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Section 1: State of the world economy

Global outlook

The global economy remains trapped in a prolonged period of slow growth and dwindling
trade. Since 2012, world gross product has expanded at an average annual rate of 2.5 per cent,
much lower than the average of 3.4 per cent observed in the decade prior to the financial
crisis (figure 1.1). The slowdown in world trade growth has been even more pronounced,
from an annual average of 6.7 per cent in 1998-2007 to just 3 per cent since 2012. In 2016,
growth in both world gross product and world trade dropped to their slowest pace since the
Great Recession of 2009. World gross product is estimated to have expanded by just 2.2 per
cent, reflecting a downward revision of 0.7 percentage points relative to forecasts a year ago.
The weaker-than-expected growth performance in the United States, Europe and several
countries in Africa, the Commonwealth of Independent States and Latin America and the
Caribbean has contributed to this downward revision relative to forecasts presented in the
World Economic Situation and Prospects 2016. The factors underpinning the weak
performance of the global economy are potentially self-perpetuating. Left unchecked, there is
a risk that the protracted cycle of weak global growth may linger for several more years.

Figure 1.1 Revision to world gross product forecast since WESP2016
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Figure 1.2 illustrates the baseline forecast for world gross product growth, including model-
based confidence intervals around the central projection. While there is a 75 per cent
probability that world gross product will expand by at least 2.3 per cent in 2018, the outlook
remains subject to a number of downside risks and uncertainties. The central projection — the
most likely scenario — points to global growth of 2.8 per cent in 2017 and 3 per cent in 2018.
While this represents a modest improvement relative to average growth rates since 2012, it
remains well below the economic growth needed to make rapid progress towards the



Sustainable Development Goals (SDGs), as defined in the 2030 Agenda for Sustainable
Development, which was adopted by the Member States of the United Nations in 2015. If
downside risks to the outlook were to materialize, this could push global growth rates down
even further, with additional setbacks towards achieving the SDGs, particularly the goals of
eradicating extreme poverty and creating decent jobs.

Figure 1.2 Confidence intervals for world gross product growth forecast
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Source: UN/DESA. Confidence intervals derived from stochastic simulation of WEFM.

The prolonged slump in the global economy has been characterized by widespread weak
productivity growth, weak investment, low wage growth, low inflation, rising debt levels and
a slowdown in global trade. Low commodity prices have exacerbated these trends in many
commodity-exporting countries since mid-2014, while conflict and geopolitical tensions
continue to weigh on regional economic prospects, especially in Western Asia and several
parts of Central, East and West Africa.

The factors underlying the protracted economic slowdown have a tendency to self-reinforce
one another, through the close linkages between demand, trade, investment and productivity.
Firms are unlikely to invest in new projects and expand production when demand is weak and
expected profits are low. This reluctance has been particularly acute in extractive industries
since 2015, due to the low level of commodity prices. Economic and political uncertainties
have also weighed on investment demand in many countries. Declining demand for capital
goods restrains global trade, which in turn curtails investment in other export-oriented
sectors. Meanwhile, the extended period of weak investment is a driving factor behind the
widespread slowdown in productivity growth. This has been further compounded by the
broad slowdown in global trade and capital flows to developing countries, as trade and
foreign investment play a role in speeding the rate of technological diffusion between
countries. Weak productivity growth has restrained wages and progress in poverty reduction,
compounding the slowdown in domestic demand. This extended cycle of weak global growth



may prove tenacious in the absence of concerted policy efforts to revive productive
investment and foster a recovery in productivity.

Table 1 Growth of world output, 2015-2018

Change from

WESP2016 forecast
2015 | 2016° | 2017° | 2018° | 2015 | 2016 | 2017
World 2.5 2.2 2.8 3.0 0.1 -0.7 -0.4
Developed economies 2.1 15 1.8 1.9 0.2 -0.7 -0.5
United States of America 2.6 15 2.0 2.2 0.2 -1.1 -0.8
Japan 0.6 0.5 1.2 0.9 0.1 -0.8 0.6
European Union 2.1 1.8 1.8 1.8 0.3 -0.3 -0.4
EU-15 2.0 1.6 1.6 1.7 0.3 -0.3 -0.5
New EU Members 3.4 3.1 3.2 3.3 0.2 0.2 0.0
Euro area 1.9 1.6 1.7 1.7 0.4 -0.2 -0.3
Other developed countries 1.6 1.7 2.1 2.3 0.0 -0.4 -0.4
Economies in transition -2.8 -0.3 1.3 2.0 0.0 -1.1 -0.6
South-Eastern Europe 2.0 2.9 3.1 3.3 0.0 0.3 0.1
Commonwealth of
Independent States and -3.0 -04 1.2 2.0 0.0 -1.1 -0.6
Georgia
Russian Federation -3.7 -0.9 0.8 15 0.1 -0.9 -0.4
Developing economies 3.8 3.6 4.4 4.7 0.1 -0.6 -0.4
Africa 3.1 1.7 3.2 3.7 -0.6 -2.6 -1.3
North Africa 3.2 2.6 35 3.6 -0. -1.5 -0.6
East Africa 6.6 5.5 6.0 6.3 0.4 -14 -0.6
Central Africa 15 2.4 3.4 4.2 -1.8 -1.9 -0.8
West Africa 3.2 0.1 3.0 4.0 -1.2 -5.1 -2.2
Southern Africa 1.9 1.0 1.9 2.6 -0.6 -2.1 -14
East and South Asia 5.7 5.8 5.9 5.9 0.0 -0.1 0.0
East Asia 5.7 5.5 5.6 5.6 0.1 -0.1 0.0
China 6.9 6.6 6.5 6.5 0.1 0.2 0.0
South Asia 6.0 6.7 6.9 6.8 0.0 0.0 0.0
India® 7.2 75 7.7 7.6 0.0 0.2 0.2
Western Asia 2.9 2.2 2.5 3.0 0.9 -0.1 -0.5
Latl_n America and the 0.6 1.0 14 23 0.1 17 13
Caribbean
South America -1.8 -2.3 0.9 2.0 -0.2 -2.1 -1.5
Brazil -3.9 -3.2 0.6 1.6 -1.1 2.4 -1.7
Mexico and Central 2.7 2.2 2.6 2.9 0.2 -0.7 -0.8
Caribbean 40 | 27 | 26 | 29 | 06 -09 | -0.7
L east developed countries 3.7 4.4 5.2 5.4 -0.8 -1.2 -0.4
Memorandum items:
World trade® 2.6 1.2 2.8 3.4 -0.1 -2.8 -1.9
World output growth with 31 29 35 37 01 06 04

PPP-based weights®

a Estimated.

b Forecast, based in part on Project LINK.

¢ Based on expenditure side of national accounts with 2011-2012 base year.
d Includes goods and services.

e Based on 2012 benchmark.




Table 2 Inflation, 2015-2018%

Change from
WESP2016 forecast
2015 | 2016° | 2017° | 2018° | 2015 | 2016 2017
World 2.1 2.4 2.8 2.9 0.0 0.0 0.1
Developed economies 0.2 0.7 1.6 2.0 0.0 -0.2 0.0
United States of America 0.1 1.2 2.0 2.3 0.0 0.3 0.1
Japan 0.8 -0.1 0.7 14 0.0 -0.9 -0.2
European Union 0.0 0.3 14 1.9 0.0 -0.3 0.0
EU-15 0.1 0.3 14 1.9 0.0 -0.3 0.0
New EU Members -0.4 -0.5 1.7 2.2 0.0 -1.1 -0.2
Euro area 0.0 0.2 1.2 1.7 0.0 -0.3 -0.1
Other developed countries 1.0 1.3 1.8 2.0 0.0 -0.2 -0.1
Economies in transition 15.8 8.1 6.9 5.2 0.0 -1.0 -0.5
South-Eastern Europe 0.8 0.5 1.7 24 0.0 -0.9 -0.7
Commonwealth of
Independent States and 16.4 8.4 7.2 5.4 0.0 -1.0 -0.5
Georgia
Russian Federation 15.5 7.2 6.5 4.7 0.0 -0.9 -0.7
Developing economies 4.2 5.1 4.6 4.5 0.0 0.4 0.4
Africa 7.0 10.0 10.1 9.5 0.1 2.6 3.4
North Africa 7.8 8.7 8.4 7.9 0.0 1.7 2.0
East Africa 5.9 5.3 5.3 5.3 0.1 0.5 0.6
Central Africa 5.3 2.3 2.7 3.1 0.9 -1.0 -0.3
West Africa 8.3 13.1 156 | 15.6 0.1 4.1 7.4
Southern Africa 5.6 11.4 9.8 8.2 0.0 3.3 2.9
East and South Asia 2.7 2.8 3.1 3.4 0.0 0.0 0.1
East Asia 1.6 1.9 2.3 2.7 0.0 0.1 0.1
China 14 2.0 2.1 2.7 0.0 0.3 0.2
South Asia 6.9 6.2 6.4 6.1 -0.2 -0.3 0.1
India® 5.9 5.9 5.7 5.4 0.0 0.4 0.5
Western Asia 4.2 5.0 51 5.0 -0.5 -0.8 -0.5
Latin America and the 71 | 92 | 62 | 49 | 00 | 13 | o4
Caribbean
South America 8.9 11.7 7.4 5.6 0.0 1.9 0.7
Brazil 9.1 8.9 5.8 4.6 0.0 -0.3 -0.6
Mexico and Central America | 2.5 2.6 3.0 3.0 0.0 -0.1 -0.2
_ Caribbean | 30 | 32 | 35 | 39 | 01 | 03| -03
Least developed countries 8.0 111 | 10.1 8.7 -0.4 2.1 2.6
a Figures exclude Venezuela (Bolivarian Republic of).
b Estimated.

c Forecast, based in part on Project LINK.

Global economic prospects remain subject to significant uncertainties and downside risks,
with the potential to obstruct the modest increase in growth that is currently forecast for
2017-2018. Many of these risks are emanating from developed countries and include: the
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potential side-effects of negative interest rates and other unconventional monetary policies;
the pace and sequence of adjustments in the US monetary policy stance; uncertainties
associated with the decision by the United Kingdom of Great Britain and Northern Ireland to
leave the European Union, or "Brexit"; rising trade protectionism as well as a broader
tendency to shift away from closer international integration, in terms of trade, capital flows
and migration; and the outcome of elections in the United States as well as a number of
European countries, including Germany and France, and their potential impact on trade and
other policy stances. Uncertainties and risks stemming from developing countries and
emerging economies include the vulnerability associated with the rising debt levels, as well
as regional conflicts and geopolitical tensions. All of these uncertainties have the potential to
significantly deter long-term business investment, impede international trade and prolong the
cycle of weak global growth. They are discussed in more detail in the section on
uncertainties, risks and policy challenges below.

In order to restore the global economy to a healthy growth trajectory, policy measures need to
target a wide range of objectives, including: improving education; investing in worker
training; promoting capital investment, including in infrastructure as well as areas such as
social protection; increasing spending on research and development; and reforming
regulations. For the most part, developed economies continue to rely almost exclusively on
monetary policy to support their policy objectives for growth and employment. While
monetary policy has played an important role in the aftermath of the global crisis and remains
crucial, it is clear that monetary policy alone is not sufficient to achieve all policy objectives,
which will require greater use of fiscal policy, as well as reforms in financial, goods and
labour markets. Despite record-low, often negative, interest rates, Governments in developed
countries have generally not made use of available fiscal policy space, and several of the
largest economies have made sharp cuts in public investment for several years. This has
impeded progress towards many of the policy objectives above, especially given the general
weakness of private sector investment. There is a clear need for a more balanced policy mix
in the global economy.

The general consensus of the Hangzhou G-20 summit underscored the need for more
supportive and accommodative fiscal measures, indicating that the political will towards a
greater role for fiscal policy may be approaching an inflection point. To date, however, only a
handful countries have announced expansionary fiscal measures. In the absence of a broader
shift towards a more balanced policy mix, the cycle of weak economic growth and
deteriorating prospects for sustainable development is likely to continue.

Weak growth, rising inflationary pressures and low commodity prices have complicated the
conduct of policy in many developing economies and economies in transition. Several
countries have introduced pro-cyclical interest rate rises to stem capital outflows and prevent
currency depreciation, while containing rising inflation — albeit at the expense of higher
borrowing costs that weigh on domestic activity. Low global commodity prices have
intensified fiscal pressures in the commodity-dependent economies, exposing shortfalls in
efforts to diversify away from excessive reliance on volatile commodity revenue. This has
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forced cutbacks or delays in much needed investment in infrastructure, healthcare, energy and
transport, which will constrain productivity growth and undermine progress on economic and
social development.

A recent agreement among OPEC members to a modest cut in production of oil may ease
some of the downward pressure on oil prices, but can be expected to have only a limited
impact on the excess market supply of oil if the global economy does not accelerate. While
oil exporters continue to undergo a painful adjustment to the lower oil price, non-oil
commodity prices have shown some signs of revival. If sustained, this recovery can be
expected to ease the pressure on several countries, especially non-oil exporters in Africa.

GDP growth in developing countries, especially in East and South Asia, is expected to remain
driven by domestic consumption (figure 1.3), as the slowdown in world trade will restrain
any contribution from net exports. As China rebalances its economy, domestic growth is
expected to remain stable, supported by public spending. However, the rebalancing of the
economy can be expected to continue to weigh on global trade flows in the near term. India is
expected to be the fastest growing large developing economy again this year, as the country
benefits from strong private consumption and the gradual introduction of significant domestic
reforms.

The economies in transition, on the other hand, have suffered a sharp collapse in domestic
demand in the Commonwealth of Independent States region. Net trade is expected to make a
significant positive contribution to GDP growth in 2016, reflecting the impact of lower
imports as a result of steep exchange rate realignments in several countries (figure 3). In
2017, the economy of the Russian Federation is expected to register its first year of growth
since 2014, as the country has largely absorbed the sharp terms-of-trade shock.

The sharp downturn in Brazil may have also turned a corner. Political uncertainty in Brazil
has declined and a credible programme for macro-management has been introduced.
Together Brazil and the Russian Federation are expected to contribute 0.1 percentage points
to the acceleration in global GDP growth in 2017.



Figure 1.3 Projected contributions to GDP growth by level of development
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As a group, the Least Developed Countries (LDCs) are projected to grow by 4.4 per cent in
2016 and 5.2 per cent in 2017. These rates remain well below potential and the SDG target of
“at least 7 per cent GDP growth”. Rising global protectionism could have severe negative
consequences for the LDCs, as their export potential depends on access to major markets (see
box). In this context, export-led economic growth is unlikely to offer a sustainable plan for
economic growth, and countries will need to focus on strengthening domestic demand.

Developing countries and some economies in transition remain vulnerable to shifts in capital
flows, with the potential to undermine investment and pose risks to financial stability. As
global interest rates diverge, capital flow volatility and exchange-rate pressures may intensify
in developing economies. Greater policy coordination among countries, particularly in
adjusting policy interest rates, can help mitigate some of these pressures.

Employment and productivity

The protracted period of weak global growth has also impacted employment, wages and
household welfare. At the global level, this is evident in the clear slowdown in the growth
rate of household consumption since 2012. According to ILO estimates, there are more than
27 million more unemployed people today than before the financial crisis. While the
unemployment rates in some large developed countries, including Germany, Japan, the
United Kingdom and the United States, have receded towards or below pre-crisis levels,

10



much of the rest of the European Union continues to struggle with high unemployment rates.
In the case of the United States, recent improvements in the unemployment rate are at least in
part attributable to declining labour force participation. Unemployment rates are generally
low in developing East Asia, but rising unemployment in parts of South America, including
Brazil and Chile, is raising concerns. Labour markets in Western Asia exhibit high levels of
unemployment, particularly among the youth, which is likely to weigh heavily on the
region’s ability to realize the 2030 Agenda for sustainable development.

In an environment of a protracted period of weak investment, which has allowed the existing
capital stock to deteriorate, and ample supply of labour, it appears that production processes
have shifted away from capital, substituting capital with higher levels of labour inputs. This
has been an important factor restraining wage growth in recent years, with an expansion of
low quality, low paid jobs, and a rise in the incidence of part-time and temporary contracts.

Nominal wage inflation in most developed economies has slowed since the financial crisis.
The incidence is widespread, including in countries where the unemployment rate is low. In
the United States, nominal wage growth has averaged about 0.5 per cent per annum in recent
years, despite a significant rise in the median household income in 2015. Germany, however,
has seen some recent acceleration in wage growth. This may pass through to settlements in
other euro area countries, offering some respite to the low wage low inflation cycle.

Real wages have been stagnant or declining in many countries, and have for the most part
lagged behind productivity growth. As real wages have failed to keep pace with productivity,
a general decline in the labour share of income has been evident in many developed
economies. While the onset of decline pre-dates the financial crisis in some countries, the
bulk of adjustment has occurred since 2006, as illustrated in figure 1.4, which compares the
labour share of income in 2015 in a selection of developed countries to its level in 2006.
Countries that lie below the 45 degree line have seen a decline in the labour share. While the
number of countries below that line is roughly half, the mean distance below the line is
somewhat higher than the mean difference above the line, pointing to a broad decline in the
labour share. However, a small recovery in the labour share is evident in certain countries
including as Germany, France and Canada.
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Figure 1.4 Labour share of income, 2006 and 2015
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Labour productivity growth in the majority of developed economies has slowed markedly
since the global financial crisis. Many large developing economies and economies in
transition have also experienced a significant slowdown in labour productivity growth,
including Brazil, China, the Russian Federation and South Africa. GDP growth can be
decomposed into the contributions from growth in labour inputs and the contributions from
growth in labour productivity. In terms of welfare, the contribution of labour productivity to
GDP growth is particularly important. Changes to labour inputs are largely driven by
demographic developments, although they may also reflect shifts in labour force
participation, the average number of hours worked and shifts in the unemployment rate. If
GDP growth is driven entirely by a rise in labour input from an expansion of the population,
income per capita remains stagnant. Therefore, in order to raise average incomes in the
economy, labour productivity growth is essential. The linkages between productivity growth,
decent wages and reduction of poverty is duly recognized in the 2030 Agenda for Sustainable
Development, which underscores the importance of generating full employment and decent
work for all.

Labour productivity can be further decomposed into the increase in the capital intensity of
production (capital deepening) and total factor productivity (TFP) growth. Figures 1.5 and
1.6 decompose average GDP growth in the largest economies into the contributions from
labour input, capital deepening and TFP growth, comparing three 5-year periods.
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Figure 1.5 Decomposition of average annual GDP growth: Major developed economies
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Figure 1.6 Decomposition of average annual GDP growth: Major developing economies
and economies in transition
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Average GDP growth in the developed economies has generally increased since 2010, while
this is not the case for the largest developing economies and economies in transition. In the
developing countries, the observed decline in productivity is primarily attributable to a
decline in TFP growth, whereas the slowdown in labour productivity growth in the largest
developed economies was primarily driven by the very low rate of capital deepening.
Germany, Japan and the United States of America have, in fact, undergone a period of
‘capital shallowing’ since 2010, as the volume of productive capital stock per hour of labour
input has actually declined. This is indicative of the collapse in investment growth in the
developed economies post-crisis, which has allowed the existing capital stock to atrophy. The
widespread slowdown in capital deepening in the developed economies reflects the low rate
of both private and public investment. Steep cuts in public sector investment largely reflect
fiscal adjustment policies that have been implemented in many developed economies (figure
1.7).

Figure 1.7 Average annual growth rate of public sector non-residential investment,
2010-2015
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The decline in TFP growth in the developing economies and economies in transition may be
symptomatic of the broad slowdown in global trade and capital flows to emerging markets,
which tend to help speed the rate of technological diffusion between countries. The
appropriate environment to foster productivity growth differs between countries operating
close to the technology frontier and those that operate somewhat behind the frontier.

Capital deepening and TFP growth are closely interconnected. Investment in new capital can
affect factors such as the rate of innovation, labour force skills and the quality of
infrastructure. These in turn drive the technological change and efficiency gains,
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underpinning TFP growth in the medium-term. As the private sector remains jittery about
making new investments, amid significant economic and political uncertainties worldwide,
higher levels of public sector investments are needed to reduce the investment gaps as part of
a move towards a more balanced policy mix, taking advantage of historically low borrowing
costs. The role of investment in the global economic slowdown is discussed further below.

Box A. The LDC growth scenario

Under our baseline forecast scenario, GDP growth in the least developed countries is
expected to remain well below the Sustainable Development Goal target of “at least 7 per
cent GDP growth”. If the current growth pattern continues, the related shortfalls in essential
investment also put at risk many other economic, social and environmental targets espoused
in the SDGs.

Figure A.1 decomposes the baseline forecasts for GDP growth in a selection of LDCs into the
expected average annual contributions for labour input growth and from labour productivity
growth over the period 2015-2030.

Figure A.1 Average annual GDP growth projections, 2015-2030
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Productivity growth is expected to fall well short of what is needed to sustain the targeted
level of GDP growth in the LDCs.

Tackling the shortfall in productivity growth will require an increase in the rate of investment
in order to upgrade the existing capital stock and increase the available capital per worker in
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the economy. A model simulation exercise can assess the magnitude of additional investment
needed to close the productivity gaps, and approach an average GDP growth rate of 7 per
cent per annum in the LDCs. The scenario suggests that, in order to achieve an average rate
of GDP growth of 7 per cent per annum, the average rate of investment growth in the LDCs
as a whole would need to increase by 3 percentage points per annum relative to the baseline
projections. This implies an average increase in gross fixed capital formation of 11.3 per cent
per annum through 2030. While this exceeds that average rate of investment growth of 8.9
per cent recorded between 2010 and 2015, it is in line with the investment rate recorded
during the period of rapid growth during 2000-2005, when GDP growth in the LDCs as a
whole averaged 6.8 per cent per annum. However, the external environment is expected to be
much less supportive to growth in the LDCs than it was in 2000-2005, when export growth
for the group averaged 6.5 per cent per annum. Given the prospects for the world economy,
exports from the LDCs are expected to average less than 5 per cent per annum over the
forecast horizon to 2030.

Figure A.2 illustrates the expected rate of convergence in GDP per capita between the LDCs
and the developed economies under 3 different scenarios. The baseline scenario represents
prospects according to the current baseline forecast, which sees GDP growth in the LDCs
averaging 5.4 per cent per annum to 2030. At this rate of growth, GDP per capita can only be
expected to converge marginally towards average levels in the developed economies, rising
from just 2 per cent of the developed economy average in 2015 to just under 2.5 per cent in
2030. In the ‘low growth scenario’ the growth rate of average productivity in the LDC’s is
expected to remain at average levels observed in 2010-2015. A few LDCs, including the
relatively large economies of Tanzania, Ethiopia and Myanmar, recorded strong average
productivity growth in excess of 5 per cent per annum over this period, so the profile for the
LDCs as a whole in the ‘low growth scenario’ is only marginally weaker than the baseline
scenario. If average labour productivity growth were to remain stable over the next 15 years,
we can expect very limited convergence in the level of GDP per capita of the LDCs
compared to the developed country average. If, on the other hand, the short-falls in
productivity growth could be closed through an acceleration in investment, a more rapid pace
of convergence can be achieved. This would allow GDP per capita in the LDC to rise from 2
per cent of the Developed country average in 2015 to 3 per cent by 2030 (‘high growth
scenario’).
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Figure A.2 GDP per capita in LDCs relative to developed country average
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Garnering the financial resources required to finance the levels of investment needed to put
the LDCs on a more rapid growth path remains a key challenge for the LDCs. With private
financing and domestic resource mobilisation limited by structural factors, additional
concessional international public financing will be needed to close this financing gap.

Investment

The prolonged slump in the global economy has at its root the weak performance of global
investment, through its interplay with demand, productivity and international trade. The
contribution of investment to global growth has declined from an average of 1.3 percentage
points per annum in 2003-2007 to 0.7 percentage points per annum since 2012.

Private non-residential investment growth has been exceptionally weak in the past two years,
especially when compared to the pre-crisis years 2005-07. In the first half of 2016, most
major developed economies experienced a contraction in private non-residential investment
activity (Figure 1.8). Private investment growth, however, held up in Germany and France,
reflecting the modest improvement in the euro area. However, investment in Europe is likely
to have suffered a setback in the second half of 2016, given the heightened levels of
uncertainty following the Brexit vote in June 2016.
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Figure 1.8 Developed Economies: Private Non-residential investment growth
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In major developing countries and economies in transition, private investment growth also
slowed notably in recent years (Figure 1.9). Significant increases in corporate debt burdens in
many developing countries, particularly in East Asia, have failed to deliver a commensurate
increase in productive capital stock. High debt burdens may not only restrain access to
finance or prompt firm deleveraging, perpetuating the low rates of investment going forward,
but may also increase the risks of debt distress and financial instability in some developing
countries.
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Figure 1.9 Developing and Transition Economies: Private Non-Residential Investment
Growth
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Both global and country-specific factors have contributed to the slump in private investment.
Since the onset of the broad-based decline in commodity prices in late-2014, commodity
sectors in particular have suffered from delays and cancellation of infrastructure investment
and exploration activities. Global investment in energy sectors, for example, declined by 8
per cent in 2015, while new oil discoveries have declined to the lowest levels in 60 years
(International Energy Agency World Investment Report 2016). Among developed countries,
Australia and Canada have experienced contractions in overall investment, due mainly to
large cutbacks in mining-related capital expenditure. The collapse in global oil prices has
resulted in a significant decline in investment in the shale-oil sector in the United States. For
the United States and Japan, the strength of their respective domestic currencies is also
adversely affecting exports and earnings of corporates operating abroad, discouraging
manufacturing investments. Global manufacturing output is expected to grow at a modest
pace of 2.8 per cent in 2016, with production in the developed economies expanding by only
1.3 per cent (UNIDO 2Q 2016 Report). Among the major developing economies, a sharp
decline in investment in the commodity sector has weighed on overall investment growth,
particularly in Brazil, the Russian Federation and South Africa. In the Russian Federation, the
decline in private investment also reflects the impact of international sanctions on access to
capital and business sentiment. In the case of China, weaker investment reflects large
overcapacity in a number of industrial sectors, including iron and steel, cement and even the
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solar energy sector. At the same time, protracted weak global demand has reduced the
incentive for firms to invest, especially for firms in export-oriented industries. Firms are
unlikely to invest in new projects and expand production when demand is weak and expected
profits are low.

Economic and political uncertainties have also weighed negatively on investment demand.
Uncertainties surrounding the United Kingdom’s Brexit referendum and its potential fallout
have resulted in a significant deterioration in investor sentiment in the United Kingdom,
Europe and beyond. This has adversely impacted business investment in the United
Kingdom, which contracted during the first half of 2016. In the United States, business
investment has been negatively affected by uncertainty over the outcome of the presidential
election in November and the future direction of the United States monetary, fiscal and trade
policies. In Brazil, South Africa and Turkey, political uncertainty and social unrests have also
impacted the investment climate.

Policy shifts and elevated financial market volatility have also constrained investment growth
in several large developing countries. High financial market volatility, including large
exchange rate depreciations, has resulted in increased investor uncertainty. For example in
Nigeria, the removal of the currency peg in June 2016 resulted in a sharp depreciation of the
naira of more than 40 per cent, with a consequent impact on investment.

Public Investment

Despite record-low, often negative bond yields, Governments in developed countries have
not increased public sector investments to fill the gap in private investment. Public
investment in developed economies remains generally weak, as most Governments continued
to pursue tight fiscal policies (Figure 1.10). In recent quarters, Germany and the United States
have experienced some improvements in public investment, but in both countries the ratio of
public investment to GDP remains low — about 2.2 per cent in Germany and 3.4 per cent in
the US in 2015. In the European Union, the average ratio of government fixed investment to
GDP stagnated in 2015 at a decade-low of 2.9 per cent — compared to 3.7 per cent in 2009.
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Figure 1.10 Public Investment Growth in Developed Economies
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Among major developing countries, the picture is more diverse. In line with their stronger
overall performance, Asian economies have generally seen stronger growth in public
investment. However, public investment has fallen considerably in crisis-affected Brazil and
the Russian Federation.

Inflation and exchange rates

In 2015, average global inflation dropped to its lowest level since the global financial crisis,
to 2.1 per cent’. While a modest recovery to 2.4 per cent at the global level is projected for
2016, inflation in the developed economies will remain well below 1 per cent, reflecting the
impact of the drop in global energy prices, persistently weak wage growth and the generally
high level of economic slack. Inflation forecasts for both European Union and Japan have
undergone significant downward revisions in the last 6 months, and both economies dipped
back into deflation in the first half of 2016.

The low level of inflation is broad-based across the global economy. Figure 1.11 compares
the latest available data for year-on-year consumer price inflation to central bank targets for
inflation in 2016°. More than two-thirds of the countries in the sample are experiencing

! Aggregate figures for inflation reported throughout this report exclude Venezuela (Bolivarian Republic of),
due to the potential distortionary impacts of very high inflation in a single country.
% The sample only includes countries that have an explicit or implicit target rate for inflation.
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inflation rates that are below their targeted level. The countries exceeding official inflation
targets are predominantly in Africa, while a few countries in South America and the
Commonwealth of Independent States are also experiencing high inflation relative to targets.

Figure 1.11 Inflation relative to central bank target in 2016
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The rise in inflationary pressures in African economies — mostly commodity exporters —
largely reflects currency depreciations, and in some cases food price spikes related to El
Nino. In many cases this has prompted s pro-cyclical monetary tightening, further dampening
prospects for growth this year. Figure 1.12 illustrates the share of each major global region
that has increased and reduced interest rates since the Federal Reserve’s first interest rate rise
in December 2015.
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Figure 1.12 Global divergence in policy rates since December 2015
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There has been a clear tendency towards tightening in Africa and Latin America and the
Caribbean, despite deteriorating economic prospects in these regions. In many cases (Angola,
Azerbaijan, Egypt, Mexico, Namibia, Nigeria, South Africa, Sri Lanka), recent interest-rate
increases followed sharp exchange-rate depreciations, and the rates of return for international
investors have declined despite higher domestic interest rates. This leaves countries exposed
to capital withdrawal, as investors seek higher rates of return elsewhere. Foreign direct
investment flows to Africa and Latin America declined in 2015, adding pressure to financing
constraints in the region. Available finance is particularly tight in commodity-exporting
countries, which have also experienced a sharp fall in commodity-related government
revenue. This puts at risk essential investment projects needed to revive productivity and
support development.

Figure 1.13 US Nominal Effective Exchange Rate
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The US dollar has appreciated by more than 15 per cent since mid-2014 (figure 1.13). The
strong dollar has important implications both in the US and in the rest of the world, through
its association with capital flows, external debt financing costs, commodity prices and global
imbalances. Low inflation coupled with the strong US dollar led to a sharp contraction in the
level of nominal gross world product in 2015, of a similar magnitude to that experienced in
2009. This loss of global income is reflected in terms-of-trade adjusted export revenue, and
continued to weigh on global demand in 2016.

Section 2. Trade, Capital Flows and Remittances

International trade flows

Dwindling world trade is both a contributing factor and a symptom of the global economic
slowdown. Trade and investment are strongly interconnected and mutually reinforcing. The
causality runs primarily from investment to trade, with the current weak investment trends in
major developed and developing economies constraining trade in capital goods. At the same
time, the weakness in trade is propagating and reinforcing the slump in investment, especially
in other export-oriented sectors. There may also be direct spillovers from weak global trade
to productivity, especially in developing countries, as international trade tends to help speed
the rate of technological diffusion between countries, improves resource allocation and
increases the quality and variety of available goods. The 2030 Agenda for Sustainable
Development recognizes the important role of international trade as an engine of inclusive
and sustainable growth (e.g. SDG 17 calls for significantly increasing the exports of
developing countries). In order to design appropriate policies to support these objectives
requires an understanding of the factors behind the slump in world trade, distinguishing
between temporary cyclical factors and more permanent structural factors. While global trade
growth has been volatile over the past four decades, the prolonged downturn since 2009 is
exceptional, suggesting that not only cyclical factors are at play.

The volume of world trade in goods and services is expected to grow by just 1.2 per cent in
2016, the slowest rate since the financial crisis, marking a significant downward revision of
nearly 3 percentage points compared to projections in the WESP 2016. This reflects the
exceptional slowdown in first half of year, as world merchandise trade virtually stagnated.
This continues the downward trend of international trade flows observed in recent years,
reflecting weak growth both in historical terms and also relative to GDP growth. The
projected global trade growth of only 1.2 per cent in 2016 will stand out as the third-lowest
rate of trade growth in the past 30 years. World trade growth dipped below 1 per cent only
twice over this period, during the crisis years 2001 and 2009 (figure 2.1).
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Figure 2.1 Growth of global GDP and global trade, 1970 — 2016, (in %)
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Source: UN Statistical Division National Accounts Database; UN-DESA estimates for 2015-
2016.

The weakness in trade flows is broad-based, encompassing developed, developing and
transition economies, although there are notable regional differences between the
developments in imports and exports. Imports were exceptionally weak in developing
economies in the first half of 2016. Asia, Africa and the Middle East and Latin America have
seen contractions compared to the previous year (figure 2.2). This reflects weak domestic
demand (in the cases of Latin America and Africa), significant currency depreciations and, in
some cases a gradual transformation in the economic structure and rebalancing, as observed
in the case of China. On the export side, emerging Asia and the United States — affected by
the strong dollar - have seen contractions over the previous year, whereas Latin America
benefited from much weaker domestic currencies (figure 2.3).
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Figure 2.2 Merchandise Import Volume (SA)
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Figure 2.3 Merchandise Export Volume (SA)
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Trade flows are not only weak from a historical perspective, but also in relation to overall
GDP growth (figure 2.4). The ratio of world trade growth to world GDP growth has fallen
gradually since the 1990s, from a factor of 2.5 to 1. In 2016, global GDP is expected to grow
at a significantly faster pace than global trade, and the ratio of world trade growth to world
GDP growth is projected to be only about 0.5.

Figure 2.4 World Trade and GDP Growth in the past decades
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The key question is whether the current weakness in trade is a temporary or a longer-lasting
phenomenon. In other words, can the world economy expect a return to stronger trade growth
in the period up to 2030 or is the current very low level of trade growth the “new normal”? A
number of recent studies (see. e.g. Constantinescu et al. (2015); ECB (2016); IMF (2016))
identify several factors contributing to the slowdown in global trade.

A geographical composition effect, representing a shift in global demand from countries with
high trade elasticities (e.g. developed economies, especially Europe) to countries with low
trade elasticities (for example India) may be one contributing factor. While the impact of this
structural adjustment may be prolonged, over time the trade elasticities in developing
economies can be expected to rise, especially if various regional and inter-regional trade
integration initiatives progress, and the impact should not prove permanent.

A demand composition effect has also been highlighted. Investment is more trade intensive
than consumption. As countries experience lower rates of investment, with consequent fall in
imports of capital goods from abroad, the overall volume of trade would be expected to fall
relative to global output. A rebound in investment trends worldwide — supported by
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appropriate policy measures — may provide a boost to global trade in the medium term. This
will, however, require a significant adjustment in fiscal and structural policies that would
incentivize investments.

More broadly speaking, world trade can be expected to grow faster than world output for a
sustained period only if the prices of international goods and services continue to decline
relative to the prices of domestic goods and services. The impact of a number of factors that
supported these relative price declines in the 1990s and 2000s have started to wane, including
the reduction in transportation costs, supported, for example by ICT advancements; trade
liberalisation and deeper economic integration, including the integration process of the
economies in transition and China into global trade networks and deeper integration in
Europe with the European Single Market; and the formation and increasing expansion of
global value chains, which distributed various stages of production to different countries.
These factors can be expected to have a more permanent effect on world trade growth.

Non-tariff barriers to trade have clearly increased since the global financial crisis, amid a
growing tendency towards protectionism. If this tendency persists, prospects for global trade
will remain subdued. This would compound and prolong the slow growth in the world
economy, leading to a less-efficient allocation of resources, slower pace of technological
diffusion and rise in global inequality. The LDCs can be expected to bear a disproportionate
share of these costs, as their export potential depends on access to major markets. A backlash
on international trade is likely to have significant negative spillover effects on cross border
capital flows, investments, migration and remittances.

There is considerable room for policymakers to provide support for international trade flows.
This will require concerted efforts to curtail the spread of protectionist measures, further
opening of markets in developed countries, especially for least developed countries, fostering
regional integration among developing countries, and strengthening multilateral mechanisms
under the auspices of WTO.
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Box B. G-20 policies and LDCs economic integration

Alessandro Nicita and Julia Seiermann

The integration of least developed countries into the global economy has been the objective
of many multilateral declarations and has been more recently reinstated in the United Nations
Sustainable Development Goals (SDGs). In particular SDG 17, on strengthening the means of
implementation and revitalizing the global partnership for sustainable development, aims to
"Increase significantly the exports of developing countries, in particular with a view to
doubling the least developing countries share of global exports by 2020" (Target 17.11) and
to "realize timely implementation of duty-free and quota-free market access on a lasting basis
for all least developed countries” (Target 17.12). This box draws on a recent study by Nicita
and Seiermann (2016) that explores whether providing LDCs with better market access
represents a solution to the weak trade performance of LDCs, focusing on how of G20 trade
policies (preferential schemes and non-tariff measures) affect LDCs exports, and how these
policies can be improved so as to facilitate the integration of LDCs in the global economy.

While LDCs represent around 12 per cent of the world's population, they contribute only
about one per cent of global exports. Moreover, LDCs exports are largely concentrated in
commodities. Their export-to-GDP ratio is significantly below the average for developing
countries and has been on a clear downward trend since 2011, partially driven by the fall in
commodity prices. The G20 generally recognize LDCs' trade constraints and provide LDCs
exporters with preferential market access and technical cooperation programs to increase
competitiveness. They have made progress towards fulfilling commitments of duty-free
quota-free market access for LDCs and affirmed their commitment to assist developing
countries in complying with standards and regulations in a recent declaration by the G20
Trade Ministers.

Many of the high income countries and some of the G20 developing countries such as China
and India provide tariff preferences to LDCs on a non-reciprocal basis. Although most of the
preferential schemes are generous, in many sectors of importance for LDCs, such as
agriculture, textiles and apparel, tariffs remain substantial and tariff peaks (particularly high
tariffs on specific products) are prominent. Tariffs are just one of the burdens to LDCs
exports. Access to G20 markets depends on and is administered by a large and increasing set
of regulations and requirements with which traded goods need to comply, generally referred
to as non-tariff measures (NTMs). While being a legitimate and important part of national
public policies in developed countries, NTMs pose a particular challenge for LDCs for two
reasons. First, NTMs tend to be more prevalent in products that are typically exported by
LDCs such as agriculture, textiles and apparel. Second, NTMs can have a potentially
distortionary effect on trade. The costs related to compliance with NTMs depend on technical
know-how, production facilities, and an infrastructural base that, while usually available in
developed and emerging markets, is lacking in many LDCs. For this reason, regulatory trade
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frameworks often have negative effects on the export competitiveness of LDCs, as confirmed
by Nicita and Seiermann (2016).

The study indicates that preferential tariff schemes make an important contribution, but will
not be sufficient to meet the ambitious SDG target of doubling LDCs export share by 2020.
They need to be complemented by policies which help LDCs comply with NTMs. At the
aggregate level, allowing for tariff-free market access for LDCs is quantified to increase LDC
exports to G20 by almost 10 billion US$, equivalent to an increase in LDCs total exports of
almost five per cent. Eliminating the distortionary trade effects of NTMs would increase LDC
exports to G20 countries by about 23 billion US$, equivalent to about a ten per cent increase.
Taken together fully liberalizing market access for LDCs and eliminating the negative trade
effect of NTMs on LDCs would increase their exports by about 15 per cent.

The impact differs across product categories, LDCs and G20 countries. The largest effects
would be concentrated in the textile and apparel sectors, as well as in some of the agricultural
categories, in particular vegetable products. Consequently, LDCs which tend to export such
products (e.g. Asian LDCs and some of the African agricultural exporters) would benefit
more than natural resource exporters.

Figure B.1 Impact of duty free access and elimination of negative effect of NTMs on
LDC exports to G20 countries, by product
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Heterogeneous results across G20 countries depend largely on the size of their economy but
also on the existing tariffs concession, on the incidence of their regulatory framework, and on
import composition. For the EU, which already sets most tariffs at zero per cent for LDC, a
large effect (6 per cent increase of LDC exports) would be obtained by enabling developing
countries to comply as well with the EU’s regulatory framework as other exporters. For the
US, it remains important to enlarge its preferential tariff schemes, as the effects of tariffs and
NTMs are roughly equal. Lower results are found in relation to improving LDCs access to the
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Chinese market, driven by the fact that existing LDC exports to China are highly
concentrated in natural resources, which face zero or very low tariffs and few NTMs. In
regard to other G20 members, LDCs would benefit from both enhancing the preferential
schemes and from increasing the ability of LDC exporters to comply with NTMs.

Figure B.2 Impact of duty free access and elimination of negative effect of NTMs on
LDCs total exports, by G20 country
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An issue of fundamental importance is whether the policy options identified in this study are
feasible to implement. Enlarging preferential tariff schemes to cover all LDC exports is rather
straightforward, but reducing the distortionary trade effects of NTMs on LDCs requires a
much more complex approach. Many NTMs serve important and legitimate public policy
objectives in the developed countries; therefore, they cannot be removed or waived. G20
countries should thus help LDCs comply with NTMs, by designing their regulatory
framework so that it does not create unnecessary discrimination, increasing transparency and
providing technical assistance to minimize LDCs' cost of compliance with NTMs and
therefore facilitate their integration in the global economy.

International capital flows

Amid a slower-than-expected pace of interest rate rises in the United States and a further
expansion of unconventional monetary policy measures in other developed economies,
international financial markets have been relatively stable for the most part in 2016, after a
tumultuous January of selling-off in equity markets. Net capital flows to developing countries
and economies in transition have seen some recovery, after experiencing large outflows in
2015 and early 2016. Net capital flows to developing countries and economies in transition
plummeted from a net inflow of $600 billion in 2010 to a net outflow of $530 billion in 2015.
This decline is due to both weaker capital inflows and stronger outflows, and largely reflects
a slowdown in growth in several large emerging economies. A recovery in inflows in 2016
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can be expected to partially reverse this deterioration. China, however, continued to see net

outflows of capital in 2016 and a decline in foreign exchange reserves, albeit at a much more
modest pace than in 2015.

The recovery in capital flows to emerging market economies reflects both internal and
external factors, including a mild recovery in international commodity prices; a slightly
improved growth outlook in Brazil and the Russian Federation; and renewed search for yield
amid record-low returns in developed economies. Global equity and debt markets have
largely proven resilient, despite elevated global uncertainty. Financial markets recovered
quickly from the unexpected outcome of the Brexit referendum in June 2016, in a large part
due to the rapid and forceful response of developed country central banks.

The recovering capital inflows has resulted in significantly lower government and corporate
bond yields in emerging economies (figure 2.5) and higher equity prices (figure 2.6).
Meanwhile, developed country bond yields have fallen to record lows. The total face value of
negative-yielding corporate and sovereign debt stood at $11.6 trillion as of Sept. 30 2016
(Bloomberg Barclays Global Aggregate Index for 24 developed and emerging economies).
This is slightly below the peak of $11.9 trillion at the end of June and represents about 25 per
cent of the total value. Japan and Western Europe each account for about 50 per cent of the
bonds offering negative yields, of which roughly 85 per cent are sovereign bonds.

Figure 2.5 Yield spreads on emerging economies sovereign bonds
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Source: JPMorgan Chase.

Figure 2.6 Equity Market Indices in Selected Emerging Economies
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Looking ahead, there are significant fragilities in the international financial system and major
risks, both for developed and developing economies. The main underlying factor is the
widening divergence between buoyant — and complacent — financial markets and persistently
weak global economic growth that has resulted from the over-reliance on monetary policy to
stimulate economic activity. Years of exceptionally expansionary monetary policy, and the
lack of support on the fiscal side, has encouraged excessive risk taking and considerable
distortions, and led to very high equity and asset prices, without ensuring a robust growth
trajectory. Significant uncertainties and risks persist in the financial market, which may
suddenly alter the volume, composition and pace of international capital flows. If the global
divergences in policy rates and yields continue to widen, this may trigger disorderly
adjustments in asset prices and change the volume and direction of capital flows, with
significant adverse effects on the real economy, especially in large developing countries. A
surge in risk aversion — driven, for example, by uncertainties regarding the implementation

and actual impact of Brexit or by the outcome of the US Presidential election in November —
has the potential to destabilize the financial markets worldwide.
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Remittances

Amid subdued global economic growth, remittance flows to developing countries in dollar
terms virtually stagnated in 2015. Preliminary data for 2016 underscore that there are large
differences not only across major geographic regions, but also within regions. Officially
recorded remittances to developing countries amounted to $431.6 billion in 2015 (World
Bank), an increase of only 0.4 per cent from 2014 — the lowest rate of increase since the
global financial crisis.

The appreciation of the dollar and the low oil price constrained the growth in the dollar value
of remittances in 2015. While the dollar appreciation has come to an end and the oil price has
started to recover, both factors have continued to weigh on remittance flows in the first half
of 2016. CIS countries that receive most of their remittance inflows from the Russian
Federation continue to see contractions, following a massive drop in 2015, exacerbated by the
sharp decline in the rouble’s value. The ongoing decline reflects the challenging labour
market conditions and economic outlook in the Russian Federation.

Outflows from the Cooperation Council for the Arab States of the Gulf (GCC) have also
slowed, negatively impacting South Asian economies, notably Bangladesh, India and Nepal.
In certain cases, the flow of remittances in the “reverse direction” increased in 2016, for
example, from Asian to Gulf countries or from Caucasus to the Russian Federation, as
families in home countries tried to provide some support to the migrant workers facing
temporary difficulties.

Remittance-receiving economies with a strong exposure to the United States and euro area
countries have generally performed well, thanks to positive labour market trends. Remittance
flows to Mexico, for example, increased by over 8 per cent (in US dollar terms) y-o-y in the
first half of 2016 and at $13.2 billon far exceeded oil export revenues. It is clear that host
country economic condition is an important determinant of remittance outflows (figure 2.7).
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Figure 2.7 GDP growth and remittance outflows
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The recent experience in CIS economies, including Kyrgyzstan, Tajikistan and Uzbekistan,
illustrates the risks for countries, whose inflows come almost exclusively from one country.
Among the major remittance receiving developing countries, the degree of source country
concentration varies significantly (see Figure 2.8). Countries with a higher concentration of
remittance sources tend to have more volatile remittance inflows.?

® When assessing the relationship for the 20 top developing country recipients, we found a weak positive
relationship when Mexico is included and a stronger positive relationship when Mexico is excluded. (Mexico
has a very high degree of concentration, but exhibits significant stability in inflows).
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Figure 2.8 Degree of concentration of remittance sources for selected countries
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Source: World Bank

The weakening of the British pound in the wake of Brexit will have a considerable negative
impact on countries for which the UK accounts for a large share of total remittance inflows.
Figure 2.9 depicts the 10 countries with the largest share of inflows from the UK in total
inflows, which includes 4 African countries.

Figure 2.9 Share of remittances from the UK in total remittance inflows, 2015 (in %)
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Section 3. Sustainability and inclusiveness of economic
growth

Poverty and inequality

Over the last few decades, the world has witnessed rapid progress in poverty reduction. The
proportion of the world population living in extreme poverty, as defined by the international
poverty line of $1.90 a day, declined from 44.3 per cent in 1981 to 12.7 per cent in 2012
(povcalnet). The dramatic declines at the global level are largely a reflection of sustained
rapid growth in a few large countries, most notably China and India. However, the current
global environment of slow growth poses significant risk to the achievement of SDG 1,
which sets a target to “eradicate extreme poverty for all people everywhere” by 2030. In
order to achieve this goal, the world would collectively need to lift more than 800 million
people above the extreme poverty line within a time frame of 15 years.

The reduction of poverty in a given country can be attributed to a “growth effect” and a
“distributional effect”, although these two effects are not independent (Datt and Ravallion,
1992). The global decline in the incidence of extreme poverty since 1981 has relied heavily
on the “growth effect” and far less on the “distributional effect”. To reduce poverty, reaping
the “distributional effects”, would require countries to address income distribution and
inequality issues more rigorously. While addressing inequality remains a daunting challenge,
the broad slowdown in economic growth in many developing economies is expected to
restrain further progress in poverty reduction in the near term. As discussed in earlier
sections, there is a significant risk that the extended period of weak global growth will linger
for several more years, putting at risk the goal to eradicate extreme poverty by 2030.

Based on an extension of the baseline forecasts®, the report presents preliminary estimates for
the prospects for poverty reduction by 2030, relying exclusively on economic growth while
keeping income distribution unchanged for the forecast period®. The preliminary results, paint
a worrying picture (figure 3.1). Assuming income distribution remains the same, under the
current growth projections it is estimated that 10 per cent of the global population will still
remain trapped in extreme poverty by 2030. While the poverty rate in East Asia can be
expected to fall to very low levels, it may actually rise in Latin America and the Caribbean.
At the same time, more than 35 per cent of the population in least developed countries may
remain in extreme poverty by 2030.°

* See Altshuler and others (2016) for a detailed description of the model underlying the longer-term forecast projections.

® The projections rely on the relationship between mean household income from surveys and national
consumption per capita, as well as prospects for labour force participation. For further details see Holland and
Jayadev (2016).

® These projections are generally consistent with the more pessimistic scenarios reported in Ravallion (2013) and Yoshida,
Uematsu and Sobrado (2014) and Hoy and Sumner (2016).
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Figure 3.1 Poverty Headcount Ratios in 2012 and projections for 2030 if delivered
exclusively through growth
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Note: See Holland and Jayadev (2016) for detailed discussion of the forecast models. The
2030 projection is based on the simple average of projections from the 3 forecasting models
presented in the paper’.

Under the current growth projections, relying on the growth effect alone will clearly not be
sufficient to eradicate poverty within timeframe specified in the SDGs. Policy makers will
need to make additional efforts, both to foster an environment that will accelerate medium-
term growth prospects and to tackle the “distributional effect” of poverty reduction through
the implementation of redistributive policies to address inequality in income, opportunity and
outcomes. This will require policies that will ensure an even-playing field for the extreme
poor, providing them necessary social protection and supplemental income support.
Governments in developing countries will need to augment public investments in education,
health and infrastructure to ensure that the poor enjoy equal and equitable opportunities for a
decent livelihood. There would also need to be policies to ensure that the extreme poor and
vulnerable segments of the population do not face exclusion and discrimination, which
perpetuate the vicious cycle of poverty.

Hoy and Sumner (2016) argue that there are sufficient public resources at the national level —
at least in upper middle income countries — to end ¥ of extreme global poverty even in the

! Discrepancies at the regional level in the three projections are less than 2 percentage points in all regions. Projections are
done at the country level and aggregated for the region.
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absence of acceleration in economic growth. While Ravallion (2009) concluded that the
marginal tax rates needed to fund the fight against poverty in the mid-2000s were
prohibitively high, updated estimates by Hoy and Sumner (2016) suggest that this may no
longer be the case. It appears that many national governments in developing countries have
the financial capacities to support those in extreme poverty through well-targeted cash
transfers, funded either via new taxation on the non-poor or through the reallocation of public
spending away from fossil fuel subsidies and military spending. The scope for poverty
reduction via tax funded public transfers remains — for the most part — restricted to upper
middle income countries® and will do little to redress the persistently high rates of poverty in
the least developed economies. However, the removal of fossil fuel subsidies in countries
such as Ethiopia, Mozambique, Tanzania and Uganda — which often disproportionately
benefit rich and middle-class households — could provide the needed national resources to
reduce poverty levels by about one-third.

The historical evolution of income distribution suggests that stronger efforts would be needed
in the future to reduce income inequality, given that within-country inequality has not seen
much improvement in many regions for the past 30 years (see figure 3.2). The exception is
Latin America and the Caribbean, which has seen broad-based decline in inequality since the
early 2000s. The improvement can be largely attributed to the reduction in the earning gaps
between skilled and low-skilled workers — a result of expanding basic education — and an
increase in public transfer.’

Without an acceleration in both GDP growth and progress towards improving income
inequality, eradicating the high levels of extreme poverty in the least developed economies by
2030 will remain a formidable challenge. While policies aimed at reducing inequality must
play a crucial role, mobilizing the resources to support investment and productivity growth,
as well as a commitment to share in prosperity both within and across national borders, are
also essential to achieving the SDG targets.

8 It is estimated that a marginal tax rate of less than 10 per cent would be sufficient to support the tax-funded public transfers
in upper middle income countries.

For more detailed discussions, please refer to: Lopez-Calva, L. F., & Lustig, N. (2010). Explaining the decline in
inequality in Latin America: Technological change, educational upgrading and democracy. Declining Inequality in Latin
America: a decade of progress, 1-24.
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Figure 3.2 Evolution of income distribution, by region, 1984-2014
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Energy and Environment

At approximately 32 gigatonnes, global carbon emissions have stalled for two consecutive
years during 2014-2015 despite positive economic growth (see figure 3.3). It strengthens the
case that the world as a whole is starting to see the possibility of sustained divergence
between emissions growth and economic growth — an observation that was made in World
Economic Situation and Prospects 2016. This development is the result of a combination of
factors, including continued decrease in energy intensity of economic activities, rising share
of renewables in the overall energy structure, and slower economic growth in major emitters.
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Figure 3.3 World gross product growth and carbon emissions growth, 1991-2015
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Panel regression analysis of 35 economies — accounting for over 80 per cent of world’s
carbon emissions in 2015 - indicates that low and medium-income countries have been
seeing an overall steady decline in the growth-emissions linkage since late 1990s/early
2000s.2° The marginal effect' of one percentage point change in GDP growth on carbon
emissions growth in non-high income countries is now converging toward that in high-
income countries, which has seen some stabilization since mid-1990s (see figure 3.4).

However, the world is still far from complete and sustained decoupling between economic
growth and carbon emissions growth, as it can be shown that a one percentage point increase
in GDP growth is still associated with around 0.57-0.62 percentage point increase in
emissions growth across the 35 examined economies. It suggests the flat global carbon
emissions level is partly a result of slower output growth, especially given the uptick in the
marginal effect of GDP growth on emissions growth in 2015 across countries of different
income levels.

10 The 35 countries examined are: Algeria, Argentina, Australia, Austria, Bangladesh, Brazil, Chile, China, Colombia, Ecuador, Egypt,
Finland, France, Germany, India, Indonesia, Iran, Japan, Republic of Korea, Malaysia, Mexico, the Netherlands, New Zealand, Norway,
Pakistan, the Philippines, Russian Federation, Saudi Arabia, Singapore, South Africa, Sweden, Thailand, Turkey, United States, and
Venezuela (Bolivarian Republic of).

™ The marginal effects are estimated using a moving-window panel regression from 1980 to 2015, with 10-year windows. The model

regresses carbon emissions growth on real GDP growth, GDP per capita, interaction between real GDP growth and GDP per capita,
renewable energy’s share in primary energy consumption, industry value-added’s share in GDP, population growth, and share of urban
population in total population. It also controls for year effects and country-specific fixed effects, and allows for correlation of observations
within the same country.
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Figure 3.4 Marginal effect of one percentage point change in GDP growth on carbon
emissions growth, 1980-2015
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Continued rise in renewable energy investment also contributes significantly to the stalling of
carbon emissions growth. Global renewable energy investment (excluding large hydro-
electric projects) hits a new record in 2015, totaling $285.9 billion (see figure 3.5).'2 This
strong investment trend prevails despite the persistent low prices of fossil fuel and the
strengthening of the US dollar, which has a valuation effect on the US dollar value of
investments in non-dollar currencies. A notable development is that developing countries has
— for the first time — surpassed the developed economies in new renewables investment.
China leads the trend with investment of $102.9 billion in 2015, which accounted for 36 per
cent of global new renewables investment in the same year.

The record-breaking global investment in renewables has translated into the largest global
renewable energy capacity. It is estimated that approximately 134 gigawatts (GW) of
renewable power capacity (excluding large hydro) were commissioned in 2015, meaning that
renewables account for over 50 per cent of all newly installed power generation capacity for
the first time. The renewable energy (excluding large hydro), however, still account for only

12 Erankfurt School-UNEP Centre/BNEF. 2016. Global Trends in Renewable Energy Investment 2016, http://www.fs-unep-centre.org
(Frankfurt am Main)
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16.2 per cent of global power capacity and 10.3 per cent of global power generation.™® It is
estimated that the current share of renewables in global power generation prevented the
emission of 1.5 gigatonnes of carbon dioxide-equivalent, i.e. 4.7 per cent of total carbon
emissions in 2015,

Figure 3.5 Global new investment in renewable energy, 2014-2015
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Despite significant progress in 2015, the early 2016 data indicates a slowdown in renewables
investment. In the first half of 2016, new renewables investment in clean energy has dropped
by around 23 per cent year-over-year, which is the greatest drop for any two consecutive
quarters since the first quarter of 2005." As a result, it is highly unlikely global renewables
investment figure for 2016 will match that of 2015. Around half of the year-over-year decline
in clean energy investment in the first half of 2016 can be attributed to China, which is facing
weak electricity demand and uncertainty regarding the country’s feed-in tariff policy. At the
global level, the weaker investment also partly reflects the sustained low fossil-fuel energy
prices, which might start to weigh on renewables investment.

Looking forward, further divergence between output and emissions growth are by no means
guaranteed. While China’s carbon emissions have stablized in the past two years, other

3 ibid.

4 ibid.

5 source: Bloomberg New Energy Finance. Clean energy investment differs from renewable energy investment, as the former also include
low carbon services (e.g. carbon markets) and energy smart technologies (e.g. energy storage and fuel cells). Renewable energy investment
accounts for around 82 per cent of global clean energy investment in 2015.
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developing countries are still seeing increase in carbon emission levels. The overall
downward trend of the marginal effect of GDP growth on carbon emissions growth witnessed
in recent years could easily reverse if there is a lack of concerted efforts from the public and
private sectors to improve energy efficiency and promote renewable energy. International
cooperation on clean technology transfer and climate finance, among other areas, is also
necessary. Countries will have to continue to pursue nationally-appropriate low-carbon
development paths that are sustainable on economic, social and environmental fronts.

The pursuit of low-carbon paths in averting disastrous global warming is also critically
important in the current environment of low productivity growth. A growing literature shows
that higher temperature reduces growth rate in poor countries and countries that are located in
high-temperature regions .*® The transmission channel from climate change to economic
output is not only climate change’s well-documented impact on physical capital accumulation
(e.g. infrastructure), but also its impact on labor supply and total factor productivity.
Sensitivity of labor supply to temperature is apparent in outdoor economic activities, such as
agriculture, construction, and mining, etc. There is also emerging evidence from micro data
showing how thermal stress could affect productivity, through disrupting cognitive
functioning and influencing behavioral responses of individuals in work environment. The
disproportionate negative economic impact of higher temperature on poor countries suggests
that climate change could exacerbate global income and wealth inequality, depressing output
and productivity growth in developing countries. This effect could be further intensified
given the poorest also has the least amount of resources to adjust and to recover from climate
shocks.

Section 4. Uncertainties, risks and policy challenges

Major uncertainties and risks in the global economy

Uncertainties associated with Brexit

The initial shock emanated from the unexpected decision by the voters in the United
Kingdom to leave the European Union (EU) in June 2016 (Brexit) to global financial markets
was precipitous but faded quickly as well, partly because central banks responded promptly.

However, significant uncertainties remain in the coming years, associated with the process of
the negotiations for the exit: Article 50 is expected to be triggered by March 2017 and the
United Kingdom will leave the EU in 2019. These uncertainties are at three different levels:
(1) the uncertainties about the future trade and financial arrangements between the United
Kingdom and the EU, as well as the existing arrangements between the United Kingdom and

16 gee Dell, M., Jones, B. F., & Olken, B. A. (2008). Climate change and economic growth: evidence from the last half century (No.
w14132). National Bureau of Economic Research; and Heal, G., & Park, J. (2013). Feeling the heat: Temperature, physiology & the wealth
of nations (No. w19725). National Bureau of Economic Research.
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other countries which the EU holds with; (2) the uncertainties about the likelihood of similar
actions taken by other EU members; and (3) the uncertainties about the change in the trend of
global economic integration at large.

For example, if the EU cannot offer the United Kingdom the ability to restrict migration
unilaterally while retaining full access to the single market, or remaining in the European
Economic Area (EEA), the pattern of non-tariff barriers (NTBs) facing the United Kingdom
may change considerably. The NTBs can be in various forms, such as quotas, voluntary
export restraints, rules of origin, technical and administrative barriers, including product
standards. Uncertainty is considerable about the changes in these factors, depending on future
trade arrangements between the United Kingdom, the EU and the rest of the world.

The uncertainty about the changes in financial sector is also high. As a key global financial
center, London plays critical role in banking, accounting for large global shares in cross-order
lending, investment banking, wholesale banking, interest rate trading, European equity
trading, and foreign exchange trading, as well as in other market functions such as market
infrastructure, insurance and asset management. Under future arrangements, banks may incur
additional expense associated with moving operations out of London. Banks may also have to
bear the cost of additional capital, liquidity, and total loss-absorbing requirements. The
financial sector may be subject to changes in the financial services rules, depending on the
negotiations. The Brexit has already triggered outflows from the London real estate market,
and more significant declines in foreign investment in commercial real estate of the United
Kingdom are likely in the coming years. Meanwhile, the complex process of the exit
negotiations by itself could erode households and businesses confidence, leading to lower
foreign investment and human capital flows, worsening financing conditions.

Brexit has also highlighted a problem in the EU governance structure: the conflict between
the supranational institutions (the European Commission and the European Parliament) and
the intergovernmental institution (the Council of Ministers). Before the sovereign debt crisis
in 2011, supranationalism was on the rise: the creation of EMU, with a new supranational
institution in the ECB, and the increased power of the European Parliament. However, after
the debt crisis, intergovernmentalism has revived: a number of intergovernmental
arrangements were created, such as the Fiscal Compact, the Single Resolution Fund, and the
European Stability Mechanism. It has recently been recognized that many people viewed the
existing supranational institutions as elitist, remote, and slow-moving. With Brexit, it is
uncertain how the EU governance structures will evolve.

From the global perspective, Brexit is not an isolated case, but part of a rising wave
worldwide against the global economic integration, or the specific pattern of globalization in
the past few decades. Concerns about the impact of the global economic integration on the
widening inequality, job losses, and wage stagnation, as well as the rising conflicts among
different cultures, have in many countries enhanced the appeal of protectionism and inward-
looking policies.
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These uncertainties may have to some extent already deferred long-term business investment,
impeded international trade, and curbed economic growth, and will continue to do so in the
future.

Uncertainties and risks associated with negative interest rates

Zero used to be considered as the lower bound of interest rates, but not anymore. Currently,
at least six central banks (five in Europe, plus Japan), with the GDP of these economies
accounting for 25 per cent of the world total, have set their policy interest rates negative.
Moreover, the yields of many long-term bonds, which are not set by central banks but
determined by capital markets, are also below zero. For example, about 30 per cent of the
government bonds outstanding in global bond markets yield a negative rate of return:
meaning, investors are willing to accept a loss by holding these bonds, as the price paid by
the investors today is greater than the interest payments and principle repayment in the future.

Some justifications can be made for those central banks to set their policy rates negative. For
example, facing continued growth stagnation and deflationary pressures, these central banks
intended to break the conventional zero lower bound in order to show their resolve to meet
their policy objectives. Indeed, negative policy rates in these economies have produced some
desirable effects through the interest rate, credit, portfolio, and exchange rate channels:
declines in money market rates and lower bank lending rates, although inflation expectation
continued to decline in these countries on the contrary.

However, in the longer run, a number of uncertainties and risks are associated with the
negative policy rates and the negative yields on longer term bonds.

If the central banks hold negative policy rates for a protracted period and/or make the rates
further below zero, risks to financial stability could escalate. For example, profitability of
banks and other financial intermediaries would be significantly eroded, undermining their
financial resilience and curbing their lending capacity, contrary to the original intention of the
negative policy rates to encourage bank lending.

Moreover, the negative yields on longer term bonds, as well as the broad low interest rate
environment, pose risks to the solvency of certain types of financial institutions, including
insurance companies and pension funds'’. The business models of insurance companies are
very sensitive to low interest rates. During 2016, equity prices for many insurance companies
have been declining more than that of other sectors and credit default swap spreads for these
companies have increased. A rising systemic risk of insurance sector could trigger contagion
to the broader financial sector. At the same time, due to negative and low interest rates, many
pension funds face widening funding gaps, as the present value of future liabilities exceeds
the market value of their assets.

¥ For more detailed analysis, see International Monetary Fund Global Financial Stability Report, October, 2016
http://www.imf.org/external/pubs/ft/gfsr/2016/02/pdf/text.pdf
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In general, as interest rates are also an important market signal, negative or low long-term
interest rates reflect an extremely pessimistic expectation on the prospects for growth,
investment and productivity in the long-run.

Other risks and uncertainties in the world economic prospects include the uncertainties about
the path of the normalization of monetary policy by the United States Fed, the risks
associated with the debt overhangs in some emerging economies, as well as the political,
geopolitical and terrorism risks.

Policy challenges

Macroeconomic policy stance in the outlook

Monetary policy in major developed economies is expected to remain broadly
accommodative in 2017-2018, despite further divergence in the policy stance among these
economies (figure 4.1)

Figure 4.1 Key policy rates
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In the United States, the Fed is expected to maintain its policy of “reinvesting principal
payments from its holdings of agency debt and agency mortgage-backed securities in agency
mortgage-backed securities and of rolling over maturing Treasury securities at auction” until
the end of 2018. Meanwhile, the Fed will continue to remain cautious about raising its policy
rate in the near term.
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The Bank of Japan (BOJ) is expected to continue implementing, until the end of 2018, the set
of unconventional monetary policy measures announced in September 2016, which include
two components: (1) a “quantitative and qualitative monetary easing with yield curve
control” framework to anchor 10-year Japanese Government Bond yields at around current
levels of O per cent; and (2) an explicit commitment to increase the monetary base until
inflation overshoots the 2 per cent target.

The European Central Bank (ECB) will continue to maintain an extremely accommodative
monetary policy stance that comprises three elements: policy interest rates at or below zero;
Quantitative easing (QE) in the form of asset purchases in the amount of 80 billion euros per
month; and targeted longer-term refinancing operations (TLTROSs) intended to move banks to
lend more money.

The Bank of England (BoE) reacted to the decision of the UK to leave the EU and the
negative economic repercussions by cutting its policy interest rates by 25 basis points to 0.25
per cent and by increasing the volume of its QE measures. In the outlook, monetary policy in
BOE is expected to be responsive to uncertainties and risks arising from new institutional
arrangements in the process of exiting the EU.

Monetary policy stance varies significantly among developing countries and economies in
transition.

Most central banks in the Commonwealth of Independent States (CIS) have reduced interest
rates during 2016 in view of slowing inflation, some of them with significant margin;
however in the largest economies of the region monetary easing is cautious.

Policy rates across major economies in developing East Asia are approaching or have reached
historic low levels. With few exceptions, there remains some — albeit limited — room for
further rate cuts in many economies, especially given the overall low inflationary
environment. On the hand, three kay factors may weigh on the central banks in the region for
their decision on further monetary easing: capital outflows, high levels of household and
corporate debt, and impact of low interest rates on banks’ profit margin.

Monetary policy in South Asia continues to be moderately accommodative, on the back of
subdued inflationary pressures and remaining output gaps in some economies. The
accommodative stance is expected to continue in the forecast period, with some potential
further easing in some countries.

In Western Asia, GCC countries have been gradually tightening monetary policy, following
the movement of the United States Fed, due to the pegging of their currencies to the United
States dollar. At the same time, facing the challenge of liquidity tightening, these countries
are adopting different measures to boost liquidity, including injection of liquidity into the
banking system through re-purchase agreement. In Turkey, after a couple cuts in interest rates
in the second half of 2016, room for further monetary easing is limited in the face of the weak
currency and high inflation.
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In Latin America and the Caribbean, the monetary tightening cycle in South America is
mostly over and some easing is expected for 2017-2018, in the face of declining inflation,
stable or appreciating exchange rates and weak demand. The timing and scope of the easing
path is, however, highly uncertain, especially in recession-hit Argentina and Brazil. The path
of the United States Fed tightening and the degree of fiscal tightening in those countries
which have planned to implement spending cuts are among the kay factors to determine the
pace of monetary easing in this region. In Mexico, the central bank has increased interest
rates three times in 2016 as the peso tumbled to a record low. In the outlook, the central bank
is expected to remain focused on keeping inflationary pressures at a bay, particularly those
emanating from a weak peso, despite subdued economic growth.

In Africa, weakening growth and rising inflationary pressures have complicated the conduct
of monetary policy in the developing economies. During 2016, Angola, Mozambique,
Nigeria and South Africa increased their key policy rates with the objectives of stemming
capital outflows and preventing currency depreciation while containing rising inflation.
However, the increase in borrowing costs will weigh on domestic economic activity, further
constraining short-term growth. In contrast, a few African countries with easing or relatively
low inflation, including Botswana, Kenya and Morocco, reduced their policy rates, reflecting
the availability of more policy space in these economies to support growth. Amid large
capital outflows and declining foreign exchange reserves, a few African countries devalued
their exchange rates or removed currency pegs in 2016. For example, Nigeria removed its
currency peg to the United States dollar in mid-2016, a move aimed at alleviating severe
foreign currency shortages and reducing price distortions in the economy. The Nigerian naira
subsequently depreciated sharply, losing more than 40 per cent of its value over just a few
months.

Fiscal policy may be approaching an inflection point in some major developed economies,
moving away from the tight fiscal austerity programmes that have been in place for the most
part since 2010, towards a more expansive fiscal stance.

In the United States, fiscal policy is expected to remain broadly neutral in 2017-2018, with
policy continuity broadly maintained, depending on the outcome of the election in November
2016. After 6 consecutive years of decline, national defence outlays are expected to stabilise
in 2017. Total government spending (federal, state and local) will remain flat during 2017-
2018. No significant tax changes are planned in the current budget. Infrastructure expansion
is likely, regardless of the election result.

In Japan, the new fiscal stimulus programme announced in mid-2016 is expected to increase
spending by national and local governments by 7.5 trillion yen, which includes 4.6 trillion
yen in additional spending in FY2016. The additional spending allocated for FY 2016 is
equivalent to around 0.9 per cent of GDP and a 4.8 per cent expansion from the original
government budget for the fiscal year. The Government has postponed the next consumption
tax increase to 2019 at earliest, and announced a significant expansion of public works
spending.
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Fiscal policy in Western Europe maintains a tightening stance overall, given institutional
requirements such as the excessive-deficit mechanism of the European Union or because of
political preferences. However, the negative impact from fiscal consolidation on growth is
diminishing. Some countries, such as Germany and Austria, will see significant fiscal
spending requirements in view of the large number of migrants and the challenge of
integrating these into their societies and labour markets. In the United Kingdom, the decision
to leave the EU has major implications for fiscal policy, with an expected increase in its
budget deficit in coming years.

Among developing countries and economies in transition, fiscal policy stance continues to
vary significantly from region to region. More detailed discussion on country-specific fiscal
policy can be found in Chapter IV.

In the CIS, energy-exporting countries are expected to tighten government spending, while
energy-importing countries will maintain largely a neutral or slightly expansionary fiscal
stance; in some cases this will lead to higher public debt levels. For example, in the Russian
Federation, while the budget for 2017-2019 is still under stipulation, spending is likely to be
reduced in nominal terms, implying an even deeper real contraction; the authorities are
planning to increase domestic borrowing and to mobilize household savings to channel them
into investment.

Fiscal stance of economies in developing East Asia has been mostly expansionary and
countercyclical in 2015-2016, amid weak regional growth and limited room for furthering
monetary easing. Overall fiscal balance saw broad-based worsening across the region,
resulting in higher public debt.

In South Asia, fiscal policies are stipulated to be in a moderately tight stance in most
economies in South Asia, but in reality, some economies have implemented more
expansionary policies. Budget deficits are expected to remain high in most economies. The
region needs to increase its efforts to strengthen the tax base.

In Western Asia, fiscal policy is under consolidation in GCC countries, including significant
cuts in spending and subsidies and increases in taxes, as well as new issuance of debt. For
example, by the end of 2016, Saudi Arabia is expected to sell its first international bond of
about $10 billion to finance its large budget deficit, which reached a record high of about 15
per cent in 2015. In some cases, privatization plans are also underway. The fiscal situation in
conflict-affected countries has worsened in 2016, particularly in Irag, Syria and Yemen.
Meanwhile, weak revenue prospects continue in Jordan and Lebanon, and public debt levels
are estimated to expand. Both countries continued to require international financial support
for their efforts to accommodate the Syrian refugees. In Turkey, fiscal policy is expected to
remain relatively tight.

Fiscal policy will remain tight in Latin America in the outlook period as Governments
respond to lower commaodity prices and macroeconomic imbalances. The fiscal adjustment
will generally be gradual, with Governments trying to minimize the downward pressure on
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aggregate demand. Some positive effects on investment are expected from more credible and
stringent fiscal policy, including forward guidance.

In Africa, persistently low commodity prices have intensified fiscal pressures in the
commodity-dependent economies. The decline in global oil prices has resulted in a decline in
commodity-related fiscal revenue and higher external debt, amid weakened domestic
currencies. As a result, many African countries announced budget cuts or fiscal reform
measures. For example, Algeria, Angola and Congo announced significant budget cuts during
2016. Nigeria and Zambia have sought financial assistance from international organisations
amid deterioration in their external and fiscal positions. While the projected recovery in
commodity prices is expected to alleviate fiscal strains, downside risks remain to the
sustainability of fiscal positions in Africa. Cutbacks or delays in much needed infrastructure
investment in Africa, such as in the areas of healthcare, energy and transport, will constrain
productivity growth, undermining progress on economic and social development.

The needs for reorienting towards a more effective policy mix

The macroeconomic policy stances as discussed in the section above are mostly based on the
policy announcements made by the authorities of individual countries. These policy stances
are, however, not necessarily the optimal options for these economies, nor for the global
economy as whole. They may not be sufficient to extricate the world economy from the
protracted quagmire of subdued growth, stagnated trade flows, feeble investment, flagging
productivity and ballooned debt levels in the aftermath of the global crisis.

Moreover, many economies have excessively depended on monetary policy alone. Monetary
policy has played an important role in the aftermath of the global crisis and remains crucial,
but monetary policy cannot substitute the fiscal policy and other policies, including reforms
of financial, goods and labour markets.

For example, in order to revive the dwindling productivity growth, measures are needed to
improve educational system, invest more in worker training, promote capital investment,
including infrastructure investment, increase spending on research and development, and
reform regulations. All this is beyond monetary policy and in some cases is also be beyond
the scope of fiscal policy.

A reorientation towards a more effective macroeconomic policy mix would exploit fiscal
support along three routes.

First, countries that have sufficient fiscal space and face low borrowing costs should raise
fiscal expenditures, in particular by expanding public investment in infrastructure, research
and development and other areas that can lift potential growth. From a global perspective, the
most effective strategy would be a coordinated fiscal stimulus by a group of large developed
and emerging economies, similar to the G20 agreement on coordinated stimulus measures in
2009. This would ensure that a maximum number of countries in all regions benefit from the
positive spillover effects, thus helping to raise the global multiplier. If the fiscal spending
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were directed towards capacity-raising investment, the net impact on government debt would
be even smaller.

Second, even where fiscal space is limited, there is ample room for Governments in both
developed and developing countries to enhance the medium-term impact on growth and
employment generation by improving the efficiency of fiscal measures. This could
encompass a partial reallocation of public expenditures from consumption to investment, as
well as a range of structural reforms aimed at strengthening employment and productivity.

Third, Governments in developing and transition economies should aim to gradually expand
fiscal space by increasing revenues. This would allow increased investment in infrastructure,
health, education and environmental protection measures, without incurring further debt.

Broadening the tax base, strengthening tax administration and increasing compliance can help
create additional fiscal space for countercyclical policies and increased development
spending. The reorientation of the policy mix should be part of a broader medium-term fiscal
sustainability framework that will eventually bring the public debt burden down to more
sustainable levels.

Enhancing international policy coordination under the new 2030 Agenda

2016 marks the beginning of the implementation of the 2030 Agenda for Sustainable
Development, which includes 17 Sustainable Development Goals (SDGs) and 169 targets,
cross-cutting economic, social and environmental dimensions of sustainable development.

It is imperative to recognize that any efforts to revitalize global economic growth, attain full
employment and maintain macroeconomic stability are the integral part, rather than
exogenous, of the overall efforts to implement the 2030 Agenda. Sustained, inclusive and
sustainable growth, full employment and macroeconomic stability are already included in the
SDGs. Therefore, macroeconomic policy measures to support economic growth should be
integrated with social and environmental policies as so to make balanced achievement in the
SDG.

While a systematic integrative policy approach to the implementation of the 2030 Agenda
can only be developed through the practice by the Member States and international
organizations in the years to come, some ad hoc measures can be taken to improve
international policy coherence and consistency in a number areas.

Boosting international trade

The central role of the WTO in the global economy must be reaffirmed, as the WTO provides
a unique rules-based, transparent, non-discriminatory, open and inclusive multilateral trading
system. Concerted efforts should be made to curb the rising number of restrictive measures
on trade in goods and services since the global financial crisis, and to roll back protectionist
measures.

The WTO members should expedite the implementation of the Trade Facilitation Agreement
(TFA), in order to lower global trade costs. In this regard, international efforts are needed to
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provide capacity building and technical assistance for developing countries in their
implementation of TFA.

International coordination is needed to ensure consistency and complement among trade
policy, investment policy and other public policies so as to revive the faltering development
of global value chains (GVCs), which are important drivers of international trade and
investment flows, as well as global growth. Accordingly, efforts are needed to support an
open, transparent, and competitive services market, so as to facilitate the participation of
service providers, especially from developing countries and low income countries, in GVCs,

International cooperative efforts are also needed to reduce trade financing gaps, which are
found to be highest among the poorest countries, notably in Africa, developing Asia and
Small Island developing states, as well as SMEs.

Promoting infrastructure investment

Increased investment in sustainable and resilient infrastructure is a prerequisite for achieving
the 2030 Agenda, including the SDGs, and at the same time can also stimulate short-term
global growth and boost potential growth in the longer run.

In the Addis Agenda, an integral part of the 2030 Agenda, countries agreed on actions to help
overcome barriers to infrastructure investment on both the demand and supply sides. The
Agenda encourages long-term institutional investors to allocate a greater percentage of their
investment to infrastructure, particularly in developing countries. It is important for policy
frameworks to be geared toward long-term investment, so as to mitigate the risk that global
efforts for increased investment in infrastructure will focus on a limited number of countries,
and only on sectors with potential cash flows. Incentive structures of many private investors
need to be aligned with the long-term investment horizon necessary for many infrastructure
projects.

Development banks play important roles in infrastructure investment. The Global
Infrastructure Forum launched by the World Bank Group, in cooperation with other
Multilateral Development Banks (MDBs) and UN-DESA in April 2016 can coordinate the
efforts among MDBs, so that they can work together on infrastructure financing in several
areas, such as project preparation and improving data and information, ensuring their focus
on the poorest countries and the poorest members of the societies and ensuring infrastructure
investment is resilient and aligned with sustainable development.

In addition, international policy cooperation and coordination need to be strengthened also in
the areas such as international public finance and official development assistance (ODA),
international tax cooperation, illicit financial flows, global financial safety net, governance
reform of the IMF and World Bank Group, and refugees and migrants.
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Section 5. Regional economic prospects

Developed economies

United States

GDP growth in the United States is expected to average 1.5 per cent in 2016, which allows
for a modest uptick in growth in the second half of the year as inventory destocking eases. In
2017, more solid growth of 2 per cent is expected, which is broadly in line with potential.
There is however considerable uncertainty regarding the future direction of US monetary,
fiscal, trade and immigration policies in the context of the election in November, which may
have far-reaching spillover effects on both domestic and global economic prospects.

By December 2015, economic conditions in the United States had strengthened sufficiently
for the Federal Reserve (Fed) to introduce its first interest rate rise since rates were reduced to
near-zero levels at the height of the financial crisis in December 2008. While the immediate
financial market response to the Fed’s move was relatively subdued, the real economy has
subsequently suffered a significant short-term setback, with annualized GDP growth of just
0.8-1.4 per cent recorded in 2015Q4-2016Q2. The sharper than expected deterioration in
growth since the fourth quarter of 2015 primarily reflects a steep adjustment in non-farm
inventories and a contraction in private sector non-residential investment, especially in oil-
related sectors. While the inventory adjustment is a temporary phenomenon, the persistent
weakness of investment is symptomatic of the broader global trend that continues to hamper
productivity growth.

Labour productivity, measured as output per hour in the non-farm business sector, rose by
less than 1 per cent in 2015 and declined at an annual rate of 0.6 per cent in the first and
second quarters of 2016. Given the protracted period of weak investment in the United States
and other large developed economies, as discussed in section 1, a sudden rebound in
productivity growth is not anticipated. This will restrain short-term prospects for economic
growth.

In the first half of 2016, private non-residential fixed investment declined at an annual rate of
2.8 per cent (figure 5.1). While this may in part be attributable to the modest tightening of
bank lending conditions since the Fed’s interest rate move, it predominantly stems from
structural adjustment to the low oil price in the energy sector and heightened economic
uncertainty related to a number of factors, including the policy environment following the
presidential election in the United States in November 2016.
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Figure 5.1 Contributions to percent change in real GDP of the United States, 2013Q1-
2016Q2
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Source: US Bureau of Economic Analysis.

Household consumption, on the other hand, increased by 2.6 per cent in the first 7 months of
2016 relative to a year earlier, and has been the sustaining force behind otherwise lackluster
GDP growth in recent quarters. Private consumption is projected to expand by 2.5 per cent in
2016 as a whole, and 2.1 per cent per annum in 2017-2018, supported by the low level of
unemployment and rising household incomes. Since October 2015, unemployment has
fluctuated in the 4.7-5.0 per cent range, which is the ‘central tendency’ of the Federal
Reserve’s estimates of its longer-run level. Meanwhile, in 2015, median household income in
the United States increased at its fastest rate on record. Nonetheless, given the steep falls in
median income following the financial crisis, in absolute terms the level of income remained
slightly below the recent peak of 2007 in nominal terms, and in real terms it was still 1.6 per
cent lower than its pre-crisis level.

Given the deterioration in short-term economic prospects and concerns related to various
global uncertainties, the Federal Reserve has held interest rates unchanged since December
2015. The postponement of expected interest rate rises in the United States has eased some of
the upward pressure on the US dollar, and supported a recovery of capital flows to
developing countries, as investors seek higher rates of return. Despite the recent easing, over
the last two years the US dollar has appreciated by roughly 20 per cent against the euro, the
Canadian dollar and the Australian dollar; by 7 per cent against the Chinese renminbi; by
close to 50 per cent against the Brazilian real and the Russian rouble; and by more than 10
per cent against the Indian rupee. The strength of the US dollar raises some concerns,
especially for countries that hold large stocks of US dollar-denominated debt. The cost of
servicing that debt continues to rise as US dollar strengthens against the currencies of the
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debtor countries. The strong US dollar is also one factor behind the widening current account
deficit in the United States. The volume of exports from the United States in the first half of
2016 was 1.1 per cent lower than a year earlier. The United States current account deficit, at
2.6 per cent of GDP, remains well below the levels of close to 6 per cent of GDP observed in
the years leading up to the global financial crisis. Nonetheless, a widening of global
imbalances may pose an additional risk to the already modest global economic recovery.

Inflation has remained below the Federal Reserve’s medium-term objective of 2 per cent, but
has edged up towards the inflation target as the impact of both the decline in the oil price and
rise in the exchange rate recede. At its September 2016 meeting, the assessments of the
participants of the Federal Open Market Committee on appropriate monetary policy
continued to point to at least one 25-basis-point rise in interest rates before the end of 2016.
This accords with the Fed Fund futures market in September, which placed the probability of
an interest rate rise by the end of 2016 at just over 50 per cent. Consumer price inflation is
expected to average 1.2 per cent in 2016, rising to 2 per cent in 2017 and 2.3 per cent in 2018.

Canada

Economic prospects in Canada deteriorated significantly in line with the drop in the oil price
from mid-2014, reflecting the weight of petroleum in Canada’s export basket and the high
costs of extraction in the Alberta oil sands. This triggered a retrenchment in investment in the
extraction and related sectors, causing real non-residential investment to drop by 10 per cent
in 2015 and by a similar magnitude in the first half of 2016 (figure 5.2). The collapse in non-
residential investment pushed GDP growth to its lowest level since the Great Recession, with
an expansion of 1.1 per cent in 2015 and 1 per cent (year-on-year) in the first half of 2016.

Figure 5.2 Oil price, investment and exchange rate in Canada, 2013Q1-2016Q2
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The Canadian dollar has depreciated by about 20 per cent against the US dollar since mid-
2014, illustrating the close correlation between the oil price and this bilateral rate. Consumer
price inflation averaged 1.1 per cent in 2015, and is expected to rise to just 1.6 per cent in
2016. The Bank of Canada has kept monetary policy unchanged since July 2015, and
considers inflation on track to reach its 2 per cent target in 2017.

Despite the sharp deterioration in terms of trade and loss of export revenue, household
consumption has held up relatively well in Canada, with growth of 2.1 per cent per annum
projected for 2016-2017. The unemployment rate, at 7 per cent, remains in line with its
average level in 2014. Unemployment is expected to average 7.0 per cent in 2017 and 6.8 per
cent in 2018.

Housing investment also remains strong, expanding by 3.8 per cent in 2015 and 4 per cent
(year-on-year) in the first half of 2016. This strength is partly a reflection of the
accommodative monetary and financial conditions.

In the budget of March 2016, the Government set out an ambitious plan of fiscal expansion
focused on investment in basic infrastructure, marking a departure from the previous
Government’s policy priority of achieving a balanced budget. While the shift in policy will
allow the general government deficit to deteriorate towards 3 per cent of GDP in 2016, it will
offer support to the flagging economy in 2017. Coupled with the modest revival in
commodity prices and some competitiveness gains from the exchange rate depreciation, GDP
growth in Canada is forecast to accelerate from 1.2 per cent in 2016 to 2.6 per cent in 2017.

Key risks to the outlook for Canada are dominated by the international environment, and in
particular the outlook for the US economy; economic relations with the US, especially within
the context of NAFTA,; and the evolution of the oil price. Domestic uncertainties revolve
around how quickly and effectively the fiscal stimulus will feed into the economy. A sharp
slowdown in residential investment or house prices is also a risk.

Japan

Japan has seen some rebound in activity in the first half of 2016, partly reflecting additional
monetary easing measures introduced in January. In the second quarter of 2016, GDP
expanded by 0.2 per cent, marking the second consecutive quarter of positive growth. This
was supported by rising household consumption and private residential investment, as well as
some recovery in government investment. However, private non-residential investment and
exports both declined in the first half of 2016, and the economy remains restrained by the
strong exchange rate, which is one of the forces that have pushed the economy back into
deflation. High frequency indicators of activity, including industrial production, retail sales,
and PMIs, have been generally weak, and in 2016 as a whole, GDP growth is expected to
reach just 0.5 per cent. Additional fiscal and monetary easing measures introduced in
September 2016 can be expected to offer some support to the economy in the short-term, and
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GDP growth is expected to accelerate to 1.2 per cent in 2017, before receding to 0.9 per cent
in 2018.

Consumer confidence has been more or less at a standstill in 2016. Some deterioration in
confidence was observed mid-year, as the yen strengthened in the wake of the Brexit vote and
disappointing bonus payments were announced. Nonetheless, after two consecutive years of
decline, private consumption is expected to show modest growth of 0.4 per cent in 2016 and
0.7 per cent in 2017, supported by rising employment and real wages. The rise in spending in
the first half of 2016 was limited to the purchase of durables, such as passenger cars and
household durables, while spending on clothing and food continued to contract.

Labour market conditions have strengthened, and the unemployment rate is expected to
continue to hover at about 3 per cent in 2016-2018. In May 2016, the ratio of active job
openings to job seekers rose to its highest level in 25 years. While wage pressures remain
relatively muted despite government efforts to accelerate pay rises, nominal employee wages
have continued to edge upwards. As year-on-year consumer price inflation has been stagnant
or negative since March 2016, this has allowed real wages to register more substantial gains.

Figure 5.3 Inflation in Japan, January 2008-August 2016
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Nationwide consumer price inflation is expected to average -0.1 per cent in 2016 and 0.7 per
cent in 2017, and will remain below the central bank’s target of 2 per cent in 2018 (figure
5.3). The significant drag on the price level from the low oil price — with energy prices
reducing overall consumer price by 1 percentage point in June 2016 — will dissipate towards
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the end of the year, but the strong yen and weak wage growth will continue to weigh on
inflation.

In reaction to the stalled progress towards achieving the target of 2 per cent inflation, the
Bank of Japan (BoJ) announced in September a new set of unconventional monetary policy
measures aimed at boosting inflation and reviving growth. The BoJ’s new monetary policy
strategy consists of two components. The first is a “quantitative and qualitative monetary
easing with yield curve control” framework to anchor 10-year Japanese Government Bond
yields at around current levels of O per cent. The second component is an explicit
commitment to increase the monetary base until inflation overshoots the 2 per cent target.
Both of these policy strategies are intended to complement the existing quantitative and
qualitative easing measures of BOJ and the negative interest rate of - 0.1 per cent applied on
banks’ current account balances held at the BOJ since January 2016.

The BOJ’s introduction of its new monetary policy framework came after the Japanese
Government announced increased spending in the FY2016 supplementary budget and
introduced a new fiscal stimulus package in August 2016, including 4.6 trillion yen additional
spending for the current fiscal year and the postponement of the consumption tax increase
planned for April 2017 to October 2019. The stimulus package amounts to 28.1 trillion yen,
making it the third-largest ever implemented. It is expected to give a strong boost to
government investment spending in 2017, which is forecast to contribute roughly 0.6
percentage points to GDP growth.

The rise in government investment will partially compensate for the persistently weak private
sector non-residential investment, as export-oriented firms remain under pressure from the
strong yen and sharp slowdown in global trade. Service industries have also been affected by
the currency appreciation. While international visitor numbers continue to increase steadily,
their direct expenditure in Japan has started to decline. Residential investment, on the other
hand, has rebounded. Housing starts have been supported by Japan’s negative interest rates,
which have allowed home-loan rates to fall to an all-time low level. With monetary policy
expected to remain accommodative for the foreseeable future, strength in the housing sector
is expected to accelerate.

While the additional fiscal and monetary easing measures that have been recently introduced
will offer some support to the Japanese economy in the short term, there is considerable
uncertainty regarding the longer-term economic prospects. Deflation is well-entrenched in
expectations, and may not lift despite the commitment of the BoJ to an easier monetary
stance. The evolution of wages over the next few years will be crucial in this context. In
addition, Japan faces some imposing policy challenges, which include addressing the large
overhang of government debt amid a lower rate of potential growth. While the slowdown in
potential growth is largely driven by demographic developments, it also reflects the slower
rate of productivity growth, which may prove persistent.
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Australia

Australia has benefited from a stronger-than-expected recovery of commodity prices in 2016,
coupled with both monetary and fiscal stimulus measures. GDP growth is projected at 2.8
percent, above its trend value of 2.6 percent. However, GDP growth for 2017 is expected to
decelerate to 1.9 percent, following a slowdown of export growth from 6.3 percent in 2016 to
4.1 percent, reflecting the broad weakness of world trade and continuing rebalancing in China
in particular. Meanwhile, imports are expected to accelerate to 2.4 percent after contracting
by 0.2 percent in 2016 this year, as higher import prices acted as a strong restraint on import
demand. The contribution of net trade to GDP growth, therefore, will slow markedly in 2017.

GDP growth is expected to pick up somewhat in 2018, on the strength of a recovery in fixed
investment, which is expected to grow by 2.3 percent in 2018. This compares with decreases
of 3 percent in 2016 and 0.7 percent in 2017. After two years of drastic cuts in mining
investment, the drag on growth of shrinking mining investment is expected to loosen. Despite
the fluctuations in growth, unemployment in expected to remain relatively stable at around
5.5 percent.

The current account deficit narrowed significantly in 2016, and is expected to see a further
modest improvement in the next two years. Higher import prices will nevertheless, in
combination with steady GDP growth, lead to upward pressure on inflation: from 1.2 in 2016
to 1.9 percent in 2017 and 2.3 percent in 2018, close to the central bank’s target.

The government budget is expected to widen slightly in 2017, partly reflecting new tax cuts
for small and medium-sized businesses, which have been introduced in an effort to stem the
decline in private sector investment. While government debt still remains low compared to
other developed economies, it is expected to reach just over 40 per cent of GDP in 2017,
which marks a 10 percentage point rise compared to only four years ago. This reflects the
country’s continued vulnerability to swings in commodity prices.

Europe

Economic activity in Europe will remain subdued, with growth expected to stay at about 1.8
per cent in the EU for the period from 2016 to 2018. This implies a downward revision
compared to the previous forecast, primarily due to the negative impact from the “Brexit”. On
the upside, domestic demand will remain a major driver of growth, as low inflation rates and
lower unemployment in some countries bolster private consumption and the expansive
monetary policy stance supports business investment. At the same time, a number of factors
will continue to prevent a more vibrant economic revival across the region. These factors
include the major uncertainty stemming from the “Brexit”, which has already dented business
investment in some of the key sectors both in the UK and its major European trading
partners. In addition, structural issues such as the lack of labour market flexibility, impede the
development of small and medium-sized companies in countries such as France and Italy.
Linked to this, unemployment still remains high in a number of countries, with negative
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effects on overall growth. High public and private debt levels constrain investment in some
countries and lingering balance sheet problems in the banking sector put a drag on the proper
functioning of the banking system. A number of risk factors could affect this baseline
forecast, notably further negative fallout from the “Brexit”, more severe problems in the
banking sector, a recurrence of the debt crisis in Greece and elections in numerous countries
including Germany, France and the Netherlands in 2017.

The external sector has weathered the restrained global economic growth environment so far
better than expected, largely owing to more dynamic internal demand and more solid intra-
European trade. The “Brexit” and political instability in Turkey have so far had only a limited
negative impact on export demand. In the outlook period, this trend of robust export demand
will remain intact, as solid private consumption will underpin intra-European trade and some
economies will benefit from a competitive euro exchange rate. A major drag on exports
remains the economic weakness in Brazil and the Russian Federation and the slowdown in
China. Linked to this, depressed levels of investment in commodity sectors, notably oil,
continue to pose a challenge for exporters of investment goods such as plants and machinery.
A major uncertainty will be the further development in the wake of the “Brexit”. For many
companies that have invested in the United Kingdom, access to the single EU market has
been a major business advantage, but the “Brexit” has upended the institutional framework
for business decisions. While the United Kingdom has not yet given formal notice of leaving
the EU, any such move would require a fundamental rearrangement of the economic
relations. A pronounced interest on the UK side is to remove or at least limit the free
movement of EU workers, while at the same time maintaining free access to the single EU
market. However, various EU countries have already made clear that free access to the EU
market does not come without any obligations in return and that adherence to the free
movement of labour remains a core principle of the EU. Consequently, should the United
Kingdom start the formal process of exiting from the EU, contentious negotiations would lie
ahead with significant uncertainty for businesses, which in turn could lead to a more
pronounced decrease in investment levels.

The employment situation has been improving for the region as a whole, with unemployment
in the EU standing at 8.6 per cent and in the euro area at 10.1 per cent in July 2016. However,
this overall picture encompasses significant national variation. Greece and Spain continue to
register the highest unemployment rates in the region, at 23.5 per cent and 19.6 per cent,
respectively, followed by a number of countries including France, Italy and Portugal that also
experience double-digit unemployment rates. This is partly due to over-regulated labour
markets that restrict young people from entering certain professions or make it difficult for
small and medium-sized firms to hire new employees in the face of relatively high tax
burdens and adjust work hours and labour capacity in line with changing output needs.
Inefficient and complicated administrative procedures are a further major issue, often creating
a general business environment that is not amenable to the creation of new enterprises. By
contrast, other countries are experiencing relatively low unemployment rates, notably
Germany, the United Kingdom and Hungary with 4.2 per cent, 5 per cent and 5.1 per cent,
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respectively. Driving factors in these cases include internationally competitive economic
sectors, more flexible labour markets and, as in the case of Germany, a more diversified
vocational training system that provides a solid basis for promoting youth employment. For
several countries, a major challenge will lie in integrating a large number of refugees into the
labour market.

Given the continued tightening stance of fiscal policy in most countries, which is partly
related to the high levels of public debt, and only hesitant structural reforms, monetary policy
continues to play a disproportionate role. The European Central Bank (ECB) maintains an
extremely accommodative monetary policy stance that comprises three elements: policy
interest rates at or below zero, quantitative easing (QE) in the form of asset purchases of 80
billion euros per month; and targeted longer-term refinancing operations (TLTROS) intended
to move banks to lend more money. Despite these policy actions, inflation remains
significantly below the ECB’s policy target of below but close to 2 per cent, raising questions
regarding the effectiveness of monetary policy and its adequacy given the nature of the
economic challenges in the region.

Under its current policy stance, the ECB is facing two major challenges in the near-term in its
policy-making process. The first challenge concerns the ECB’s policy operations; the amount
of asset purchases by the ECB has already led to a significant reduction and shortage in
available assets that satisfy the ECB’s purchase criteria. In addition, commercial market
participants have been pushed out of the market by the actions of the ECB. Both points make
the implementation of the ECB’s stated policy stance increasingly difficult. The second
challenge concerns the ECB’s policy instruments; in the case of a new economic shock, the
ECB runs the risk of having a reduced policy impact, given its already extremely loose policy
stance. One possible scenario in this regard could be a more drastic negative impact of the
“Brexit” on growth in the EU, in which case the EU may find it difficult to deploy
meaningful policy instruments.

The Bank of England (BoE) reacted to the “Brexit” vote and the negative economic
repercussions by cutting its policy interest rates by 25 basis points to 0.25 per cent and by
increasing the volume of its QE measures. The lower interest rates and the prospect of further
cuts will put further pressure on the pound, creating the risk of a significant increase in
inflation through higher import prices.

Fiscal policy in the region maintains a tightening stance overall, given institutional
requirements such as the excessive-deficit mechanism of the EU and because of political
preferences. However, the negative impact from fiscal consolidation on growth is
diminishing. Some countries, such as Germany and Austria, will have to increase fiscal
spending in view of the large number of refugees and the challenge of integrating them into
their societies and labour markets. Moreover, big parts of the major fiscal adjustments that
were initiated across the region in the aftermath of the financial crisis have been completed.
This is illustrated by the significant improvements in fiscal balances in various countries in
the region, notably Ireland, Iceland, Lithuania and Greece. Despite these improvements,
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relatively high public debt levels remain a challenge and risk factor. The currently low level
of interest rates helps in sustaining these debt levels, but higher financing costs, especially if
they occur suddenly in the form of a financial shock, hold the potential of severe, negative
effects for national fiscal budgets.

In the United Kingdom, the decision to leave the EU has major implications for fiscal policy.
Instead of a significant budget surplus by 2019 as envisaged some time ago, the country is
now expected to face a further increase in its budget deficit, which stood at 4.4 per cent in
2015. As the British economy will experience a significant slowdown, tax revenues will
decline, while spending requirements will increase, given the dislocations and adjustment
needs caused by leaving the EU.

In the EU member states from Eastern Europe and the Baltics region, economic growth
remains on a higher trajectory than in the EU-15, at about 3 per cent, as the countries
continue to catch-up through capital accumulation and productivity growth. In 2016,
however, the pace of economic expansion has slowed somewhat following the robust
investment cycle of 2014-2015 that was driven by the expedited absorption of the 2007-2013
EU funds. Credit availability in the region is improving thanks to the continuing
accommodative policy of the ECB and the ultra-low policy rates in the countries with flexible
currencies (the Czech Republic, Hungary, Poland and Romania) .The impact of fiscal policy
on growth is largely expansionary, as public spending is increasing in real terms (most
noticeably in Poland), benefiting from higher tax intake and exceptionally low financing
costs.

In the first half of 2016, Romania recorded the highest growth in Europe at 5 per cent. In
Central Europe, the automotive industry, which is well integrated into the EU-15 production
chain, has seen a strong performance, while attracting further FDI flows. The Baltic States,
which are more exposed to trade with the Russian Federation than other countries in the
group, exhibit a more modest growth pattern.

On the policy front, the resolution of foreign-exchange (Swiss franc and the euro)
denominated consumer loan problem - prior to the global economic crisis of 2008-2009 a
large number of households in Eastern Europe took such loans benefiting from low interest
rates and expecting a steady appreciation of the domestic currencies - has become a
contentious issue in Poland and Romania, as the suggested solutions shift the burden to the
banking sector.

In the outlook period, the EU-11 is expected to see economic growth at about 3 per cent in
the medium term. The full impact of the “Brexit” on the region has yet to be assessed, but the
economies are likely to be affected by more modest EU funding; the weaker pound already
weighs on the value of remittances they receive. The possible return of migrant workers from
the UK may increase labor market tensions in a number of countries, but could also alleviate
the serious demographic pressure in the Baltic States and emerging labor shortages in parts of
Eastern Europe and facilitate business start-ups.
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Economies in transition

The Commonwealth of Independent States (CIS)

Following the severe terms-of-trade shock of 2014/15 and the consequent economic
contraction in most of the CIS energy-exporters, the economies of the region have entered a
period of tentative stabilisation. Economic activity in parts of the CIS continued to shrink in
2016, but at a much reduced pace. As a result of the more moderate contraction in the
Russian Federation and the return to sluggish growth in Ukraine, the aggregate indicators of
the region improved. The aggregate GDP of the CIS is estimated to have fallen by 0.4 per
cent in 2016, following a decline of 3 per cent in 2015. In 2017, the region is expected to
return to growth, but amid continued fragilities the expansion will be muted, at 1.2 per cent,
picking up to 2.0 per cent in 2018. Lower commodity prices and persistent geopolitical
tensions, along with structural constraints, such as an outdated capital stock, demographic
pressures in the European part of the CIS and challenging business conditions, will continue
to generate an inauspicious environment for growth in the region.

Domestic demand, both consumption and investment, remained very weak in the CIS amid
stagnating or declining real wages, poor access to credit and high uncertainty. The continuing
international sanctions against the Russian Federation, which limit access to capital markets,
weigh on business sentiment and investment prospects. Investment weakened significantly in
most countries in 2016, with especially large falls in Azerbaijan, Belarus and Moldova. By
contrast, investment experienced a mild recovery in Ukraine after three years of precipitous
contraction (figure 5.4). Net external demand was partly able to offset these adverse
developments. The ongoing fiscal adjustment in energy-exporting countries added to
contractionary forces. Falling remittances from the Russian Federation, which shrunk even
further in 2016 despite the currency appreciation, have depressed incomes in the region’s
small energy-importing countries, contributing to an increase in poverty levels. In
Kyrgyzstan, lower gold output weighed on the overall economic performance. On the
positive side, import-substitution polices in the Russian Federation have supported the
performance of certain sectors, namely agriculture and chemical industry.
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Figure 5.4 Annual change in gross fixed investment in selected CIS economies, 2011-
2016
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Source: Project LINK, based on data from National Statistical Offices.

In 2015, Ukraine signed the Deep and Comprehensive Free Trade Area (DCFTA) agreement
with the EU, which came into force in January 2016. In response, the Russian Federation
suspended its free trade agreement with the country. This has led to a further collapse in
bilateral trade, while the benefits of trade reorientation towards Europe have yet to
materialise. A similar agreement with the EU for Georgia (not a CIS member) and Moldova
came into force in July 2016. This leads to further fragmentation of trade in the CIS area
(Armenia, Belarus, Kazakhstan, Kyrgyzstan and the Russian Federation are members of the
Eurasian Economic Union — a free trade area and a customs union aiming at harmonisation of
custom tariffs).

Inflation subsided throughout the CIS in 2016, as the impact of past currency depreciations
wore off, exchange rates stabilised and aggregate demand remains subdued. In Ukraine,
inflation declined sharply from over 48 per cent in 2015 to single digits in the summer of
2016 as the base year effects dropped from the index; the forthcoming utility price increases
and the possible currency depreciation will sustain inflationary pressure. In Belarus, despite a
large increase in regulated tariffs in early 2016, inflation stabilized but remains high relative
to other partners, despite prices controls. In a number of small countries, including Armenia,
Kyrgyzstan and Moldova, price growth remained subdued. On average, a further slowdown
in inflation is projected for 2017-2018.
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Labour markets in the region remained relatively resilient in view of ongoing output trends.
In the Russian Federation, unemployment remained virtually at the level of 2015 despite the
ongoing recession. However, the headline figure masks a sharp adjustment of real wages,
frequent shifts to part-time work and a massive increase in wage arrears. In Ukraine, the
muted recovery failed to make a dent in unemployment figures. In Belarus, the number of
employed has continued to decline, although the unemployment rate remains low. In
Kazakhstan, unemployment edged higher but remains low, as the economically active
population continues to shrink. Returning migrant workers have put pressure on local labour
markets in the small Central Asian countries.

Monetary policy was generally loosened throughout the CIS in 2016, against the background
of slowing inflation. However, in the larger countries interest rates remain relatively high.
While the shift towards inflation targeting following the introduction of free floating regimes
in some countries facilitates adjustment to external shocks, it has also created new challenges,
limiting the room for monetary easing. Given persistent concerns over exchange rate stability
and inflation, the scope for countercyclical monetary policy was limited. In the Russian
Federation, the policy rate was cut by a total of 100 basis points; as inflation still far exceeds
the official target, further rate cuts are likely to be cautious. By contrast, Moldova cut rates
rapidly (by a cumulative 1000 basis points) as inflation declined sharply over the year. In
Armenia and Kazakhstan, despite ongoing deflationary trends and continued cuts, rates
remain high. By contrast, monetary policy was tightened in Azerbaijan and Tajikistan, where
the currencies came under severe pressure as a result of lower oil revenues and falling
remittance inflows, respectively. Some CIS countries have put in place tight restrictions on
the foreign exchange operations of businesses and households and cross-border transactions.

On the fiscal policy front, energy producers in the CIS had to adjust to a sustained period of
low commodity prices. Even in countries that entered the downturn with significant fiscal
buffers, consolidation measures were required to maintain stability of public finances and
slow down the depletion of accumulated reserve funds. In the Russian Federation, public
wages remained frozen and benefits were indexed below the inflation rate. Fiscal spending
has also been tightened in Azerbaijan. In Kazakhstan, the adjustment, including the reduction
of lending activities by the oil fund, has been accompanied by fiscal reforms to boost non-oil
income. To compensate for the budgetary shortfall, as well as to attract FDI and to revitalise
growth, partial privatization of state-owned assets is planned in several countries, the most
extensive one in Kazakhstan. In the energy-importers, fiscal policy remains largely neutral or
slightly expansionary, although the weaker remittance inflows from the Russian Federation
exerted pressure on custom (import tariff) and indirect tax revenues. In Ukraine, tax reforms,
including cuts in the payroll tax rate, had a negative impact on fiscal revenues. In Belarus,
despite a positive general government balance, the public debt has increased sharply due to
the impact of depreciation and quasi-fiscal operations. Large public debt is limiting fiscal
options in the Kyrgyz Republic. The banking sector may remain a source of continued fiscal
outlays in some countries.
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External balances deteriorated in most countries in the region; the aggregate current account
surplus, driven by the Russian Federation, shrank sharply. Contrary to 2015, the contraction
of exports in 2016 exceeded the observed fall in imports. The region’s terms of trade
continued to deteriorate, albeit at a much reduced pace and an improvement is expected in
2017-2018 (figure 5.5). In the Russian Federation, imports have started to pick up while
exports remain subdued. Lower capital outflows have compensated for a shrinking current
account surplus. In Kazakhstan, the continued narrowing of the non-energy current account
balance was insufficient to prevent a continued deficit. A major external adjustment has taken
place in recent years in Ukraine as a consequence of the depreciation of the hryvna. In the
small Central Asian countries, in particular the Kyrgyz Republic, current account deficits
remain very large. After plummeting in 2015, remittances have continued to fall, albeit at a
reduced pace.

Figure 5.5 Terms of trade of selected CIS energy-exporters, 2010-2016
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The economic outlook is facing continued downside risks, as the recovery of commodity
prices is expected to be limited and the region’s economies will need to search for new
drivers of growth. Geopolitical risks are undermining confidence and business sentiment in
the region. The banking system remains fragile, although concerns on financial stability have
receded. Currency depreciations have been harmful and their full consequences have yet to be
seen. Depreciated exchange rates have provided opportunities for economic diversification,
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but the supply response will be limited by the sluggish domestic and external demand, credit
rationing, and subdued investment. For the smaller CIS economies, diversification of their
export markets remains an important challenge.

South-Eastern Europe

Economic activity in South-Eastern Europe accelerated further in 2016, driven by the strong
pick up in Serbia, the largest economy in the region. The improved performance reflects
largely the strength of domestic factors. However, there were differences across the region,
with loss of momentum observed in some countries, in particular the FYR of Macedonia. The
region’s GDP grew by about 2.9 per cent in 2016 and a further strengthening to 3.1 per cent
in 2017 and 3.3 per cent in 2018 is projected.

Investment has been a main driver of growth in the region. Albania, Bosnia and Herzegovina
and Serbia, have seen large public investments in infrastructure. Improved labour market
dynamics have boosted private consumption, following several years of moderation. In some
countries, in particular Albania and Serbia, credit expansion supported the strength of
domestic demand. By contrast, net external demand contributed negatively to growth, with
the exception of Serbia and, notably, Montenegro, due to tourism revenues.

Despite stronger growth, inflation remained at very low levels, being in negative territory in
Bosnia and Herzegovina and close to zero in the FYR of Macedonia. While domestic demand
has strengthened, there is still significant slack in the labour market and the external
environment, with low oil and food prices, contributes to persistent low inflation. In the
outlook period, inflation is expected to accelerate by approximatively one percentage point in
2017.

Sustained economic growth and, in a number of countries, labour market reforms have
resulted in rapid job creation. Despite recent progress, unemployment still remains high,
exceeding the pre-2008 crisis levels, with the exception of the FYR of Macedonia and
Montenegro. Long-term and youth unemployment are particularly high, aggravating social
problems.

Fiscal consolidation efforts are ongoing as the region addresses the high level of public debt
(with a relatively large share of short-term debt). The results of these efforts have so far been
mixed. While Albania, Bosnia and Herzegovina and Serbia have made some progress, other
countries in the region have seen further deterioration. Financing of infrastructure remains a
significant source of outlays in the FYR of Macedonia and Montenegro.

With the notable exception of Serbia, the current account deficit grew in almost all countries,
including Albania and Montenegro, where imbalances reached double digit figures. In
Albania, low oil prices continued to weigh on the value of exports. Growing investment in
the region translates into large profit repatriation; at the same time, remittances are on a
declining trend as the ties between emigrant workers and their countries of origin continue to
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weaken. Foreign direct investment remains the main source of financing for the current
account deficits.

The region remains closely linked with the EU, which will continue to influence economic
prospects. A possible intensification of the refugee crisis would have negative implications
for the region, disrupting trade flows and necessitating public expenses. The region’s
dependence on external financing has not been overcome yet, leaving it vulnerable to a
deterioration of global financing conditions.

Developing economies

Africa

Following a sharp deceleration in 2016, growth in Africa is expected to recover at a moderate
pace going forward. Regional GDP is forecast to expand by 3.2 per cent in 2017 and 3.7 per
cent in 2018, up from an estimated 1.7 per cent in 2016. The aggregate growth figures,
however, mask a marked divergence in the growth prospects of the different African sub-
regions (figure 5.6) and economies.

The projected upward trend in global oil and non-oil commodity prices for the next two years
will, to a certain extent, ease growth pressures in the commodity exporters. Nevertheless,
given that global commodity prices are projected to remain way below pre-2014 levels, a
strong growth rebound in the highly commodity-dependent countries, including Algeria,
Angola and Nigeria, appears unlikely. In contrast, the growth outlook is more favourable for
countries such as Cote d’lvoire, Ghana, Senegal and countries in the East African
Community, including Ethiopia, Kenya and the United Republic of Tanzania. Growth in
these economies will continue to be driven by robust private consumption and the continued
implementation and completion of large infrastructure projects.
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Figure 5.6 GDP growth in Africa, by subregion, 2001-2018
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Buffeted by strong external and domestic headwinds, growth in Africa experienced a
significant slowdown in 2016. For the highly commodity-dependent economies in the region,
persistently low commodity prices resulted in a considerable deterioration in economic
activity. Modest global growth and fragile investor sentiments worldwide also contributed to
weaker external demand for the region. These global headwinds were compounded by an
increasingly challenging domestic climate in several African countries, including
unfavourable weather conditions, higher political and policy uncertainty and an escalation of
security concerns.

Africa as a whole is expected to have expanded by a modest 1.7 per cent in 2016, marking the
slowest pace of expansion in more than two decades, although growth performance is
patently diverse among the countries in the region. While growth in the oil-exporting and
mineral-rich countries weakened, there were bright spots in the region as several economies,
including Céte d’lvoire, Kenya and Senegal, continued to expand at a strong pace. Amid a
more favourable business climate, ongoing infrastructure development and improved
macroeconomic management, growth in these economies continued to be driven by resilient
private consumption and investment activity.
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Following the robust growth momentum of 5.5 per cent in 2016, East Africa is positioned to
remain the fastest growing African subregion in 2017 and 2018. Growth is projected to be at
least 6 per cent in both years, reflecting the subregion’s favourable macroeconomic
fundamentals. Growth in Ethiopia, Kenya, Rwanda and the United Republic of Tanzania in
the next two years will continue to be driven by the rapid expansion of domestic markets and
strong infrastructure spending, particularly in the energy and transport sectors. In the sub-
region’s net oil importers such as Kenya and Rwanda, economic activity will continue to
benefit from low inflationary pressures, amid a sluggish recovery in oil prices. In addition,
the adverse effect of prolonged drought that dampened 2016 growth in countries such as
Ethiopia and Uganda is expected to dissipate in 2017. A potential escalation of social unrest
in Ethiopia may however weigh on the short-term growth outlook.

Growth in West Africa is expected to rebound modestly to 3.0 per cent in 2017, as the
projected increase in oil prices eases severe growth pressures in Nigeria. In 2016, the
subregion’s aggregate GDP virtually stagnated, growing only by 0.1 per cent due to a
contraction in the Nigerian economy. Nigeria’s growth was adversely affected by declining
oil revenues, amid low oil prices and disruptions to oil production. Heightened financial
market volatility and an escalation of security issues also affected investment flows. In
contrast, the growth outlook for Cote d’lvoire, Ghana and Senegal remains strong,
underpinned by ongoing large infrastructure investments and progress on structural policies
to improve the domestic business climate. In Guinea and Liberia, growth in 2017 is expected
to strengthen further given the diminishing impact of the Ebola outbreak on economic
activity.

Growth in North Africa is projected to increase to 3.5 per cent in 2017, contingent on a
gradual improvement in the security situation in the subregion. In 2016, growth in the sub-
region slowed to 2.6 per cent. Security threats and social unrest weighed on investor
sentiments and adversely affected the subregion’s vital tourism industry, particularly in Egypt
and Tunisia. The Libyan economy also continued to face significant political challenges and
unrest in 2016, with spillover effects to its neighbouring countries. Given its high dependence
on crude oil revenues, Algeria’s growth slowed in 2016. Growth in the Algerian economy,
however, is expected to remain subdued in 2017 as planned cuts to government spending
offset the boost from higher oil prices. Going forward, greater stability in the sub-region will
support a rebound in exports and a recovery in tourist arrivals.

The growth outlook for Southern Africa is relatively subdued, with economic activity
projected to improve modestly to 1.9 per cent and 2.6 per cent in 2017 and 2018,
respectively. In 2016, growth in the subregion slowed to 1.0 per cent, as severe drought
adversely affected growth in countries, such as Botswana, Lesotho, Malawi, Namibia and
South Africa. In South Africa, growth is projected to improve going forward as the
agriculture and mining sectors recover while inflationary pressures subside. However, higher
political uncertainty may weigh on investor sentiments. Meanwhile, an improvement in oil
revenues will support a modest recovery in Angola.
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In the Central Africa subregion, growth is expected to strengthen from 2.4 per cent in 2016
to 3.4 per cent in 2017 and improve further to 4.2 per cent in 2018. The recovery in oil prices
will revive export revenues and growth, particularly in Congo, Equatorial Guinea and Gabon.
However, ongoing domestic political unrest in the Central African Republic and Gabon will
restrain economic activity in these economies. In Cameroon, diminishing impact of lower oil
revenues and continued strong public investment in infrastructure will support growth going
forward.

External shocks compounded by adverse domestic developments have collectively
contributed to rising vulnerabilities in many African countries. The prolonged low
commodity price environment has intensified fiscal pressures in the region, particularly for
the highly commodity-dependent economies. For some countries, the rapid deterioration in
public finances has prompted Governments to introduce measures to preserve fiscal
sustainability. Large oil exporters, including Algeria and Angola announced significant cuts
to budget plans, while Nigeria removed fuel subsidies during the year. In addition, countries
such as Nigeria and Zambia sought financial assistance from international organisations to
alleviate growing budget shortfalls.

Amid large capital outflows and declining international reserves, exchange rates of
commodity-dependent countries faced significant downward pressure in 2016. Reflecting the
collapse in export income and rising concerns over fiscal sustainability, the domestic
currencies of Angola, Mozambique and Zambia depreciated significantly during the year. For
South Africa, global financial market volatility, domestic political uncertainty and concerns
over the risk of a sovereign rating downgrade contributed to a further weakening of the rand.
Faced with severe foreign currency shortages, Nigeria removed its currency peg to the US
dollar in June. The Nigerian naira subsequently depreciated sharply, losing more than 40 per
cent of its value in over just a few months.

The significant weakening of domestic currencies fueled inflationary pressures across many
countries in the African region, particularly in the less diversified economies. The adverse
impact of drought conditions on agriculture production and rising electricity tariffs also
exerted upward pressure on consumer prices. Inflation accelerated to multi-year highs in
Angola, Mozambique and Nigeria, with domestic prices growing at double-digit rates during
the year. For Nigeria, the removal of fuel subsidies resulted in a sharp increase in retail petrol
prices, exacerbating inflationary pressures. Amid rising consumer prices and production
costs, several central banks increased key policy rates in 2016. Looking ahead, monetary
policy is expected to remain tight in these economies. Against a backdrop of weakening
growth, however, the increase in domestic borrowing costs will likely further constrain
private consumption and investment activity, reflecting a rising dilemma in the conduct of
monetary policy in these economies. In contrast, inflation in the net oil importers in the
region stabilised or declined in 2016. For a few of these countries, such as Botswana, Kenya
and Morocco, central banks reduced policy rates during the year, reflecting the availability of
more policy space in these countries to stimulate growth.
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Several risks and challenges remain to the growth outlook for the African region. On the
external front, a reversal of the current recovering trend in global oil prices will result in
further growth deterioration in oil exporting countries. A sharper-than-expected growth
moderation in China will weigh on the region’s commodity exports. In addition, the actual
realisation of “Brexit” resulting in an escalation of policy uncertainty will lead to a sharp
deterioration in the growth outlook for the United Kingdom and Europe, posing a risk to the
trade performance of countries such as Kenya and South Africa, given the importance of
Europe as a major export destination.

Domestically, an escalation of security concerns, particularly in the Central, North and West
African sub-regions, could also deter foreign investment and severely disrupt economic
activity. Growing political unrest such as in Burundi, the Democratic Republic of the Congo,
Gabon and Zimbabwe could also impact growth. For the highly agriculture-dependent
economies such as Ethiopia and Malawi, growth will remain susceptible to weather-related
shocks.

Importantly, the growth outlook for Africa is highly contingent on the ability of countries to
mitigate the impact of external risks while containing domestic vulnerabilities. Although debt
levels in Africa are still relatively low, the sharp widening of fiscal deficits has contributed to
rising concerns over the increase in pace of debt accumulation in the region. In particular,
tighter international financial conditions and further weakening of domestic currencies could
lead to higher borrowing costs, given the structure of Africa’s external debt that is largely
denoted in foreign currency, with relatively short maturities and in some cases, floating
interest rates.

For many African economies, growth prospects going forward is dependent on the
effectiveness of policy measures taken in adjusting to lower commodity prices. Amid
increased pressure for fiscal consolidation, there is a risk that countries will resort to cutting
expenditure on critical infrastructure such as in the areas of energy, transport and healthcare.
This will lead to a worsening of existing structural bottlenecks and constrain productivity
growth, undermining medium-term growth prospects and the realization of sustainable
development.

Amid declining monetary and fiscal policy space, African economies will need to make
substantial progress on reform measures in order to address domestic structural weaknesses.
For the highly commodity-dependent economies, there is an urgent need to accelerate
economic diversification efforts and rebuild policy buffers in order to enhance resilience to
external shocks. In addition, double-digit unemployment rates in many African economies,
including Algeria, Egypt, South Africa and Tunisia, significantly undermine progress towards
sustainable and inclusive growth. In this aspect, policy initiatives to promote foreign direct
investment in high value-added industries can help to create better quality jobs in the
economy. Ongoing initiatives to foster closer regional economic integration, such as the
Northern Corridor Integration Projects framework will improve connectivity and lower costs
of doing business between countries, thus promoting growth and employment.
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East Asia

Growth in developing East Asia is estimated to have decelerated modestly to 5.5 per cent in
2016, down from 5.7 per cent in 2015. A growth rate of 5.6 per cent is expected for both
2017 and 2018. The overall regional growth estimate for 2016 has been revised downward
from the previous forecast in April due to the underperformance of several larger economies,
as the region witnessed exceptionally weak export growth. Domestic demand, in particular
private consumption and public investment, continues to drive the regional economy.
However, the weak performance of the external sector has had negative effects on consumer
sentiments and a majority of the larger economies in the region are expected to see a
slowdown in household spending growth at some points in 2017 and 2018. The region
continues to be in a low-inflationary environment, which can be largely attributed to low
energy and food prices. There are however encouraging signs of the region emerging from
the two-year stretch of producer-price deflation. This could have a positive impact on
corporate profits and investment incentives.

The regional effect of underperformance by some major economies has to some extent
lessened by the stabilisation in China’s growth. With many economies facing limited
monetary space, Governments are generally expected to maintain proactive fiscal
interventions to support growth. Financial markets have been broadly stable in 2016 and most
of the major economies have not seen further acceleration in domestic credit growth. The
Renminbi’s exchange rate against the US dollar and its effective exchange rate depreciated
consistently during 2016, with the former reaching the lowest level since 2010. For most of
the other major currencies in the region, the effective exchange rate experienced less
volatility in 2016 than in 2015. China’s growth figures for the first two quarters have
somewhat alleviated near-term concerns over a drastic output slowdown. However,
implications of China’s continued rebalancing will inevitably be felt by the region in the
medium- and long-run through trade (including commodities) and financial channels, albeit
to a varied extent across countries. High and rising corporate and household debts in some
economies also pose downside risk to the regional growth.

China’s economy is estimated to have grown by 6.6 per cent in 2016, which is 0.2 percentage
point above the previous forecast. Growth has been supported by robust consumption
demand, with retail sales growth remaining stable throughout the year. Growth of fixed
investment — and in particular infrastructure investment — also provided solid support to
overall growth. A notable development is that fixed investment has been predominately
driven by state-owned enterprises. Private investment fell sharply due to overcapacity,
sluggish market demand, and higher corporate financing costs. While industrial profits have
seen some overall recovery, there are also rising defaults on corporate debt. The Chinese
economy is expected to grow by 6.5 per cent in both 2017 and 2018, continuing to be
supported by favorable domestic demand and accommaodative fiscal measures, including off-
budget fiscal support through policy banks and public-private partnership.
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The Republic of Korea’s growth is estimated to have moderately accelerated to 2.8 per cent
in 2016, up from 2.6 per cent in 2015. Domestic demand remains relatively robust, with
construction investment being a main growth driver. Construction investment is expected to
maintain its favorable momentum in 2017. Export growth has remained sluggish owing to
low global investment and weakened external competitiveness. Solid domestic demand is
expected to keep the economy of the Republic of Korea growing by 2.8 - 2.9 per cent
annually in 2017 and 2018. Economic activity will, however, be weighed down by weak
employment growth and corporate restructuring of distressed firms that are facing rising
insolvency risks.

Among the larger ASEAN economies, output growth in Indonesia, the Philippines, and
Thailand is estimated to have accelerated in 2016, driven by stronger domestic demand.
Indonesia is expected to grow 5.1 - 5.3 per cent annually during 2016-2018, up from 4.8 per
cent in 2015. Private consumption benefitted from lower inflation, which also allowed Bank
Indonesia to engage in multiple rate cuts. Policy measures, such as higher minimum wages
and an increase in the tax-free threshold, were also introduced to support household incomes.
The Philippines’ economy is estimated to have grown by 6.3 per cent in 2016, up from 5.9
per cent in 2015, and is expected to grow by 6.0 - 6.1 per cent annually during 2017-2018.
Favorable employment conditions, higher remittances, higher public sector salaries, and
higher government spending preceding the general election in May 2016 underpinned strong
household spending. In Thailand, the economy is estimated to grow by 3.1 - 3.4 per cent
annually during 2016-18, up from 2.8 per cent in 2015. Both public consumption and
investment increased considerably, as a result of a public sector pay raise, higher social
transfers and implementation of large-scale infrastructure projects. On the other hand,
Malaysia is estimated to have seen the most notable slowdown in 2016 among the ASEAN
economies, growing by 4.4 per cent in 2016, down from 5 per cent in 2015. The slowdown is
a result of both subdued external trade and domestic demand. In particular, consumer
spending — the main growth driver in recent years — was held back by less robust job markets
and a decline in key agricultural outputs. Growth in Singapore is also expected to have
decelerated to 1.7 per cent in 2016, down from 2.0 per cent in 2015, as a result of a slowdown
of externally-oriented service sectors and manufacturing production. Growth is projected to
accelerate to an annual rate of 2.4 - 2.6 per cent during 2017-18 on the back of a recovery in
global and regional trade.

Hong Kong Special Administrative Region of China (Hong Kong SAR) and Taiwan Province
of China are estimated to have experienced the slowest growth among larger economies in
the region during 2016, growing by 1.4 per cent and 0.9 per cent respectively. In Hong Kong
SAR, prolonged weakness in the external sector and recent asset market corrections
undermined positive business sentiments. Private consumption remains a key growth driver,
but retail sector performance is mixed amid a continued slowdown in tourism. In Taiwan
Province of China, fixed investment continued its previous weak trend in 2016 and private
consumption growth was dampened by weak or even negative real wage growth during the
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year. Growth in both economies is expected to recover during 2017-18, conditional on
improvements in external demand conditions.

Policy rates across major economies in the region are approaching or have reached historic
low levels in 2016. With few exceptions, there remains some — albeit limited — room for
further rate cuts, especially given the overall low inflationary environment. However,
concerns regarding large capital outflows have weighed on central banks’ rate-cut decisions,
as the region saw the greatest annual net capital outflow on record in 2015. High levels of
household and corporate debt and narrowing banks’ profit margins have also factored into
central banks’ decisions. The effectiveness of monetary easing appears to be on the wane as
domestic credit growth has not accelerated despite the overall loose monetary stance across
the region.

Facing limited room for furthering monetary easing, the fiscal stance in East Asia has been
mostly expansionary and countercyclical. Overall fiscal balances worsened in 2015 across the
region and this trend is projected to continue in the forecast period, resulting in higher public
debt. Given the still relatively low — albeit rising — public debt levels (figure 5.7), the region’s
economies could engage in more active fiscal intervention, particularly in the area of
infrastructure and social spending, which would support the region’s long-term potential
growth.

Existing estimates of fiscal multipliers show that the effectiveness of fiscal spending could
vary significantly across economies in the region. In particular, fiscal multipliers of some
smaller, open economies are estimated to be negative, which could be a product of country-
specific characteristics, the choice of fiscal instruments, and areas where these instruments
were applied. In this light, economies would have to identify the most effective means of
fiscal intervention to ensure a positive impact on growth.
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Figure 5.7 Gross general government debt of selected economies in East Asia, end-2007
and end-2015
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The trade growth for East Asia — a region that has until recently been the global trade engine
— has been exceptionally weak in 2015 and 2016, largely due to a slowdown in the developed
economies and major economies in the region. Structural factors such as rebalancing in China
are also in play, with the country’s import composition gradually shifting away from
intermediate goods and capital goods, which account for over 70 per cent of the region’s
export to China. Even though tariff rates have fallen significantly for over a decade, non-tariff
measures on goods appear to be on the rise (see figure 5.8), Cumulative nontariff measures
imposed on East Asia has seen a steady increase during 2000-2015, with some acceleration
during the post-crisis period. These barriers have contributed to the weak export in recent
years. Services export growth in the region has been on an overall downward trend since
2010 and became negative in 2015 and early 2016, even as global services trade has been
gaining relative importance during the same period. It should cause some concerns
considering that in value-added terms the average share of services in total exports is over 55
per cent for the region’s top 5 trading economies (China, Republic of Korea, Hong Kong
SAR, Taiwan Province of China, and Singapore).

Despite a somewhat optimistic outlook, risks are tilted to the downside. Some factors that
could drive faster economic growth in 2017, such as stronger demand in developed
economies, higher global commodity prices and rising infrastructure investment, all are
subject to considerable uncertainty. The rising household and corporate debt in some
countries, including China, if not adequately addressed, could further add to Governments’
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contingent liabilities and constrain their ability to continue engaging in supportive fiscal
measures.

Figure 5.8 Total non-tariff measures imposed on goods from developing East Asia,
31/12/2000 - 30/6/2016
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Note: Developing East Asia here covers 22 of the major trading economies in the region.

South Asia

South Asia is the fastest-growing developing region and its economic outlook remains largely
positive, benefiting from robust private consumption, a modest pick-up in investment and the
continuing implementation of domestic reforms. Macroeconomic policies have also played a
positive role: monetary policy continues to provide support to economic activity, while the
fiscal policy stance remains moderately tight but with some degrees of flexibility. Against
this backdrop, regional GDP growth is expected to remain strong, reaching 6.9 per cent in
2017 and 6.8 per cent in 2018, following 6.7 per cent in 2016 (see figure 5.9). The ample
space for stronger investment demand in some countries emphasizes the need for continuous
efforts on domestic reforms. After slowing to a multiyear low of 6.2 per cent in 2016,
regional inflation is expected to remain subdued and stable. Overall, the positive outlook will
likely enable further, yet gradual and moderate, progress in labour markets indicators and a
reduction in poverty in the coming years.
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Figure 5.9 GDP growth for selected countries in South Asia, 2012-2018
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The positive outlook is contingent on the continuing strength of private consumption, which
has recently been pushed up by accommodative monetary policies and other stimulus
measures such as public salary increases in Bangladesh, India and Nepal. However, recent
signs of stagnation in remittance flows could negatively affect this trend in some countries,
such as Pakistan and Bangladesh. Meanwhile, investment demand continues to display an
anaemic performance. The transmission mechanism from monetary policy remains weak, and
corporates with stressed balance sheets are channelling cash flows towards deleveraging
rather than to expansion projects. Against this backdrop, public investments in infrastructure
have been critical to avoid a further deterioration in investment demand. A key challenge in
this regard is to generate a crowding-in of private investment. This is particularly important
given the large infrastructure and energy deficits, which remain a major structural barrier to a
more inclusive and sustained growth across the region. The export performance is restrained
in many countries, amid subdued global growth and trade flows, uncompetitive real exchange
rates in smaller economies, and structural constraints to increase production.

Among the largest countries, India has positioned itself as the most dynamic emerging
economy. India’s economy is projected to expand by 7.7 and 7.6 per cent in 2017 and 2018,
respectively, benefiting from strong private consumption. Investment demand is expected to
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slightly pick-up, helped by monetary easing, government efforts towards infrastructure
investments and public-private partnerships, and the implementation of domestic reforms
such as the introduction of the Goods and Services Tax Bill. However, low capacity
utilization and stressed balance sheets of banks and corporates will prevent a strong
investment revival. The outlook for the Islamic Republic of Iran is strengthening visibly,
owing to the strong expansion of oil production and exports — international sanctions were
lifted by early 2016, lower inflation, increasing business confidence, and a surge in foreign
investments. GDP growth is estimated to have accelerated to 4.2 per cent in 2016, with a
further pickup expected to 4.5 per cent and 4.3 per cent in 2017 and 2018, respectively.

The Bangladesh economy continues to expand at a vigorous pace, driven by strong domestic
demand and a more proactive fiscal stance. GDP growth is projected to remain high at 6.7 per
cent in 2016. In the outlook period, growth is expected to remain robust at 6.5-6.7 per cent in
2017 and 2018. In Pakistan, growth is also projected to remain relatively robust, above 5.0
per cent. Economic activity will be driven by strong consumption, a supportive monetary
stance, and rising investment and infrastructure projects boosted by the China-Pakistan
Economic Corridor. Given these moderately positive conditions, youth unemployment is
expected to slightly decline in Bangladesh and Pakistan in the near term.

Among the smaller economies, the outlook for Sri Lanka’s economy has recently improved
after serious balance of payment and debt turbulences in early 2016. Economic activity,
however, will likely remain constrained by fiscal consolidation measures and a tight
monetary stance implemented to contain external risks. After the devastating earthquake of
2015, the economic prospects for Nepal are improving, amid vigorous investment demand
and supportive private consumption. Monetary policy remains accommodative and fiscal
policy is expected to keep infrastructure and reconstruction efforts as priority.

Amid relatively low inflationary pressures, monetary policies in South Asia are moderately
accommodative. The accommodative stance is expected to continue in the near term, with
some potential further easing in India, the Islamic Republic of Iran and Pakistan. In 2016,
India and Pakistan cut interest rates in April, continuing the easing cycle initiated in 2015. By
contrast, Sri Lanka increased lending and deposit interest rates in order to confront balance of
payments turbulences. Fragilities in the banking sector and stressed balanced sheets of
corporates remain important challenges for some economies. For instance, the Government of
India committed to a $3.7 billion package to recapitalize state owned banks, and some
regulations have been introduced in order to reduce banks’ financial exposures and to
encourage private participation in the banking sector.

Most South Asian Governments have planned a moderately tight fiscal policy stance.
However, during the implementation, most economies showed a more supportive fiscal
stance, due to large development needs, together with political pressures. In India, fiscal
policy has followed a cautious approach, with a strong emphasis on rural areas and
infrastructure investments on the expenditure side, and the budget deficit is expected to
continue declining gradually. For 2016/17, the deficit is projected to reach 3.5 per cent and is
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on track to meet the medium-term target of 3.0 per cent. In Bangladesh and Pakistan, fiscal
policy is becoming more expansionary, and thus deficits are expected to remain moderately
high. In Sri Lanka, the fiscal deficit is relatively high and the efforts to reduce it are tilted to
the revenue side, as the country displays one of the lowest tax-to-GDP ratios in the world. In
recent months, Sri Lanka received a 3-year Extended Fund Facility of $1.5 billion from the
IMF to support the reform agenda.

Against this backdrop, fiscal deficits are expected to remain elevated in most economies, and
recent large increases in wages and other benefits in the public sector are likely to further
reduce fiscal space. From a more medium-term perspective, the key fiscal challenge for the
region is to strike a balance between improving tax revenues and promoting a supportive
environment for the private sector, with a view to enhance the capacity to implement counter-
cyclical policies. In fact, most economies are constrained by low tax-to-GDP ratios and high
debt-to-GDP ratios. Despite increasing efforts to strengthen tax revenues and the efficiency
of the tax system, significant delays and problems remain. For instance, high levels of
informality represent a major challenge to the implementation and potential benefits of tax
reforms across the region.

Despite the favourable outlook, South Asian economies face several downside risks. On the
domestic front, the reform agenda could experience setbacks in some countries, while
political instabilities might dampen investment prospects. Heightened regional geopolitical
tensions could also weigh on the outlook. On the external front, the increase of interest rates
in the United States represents another source of risk although the region’s financial markets
show relatively low integration with global markets. Renewed episodes of high
financialvolatility, including a sudden surge in external borrowing costs and large capital
outflows, could significantly increase the difficulties to roll over debt, especially in countries
with relatively low financial buffers and high US dollar denominated debt.

Western Asia

The economic outlook for Western Asia remains weak and turbulent amid macroeconomic
adjustments in oil-dependent economies, ongoing conflicts and long-lasting geopolitical
concerns. Regional GDP growth declined from 2.9 per cent in 2015 to an estimated 2.2 per
cent in 2016, mainly due to deteriorating economic conditions in the countries of the
Cooperation Council for the Arab States of the Gulf (GCC), where lower oil prices seriously
affected investment and government budgets. As a result, GCC countries had to undertake
major reforms towards fiscal consolidation. Non-oil exporting economies exhibit a more
heterogeneous outlook, but military conflicts and geopolitical tensions continue to curb
investment and inhibit economic activity. In the outlook period, regional GDP growth is
expected to remain subdued in 2017, but will likely improve more visibly in 2018 as
international oil prices and domestic demand recover. Average economic growth is expected
to reach 2.5 per cent in 2017 and 3.0 per cent in 2018.
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GCC countries have been experiencing a noticeable growth slowdown - especially
pronounced in Oman, Saudi Arabia and the United Arab Emirates, with average GDP growth
declining from 3.2 per cent in 2015 to 2.0 per cent in 2016 (figure 5.10). In particular, growth
in Saudi Arabia is expected to reach a meagre 1.1 per cent in 2016 - the slowest growth rate
since the global financial crisis, amid fiscal austerity, tumbling investment and a severe
contraction in non-oil sectors. In 2017, investment and overall economic activity in GCC
countries are expected to remain largely subdued as bank lending continues to slow,
Governments are increasingly dependent on debt financing and interest rates will rise in line
with the Fed’s tightening path. Coupled with fiscal consolidation, these conditions are likely
to constrain and delay the recovery. As a result, GDP growth in GCC countries is projected to
reach 2.2 per cent in 2017, before accelerating more visibly to 2.8 per cent in 2018.

Figure 5.10 GDP growth for selected countries in Western Asia, 2012-2018

7.0
6.0 -
5.0

4.0

30 | sssssssssec®” e

Percentage

. ®
me®
. .®
L -®
-® -®
.
.
.

2.0 ssmgimeel

.
-".
.

1.0

0.0 i .
2012 2013 2014 2015 2016 2017 2018

== GCC countries s Turkey === |srael, Jordan and Lebanon (average)

Source: UN/DESA.
Note: Figures for 2016 are partly estimated. Figures for 2017 and 2018 are forecasts.

Among the more diversified economies, the Turkish economy is projected to continue on a
moderate growth trend, expanding by 3.1 per cent in 2017 and 3.5 per cent in 2018. Domestic
demand is expected to remain resilient, but pressures on fiscal and monetary policy stances,
together with security and political concerns, are likely to weigh on economic activity.
Despite recent improvements in the terms of trade, weak economic conditions have prevailed
in Jordan and Lebanon as the impact of the Syrian crisis became more widespread. In
countries experiencing military conflicts such as Iraqg, the Syrian Arab Republic and Yemen,
the economy is in a perilous state. Economies in the Syrian Arab Republic and Yemen are
estimated to have contracted further in 2016 due to the intensification of the armed conflicts
and severe foreign exchange constraints. The economy of Iraq is expected to continue to
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show positive growth in the outlook period, but this will be entirely driven by the expansion
of oil production.

Labour markets have tended to deteriorate in both the GCC countries and the more
diversified economies of the region, with unemployment rates on a modest rise. In particular,
the slowdown in GCC countries has impeded job creation. Several countries are
implementing labour market reforms to adjust to the more challenging economic conditions.
For instance, recent labour market reforms in Saudi Arabia, Bahrain and Oman aim at
prioritizing domestic workers. These measures are likely to affect the dominance of
expatriate workers in in service sectors. By contrast, reforms in the United Arab Emirates,
Kuwait and Qatar seek to increase the flexibility of labour markets by simplifying the
mobility of foreign workers. In addition, non-economic factors continue to hamper labour
markets across the region. Conflicts have caused large-scale unemployment in Irag, the
Syrian Arab Republic and Yemen, and negative spillover effects have been observed in
Jordan, Lebanon and Turkey. Overall, the labour market situation is not expected to improve
significantly in the near term, with structural unemployment remaining high, particularly
among youth, and a widespread lack of decent work.

The inflation outlook remains tame in most economies amid subdued domestic demand and
weak commodity prices. In GCC countries, inflation is expected to remain low and stable,
below 4.0 per cent, following the trend of previous years. By contrast, inflation in Turkey has
remained relatively high, well above the official target of 5.0 per cent, as the lira continued to
depreciate, offsetting the effect of lower commodity prices. In the outlook period, inflation in
Turkey is expected to remain relatively high.

The monetary policy stance is gradually tightening across the region. This trend is expected
to continue following the expected increases in the Fed funds rate. It is highly unlikely that
the GCC countries will abandon their pegs to the dollar, given their continued access to the
international debt markets and potential support from other countries and multilateral
institutions. Most of these economies also benefit from large international reserves and,
despite increasing current account deficits, there are no signs of severe external constraints.
Saudi Arabia’s foreign reserves stood at the equivalent of 29 months of imports of goods and
services, while countries with lower reserves have already shown improvements in their
current accounts, for example the United Arab Emirates. Nevertheless, liquidity conditions
have deteriorated in most GCC countries throughout 2016, and borrowing costs have risen
visibly. The interbank interest rates in Saudi Arabia reached in August the highest level since
the financial crisis. Credit growth has also decelerated, particularly in Oman, Saudi Arabia
and the United Arab Emirates. As GCC economies are projected to follow Fed’s interest rate
decisions, monetary authorities might need to implement different measures, such as
modifying reserve requirements, to boost liquidity.

The GCC countries are currently undertaking fiscal consolidation. Against the backdrop of
lower oil prices, they have introduced a number of policy changes to address the rising
deficits: spending and subsidy cuts, tax increases and new issuance of debt. Noticeably,
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capital expenditures have been less affected, illustrating the priority given to large
infrastructure projects. With respect to new debt issuance, before the end of the year Saudi
Arabia is expected to sell its first international bond of about $10 billion. The introduction of
a regional value-added tax is also on the agenda, and privatization plans are underway in
some economies. Despite these efforts, fiscal deficits have surged in most GCC countries
(figure 5.11), but public debt remains at a sustainable level. Policymakers face the challenge
of striking a balance between the use of sovereign wealth funds, the level and composition of
further expenditure cuts and the introduction of direct and indirect taxes to increase non-oil
fiscal revenues. In Turkey, fiscal policy is expected to remain tight, in order to maintain
public debt levels and contain renewed pressures on the current account. The fiscal situation
in Iraqg, the Syrian Arab Republic and Yemen has further worsened owing to fragile revenues,
increasing expenditures and over-reliance on debt financing.

Figure 5.11 Fiscal deficits in GCC countries, 2013-2016

30
20

10 +

_l1_

Percentage of GDP
o
|
|
|

-10

-20

-30
Bahrain Kuwait Saudi Arabia Oman Qatar United Arab
Emirates
m2013 m 2014 m 2015 2016

Source: UN/DESA and ESCWA/UN.

Note: Figures for 2016 are estimations.

There are a number of risks to the regional outlook. The expansion of armed conflicts and
geopolitical tensions are a persistent downside risk for the region. An escalation of the
conflicts can worsen the already severe impact on the short and medium-term economic and
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development prospects, preventing progress towards the Sustainable Development Goals.
The regional outlook is contingent on the moderate rise of oil prices; an abrupt decline in oil
prices can seriously affect the economic situation in oil-exporting economies. External
economic developments might also affect the outlook in some economies. For instance, the
projected path for interest rates in the United States might make it even more difficult to
revive investment demand in GCC countries. A further deterioration of the economic
situation in Egypt, including a sudden unravelling of balance of payment difficulties, might
severely affect economic prospects in countries such as Jordan and Lebanon.

Latin America and the Caribbean

After the economy contracted for two consecutive years, economic growth is expected to
return to Latin America and the Caribbean in the forecast period. The region’s aggregate
GDP is projected to increase by 1.4 per cent in 2017 and by 2.3 per cent in 2018, following
an estimated decline of 1.0 per cent in 2016. While the region continues to face significant
internal and external headwinds, economic growth is forecast to gradually pick up in most
countries. In line with earlier forecasts, South America is expected to see a modest cyclical
recovery from the severe downturn of 2015/16, with Argentina and Brazil, the subregion’s
two largest economies, set to emerge from recession. Several factors are likely to support this
recovery; these include an increase in international commodity prices, more stable capital
inflows and a gradual decline in inflation, which will likely give central banks room to ease
monetary policy, thus supporting household consumption and private investment. On the
other hand, rising unemployment and ongoing fiscal consolidation will continue to weigh on
aggregate demand. The economic prospects for Mexico and Central America as well as the
Caribbean have been slightly downgraded from earlier forecasts, partly due to weaker-than-
expected activity in the United States. Despite an expected pick-up in growth, especially in
the latter part of the forecast period, many economies in the two subregions will expand at
only a modest pace owing to subdued external conditions, limited macroeconomic policy
space and structural constraints.

There are several significant downside risks to the regional outlook, including potential
consequences of faster-than-expected interest rate increases in the United States, a sharper-
than-expected slowdown in China, a rise in protectionism, and a strong negative growth
impact of fiscal consolidation. The subdued medium-term outlook for Latin America and the
Caribbean pose a threat to the social achievements of the past decade, while also
complicating the region’s path towards the SDGs. These challenges underscore the
importance of reorienting macroeconomic and other policies across the region, with a view to
promote investment in physical and human capital and strengthen the innovative capacities.

South America, which accounts for almost three quarters of the region’s total GDP,
experienced a severe economic contraction for the second year in a row. After declining by
1.8 per cent in 2015, subregional output is estimated to have fallen by 2.3 per cent in 2016
amid recessions in Argentina, Brazil, Ecuador and the Bolivarian Republic of Venezuela, and
slow growth in Chile and Colombia. Brazil has witnessed the deepest recession on record
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over the past two years. The cumulative decline in economic output since late 2014 reached 8
per cent in the second quarter of 2016 as severe macroeconomic imbalances and a political
crisis resulted in a sharp contraction of domestic demand. The Venezuelan economy faces an
even deeper crisis amid large financing needs, shortages of basic goods, and upward
spiralling inflation. GDP is estimated to have fallen by about 8 per cent in 2016, bringing the
cumulative output contraction since 2013 to almost 20 per cent. Among the few bright spots
in the subregion were Bolivia and Peru, with estimated growth in 2016 of 4.6 per cent and 3.8
per cent, respectively. Supported by strong government spending, both countries managed to
largely defy the regional downturn. After showing some resilience in the early stages of the
economic downturn, labour markets deteriorated considerably in 2016. Brazil’s
unemployment rate reached 11.8 per cent in the third quarter of 2016, up from 6.3 per cent in
late 2014. Argentina, Ecuador and Chile also registered marked increases in unemployment.

A closer examination of the expenditure components reveals a broad-based weakness. In
most South American countries, fixed capital formation declined sharply in 2016, reflecting a
downturn in investment in extractive industries, tight monetary policies, elevated corporate
debt levels, weak business and consumer sentiment, and reductions in public investment.
Household consumption also slowed, hit by rising unemployment, high inflation and tighter
monetary policies. Brazil suffered a particularly severe contraction in private consumption of
about 5 per cent. In most countries, the slump in private demand has been accompanied by
lower Government spending, rendering fiscal policy pro-cyclical again.® Government
budgets have been under significant pressure since the commodity super cycle has come to an
end, with primary deficits across the subregion rising rapidly (figure 5.12). Unlike most other
countries in the region, which cut Government expenditures, Chile has been able to pursue a
counter-cyclical fiscal policy in the past few years, benefiting from its low level of debt and
firm credit rating. As both private and public domestic demand slowed considerably, only an
increase in net exports prevented an even sharper downturn in output. Helped by sizeable
currency depreciations in 2015, exports showed some modest growth over the past year,
whereas imports declined — in some cases vigorously. In Brazil, for example, real exports of
goods and services are estimated to have grown by about 6 per cent in 2016, while real
imports fell by about 10 per cent.

18 See Alberola et al (2016), Fiscal policy and the cycle in Latin America: the role of financing conditions and
fiscal rules, BIS Working Papers No 543.
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Figure 5.12 Primary balance in selected economies in Latin America and the Caribbean,
2011-2016
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Looking ahead, South America is projected to see a mild — largely cyclical - recovery in
2017/18. While the weakness in economic activity of the first half of 2016 has largely carried
over into the second half, some positive signs — both on the domestic and the external front —
have emerged. In several countries, for example Brazil and Colombia, consumer and business
confidence have shown improvements. At the same time, inflation has started to moderate in
almost all countries owing to stronger domestic currencies, a diminishing impact of El Nifio
and the lack of demand pressures. This trend is expected to continue in the forecast period,
with average consumer price inflation — excluding the Bolivarian Republic of Venezuela —
projected to slow from 11.7 per cent in 2016 to 7.4 per cent in 2017. Portfolio capital inflows
and asset prices have increased significantly since the start of 2016 because of firmer
commodity prices and a search for yield among international investors. Given lower
inflationary pressures and more stable financial market conditions, the monetary tightening
cycle in South America appears to be mostly over and some easing is expected for 2017/18.
In Argentina, the benchmark policy rate has already been significantly lowered and further
easing is expected over the coming year. Brazil’s central bank has signaled its intention to
start reducing the policy rate from its current level of 14.25 per cent.

A key question for South America, and in particular the recession-hit economies of Argentina
and Brazil, is whether the positive trends on the monetary side (i.e. lower inflation and lower
interest rates) can offset the negative impact on domestic demand associated with fiscal
consolidation and rising unemployment. In most countries fiscal policy will remain
contractionary during the outlook period, but the adjustment will generally be gradual in a bid
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to avoid strong downward pressure on aggregate demand. In some cases, notably Argentina
and Brazil, a more credible and stringent fiscal policy, including forward guidance, is
expected to provide support for investment demand. Overall, the baseline forecast predicts a
return to positive growth in Argentina and Brazil in 2017. The recovery is, however, expected
to be relatively shallow, especially in Brazil, which continues to face immense structural and
political challenges. The Bolivarian Republic of Venezuela is projected to remain in
recession until at least 2017. Although growth in most other economies, including Chile and
Colombia, is expected to gradually strengthen on the back of a recovery in domestic demand,
the medium-term outlook remains clouded by long-standing structural weaknesses, including
a strong dependence on commaodities and low productivity growth.

The average growth forecasts for Mexico and Central America have been downgraded.
This primarily reflects a weaker-than-expected performance of the Mexican economy, which
is estimated to have grown by only 1.9 per cent in 2016. Economic activity has been largely
driven by private consumption, whereas Government consumption, investment and exports
weakened notably. Low oil prices, weak industrial production in the United States and tighter
monetary and fiscal policy have weighed on domestic demand. In contrast to other Latin
American economies, macroeconomic conditions in Mexico have remained stable, with
consumer price inflation below 3 per cent and unemployment at about 4 per cent. However,
the Mexican peso has come under persistent downward pressure. This can be attributed to a
combination of factors such as the normalization of US monetary policy, the uncertainty
about the outcome — and potential implications — of the US presidential election, the weak oil
price and a rising current account deficit. Faced with a rapidly depreciating peso and
concerns about a pass-through to inflation, Mexico’s central bank has hiked interest rates four
times since late 2015. Going forward, the Mexican economy is projected to see a moderate
strengthening of growth to 2.4 per cent in 2017, but the output gap will remain negative. With
labour productivity stagnating in recent years, the Government hopes that structural reform
efforts will promote competitiveness and help lift potential growth. However, limited
macroeconomic policy space, combined with potential weaknesses in the US economy, will
likely constrain growth in the medium term.

In Central America and the Caribbean, the economic situation and prospects vary
considerably between countries. Strong domestic demand continues to boost economic
activity in Costa Rica, the Dominican Republic, Nicaragua and Panama. To varying degrees,
these countries benefit from buoyant public investment (particularly on infrastructure
projects), robust private consumption (supported by remittance inflows), and a dynamic
tourism industry. During the forecast period, they will remain among the region’s fastest-
growing countries, with annual growth projected to exceed 4 per cent. In contrast, Cuba, Haiti
and Jamaica recorded weak growth in 2016. Cuba’s economy has suffered from reduced
support from the Bolivarian Republic of Venezuela and lower prices for nickel and
sugarcane. Economic activity in Haiti and Jamaica was adversely affected by drought
conditions as well as structural obstacles, including institutional weaknesses, tight fiscal
budgets and high unemployment and underemployment. Suriname and Trinidad and Tobago
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experienced significant contractions of GDP in 2016 as both countries were hit hard by the
sharp drop in energy prices. All of these countries are projected to see a mild recovery in
growth in 2017/18, but the deep-rooted structural issues and dependency on external factors
will continue to cloud the economic prospects.
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Appendix A. Global assumptions

A. Key Assumptions

= The United States Federal Reserve Board will raise its policy rate by 25 basis points
by the end of 2016. The Fed is also assumed to increase its policy rate by 50 basis
points and 75 basis points in 2017 and 2018, respectively.

= The price of Brent crude oil is projected to average $43 per barrel in 2016, $52 per
barrel in 2017 and $61 per barrel in 2018.

= Most major currencies are expected to depreciate against the US$ in 2017-18.

B. Monetary Policy Stances

Unconventional

Conventional

United
States

The Fed terminated its asset purchase
programme in October 2014, which has so
far not been associated with a rebound of
long-term government bond yields in the
United States of America.

Until the end of 2018, the Fed is expected to
maintain its policy of “reinvesting principal
payments from its holdings of agency debt
and agency mortgage-backed securities in
agency mortgage-backed securities and of
rolling over maturing Treasury securities at
auction”, broadly maintaining the size of
its balance sheet.

The Fed will continue to remain
cautious about raising its policy
rate in the near term.

Our assumption is that the Fed
will raise its policy by 25 basis
points by the end of 2016. The
Fed is also assumed to increase
its policy rate by 50 basis points
and 75 basis points in 2017 and
2018, respectively.

Japan

Our assumption is that the Bank of Japan
(BoJ) will maintain its policy of “QQE
with yield curve control” until at least the
end of 2018.

The BoJ will continue to purchase Japanese
government bonds to target a O yield on 10-
year government bonds.

Our assumption is that BoJ will
continue applying a negative
interest rate to the Policy-Rate
Balances in current accounts
held by financial institutions at
the Bank until at least end-2018.

Eurozone

On March 2016, the ECB announced a
significant loosening of the monetary stance,
expanding its asset purchase programme,
which is due to run to March 2017, with
monthly purchases of public and private

In March 2016, the European

Central Bank (ECB) cut the
target rate on its main
refinancing rate to 0%, and

lowered the interest rate on the

90




sector securities amounting to €80 billion.

The ECB has indicated its readiness to
increase or extend the QE if necessary, our
assumption is that the asset purchase
programme policy will be extended to
December 2017.

deposit facility to -0.4%.

Our assumption is that policy
interest rates will stay at current
levels until end-2018.

United
Kingdom

The BoE increased the volume of its asset
purchases in the wake of the Brexit vote.
Our assumption is that this increased
volume will remain in place.

Our assumption is that the Bank
of England will cut its policy
by 15 basis points by the end of
2016, maintaining this level to
end-2017. Bank of England will
then increase its policy rate by
65 basis points in 2018.

China

Our assumption is that People’s Bank of
China (PBoC) will be less aggressive in
cutting reserve requirement ratio during the
forecast period. It is assumed that there will
be at most two 50 basis-point reserve
requirement ratio cuts in 2017.

Our assumption is that PBoC
will continue to pursue a prudent
monetary stance. Interbank rates
should remain at the current low
levels. It is assumed that there
will not be aggressive policy rate
cuts during the forecast period,
conditioning  on  continued
growth  stabilization.  Credit
growth will continue to outpace
GDP growth in 2016-2018, but
at a rate lower than that in 2015.
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Figure A.A.1 Total assets of major central banks, Dec 2006 - Dec 2018 ~

650
600 7
”,

550 7
s0 -—— —— — e—————- o

’
450 -

,f

400 . B
50 g

=
[=]
“

L e I
th o Lha
= o O

Index
(December 2006=100)

100

50

0
PRS- o oA 00T T TN 00O %R
2 I L DI LI R AR Z S L ME L EAR SR
2P ERESEEE S0 322228 50035 25828 3
Os0Zx2—="z<w O=s0CZL£== 7z <ux 0s =4

Bol ——FED —ECB

Source: UN/DESA, based on data from relevant central banks.
* UN/DESA projections from September 2016 onward.

C. Fiscal Policy Environment

United States The outlook for US fiscal policy is partly dependent on the outturn of

the election in November 2016. Our assumption is that fiscal policy
will remain broadly neutral in 2017-2018.

After 6 consecutive years of decline, national defence outlays are
expected to stabilise in 2017. Total government spending (federal,
state and local) will remain flat during 2017-2018. No significant tax
changes are planned in the current budget.

Japan’s second increase in the consumption tax rate has been
delayed for the second time, and is currently scheduled for October
2019.

The corporation tax rate was cut in April 2016 from 32.1% to
31.3%.

In August 2016, the Government announced a new stimulus
programme, expected to raise spending by national and local
governments by 7.5 trillion yen, which includes 4.6 trillion yen in
additional spending in FY2016. The additional spending allocated for

Japan
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FY 2016 is equivalent to around 0.9 per cent of GDP and a 4.8 per
cent expansion from the original government budget for the fiscal
year.

Eurozone

Fiscal policy will remain restrictive due to both institutional
reasons such as excessive-deficit guidelines as well as political
preferences in some countries. Some loosening of the fiscal policy
stance will occur in a number of countries, owing to specific political
circumstances. Germany and several other countries will see further
public spending requirements in view of the large number of
migrants. In the UK, the decision to leave the EU will necessitate
significant fiscal spending reallocations and increases.

China

Our assumption is that China will maintain a mildly expansionary
fiscal stance in 2017-2018, with more active intervention in
infrastructure investment and promotion of new strategic industries.
On-budget deficit in 2016 is assumed to be higher than last year and
will remain at similar levels in the next two years. In addition,
significant fiscal support will also be provided through off-budget
channels, such as policy banks, public-private partnership, and
deployment of rising local government revenues from land sales.
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D. Exchange Rates

The key exchange rate assumptions are as follows:

$leuro | Yen/$ | Rmb/$

2016 1.112 | 107.46 |6.61
2017 1.104 |105.41 |6.79
2018 1.079 | 105.99 |6.92

Figure A.A.2 Data and assumptions on major currency exchange rates
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E. Oil price

The price of Brent crude oil is projected to average $43 per barrel in 2016, $52 per
barrel in 2017 and $61 per barrel in 2018.

Figure A.A.3 Price of Brent crude

Oil price assumptions

140
120
100
80
60 -
40
20
0
IOgOgNenIITIIIIqnaN0n0089898 8
5225338825532 8888552838888528 °
e Brent price e 2016 average e=2017 assumption

2018 assumption

95



Appendix B. Statistics tables

Table B.1
World and regions: rates of growth of real GDP, 2011-2018

(Annual percentage change %)

2011 2012 2013 2014 2015 2016° 2017°¢ 2018 °
World 3.1 2.5 2.3 2.6 2.5 2.2 2.8 3.0
Developed economies 15 11 1.0 1.7 2.1 15 1.8 1.9
North America 17 2.2 15 2.4 2.4 15 2.0 2.2
Asia and Oceania 0.2 2.1 1.7 0.5 1.0 1.0 1.4 1.3
Western Europe 1.7 -0.3 0.3 1.6 2.1 1.7 1.7 1.8
European Union 1.8 -0.5 0.2 15 2.1 1.8 1.8 1.8
EU15 1.7 -0.6 0.1 1.4 2.0 1.6 1.6 1.7
New EU members 3.1 0.5 1.2 2.8 3.4 3.1 3.2 3.3
Euro area 1.6 -0.9 -0.3 1.1 1.9 1.6 1.7 1.7
Other European countries 15 1.8 15 2.1 1.2 1.0 15 1.8
Economies in transition 4.6 3.3 2.1 0.9 -2.8 -0.3 1.3 2.0
South-Eastern Europe 1.7 -0.6 2.4 0.1 2.0 29 3.1 3.3
gg;nrg;mmealth of Independent States and 47 34 20 10 .30 04 12 20
Developing economies 6.2 5.0 4.6 4.3 3.8 3.6 4.4 4.7
Africa 1.2 6.0 2.1 3.9 31 1.7 3.2 3.7
North Africa -5.2 8.6 -3.0 2.1 3.2 2.6 35 3.6
East Africa 7.7 5.8 7.1 7.0 6.6 5.5 6.0 6.3
Central Africa 4.0 5.9 2.6 5.4 15 2.4 3.4 4.2
West Africa 5.0 5.3 5.8 6.1 3.2 0.1 3.0 4.0
Southern Africa 3.4 3.7 3.1 2.7 1.9 1.0 1.9 2.6
East and South Asia 7.3 5.8 6.0 6.1 5.7 5.8 5.9 5.9
East Asia 7.6 6.4 6.3 6.1 5.7 5.5 5.6 5.6
South Asia 6.5 3.7 4.8 6.1 6.0 6.7 6.9 6.8
Western Asia 7.3 4.1 3.3 2.6 2.9 2.2 2.5 3.0
Latin America and the Caribbean 4.7 3.0 2.8 0.7 -0.6 -1.0 14 2.3
South America 5.0 2.7 3.1 0.1 -1.8 -2.3 0.9 2.0
Mexico and Central America 4.1 4.1 1.7 25 2.7 2.2 2.6 2.9
Caribbean 2.4 2.4 3.0 3.1 4.0 2.7 2.6 2.9
Memorandum items:
Least developed countries 4.6 6.0 5.3 5.6 3.7 4.4 5.2 5.4

Source: UN/DESA

8 Regional aggregates calculated at 2010 prices and exchange rates
® Estimate.
¢ Forecasts, based in part on Project LINK.
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Table B.2
Rates of growth of real GDP, 2011-2018
(Annual percentage change)

2011 2012 2013 2014 2015 2016° 2017° 2018"
Developed Economies
North America
Canada 3.0 1.9 2.0 25 11 1.2 2.6 2.4
United States of America 1.6 2.2 1.5 2.4 2.6 15 2.0 2.2)
Asia and Oceanial
Australia 2.7 35 2.0 2.7 2.4 2.8 1.9 2.6
Japan -0.5 1.7 1.6 -0.1 0.6 0.5 12 0.9
New Zealand 1.8 2.8 1.7 3.0 3.0 25 25 2.5
European Union
EU-15
Austria 2.8 0.8 0.3 0.8 0.8 14 15 14
Belgium 1.8 0.2 0.0 1.3 1.4 1.4 15 1.5
Denmark 1.2 -0.1 -0.2 1.3 1.0 1.6 1.9 1.9
Finland 2.6 -1.4 -1.1 -0.7 0.2 0.9 12 1.3
France 2.1 0.2 0.7 0.7 12 13 1.6 1.6
Germany 3.7 0.4 0.3 1.6 15 1.8 1.8 1.7
Greece -9.1 -73 -3.2 0.7 -0.3 -0.3 17 2.0
Ireland 2.6 0.2 14 8.5 26.3 3.9 3.1 2.9
Italy 0.6 -2.8 -1.7 -0.3 0.6 0.9 1.2 13
Luxembourg 2.6 -0.8 4.3 4.1 4.9 2.6 3.0 2.8
Netherlands 17 -1.1 -0.5 14 2.0 1.6 1.8 2.0
Portugal -1.8 -4.0 -1.1 0.9 15 14 1.4 1.3
Spain -1.0 -2.6 -1.7 14 3.2 2.7 2.3 2.3
Sweden 2.7 -0.3 1.2 23 4.1 3.1 25 23
United Kingdom of Great Britain and
Northern Ireland 2.0 1.2 2.2 3.1 2.2 1.6 0.9 1.3
New EU Member]
Bulgaria 1.6 0.2 13 15 3.0 25 29 3.0
Croatia -0.3 -2.2 -1.1 -0.4 1.6 25 25 2.7
Cyprus 0.4 -2.4 -5.9 -2.5 1.6 1.6 1.7 1.8
Czech Republic 2.0 -0.9 -0.5 2.7 4.6 25 25 24
Estonia 7.6 5.2 1.6 2.9 11 15 23 2.6
Hungary 1.8 -1.7 1.9 3.7 2.9 2.0 25 2.5
Latvia 6.2 4.0 3.0 24 2.7 21 2.6 2.9
Lithuania 6.0 3.8 35 3.1 1.6 25 25 3.2
Malta 2.1 2.5 2.6 35 6.2 3.2 2.8 2.8
Poland 5.0 1.6 1.3 33 3.6 3.4 3.6 3.8
Romania 11 0.6 35 31 3.8 5.0 4.2 3.8
Slovakia 2.8 15 14 25 3.6 35 35 3.9
Slovenia 0.6 -2.7 -1.1 2.9 2.1 20 23 25
Other European|
Iceland 2.0 1.2 3.9 1.8 4.0 3.2 29 2.7
Norway 1.0 2.7 1.0 2.2 1.6 0.9 1.6 1.9
Switzerland 1.8 1.1 1.8 2.0 0.8 1.0 1.4 1.7
Economies in transition
South-Eastern Europe
Albania 2.5 1.6 1.4 1.8 2.8 31 35 4.4
Bosnia and Herzegovina 0.9 -0.9 2.4 1.1 3.2 2.5 2.9 3.0
Montenegro 3.2 -2.7 35 1.8 3.1 4.2 35 3.2
Serbia 14 -1.0 2.6 -1.8 0.7 29 3.0 3.0
The former Yugoslav Republic of
Macedonia 2.3 -0.5 2.7 3.8 3.7 2.6 3.0 3.5
Commonwealth of Independent States
Armenia 4.7 7.2 33 3.6 3.0 2.7 2.7 3.0
Azerbaijan 0.1 2.2 5.8 2.8 11 -2.7 1.0 15
Belarus 55 1.7 1.0 1.6 -3.8 -1.7 15 1.9
Kazakhstan 7.3 5.0 6.0 4.3 1.2 0.3 1.4 2.5
Kyrgyzstan 6.0 -0.1 10.5 43 4.0 0.5 1.9 2.3
Republic of Moldova 6.8 -0.7 9.4 4.6 0.3 1.2 25 3.0
Russian Federation 43 3.4 13 0.7 -3.7 -0.9 0.8 1.5
Tajikistan 2.4 7.5 7.4 6.8 6.0 51 4.8 4.3
Turkmenistan 14.7 11.1 10.2 10.3 6.5 6.0 6.1 6.5
Ukraine 5.4 0.2 0.0 -6.6 -9.9 -0.1 1.9 3.2
Uzbekistan 8.3 8.2 8.0 8.1 8.0 74 6.0 6.4
Georgia 7.2 6.4 3.3 4.6 2.8 2.8 3.0 4.2
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Table B.2

Rates of growth of real GDP, 2010-2017 (continued )

(Annual percentage change)

2011 2012 2013 2014 2015 2016° 2017° 2018 "
Developing Economies
Africal
Algeria 29 34 2.8 3.8 3.9 29 2.8 2.7
Angola 1.9 7.6 4.2 4.8 3.0 0.8 1.8 2.8
Benin 3.0 4.6 6.9 6.5 5.2 4.2 4.8 5.3]
Botswana 6.0 4.8 9.3 3.2 -0.3 2.8 35 4.2
Burkina Faso 6.6 6.5 5.8 4.0 4.0 4.6 5.1 5.5
Burundi 13.4 13.2 19.6 4.7 -4.1 2.0 3.0 5.0
Cameroon 4.1 4.6 5.6 5.9 5.8 5.3 5.0 5.2
Cabo Verde 4.0 11 0.8 1.8 18 1.9 1.6 24
Central African Republic 2.0 2.9 -36.0 1.0 43 5.1 5.0 5.1
Chad -24 10.1 74 10.4 1.8 11 3.4 4.2
Comoros 4.1 4.2 9.5 37 4.8 22 3.5 3.8
Congo 3.4 3.8 33 6.8 25 1.6 3.0 35
Cote d'lvoire -4.4 10.7 9.2 8.5 8.6 8.0 7.2 7.3
Democratic Republic of the Congo 6.9 7.1 8.5 9.5 7.0 4.0 45 5.2
Dijibouti 4.5 48 5.0 6.0 6.5 6.7 6.8 6.8
Egypt 21 21 21 4.0 35 3.2 35 3.8
Equatorial Guinea 6.5 8.3 -4.1 -05 -12.2 -4.5 -2.2 15
Eritrea 8.7 7.0 13 17 4.8 3.6 3.2 37
Ethiopia 13.2 8.6 10.6 10.3 9.6 5.4 7.0 7.4
Gabon 7.1 5.3 5.6 5.0 4.0 3.2 4.2 4.4
Gambia (Islamic Republic of the) -4.3 5.9 4.8 0.9 4.7 21 3.4 4.0
Ghana 14.0 9.3 7.3 4.0 3.9 3.8 6.8 7.5
Guinea 5.6 6.6 4.4 11 0.1 4.7 4.4 4.6
Guinea Bissau 8.1 -1.7 33 0.2 4.8 3.9 4.0 4.1
Kenya 6.1 4.6 5.7 5.3 5.6 6.0 6.1 6.2
Lesotho 4.0 5.0 4.6 3.4 25 2.2 3.5 4.1
Liberia 5.8 8.2 8.1 0.7 0.0 23 3.0 5.0
Libya -61.3 1247 -52.1 -24.0 -6.4 -4.8 55 6.0)
Madagascar 14 3.0 2.3 33 3.0 2.6 3.8 4.4
Malawi -0.6 6.3 0.0 5.7 3.0 2.4 35 4.5
Mali 7.7 11.2 7.0 7.8 7.6 4.9 5.1 4.7
Mauritania 4.4 6.0 5.7 6.4 1.9 43 4.4 39
Mauritius 3.9 3.2 3.2 3.6 35 3.6 35 3.8
Morocco 5.2 3.0 4.7 2.4 4.5 17 3.9 4.0
Mozambique 7.1 7.2 7.1 7.4 6.6 4.2 55 6.2
Namibia 5.1 5.1 5.7 6.3 5.3 35 5.2 5.1
Niger 23 11.8 5.3 7.0 3.6 4.1 45 4.8
Nigeria 4.9 43 5.4 6.3 2.7 -1.6 20 3.2
Rwanda 7.9 8.8 4.7 7.0 6.9 6.7 6.8 6.9
Sao Tome and Principe 4.8 4.6 4.2 4.5 4.0 55 55 5.5
Senegal 1.8 4.4 35 4.3 6.5 6.0 5.4 5.1
Sierra Leone 6.3 15.2 20.7 4.6 -215 4.7 5.1 4.8
Somalia 2.6 2.6 2.6 2.6 2.6 3.4 3.7 3.9
South Africa 3.2 2.2 2.2 1.6 13 0.6 13 2.0
Sudan 3.2 -1.2 0.5 3.2 33 4.0 43 4.1
Swaziland 1.9 34 4.6 2.7 17 0.8 1.8 2.2
Togo 4.9 5.8 5.1 6.1 5.3 5.5 4.7 5.1
Tunisia -1.9 3.9 2.4 2.4 0.8 2.0 3.1 3.3
Uganda 5.9 3.2 4.7 49 5.5 5.0 5.4 5.8
United Republic of Tanzania 7.9 5.1 7.3 7.0 7.0 7.0 7.1 6.9
Zambia 6.3 6.7 6.7 5.6 3.6 3.0 4.7 5.1
Zimbabwe 11.9 10.6 4.5 3.1 15 -0.8 2.5 3.6
East and South Asia

Afghanistan 7.5 10.5 7.4 3.1 21 2.3 3.1 3.9
Bangladesh 6.5 6.3 6.0 6.3 6.9 6.7 6.7 6.5)
Bhutan 7.9 5.1 21 5.5 7.7 6.3 6.5 7.0
Brunei Darussalam 3.7 0.9 -2.1 -2.3 -0.6 0.4 25 3.5
Cambodia 7.1 7.3 7.5 7.1 7.0 7.0 7.0 7.1
China 9.5 7.7 7.7 7.3 6.9 6.6 6.5 6.5
Fiji 2.8 1.8 4.6 3.8 43 2.9 4.0 4.4
Hong Kong Special Administrative
Region of China 4.8 1.7 3.1 2.7 2.4 14 2.0 2.2
India 75 5.5 6.5 7.0 7.2 7.5 7.7 7.6)
Indonesia 6.2 6.0 5.6 5.0 4.8 5.1 5.2 5.3
Iran (Islamic Republic of) 4.3 -4.4 -3.0 2.9 1.0 4.2 45 4.3
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Table B.2

Rates of growth of real GDP, 2010-2017 (continued )

(Annual percentage change)

2011 2012 2013 2014 2015 2016 2017° 2018 "
Kiribati -0.2 3.4 24 3.7 4.2 2.0 2.0 21
Lao People’s Democratic Republic 8.0 7.9 8.0 7.6 7.0 7.0 7.5 7.5
Malaysia 5.2 5.6 4.7 6.0 5.0 4.4 4.7 4.7
Maldives 12.6 3.0 8.8 8.5 1.9 4.0 4.3 4.0
Mongolia 17.3 12.3 11.6 7.9 2.3 0.0 2.1 3.9
Myanmar 6.7 6.9 8.2 8.1 7.5 8.3 8.1 8.0
Nepal 41 45 5.0 4.4 14 3.0 4.7 4.2
Pakistan 31 4.0 4.9 5.1 5.2 55 53 5.4
Papua New Guinea 11.3 7.7 4.9 8.4 9.0 2.5 3.2 3.2
Philippines 3.7 6.8 7.2 6.2 5.9 6.3 6.1 6.0)
Republic of Korea 3.7 2.3 2.9 3.3 2.6 2.8 2.9 2.8
Samoa 35 -2.3 0.5 1.6 1.7 2.8 1.2 18
Singapore 6.2 34 4.4 3.3 2.0 1.7 2.4 2.6
Solomon Islands 6.4 2.6 3.0 15 3.3 2.4 25 3.0
Sri Lanka 8.2 6.3 7.2 4.9 4.8 4.9 5.0 5.2
Taiwan Province of China 3.8 2.1 2.2 3.9 0.6 0.9 15 2.4
Thailand 0.8 7.3 2.8 0.8 2.8 3.1 3.4 3.1
Timor-Leste 12.6 5.2 -13.9 4.5 4.3 4.6 5.1 5.6
Vanuatu 1.2 1.8 2.0 3.6 -0.8 3.3 3.6 3.9
Viet Nam 6.2 5.2 5.4 6.0 6.7 6.1 6.3 6.5

Western Asia
Bahrain 2.1 3.6 5.4 4.4 2.9 2.0 1.8 1.9
Iraq 10.2 12.6 5.6 -3.9 2.4 3.9 3.6 3.5
Israel 4.2 3.0 3.2 3.1 2.6 2.8 3.1 3.2
Jordan 2.6 2.7 2.8 3.1 2.5 2.4 2.7 2.9
Kuwait 9.6 6.6 11 0.5 1.8 2.3 2.6 2.6
Lebanon 0.9 2.8 3.0 2.0 1.0 11 2.3 2.4
Oman -11 7.1 3.9 2.9 3.5 1.8 2.3 3.1
Qatar 13.0 6.0 6.3 4.2 3.7 2.7 3.0 3.6
Saudi Arabia 10.0 5.4 2.7 3.6 3.4 11 15 2.3
Syrian Arab Republic -6.3 -22.4 -24.7 0.4 -9.9 -4.3 -2.7 0.0
Turkey 8.8 2.1 4.2 2.9 4.0 3.1 3.1 3.5
United Arab Emirates 4.9 7.2 43 3.1 3.8 2.0 2.1 3.0
Yemen -12.8 2.0 3.2 -0.2 -28.1 -4.0 5.0 4.0
Latin America and the Caribbean|

Argentina 8.4 0.8 2.9 -2.6 2.4 -15 2.4 3.0
Bahamas 0.6 2.2 0.0 -05 -1.7 2.0 2.2 2.2
Barbados 0.8 0.3 -0.1 0.2 0.5 1.4 2.0 21
Belize 2.1 3.8 15 3.9 1.9 2.0 2.7 2.6
Bolivia (Plurinational State of) 5.2 5.1 6.8 55 4.8 4.6 41 4.0
Brazil 3.9 1.8 2.7 0.1 -3.9 -3.2 0.6 1.6
Chile 5.8 5.5 4.2 1.8 2.3 17 21 2.6
Colombia 6.6 4.0 4.9 4.4 3.1 1.8 2.4 3.0
Costa Rica 43 4.8 2.0 3.0 3.7 4.1 4.0 4.3
Cuba 2.8 3.0 2.7 1.0 4.3 1.0 15 2.3
Dominican Republic 2.8 2.6 4.8 7.3 7.0 6.8 4.8 4.2
Ecuador 7.9 5.6 4.6 3.7 0.3 -2.1 0.5 1.8
El Salvador 2.2 1.9 1.8 14 25 2.4 2.3 2.3
Guatemala 4.2 3.0 3.7 4.2 4.1 3.6 3.7 3.7
Guyana 5.4 4.8 5.2 3.8 3.1 3.9 3.5 3.9
Haiti 48 3.2 3.9 2.3 1.6 1.2 2.0 2.4
Honduras 3.8 4.1 2.8 3.1 3.6 3.8 4.1 3.8
Jamaica 1.7 -0.6 0.5 0.7 1.0 15 1.7 2.0
Mexico 3.9 4.0 14 2.2 25 1.9 2.4 2.7
Nicaragua 4.7 5.7 4.8 4.6 4.9 4.2 4.3 4.0
Panama 11.8 9.2 6.6 6.1 5.8 5.3 5.1 5.0
Paraguay 43 -1.2 14.0 4.7 3.0 3.0 3.2 3.5
Peru 6.5 6.0 5.8 2.4 3.3 3.8 4.1 4.3
Trinidad and Tobago 0.0 1.4 17 19 0.0 -2.3 0.5 1.1
Uruguay 5.2 3.3 5.1 3.2 1.0 0.4 13 18
Venezuela, Bolivarian Republic of 4.2 5.6 1.3 -3.9 -5.7 -8.0 -3.7 0.3

Source: UN/DESA

a Estimate.
b Forecasts, based in part on Project LINK.



Table B.3

World and regions: consumer price inflation, 2011-2018

(Annual percentage change %)

2011 2012 2013 2014 2015 2016° 2017° 2018 °
World ® 4.2 3.2 2.9 2.8 2.1 24 2.8 2.9
Developed economies 2.8 1.9 1.3 1.4 0.2 0.7 1.6 2.0
North America 3.7 2.1 1.2 1.6 0.2 1.2 2.1 2.3
Asia and Oceania 0.5 0.3 0.8 2.7 0.9 0.2 0.9 1.6
Western Europe 2.8 2.4 15 0.6 0.0 0.3 1.4 1.8
European Union 3.0 2.6 15 0.6 0.0 0.3 1.4 1.9
EU15 29 25 15 0.6 0.1 0.3 14 19
New EU members 3.8 3.7 15 0.2 -0.4 -0.5 1.7 2.2
Euro area 2.7 2.5 1.4 0.4 0.0 0.2 1.2 1.7
Other European countries 0.7 -0.2 0.9 0.9 0.4 1.1 1.0 1.3
Economies in transition 9.7 6.3 6.4 7.9 15.8 8.1 6.9 5.2
South-Eastern Europe 7.2 4.8 4.4 1.0 0.8 0.5 1.7 2.4
g:(r)r;rgr;znwealth of Independent States and 9.8 6.3 6.4 8.2 16.4 8.4 7.2 5.4
Developing economies d 6.4 55 5.8 5.0 4.2 51 4.6 4.5
Africa 8.7 8.9 6.8 7.0 7.0 10.0 10.1 9.5
North Africa 8.6 8.8 7.3 8.3 7.8 8.7 8.4 7.9
East Africa 17.2 134 59 55 5.9 5.3 5.3 5.3
Central Africa 14 43 2.0 3.2 5.3 2.3 2.7 3.1
West Africa 9.7 10.6 7.6 7.3 8.3 13.1 15.6 15.6
Southern Africa 6.6 6.7 6.4 6.3 5.6 114 9.8 8.2
East and South Asia 6.4 4.7 5.3 35 2.7 2.8 3.1 3.4
East Asia 52 2.8 2.8 2.3 1.6 19 2.3 2.7
South Asia 11.3 124 15.6 8.4 6.9 6.2 6.4 6.1
Western Asia 49 5.6 6.7 5.1 4.2 5.0 5.1 5.0
Latin America and the Caribbean ® 6.3 5.9 6.0 7.8 7.1 9.2 6.2 4.9
South America ® 7.1 6.6 6.9 9.3 8.9 11.7 7.4 5.6
Mexico and Central America 3.7 4.1 3.9 4.0 2.5 2.6 3.0 3.0
Caribbean 8.7 5.3 3.4 4.9 3.0 3.2 3.5 3.9
Memorandum items:
Least developed countries 12.1 10.8 8.6 8.3 8.0 11.1 10.1 8.7

Source: UN/DESA

2 Calculated as a weighted average of individual country growth rates of consumer price index (CPI),

where weights are based on GDP in 2010, in the United States dollar.

® Estimate.
¢ Forecasts, based in part on Project LINK.
d Excluding Venezuela (Bolivarian Republic of).
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Table B.4
Consumer price inflation, 2011-2018
(Annual percentage change)

2011 2012 2013 2014 2015 2016°  2017°  2018°
Developed Economies
North America
Canada 2.9 15 0.9 1.9 11 1.6 2.2 2.1
United States of America 3.8 2.1 1.2 1.6 0.1 12 2.0 2.3
Asia and Oceania|
Australia 3.3 1.8 25 25 15 12 19 2.3
Japan -0.3 0.0 0.4 2.7 0.8 -0.1 0.7 1.4
New Zealand 4.0 11 11 1.2 0.3 0.6 12 1.8
European Union|
EU-15
Austria 3.6 2.6 21 15 0.8 0.6 1.7 2.4
Belgium 3.4 2.6 1.2 0.5 0.6 13 18 2.2
Denmark 2.7 24 0.5 0.4 0.2 0.2 12 2.0
Finland 3.3 3.2 2.2 1.2 -0.2 0.3 11 1.9
France 2.3 2.2 1.0 0.6 0.1 0.3 1.1 1.7
Germany 25 2.1 1.6 0.8 0.1 0.4 1.3 17
Greece 3.1 1.0 -0.9 -1.4 -1.1 -0.3 0.5 1.4
Ireland 1.2 1.8 0.5 0.3 0.0 0.3 1.2 1.8
Italy 2.9 3.2 13 0.2 0.1 -0.1 0.9 17
Luxembourg 3.7 29 1.7 0.7 0.1 0.3 0.8 1.8
Netherlands 2.5 2.8 2.6 0.3 0.2 0.6 1.0 1.6
Portugal 3.6 2.8 0.4 -0.1 0.5 0.6 13 1.9
Spain 3.0 2.4 15 -0.2 -0.6 -04 13 1.6)
Sweden 1.4 0.9 0.4 0.2 0.7 1.1 1.9 2.2
United Kingdom of Great Britain and
Northemn Ireland 4.5 2.9 25 15 0.0 0.8 2.3 2.5
New EU Member|
Bulgaria 4.2 3.0 0.9 -1.4 -0.1 -0.4 15 1.8
Croatia 2.3 34 2.2 -0.2 -0.5 -1.0 12 2.3
Cyprus 3.3 2.4 -04 -14 -2.1 -0.8 0.7 1.6)
Czech Republic 2.2 3.6 13 0.5 0.2 0.7 1.6 2.0
Estonia 51 4.2 3.2 0.5 0.1 0.8 2.1 2.5
Hungary 3.9 5.7 1.7 0.0 0.1 0.1 1.6 2.2
Latvia 4.4 2.3 0.0 0.6 0.2 -0.2 15 2.1
Lithuania 4.1 3.1 1.0 0.1 -0.9 0.5 1.7 2.3
Malta 2.7 24 1.4 0.3 11 1.8 25 2.9
Poland 3.9 3.6 0.8 0.1 -0.7 -1.0 2.0 2.3
Romania 5.8 3.3 4.0 11 -0.6 -1.2 19 2.6
Slovakia 4.1 3.7 15 -0.1 -0.3 -0.8 0.8 1.7
Slovenia 2.1 2.8 1.9 0.4 -0.8 -0.3 13 2.1
Other European
Iceland 4.2 6.0 4.1 1.0 0.3 1.6 25 3.2
Norway 13 0.3 2.0 1.9 2.0 3.1 2.0 2.1
Switzerland 0.1 -0.7 0.0 0.1 -0.9 -0.4 0.2 0.6
Economies in transition
South-Eastern Europe
Albania 35 2.0 1.9 1.6 1.9 11 2.3 2.8
Bosnia and Herzegovina 3.7 2.0 -0.1 -0.9 -0.9 -0.8 0.5 1.0
Montenegro 3.5 4.1 2.2 -0.7 1.6 0.0 13 2.0
Serbia 111 7.3 7.7 21 14 1.2 2.1 3.0
The former Yugoslav Republic of
Macedonia 3.9 3.3 2.8 -0.3 -0.3 -0.2 15 1.8
Commonwealth of Independent States
Armenia 7.7 2.6 5.8 3.0 3.7 0.2 15 3.0
Azerbaijan 7.9 1.0 2.4 1.4 4.2 10.5 7.1 5.8
Belarus 53.2 59.2 18.3 18.1 135 12.0 11.0 10.0]
Kazakhstan 8.3 5.1 5.8 6.7 6.6 15.0 8.0 6.5
Kyrgyzstan 16.5 2.7 6.6 7.5 6.5 1.2 3.8 5.4
Republic of Moldova 7.6 4.6 4.6 5.1 9.7 7.1 6.5 5.7
Russian Federation 8.4 5.1 6.8 7.9 15.5 7.2 6.5 4.7
Tajikistan 12.4 5.8 5.0 6.1 5.7 6.1 46 4.2
Turkmenistan 15.1 8.3 5.8 6.0 6.1 4.2 5.7 5.9
Ukraine 8.0 0.6 -0.3 12.2 48.7 14.5 12.6 8.6
Uzbekistan 16.6 14.9 125 12.6 9.0 9.0 9.1 9.0
Georgia 8.5 -0.9 -0.5 3.1 4.0 3.0 3.2 3.2

101



Table B.4

Consumer price inflation, 2011-2018 (continued )

(Annual percentage change)

2011 2012 2013 2014 2015 2016° 2017° 2018"
Developing Economies
Africa
Algeria 4.5 8.9 3.3 2.9 4.8 7.0 6.0 5.5
Angola 135 10.3 8.8 7.3 10.3 33.7 28.3 21.9
Benin 2.7 6.8 1.0 -1.1 0.3 11 3.1 3.3
Botswana 8.5 7.5 5.9 4.4 31 3.3 3.6 3.8
Burkina Faso 2.8 3.8 0.5 -0.3 1.0 0.7 15 2.1
Burundi 9.7 18.0 8.0 4.4 5.6 4.9 4.3 3.9
Cameroon 2.9 2.9 1.9 1.9 2.7 2.3 2.3 2.3
Cabo Verde 4.5 2.5 15 -0.2 0.1 0.5 1.4 1.3
Central African Republic 13 5.8 15 25.3 37.1 24.0 16.5 11.1
Chad -3.7 14.0 0.1 1.7 3.7 -1.7 0.3 2.0
Comoros 1.8 1.8 2.3 0.6 -8.1 1.8 35 3.6
Congo 1.3 3.9 6.0 0.1 51 35 4.0 3.8
Cote d'lvoire 4.9 13 2.6 0.5 1.2 11 2.4 3.5
Democratic Republic of the Congo 15.3 9.7 1.6 1.0 1.0 1.2 18 2.5
Djibouti 5.1 3.7 24 2.9 2.1 3.1 35 4.0
Egypt 10.1 7.1 9.4 10.1 10.4 11.9 125 12.2
Equatorial Guinea 2.5 1.0 1.2 4.8 117 15 2.2 3.5
Eritrea 253 20.7 8.1 14.8 11.2 115 7.5 6.0
Ethiopia 33.2 22.8 8.1 7.4 10.1 7.8 7.5 7.5
Gabon 13 2.7 0.5 4.7 0.6 1.8 2.5 2.8
Gambia (Islamic Republic of the) 4.8 4.3 5.7 5.9 6.7 5.0 4.6 4.1
Ghana 8.7 9.2 11.6 15.5 17.1 18.1 12.5 10.2
Guinea 214 15.2 11.9 9.7 8.2 8.2 8.8 7.6
Guinea Bissau 5.0 21 1.2 -1.5 14 15 2.3 2.8
Kenya 14.0 9.4 5.7 6.9 6.6 5.9 55 5.2
Lesotho 5.0 6.1 49 5.3 3.2 7.3 6.5 6.2
Liberia 8.5 6.8 7.6 9.8 5.2 6.4 6.0 5.2
Libya 15.5 6.1 2.6 6.6 10.0 115 9.5 7.4
Madagascar 9.5 6.4 5.8 6.1 7.4 6.5 6.8 6.4
Malawi 7.6 21.3 27.3 23.8 21.9 235 16.1 11.9
Mali 2.9 5.4 -0.6 0.9 1.4 -0.2 15 2.7
Mauritania 5.6 4.9 4.1 35 0.5 0.5 3.2 5.0
Mauritius 6.5 3.9 35 3.2 1.3 1.0 2.4 3.2
Morocco 0.9 13 1.9 0.4 1.6 17 2.4 2.8
Mozambique 10.4 2.7 43 2.6 3.6 18.0 12,5 8.5
Namibia 5.0 6.7 5.6 5.3 3.4 6.7 6.0 5.8
Niger 2.9 0.5 2.3 -0.9 1.0 0.7 1.8 2.3
Nigeria 10.8 12.2 8.5 8.1 9.0 15.2 18.8 18.9
Rwanda 5.7 6.3 4.2 1.8 25 4.1 4.8 5.2
Sao Tome and Principe 143 10.6 8.1 7.0 5.3 5.5 4.6 3.9
Senegal 34 1.4 0.7 -1.1 0.1 11 1.8 2.0
Sierra Leone 16.2 12.9 10.3 7.3 8.0 9.7 9.2 8.6
Somalia -3.0 -2.0 -3.2 -4.2 -2.1 -0.7 0.4 0.9
South Africa 5.0 5.8 5.8 6.1 4.5 6.6 6.0 5.6
Sudan 221 374 30.0 36.9 16.9 13.1 11.2 10.0
Swaziland 6.1 8.9 5.6 5.7 5.0 8.5 6.8 6.0
Togo 3.6 2.6 1.8 0.2 1.8 2.6 2.1 2.0
Tunisia 35 5.1 5.8 4.9 4.9 3.4 3.7 3.6
Uganda 18.7 14.0 55 4.3 5.2 5.1 55 5.6
United Republic of Tanzania 12.7 16.0 7.9 6.1 5.6 5.2 5.3 5.3
Zambia 6.4 6.6 7.0 7.8 10.1 20.5 14.6 9.8
Zimbabwe 3.3 3.9 1.6 -0.2 -2.4 -0.6 1.0 1.5
East and South Asia

Afghanistan 10.2 7.2 7.7 4.6 -1.5 5.8 6.3 6.4
Bangladesh 10.7 6.2 7.5 7.0 6.2 5.6 5.8 5.5
Bhutan 8.8 10.9 7.0 8.2 4.5 4.0 45 5.0
Brunei Darussalam 2.0 0.5 0.4 -0.2 -0.4 -0.3 0.9 1.2
Cambodia 55 2.9 29 3.9 1.2 2.8 3.0 2.9
China 5.6 2.6 2.7 2.0 1.4 2.0 2.1 2.7
Fiji 7.3 34 29 0.5 1.4 3.1 25 2.6
Hong Kong Special Administrative
Region of China 5.3 4.1 4.4 4.5 3.0 2.6 2.7 2.7
India 8.9 9.3 10.9 6.3 5.9 5.9 5.7 5.4
Indonesia 5.4 4.3 6.4 6.4 6.4 3.8 43 4.4
Iran (Islamic Republic of) 20.6 27.4 39.3 17.2 13.7 8.5 9.3 9.1]
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Table B.4

Consumer price inflation, 2011-2018 (continued )

(Annual percentage change)

2011 2012 2013 2014 2015 2016° 2017° 2018 "
Kiribati 2.9 0.9 0.7 3.1 2.2 1.2 1.8 2.0|
Lao People’s Democratic Republic 7.6 4.3 6.4 4.1 13 1.3 2.1 2.8
Malaysia 3.2 1.7 21 31 2.1 2.0 2.4 2.5
Maldives 12.8 121 2.3 21 1.0 25 3.0 3.9
Mongolia 9.5 15.0 8.6 13.0 5.8 3.0 4.3 4.9
Myanmar 5.0 15 5.5 5.5 10.8 9.6 8.7 7.7
Nepal 9.3 9.5 9.0 8.4 7.9 8.5 8.3 8.0|
Pakistan 11.9 9.7 7.7 7.2 25 4.0 5.3 5.5
Papua New Guinea 4.4 4.5 5.0 5.2 6.0 6.7 7.5 7.3
Philippines 4.6 3.2 3.0 4.1 14 1.7 2.8 3.3
Republic of Korea 4.0 2.2 1.3 1.3 0.7 1.0 1.8 2.0
Samoa 5.2 2.0 0.6 -0.4 0.7 0.8 15 2.0
Singapore 5.3 4.5 2.4 1.0 -0.5 -0.7 1.3 2.3
Solomon Islands 7.3 5.9 5.4 5.2 -0.6 2.3 3.4 4.1
Sri Lanka 6.7 75 6.9 3.3 0.9 4.9 5.0 5.3
Taiwan Province of China 1.1 1.1 0.6 0.3 -0.6 11 1.2 1.5
Thailand 3.8 3.0 2.2 1.9 -0.9 0.4 19 2.8
Timor-Leste 135 11.8 11.2 0.4 0.6 -1.0 19 3.3
Vanuatu 0.9 14 1.4 0.8 25 2.1 2.8 3.2
Viet Nam 18.7 9.1 6.6 4.1 0.9 2.5 4.0 4.5

Western Asia|
Bahrain -0.4 2.8 3.3 2.7 1.8 3.7 3.2 3.8
Iraq 5.8 6.1 19 2.2 -1.2 2.9 3.7 3.7
Israel 3.5 1.7 1.6 0.5 -0.6 -0.3 11 2.3
Jordan 4.2 45 4.8 2.9 -0.9 -0.7 25 2.6
Kuwait 4.9 3.2 2.7 2.9 3.3 3.7 3.8 3.9
Lebanon 3.8 7.8 5.5 0.8 -3.7 -0.7 1.8 2.2
Oman 4.1 2.9 1.2 1.0 0.1 1.1 3.0 2.9
Qatar 1.9 1.9 3.1 3.1 1.9 2.9 3.3 3.6
Saudi Arabia 5.8 29 35 2.7 2.2 4.2 3.8 4.0
Syrian Arab Republic 4.8 36.7 100.9 31.6 21.0 13.6 111 9.1
Turkey 6.5 9.0 7.5 8.9 7.7 8.2 7.8 7.0
United Arab Emirates 0.9 0.7 11 2.3 4.1 3.4 3.9 4.1
Yemen 19.5 9.9 11.0 8.1 17.7 20.3 20.8 18.6
Latin America and the Caribbean

Argentina 14.8 17.2 17.6 32.8 15.7 36.0 21.0 14.0
Bahamas 3.2 2.0 0.3 15 19 -0.2 1.4 3.0]
Barbados 9.4 4.5 1.8 1.9 -1.1 0.2 1.7 2.6
Belize -3.6 1.3 0.5 1.2 -0.9 0.2 15 2.2
Bolivia (Plurinational State of) 9.8 4.6 5.7 5.8 4.1 3.6 4.0 4.2
Brazil 6.6 5.4 6.2 6.3 9.1 8.9 5.8 4.6
Chile 3.3 3.0 1.8 4.7 4.3 3.9 3.1 2.7
Colombia 34 3.2 2.0 2.9 5.0 7.7 4.4 3.5
Costa Rica 4.9 4.5 5.2 4.5 0.8 0.3 2.8 3.3
Cuba 111 5.6 0.6 6.4 4.0 4.3 4.0 4.5
Dominican Republic 8.5 3.7 4.8 3.0 0.8 1.7 2.6 2.9
Ecuador 4.5 5.1 2.7 3.6 4.0 1.7 2.1 2.4
El Salvador 5.1 1.7 0.8 11 -0.7 1.1 15 1.8
Guatemala 6.2 3.8 4.3 3.4 2.4 4.5 4.4 4.2
Guyana 5.0 2.4 1.8 0.9 -1.0 0.7 2.6 3.1
Haiti 8.4 6.3 5.9 4.6 9.0 13.0 9.9 7.3
Honduras 6.8 5.2 5.2 6.1 3.2 2.6 3.7 4.3
Jamaica 7.5 6.9 9.3 8.3 3.7 2.4 3.8 4.3
Mexico 34 41 3.8 4.0 2.7 2.7 3.0 3.0
Nicaragua 8.1 7.2 7.1 6.0 4.0 3.6 4.5 4.7
Panama 5.9 5.7 4.0 2.6 0.1 0.7 1.9 2.3
Paraguay 8.3 3.7 2.7 5.0 3.1 4.1 4.2 4.4
Peru 34 37 2.8 3.2 3.6 34 3.1 3.1
Suriname 17.7 5.0 19 3.4 6.9 37.7 18.6 7.6
Trinidad and Tobago 5.1 9.3 5.2 5.7 4.7 3.2 35 3.9
Uruguay 8.1 8.1 8.6 8.9 8.7 9.9 8.3 7.6
Venezuela, Bolivarian Republic of 26.1 21.1 40.6 62.2 121.7 350.0 280.0 150.0

Source: UN/DESA

a Estimate.

b Forecasts, based in part on Project LINK.



Table B.5
World trade: growth in trade value of goods and non-factor services, by major country group, 2011-2018
(Annual percentage change)

Region Flow 2011 2012 2013 2014 2015  2016* 2017° 2018°
World Exports 18.2 15 2.7 1.8 -10.9 1.3 6.9 7.1
Imports 18.4 1.1 24 1.7 -10.5 15 7.3 7.3

Developed economies Exports 155 -15 33 2.7 -10.0 2.2 5.6 6.2
Imports 16.2 -1.9 1.6 25 -10.6 2.8 7.3 74

North America Exports 14.3 3.7 2.4 3.8 -6.4 0.2 7.6 9.4
Imports 13.6 3.0 0.1 3.3 -4.5 04 10.6 10.9

Asia and Oceania Exports 11.6 -2.5 -6.8 1.0 -12.2 5.4 5.9 5.4
Imports 231 5.4 -5.4 1.0 -17.1 -2.7 6.3 7.5

Europe Exports 16.5 -3.0 5.1 2.6 -11.0 25 4.9 5.1
Imports 16.2 -5.1 35 25 -12.2 4.7 6.0 5.8

European Union Exports 16.0 -3.1 4.9 35 -10.9 2.7 4.9 5.0
Imports 15.6 -5.2 3.2 3.2 -12.3 4.6 6.1 5.8

EU-15 Exports 15.5 -3.2 4.6 34 -10.8 2.3 4.6 4.8
Imports 15.2 -5.2 3.0 3.0 -12.3 4.3 5.8 5.5

New EU Members Exports 19.6 -2.8 7.7 42 -11.2 5.6 6.8 7.0
Imports 18.5 -4.7 4.5 4.2 -12.0 6.8 8.6 7.8

Euro area Exports 158 -3.3 5.1 3.5 -11.2 3.0 4.7 4.6
Imports 15.9 -6.1 33 3.1 -13.0 4.4 6.3 5.9

Other Europe Exports 22.0 -14 6.9 -7.1 -12.6 0.3 5.7 6.6
Imports 24.7 -3.9 7.9 -6.7 -10.5 5.9 4.8 5.8

Economies in transition Exports 31.0 2.8 -0.4 -54 -28.4 -6.7 141 12.2
Imports 28.5 7.7 3.3 -9.0 -27.5 -6.9 10.1 9.2

South-Eastern Europe Exports 21.2 -6.4 16.3 4.6 -10.7 6.9 8.7 8.1
Imports 20.0 -6.7 5.4 3.7 -13.5 6.9 7.2 7.8

Commonwealth of Independent States  [Exports 314 3.2 -1.0 -5.8 -29.2 -7.4 14.5 12.4
Imports 29.2 8.8 3.2 -9.9 -28.5 -8.1 10.4 9.3

Developing countries Exports 20.9 5.2 2.2 1.3 -10.5 -0.7 7.3 8.0
Imports 21.0 5.0 3.5 15 -9.1 1.9 8.0 7.0

Africa Exports 16.9 9.8 -12.2 -3.3 -23.8 -4.1 11.7 111
Imports 16.3 3.6 0.6 23 -13.2 6.4 6.7 7.1

North Africa Exports -1.6 25.2 -16.8 -11.0 -215 -1.3 9.7 9.6
Imports 4.0 14.2 -2.9 5.3 -11.7 13.1 5.8 6.9

East Africa Exports 16.6 6.0 6.2 6.8 -5.1 2.6 5.5 7.7
Imports 19.4 6.7 6.4 7.9 -6.3 0.0 12.7 7.9

Central Africa Exports 255 -2.5 -2.6 -2.7 -33.6 -5.5 15.8 144
Imports 16.2 8.6 -2.8 6.3 -13.8 -0.7 5.8 7.7

West Africa Exports 36.7 11.2 -24.9 7.6 -35.9 -8.1 18.3 15.6
Imports 29.6 -15.3 9.9 0.4 -16.3 -4.9 4.0 6.1

Southem Africa Exports 22.8 -1.8 -1.6 -5.2 -19.2 -5.8 11.0 10.1
Imports 217 3.6 -2.0 -2.3 -15.6 9.0 6.9 7.5

East and South Asia Exports 19.0 4.1 4.7 2.9 -6.2 -0.5 5.9 6.7
Imports 22.0 4.6 3.3 13 -8.8 13 7.5 7.5

East Asia Exports 18.4 4.7 4.8 33 -5.3 -0.6 5.7 6.6
Imports 21.8 4.6 44 1.7 -8.7 1.6 7.5 7.5

South Asia Exports 239 -0.6 4.7 -1.0 -14.1 1.0 7.8 7.8
Imports 238 5.1 -4.2 -1.5 -8.8 -0.7 7.9 7.1

Western Asia Exports 35.4 10.5 1.1 -25 -22.3 -1.6 9.8 10.7
Imports 20.2 7.2 5.1 2.0 -5.6 9.1 13.7 5.6

Latin America and the Caribbean Exports 17.8 1.7 0.2 0.9 -11.3 0.7 10.5 10.5
Imports 19.9 5.6 4.9 1.7 -11.3 -4.2 5.2 6.1

South America Exports 17.9 -0.8 -2.0 -1.2 -16.6 3.1 12.8 131
Imports 213 6.1 7.0 0.2 -17.2 -9.6 4.2 5.8

Mexico and Central America Exports 174 6.0 3.9 4.0 -3.7 -2.2 8.0 7.4
Imports 17.8 5.5 25 4.1 -2.3 15 5.3 5.4

Caribbean Exports 18.9 1.7 0.6 2.9 -8.8 -0.6 5.3 6.6
Imports 20.7 0.6 -1.1 2.8 -10.4 6.7 13.9 13.9

Least developed countries Exports 26.6 4.2 45 -0.9 -15.2 -2.4 11.0 11.3
Imports 204 8.4 5.4 4.2 -8.5 4.4 9.3 8.2

Source: UN/DESA

a Estimate.
b Forecast, based in part on Project LINK.
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Table B.6

World trade: growth in trade volume of goods and non-factor services, by major country group, 2011-2018

(annual percentage change)

Region Flow 2011 2012 2013 2014 2015  2016* 2017° 2018°
World Exports 7.1 3.4 34 41 2.8 1.3 2.7 3.4
Imports 7.4 2.8 3.0 35 2.3 1.2 3.0 3.5

Developed economies Exports 5.6 2.3 2.7 43 44 1.6 2.8 3.3
Imports 5.0 1.0 19 4.2 4.8 1.8 2.9 3.1

North America Exports 6.4 3.3 2.6 4.5 0.8 0.0 24 3.2
Imports 5.5 2.5 1.1 3.9 3.8 0.3 3.0 3.2

Asia and Oceania Exports -0.2 1.2 2.3 7.7 3.7 0.8 24 3.5
Imports 7.2 5.4 2.0 5.1 0.7 -0.6 2.0 3.1

Europe Exports 6.3 2.2 2.8 3.7 5.7 2.2 3.0 33
Imports 4.4 -0.4 2.2 4.2 5.9 2.8 3.1 3.1

European Union Exports 6.6 2.3 2.2 4.3 5.9 2.3 3.0 3.3
Imports 4.2 -0.3 1.6 4.9 6.0 2.8 3.1 3.1

EU-15 Exports 6.3 2.1 1.8 4.1 5.8 19 2.7 3.1
Imports 3.8 -0.4 1.3 4.5 5.9 2.4 2.7 2.8

New EU Members Exports 9.0 3.7 5.7 6.2 6.5 5.6 5.1 4.7
Imports 7.2 0.6 3.3 7.3 7.0 5.8 5.6 5.2

Other Europe Exports 6.5 2.6 2.1 44 6.1 19 2.7 3.1
Imports 4.3 -0.9 13 4.8 6.1 25 3.2 3.1

Euro area Exports 3.1 1.2 10.1 -3.6 2.8 1.1 2.7 35
Imports 7.7 -0.9 10.9 -4.9 3.6 2.4 2.5 3.6

Economies in transition Exports 2.8 1.0 2.8 0.0 0.7 0.4 2.0 25
Imports 16.3 8.4 2.6 -6.6 -17.8 -7.2 6.8 6.6

South-Eastern Europe Exports 7.3 0.5 12.0 7.6 6.0 6.0 6.0 5.2
Imports 6.1 0.9 1.4 9.0 3.5 5.6 4.0 5.3

Commonwealth of Independent States  |Exports 2.6 1.0 24 -0.4 0.4 0.1 1.7 2.3
Imports 17.1 9.0 2.7 -1.7 -19.5 -8.5 7.1 6.7

Developing countries Exports 9.4 5.1 44 42 0.9 1.0 2.5 3.7
Imports 10.5 5.0 4.6 3.4 0.5 0.8 2.8 3.7

Africa Exports 13 7.4 -4.9 34 11 1.2 3.2 43
Imports 4.0 6.5 2.5 3.3 0.4 2.3 2.7 4.0

North Africa Exports -14.1 144 -11.4 -5.9 0.0 14 25 34
Imports -5.1 14.7 -4.0 4.2 -0.8 4.8 2.9 4.4

East Africa Exports 10.8 29.9 7.9 4.3 1.7 3.1 3.2 4.9
Imports 15.8 2.8 6.7 4.9 2.0 4.6 3.8 4.7

Central Africa Exports 0.9 -0.4 -3.2 4.9 1.9 1.9 3.1 4.4
Imports 10.1 11.3 2.7 4.9 -0.5 -2.3 2.3 4.8

West Africa Exports 22.3 1.0 -12.6 16.8 0.1 -1.9 4.6 5.0
Imports 2.4 -10.1 9.3 1.0 -6.2 -4.2 2.4 3.7

Southern Africa Exports 2.9 2.8 4.6 2.2 25 2.7 2.8 4.2
Imports 10.9 8.0 4.8 2.7 4.4 2.6 24 3.4

East and South Asia Exports 10.4 4.6 6.9 5.5 0.5 0.9 2.6 3.8
Imports 11.3 4.8 5.2 4.1 1.5 1.4 3.3 4.0

East Asia Exports 10.2 4.8 7.1 5.2 11 0.9 2.6 3.9
Imports 10.8 4.8 6.9 4.4 2.1 1.5 3.4 4.1

South Asia Exports 12.0 3.2 5.0 8.0 -4.4 14 1.9 3.0
Imports 14.2 4.6 -5.3 1.4 -2.7 1.0 2.5 3.3

Western Asia Exports 12.2 8.8 0.7 0.6 0.1 0.4 2.2 3.1
Imports 9.6 5.4 4.6 4.5 -1.7 0.5 1.4 3.1

Latin America and the Caribbean Exports 6.7 2.5 1.2 15 4.2 2.0 2.3 3.2
Imports 11.3 4.7 2.9 -0.1 -1.9 -2.7 2.0 2.8

South America Exports 5.9 0.7 0.3 -15 2.0 2.4 25 3.7
Imports 13.6 4.6 3.5 -3.3 -6.9 -6.2 2.0 3.1

Mexico and Central America Exports 8.5 6.0 2.4 6.4 7.7 1.8 2.3 2.6
Imports 8.9 5.4 2.2 4.8 4.8 1.5 2.0 2.4

Caribbean Exports 4.1 -0.8 2.7 2.0 2.5 -1.3 1.7 3.1
Imports 4.4 0.5 -0.1 1.9 2.8 1.1 2.4 3.4

Least developed countries Exports 4.9 10.4 4.2 3.7 2.8 2.5 35 4.8
Imports 11.1 7.1 6.2 5.0 3.4 3.4 3.9 4.9

Source: UN/DESA

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