 10.2 8.6 -13.9 4.4

Africa Exports 10.6 9.9 16.1 85 7.6 9.3 -14.4 7.4
Imports 11.3 10.0 16.8 14.7 20.1 154 -14.4 6.1]

North Africa Exports 16.1 11 114 17.1 10.6 24.9 -26.5 7.9
Imports 6.6 8.7 159 16.9 27.9 28.7 -22.5 7.2

Sub-Saharan Africa Exports 4.6 13.4 9.7 50 6.8 -35 7.9 5.9
(Excluding Nigeria & South Africa) Imports 7.9 12.3 14.1 6.2 12.8 55 6.0 4.9

Net fuel exporters Exports 215 9.6 254 84 5.7 11.0 -21.4 9.3
Imports 16.7 8.0 27.2 16.7 30.8 19.5 -16.5 4.6

Net fuel importers Exports 0.6 10.2 58 8.6 10.0 7.3 -5.3 5.5
Imports 8.4 11.1 109 134 13.0 12.3 -12.7 7.3

East and South Asia Exports 13.2 17.9 13.4 13.6 10.8 55 -12.7 4.0
Imports 11.2 175 11.0 11.1 7.9 6.8 -14.9 4.3

East Asia Exports 13.7 18.6 13.6 13.7 10.5 59 -13.9 3.7]
Imports 11.2 17.1 10.1 10.9 7.9 6.2 -16.9 3.7

South Asia Exports 6.3 9.3 10.9 11.6 14.4 0.9 6.1 6.7]
Imports 11.6 21.4 20.4 12.9 8.0 125 3.3 8.7

Net fuel exporters Exports 7.1 6.2 3.0 4.3 10.7 -0.6 19 2.3
Imports 16.7 14.9 11.9 124 16.5 11.8 -12.4 5.7]

Net fuel importers Exports 13.4 18.4 13.7 139 10.8 5.7 -13.1 4.0
Imports 11.0 17.6 11.0 11.0 7.6 6.6 -15.0 4.3

Western Asia Exports 8.2 78 53 58 7.2 38 -9.2 6.8]
Imports 6.6 21.7 7.2 6.6 16.8 13.7 -16.6 5.4]

Net fuel exporters Exports 6.9 58 4.8 4.4 6.0 -19 -5.0 8.2]
Imports 5.5 23.6 14.6 7.8 20.8 115 -8.9 5.4]

Net fuel importers Exports 11.9 13.4 6.6 9.3 9.9 16.5 -17.2 3.9
Imports 7.7 19.8 -1.0 5.1 11.6 16.7 -27.0 5.5

Latin America and the Caribbean Exports 4.4 11.3 8.3 7.9 4.6 0.2 -5.8 2.5
Imports 5.5 7.0 9.9 13.1 11.0 8.9 -7.8 3.1

South America Exports 4.6 12.8 9.7 58 35 -15 -1.5 2.0
Imports 16.0 1.9 9.8 14.7 18.4 14.4 -10.2 4.8

Mexico and Central America Exports 3.8 10.2 7.1 10.1 5.8 1.9 -9.3 1.2
Imports 0.3 11.1 9.6 11.8 7.1 4.6 -5.6 1.2)

Caribbean Exports 85 6.0 3.8 4.0 3.6 -3.1 -12.8 32.9
Imports -6.0 1.2 14.3 16.1 0.9 125 -10.7 8.6)

Net fuel exporters Exports 16 10.0 8.2 8.7 3.7 1.7 -7.2 0.8]
Imports -0.4 15.7 12.6 14.1 9.8 5.8 -6.2 1.7]

Net fuel importers Exports 9.6 135 8.3 6.4 6.2 -2.3 -3.4 5.6
Imports 15.4 -5.6 5.3 11.3 13.3 14.9 -10.6 5.6)

Source: UN/DESA
a Partly estimated.
b Forecasts, based in part on Project LINK.






