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Explanatory notes

The following symbols have been used in the tables throughout the report:

Two dots indicate that data are not available
or are not separately reported.

- Adash indicates that the amount is nil or negligible.

A full stop is used to indicate decimals.

- Ahyphen indicates that the item is not applicable.

Executive Summary

A minus sign indicates deficit or decrease, except as indicated.

A slash between years indicates a crop year or financial year,
for example, 2015/16.

Use of a hyphen between years, for example, 2016-2017,
signifies the full period involved, including the beginning and
end years.

Reference to “dollars” ($) indicates United States dollars, unless otherwise stated.

Reference to “billions” indicates one thousand million.

Reference to “tons” indicates metric tons, unless otherwise stated.

Annual rates of growth or change, unless otherwise stated,
refer to annual compound rates.

Details and percentages in tables do not necessarily add to totals,

because of rounding.
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Executive summary

Prospects for global macroeconomic development

The world economy stumbled in 2015

The world gross product is projected to grow by a mere 2.4 per cent in 2015, a significant
downward revision from the 2.8 per cent forecast in the World Economic Situation and
Prospects as of mid-2015. More than seven years after the global financial crisis, policymak-
ers around the world still face enormous challenges in stimulating investment and reviving
global growth. The world economy has been held back by several major headwinds: per-
sistent macroeconomic uncertainties and volatility; low commodity prices and declining
trade flows; rising volatility in exchange rates and capital flows; stagnant investment and
diminishing productivity growth; and a continued disconnect between finance and real
sector activities. A modest improvement is expected to start next year, with global growth
reaching 2.9 per cent and 3.2 per cent in 2016 and 2017, respectively. The anticipated
timing and pace of normalization of the United States monetary policy stance is expected
to reduce some policy uncertainties, while preventing excessive volatility in exchange rates
and asset prices. While the normalization will eventually lead to higher borrowing costs,
rising interest rates should encourage firms to increase investments in the short run. The
improvement in global growth is also predicated on easing of downward pressures on com-
modity prices, which should encourage new investments and lift growth, particularly in

commodity-dependent economies.

The developed economies are expected to contribute
more to global growth

Growth in developed economies is expected to continue gaining momentum in 2016, sur-
passing 2 per cent for the first time since 2010. In developing and transition economies,
growth slowed in 2015 to its weakest pace since the global financial crisis amid sharply
lower commodity prices, large capital outflows and increased financial market volatility.
Growth is projected to reach 4.3 per cent in 2016 and 4.8 per cent in 2017, up from an
estimated 3.8 per cent in 2015. Despite the slowdown in China, East and South Asia will
remain the world’s fastest-growing regions, with many of the region’s commodity-import-
ing economies benefiting from low prices for oil, metals and food. GDP growth in the least
developed countries is expected to rebound from 4.5 per cent in 2015 to 5.6 per cent growth
in 2016, but will fall short of the Sustainable Development Goal target of at least 7 per
cent GDP growth per annum in the near term. While developing countries have been the
locomotive of global growth since the financial crisis, the developed economies, particularly
the United States of America, are expected to contribute more to global growth during the
forecast period.
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Low inflation persists in developed economies,
while volatility of inflation and growth remains high

Amid persistent output gaps, declining commodity prices and weak aggregate demand,
global inflation is at its lowest level since 2009. In developed-market economies, annual
inflation in 2015 is expected to average just 0.3 per cent. Ultra-loose monetary conditions
have so far prevented deflation from becoming entrenched in the developed countries. How-
ever, low inflation has been associated with higher levels of volatility in inflation, growth,
investment and consumption in a majority of large developed and developing countries and
economies in transition. Significant currency depreciations have offset the disinflationary
pressures in several developing economies. The Brazilian real and the Russian rouble have
recorded large depreciations, and both countries remain mired in severe economic down-

turns, accompanied by elevated inflation.

The economic slowdown hurts labour markets

Unemployment is on the rise in many developing and transition economies, especially in
South America, while it remains stubbornly high in countries such as South Africa. At the
same time, labour force participation rates, especially among women and youth, have been
declining, and job insecurity has become more widespread, amid a shift from salaried work
to self-employment. The declining employment intensity of growth in many countries,
coupled with stagnant real wages, poses a challenge to promoting inclusive and sustainable
economic growth, employment and decent work for all.

Investment experienced sharp and broad-based deceleration

Growth rates of fixed capital formation have registered sharp declines in a majority of
developed and developing economies since 2014, including negative investment growth
in nine economies. The weak aggregate demand, falling commodity prices and persistent
policy uncertainties constrained investment growth during 2014-2015. A modest pickup in
investment is expected, provided commodity prices do not slide down further and the an-
ticipated normalization of the United States monetary stance reduces policy uncertainties.
However, coordinated efforts are still needed at national and international levels to ensure
that financial sectors effectively intermediate savings and liquidity and also stimulate fixed

investments.

Reducing poverty and emission levels will require
concerted policy efforts

The broad slowdown in economic growth in many developing economies and generally
weak wage growth will restrain progress in poverty reduction in the near term. Further
progress in poverty reduction will rely heavily on policies to reduce inequality, such as
investment in education, health and infrastructure, and stronger social safety nets. Global
energy-related carbon emissions experienced no growth in 2014 for the first time in 20
years, with the exception of 2009 when the global economy contracted, suggesting that
a delinking of economic growth and carbon emission growth is possible with appropriate
policies and adequate investment. Low-carbon energy sources now account for over 50 per
cent of new energy consumption worldwide.

vii
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International trade and financial flows

The commodity price decline has had significant adverse effects
on trade flows and public finance

The terms-of-trade of commodity exporters have deteriorated significantly, limiting their
ability to demand goods and services from the rest of the world. Current-account balances
of commodity exporters have deteriorated, and given the net outflow of capital from many
commodity-dependent economies, countries have been forced to either draw down interna-
tional reserves or cut back imports. This has had second order effects on trade in non-com-
modity-exporting economies, compounding longer-term trends, such as the slower expan-
sion of global value chains and limited progress in multilateral trade negotiations, which
weigh on the volume of global trade. The commodity price declines and exchange-rate
realignments have also had a significant impact on fiscal balances, particularly in the com-
modity-dependent developing and transition economies. The sharp decline in the headline
value of global trade, however, is largely attributable to the deterioration of commodity
prices and appreciation of the dollar. Trade volumes have recorded a more moderate de-

celeration, reflecting a widening divergence between the value and volume of global trade.

Financial market volatility has increased significantly

The steady decline in global commodity prices, including a dramatic drop in the oil price,
reflects a combination of ample supply and slowing demand. Demand from China plays a
key role in price swings for metals, in particular, as the country accounts for almost half of
global metal consumption. The combination of commodity price adjustments and capital
outflows has been associated with sharp exchange-rate realignments and heightened vola-
tility in foreign-exchange markets.

Strengthening the multilateral trading system will allow countries
to better exploit the benefits of trade

International trade is an important determinant of global growth and development. At
the global level, there remains considerable untapped potential to exploit the benefits of
international trade. A universal, non-discriminatory multilateral trading system is a central
element for harvesting this potential. However, the Doha Round has made limited pro-
gress in the last fifteen years. At the same time, there has been an increasing prevalence of
new-generation regional trade agreements (RTAs). Mega-RTAs can diminish incentives for
universal negotiations, and may have adverse effects on countries not included in the RTA,
especially developing countries. The Trans-Pacific Partnership (TPP) is the first mega-RTA
completed, and creates a market of 800 million people with over 40 per cent of the world
gross product. Non-TPP members, however, may be impacted by diversion of trade and
investment towards TPP member countries. This highlights the importance of enhancing
coherence between RTAs and the multilateral trading system so they can support and sus-
tain an enabling development environment.



Executive Summary

Finance for sustainable development

Addis Ababa Action Agenda establishes a financing framework
for the 2030 Agenda for Sustainable Development

A primary role of the international financial system is to channel savings to productive
uses and investment in order to deliver sustainable economic growth. As such, it critically
underpins the implementation of the 2030 Agenda for Sustainable Development. While
the financing requirements to achieve the sustainable development agenda are extremely
large, global public and private savings would be sufficient if the financial system were to
effectively intermediate flows in line with sustainable development objectives. However,
international finance is currently neither stable nor efhicient in allocating credit where it
is needed for sustained and inclusive growth, and credit is generally not channelled with
social outcomes or environmental sustainability in mind. The Addis Ababa Action Agenda
(AAAA) establishes a new global framework for financing sustainable development that
aligns all financing flows and international and domestic policies with economic, social and

environmental priorities.

Achieving the 2030 Agenda for Sustainable Development will
put significant demands on public budgets and capacities in
developing countries

The mobilization and effective use of public resources will remain critical for achieving sus-
tainable development. This will require additional and more effective international public
finance, including official development assistance (ODA), South-South cooperation and
other official flows. To supplement existing public funds, there is also an important role for
multilateral, regional and national development banks, especially as private resources are
currently not being effectively channelled in this direction. Tax evasion, tax avoidance and
illicit financial flows have become a major difficulty in efficient resource mobilization. This
can be improved by increased efforts towards international tax cooperation.

All stakeholders need to contribute and remain accountable for their commitments,
including Member States, the private sector, civil society and other actors, in implementing
the AAAA for sustainable development. The role of the annual Financing for Develop-
ment Forum—the dedicated follow-up process for monitoring the implementation of the
AAAA—will be crucial.

Policy challenges and the way forward

Policymakers need to prepare for a tightening of global
financial conditions

In developed economies, central banks shouldered most of the responsibility for supporting
growth during the post-crisis period, which has led to an unprecedented level of monetary
accommodation in recent years. As the economic conditions in the United States have im-
proved, the United States Federal Reserve has clearly signalled its intention to begin raising
the policy rate, after seven years of near-zero interest rates. This is likely to reduce policy
uncertainties on the one hand, although the pace and sequence of anticipated interest rate
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increases remain unknown. On the other hand, the increase in the policy rate is expected
to have significant spillovers, exacerbate capital outflows from developing countries, and
tighten financial conditions worldwide.

Policy challenges are likely to intensify in the short run

Policymakers worldwide will need to make concerted efforts to reduce uncertainty and fi-
nancial volatility, striking a delicate balance between their objectives for achieving sustain-
able economic growth and maintaining financial stability. The response to a tightening of
global financial conditions will require a variety of policy tools, including macroprudential
instruments, targeted monetary measures and a more accommodative fiscal stance. The
challenge for developing countries is likely to be more acute, given that corporate debt in
these economies—often denominated in the United States dollar—has risen sharply since
the global financial crisis. These economies are thus left exposed to exchange-rate risk and
rising debt-servicing costs as global financial conditions tighten. Policymakers will need to
increasingly rely on macroprudential tools to prevent rapid deleveraging, redirect finance to
real sector activities, and minimize financial stability risks.

More targeted, effective and coordinated policy efforts are
needed to ensure inclusive and sustainable economic growth

Stimulating inclusive growth in the near term and fostering long-term sustainable develop-
ment require more effective policy coordination at the national, regional and global levels. It
will be critical for policymakers to ensure that the financial sector facilitates and stimulates
long-term, productive investment, breaking the vicious cycle of weak aggregate demand,
under-investment, low productivity and the below-potential growth performance of the
world economy. While reducing excessive reliance on monetary policy measures, policy-
makers will need to increasingly undertake targeted fiscal measures to stimulate aggregate
demand, investment and growth. Well-designed and targeted labour market strategies can
complement fiscal policies to reinvigorate productivity, employment generation and output
growth. Coordinated policy efforts in economic, social and environmental dimensions will
be crucial for realizing the 2030 Agenda for Sustainable Development.
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Chapterl
Global economic outlook

Prospects for the world economy in 2016-2017

Global growth stumbles

The world economy stumbled in 2015, amid weak aggregate demand, falling commodity
prices and increasing financial market volatility in major economies. The world gross prod-
uct is projected to grow by a mere 2.4 per cent in 2015 (figure I.1 and table I.1), marking a
downward revision from the 2.8 per cent forecast in the World Economic Situation and Pros-
pects as of mid-2015 (United Nations, 2015a). The growth rates of gross fixed capital forma-
tion and aggregate demand continue to remain subdued. The world economy is projected to
grow by 2.9 per cent in 2016 and 3.2 per cent in 2017, supported by generally less restrictive
fiscal and still accommodative monetary stances worldwide. The anticipated timing and
pace of normalization of the United States monetary policy stance is expected to reduce
policy uncertainties, while preventing excessive volatility in exchange rates and asset pric-
es. While the normalization will eventually lead to higher borrowing costs, rising interest
rates should encourage firms to front-load investments in the short run. The improvement
in global growth is also predicated on easing of downward pressures on commodity pric-
es, which should encourage new investments and lift growth, particularly in commodity-
dependent economies.’

Figure 1.1
Growth of world gross product and gross domestic product by country grouping,
2007-2017

Percentage

2007 2008 f 2010 ~ 2011 " 2012 " 2013 2014\
X0 N ¥ 4/ S QY

A4 N ] Developed economies | ________ . _____________|
=== Developing economies

6N ] === Economiesintransition | _____________________________|
= World

1 ‘The key assumptions underlying this outlook are detailed in the appendix to this chapter.

Source: UN/DESA.

Note: Data for 2015 are
estimated; data for 2016 and
2017 are forecast.
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Table 1.1
Growth of world output, 2013-2017

Change from WESP
as of mid-2015
Annual percentage change 2013 L 20152 2015 2016
World 2.3 2.6 24 29 3.2 -0.4 -0.2
Developed economies 1.0 1.7 1.9 2.2 2.3 -0.3 0.0
United States of America 1.5 24 24 2.6 2.8 -0.4 -0.1
Japan 1.6 -0.1 0.5 13 0.6 -0.7 0.3
European Union 0.2 1.4 1.9 2.0 2.2 0.0 -0.1
EU-15 0.1 1.2 1.8 2.0 2.1 0.0 0.0
New EU members 1.2 2.7 3.2 3.0 3.2 0.4 -0.2
Euro area -0.3 0.9 1.6 1.9 2.0 0.0 0.0
Other European countries 1.5 2.0 1.2 1.4 2.0 0.7 0.1
Economies in transition 2.1 0.9 -2.8 0.8 1.9 -0.8 -0.1
South-Eastern Europe 2.4 0.2 2.1 2.6 3.0 0.7 0.1
Commonwealth of Independent States
and Georgia 2.0 0.9 -3.0 0.7 1.8 -0.9 -0.2
Russian Federation 13 0.6 -3.8 0.0 1.2 -0.8 -0.1
Developing economies 4.6 4.3 3.8 4.3 4.8 -0.6 -0.5
Africa 33 34 3.7 44 44 -0.3 -04
North Africa 1.1 0.7 3.5 4.1 4.1 0.7 0.1
East Africa 6.9 7.0 6.2 6.8 6.6 -0.4 0.1
Central Africa 0.9 37 34 43 4.2 0.0 0.0
West Africa 57 6.1 44 5.2 53 -1.4 -1.0
Southern Africa 3.1 2.5 2.5 3.0 33 -0.4 -0.7
East and South Asia 6.1 6.1 5.7 5.8 5.8 -0.5 -0.3
East Asia 6.4 6.1 5.6 5.6 5.6 -0.4 -04
China 7.7 7.3 6.8 6.4 6.5 -0.2 -04
South Asia 49 6.4 6.0 6.7 7.0 -0.7 -0.2
India 6.5 7.2 7.2 7.3 7.5 -04 -04
Western Asia 2.0 2.6 2.0 2.4 3.0 -1.0 -1.2
Latin America and the Caribbean 2.8 1.0 -0.5 0.7 2.7 -1.0 -1.0
South America 3.1 0.5 -1.6 -0.1 24 -1.2 -1.2
Brazil 2.5 0.1 2.8 -0.8 23 -1.7 -1.3
Mexico and Central America 1.7 2.5 2.5 29 34 -0.5 -0.3
Caribbean 31 33 34 3.6 33 0.3 -0.1
Least developed countries 5.1 5.6 4.5 5.6 5.6 -04 0.0
World trade® 3.1 33 2.7 4.0 4.7 -1 -0.8
World output growth with
PPP-based weights9 3.2 34 3.0 36 39 - -

Source: UN/DESA.

a Estimated.

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

d Based on 2011 benchmark.
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Since the onset of the global financial crisis, developing countries generated much of
the global output growth (figure I.2). China, in particular, became the locomotive of global
growth, contributing nearly one third of world output growth during 2011-2012. As the
largest trading nation, China sustained the global growth momentum during the post-crisis
period, maintaining strong demand for commodities and boosting export growth in the
rest of the world. With a much anticipated slowdown in China and persistently weak eco-
nomic performances in other large developing and transition economies—notably Brazil
and the Russian Federation—the developed economies are expected to contribute more to
global growth in the near term, provided they manage to mitigate deflationary risks and
stimulate investment and aggregate demand. On the other hand, bottoming-out of the
commodity price decline, which will contribute to reducing volatility in capital flows and
exchange rates, will help reduce macroeconomic uncertainties and stimulate growth in a
number of developing and emerging economies, including in the least developed countries
(LDCs) (box L.1). Developing countries are expected to grow by 4.3 per cent and 4.8 per
cent in 2016 and 2017, respectively.

Box I.1
Prospects for the least developed countries

The group of least developed countries (LDCs) is experiencing a modest slowdown of their economies,
with growth rates falling from 5.1 per cent in 2014 to an estimated 4.5 per cent in 2015. Weaker export
demand from emerging economies, lower commodity prices, net capital outflows, and weak investment
growth—and, in some cases, military conflicts, natural disasters and adverse weather effects on agri-
cultural output—exerted downward pressure on growth this year. A rebound to 5.6 per cent growth in
both 2016 and 2017 is projected, underpinned by stronger demand from developed economies, growing
domestic demand and stabilizing commodity prices. Lower commaodities prices (particularly oil) have re-
duced the import bills of resource-importing LDCs and contributed to lower inflation, although in some
countries the gains have been partially offset by depreciating exchange rates.

Bangladesh—the largest LDC in terms of both the population and size of gross domestic product
(GDP)—is expected to benefit from the recovery in the developed economies, and is projected to grow
by 6.5 per cent in 2016, largely driven by private consumption, investment and additional export de-
mand from Europe and the United States of America. Government spending on power, water and trans-
portation infrastructure projects is expected to increase significantly, supporting growth in the short
term, but likely to result in a larger budget deficit. In Nepal, the economy is expected to see a gradual
recovery in 2016, in part driven by reconstruction efforts after the devastating earthquake of April 2015.
GDP growth is projected to strengthen from an estimated 3.3 per cent in 2015 to 4.6 per cent in 2016,
but will remain below potential, partly reflecting the subpar monsoon, which is likely to result in weak
agricultural output. Meanwhile, Yemen remains mired in a complex military conflict. In 2015, the United
Nations declared the situation in Yemen as a high-level humanitarian emergency, with about 80 per cent
of Yemen's population in need of humanitarian aid. According to the World Food Programme (WFP), the
risk of famine in Yemen is now imminent, given that the country already had the highest level of poverty
and malnutrition in Western Asia before the onset of the crisis. As a result of the ongoing conflict, oil and
gas production have been suspended, which partly accounts for the nearly 10 per cent contraction of
real GDP in 2015. Fiscal conditions, which were already challenging before the conflict, are expected to
become unsustainable without external support, as public revenue becomes scarce and expenditures for
repairing damage from the conflict rise.

The decline in commodity prices has had a significant impact on the terms of trade for a num-
ber of the LDCs in Africa, given their excessive dependence on commodity exports. Many LDCs remain
highly dependent on the natural resource sector, with commodity exports representing, on average,
16 per cent of their GDP. Commodity exports are also highly concentrated in one or two products. LDCs
that are highly dependent on fuel exports have clearly seen a pronounced decline in their commodity

(continued)

Developed economies are
expected to contribute
more to global growth
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Source: UN/DESA calculations
from UNCOMTRADE and
United Nations

Statistics Division.

a This includes all LDCs
monitored for this report.
Note: See table J in the
Statistical Annex to this
publication for definitions

of country codes.

World Economic Situation and Prospects 2016

Figure 1.1.1
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terms of trade. By contrast, LDCs reliant on exports of agricultural, food and metal products registered
an improvement in their terms of trade, as fuel often constitutes a major import component for these
economies. Both the narrow export base, which often relies on a single commodity, and the high share
of commodity trade in GDP highlight the economic vulnerabilities of LDCs and underscore the need for
appropriate policies and strategies for diversification. Commodity-dependent LDCs are likely to benefit
from diversification strategies that promote higher local value addition through backward and forward
linkages in their resource sectors (see also chap. IV, box IV.3).

Haiti—the lone LDC in the Americas—is projected to grow by 2.4 per cent in 2015, before accel-
erating slightly to 2.7 per cent in 2016. The medium-term growth outlook for Haiti is rather low by the
LDC benchmark. While private consumption and export growth are likely to remain resilient, difficulties
regarding government spending and political uncertainties will prevent economic activity from gaining
further momentum. Scaling up infrastructure investments and implementing structural reforms will re-
main essential to boosting growth in the medium term.

Figure 1.2
Contribution to global growth, 2007-2017

Percentage

2007 2008 2010 2011 2012 2013 2014 2015 2016 2017

H Developed economies

B Economies in transition
---------------------------------------------------- ® Other developing economies
®m China

Inflation remains benign

Average global inflation continues to decline amid persistently subdued economic activity,
modest wage growth and lower commodity prices. In 2015, global consumer price inflation
is projected to fall to 2.6 per cent, the lowest level since 2009, owing to reduced oil and
commodity prices (figure 1.3).2 Inflation in developing countries is expected to rise moder-

ately in 2016, mainly driven by higher levels of inflation in transition economies.

Risks of deflation, however, still persist in developed countries, mainly in Japan and

the euro area, and to a lesser degree in the United States, where average inflation hovered
at about 0.2 per cent during the past four quarters. Across a large number of economies,
low quarterly inflation has coincided with higher levels of volatility in quarterly growth in
developed economies (see the section on persistent macroeconomic uncertainties and vola-

2

Inflation figures in this section exclude the recent sharp increase in the Bolivarian Republic of

Venezuela; for 2015 and 2016, inflation there is projected to rise above 150 per cent.

Box I.1 (continued)

Source: UN/DESA.

Deflation risks linger



Source: UN/DESA.

2Figures for 2015 are partly
estimated and figures for 2016
and 2017 are forecast. Figures
exclude inflation figure in Vene-
zuela (Bolivarian Republic of).

The employment
gap widens

Long-term unemployment
is on therise in developed
countries
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Figurel.3
Global consumer price inflation, 2006-2017°
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tility). This shows that price stability—which is synonymous with low levels of inflation—is
neither a necessary nor a sufficient condition for reducing volatility in real activity or for
stimulating economic growth. While average quarterly inflation fell relative to the pre-crisis
period in almost all major economies, volatilities of both inflation and growth increased in

a majority of the economies (table I.2) amid persistently weak aggregate demand.

Unemployment challenges persist

The moderate pace of global growth, in an environment of weak investment growth, has
failed to create a sufficient number of jobs to close the gap in the employment rate (em-
ployment-to-population ratio) that opened up during the global financial crisis. The em-
ployment gap is estimated to reach 63.2 million in 2015 (figure 1.4). The average rate of job
creation has slowed to about 1.4 per cent per annum since 2011, compared to an average
annual growth rate of about 1.7 per cent rate in pre-crisis years. As a result, unemployment
figures remain high in many regions, even though they have improved in several developed
economies. Globally, the total number of unemployed is estimated to have reached 203
million, increasing by 2 million this year (figure I.5). Youth unemployment accounts for
36 per cent of all unemployed worldwide. Global employment growth is expected to con-
tinue at the relatively modest pace during the forecast period. Unemployment rates in most
countries are expected to stabilize or recede only modestly in 2016 and 2017 against the
backdrop of a moderate improvement in investment and growth during the forecast period.

After some improvements in 2014, the growth rate of employment decelerated in
the majority of developed economies during the first half of 2015. Consequently, unem-
ployment in developed economies remains well above the pre-crisis level, despite recent
improvements. In Organization for Economic Cooperation and Development (OECD)
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Figure 1.4
Global employment gap, 1999-2019
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Figure 1.5
Total unemployment by regions, 2007-2019
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countries, an estimated 44 million workers are unemployed in 2015, about 12 million more
than in 2007. The duration of unemployment has been abnormally long in many developed
economies (United Nations, 2015b), bringing long-term unemployment rates to record
highs, including among youth. In OECD countries, one third of unemployed individuals
were out of work for 12 months or more in the last quarter of 2014, representing a 77.2 per
cent increase in the number of long-term unemployed since the financial crisis.

Source: International Labour
Organization, Trends Economet-
ric Models (November 2014),
presented at the UN/DESA
Expert Group Meeting on the
World Economy, held from 21-23
October 2015 in New York.

Source: International Labour
Organization, Trends Economet-
ric Models (November 2014),
presented at the UN/DESA
Expert Group Meeting on the
World Economy, held from 21-23
October 2015 in New York.



Large informal sectors
mask the actual level of
unemployment in many

developing countries
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Despite slower employment growth, unemployment figures remained relatively stable
in developing countries in 2014. In a group of large developing economies and economies in
transition, employment growth slowed from an average of 1.4 per cent per annum between
1999 and 2007 to 1.0 per cent between 2009 and 2014, reflecting both a slowdown in aver-
age GDP growth in these economies and a simultaneous decline in the employment inten-
sity of growth. Demographic factors, changing economic structures, increasing automation
and capital intensity also partly explain the slowdown in employment growth.

The relatively stable unemployment numbers in developing economies are also par-
tially explained by declining labour force participation, particularly among women and
youth. The real transition from employment to unemployment is not always reflected in the
unemployment rate in many developing economies, because of the large informal sector in
these countries. In the developing world as a whole, employment opportunities are estimat-
ed to have deteriorated in 2015, given the sharp economic slowdown in several economies.

In developed economies, the pattern of work has been shifting considerably towards
more part-time employment. In the euro area, part-time employment represented 21.9 per
cent of total employment in the second quarter of 2015, a 3.0 percentage point increase
since the beginning of the crisis. The main concern with involuntary part-time employment
is the repercussion on job security, working poverty and low long-term earnings.

In addition to slow employment growth and high unemployment rates, wages and
earnings were also adversely affected by the financial crisis, signalling an overall worsening
of labour market conditions worldwide. In OECD countries, the annual real wage growth
was about 0.5 per cent between 2008 and 2014, significantly slower than the 1.8 per cent
between 2000 and 2007. On the one hand, wage adjustments may have helped to avoid
higher job losses during the financial crisis and facilitated job creation in some countries
more recently. At the same time, wage adjustments, which were predicated on slowing
productivity growth, increased hardship at the household level and weakened aggregate
demand. Increases in part-time and temporary jobs, especially in developed economies, and
a gradual shift from salaried work to self-~employment in some developing regions, such as
in Latin America and the Caribbean, have contributed to increasing job insecurity in many

parts of the world.

Employment growth and decent work critical for realizing
the 2030 Agenda for Sustainable Development

The persistent employment gap, unemployment (particularly youth unemployment), grow-
ing prevalence of part-time employment, job insecurity, and stagnant real wages will se-
riously undermine the global efforts for promoting “inclusive and sustainable economic
growth, employment and decent work for all”, as envisaged in the 2030 Agenda for Sustain-
able Development (United Nations, General Assembly, 2015a, p. 4).

Headwinds impede global growth

Global growth prospects face considerable headwinds in the near term, amid a macroe-
conomic environment of falling inflation and weak employment generation. Five major
headwinds—Dboth cyclical and structural—will continue to shape the near-term outlook of

the global economy as well as its long-term prospects:

3 Argentina, Brazil, China, India, Indonesia, Russian Federation, Saudi Arabia, South Africa and Turkey.
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* Dersistent macroeconomic uncertainties and volatility;

* Low commodity prices and declining trade flows;

* Rising volatility in exchange rates and capital flows;

* Stagnant investment and diminishing productivity growth;

¢ Continued disconnect between finance and real sector activities.

Persistent macroeconomic uncertainties and volatility

Persistent uncertainty has been a legacy of the global financial crisis that began in the third
quarter of 2008. The policy deliberations in the United States Federal Reserve (Fed), for
example, have repeatedly identified macroeconomic uncertainty as a key factor affecting the
subdued economic performance during the post-crisis period. While lax regulations that
allowed the financial sector to take excessive risks precipitated the financial crisis, persis-
tence of macroeconomic uncertainty continues to adversely affect aggregate demand and
investment in the post-crisis period.

In an economy, households and firms make decisions to consume or invest today
based on the expectation of a future outcome. The change in the probability of a future eco-
nomic outcome—income, profit, etc.—represents an uncertainty shock. Unlike an income
or productivity shock, an uncertainty shock does not directly affect the level of income or
wealth. It can, however, change the probability distribution of future income, which in turn
can affect economic behaviour and the welfare of households and firms (see Knotek and
Khan, 2011).

Uncertainty shocks persist

A strand of economic research® generally relies on uncertainty to explain the fluctuations in
real output. This research finds uncertainty to be highly countercyclical, rising during eco-
nomic downturns and diminishing during financially stable times. Recessions indeed co-
incide with higher degrees of uncertainty (Bloom, Floetotto, and Jaimovich, 2007). When
uncertainty amplifies, firms and households typically go into a “wait and see” mode, post-
poning costly consumption and investment decisions, especially if they are irreversible. The
benefits of waiting and gathering more information about potential risks usually outweigh
the cost of not doing anything when uncertainty is high. This largely explains why business
activities slow down or investments freeze during economic downturns (Bernanke, 1983).
In the short run, uncertainty may increase transaction costs and depress profitability. It may
also induce herding behaviour among firms and depress aggregate investment.

Bloom and others (2012) shows uncertainty shocks typically induce a rapid drop and
rebound in aggregate output, investment and employment, as was observed during 2009-
2010 immediately after the Great Recession. An uncertainty shock also generates a negative
productivity shock, as uncertainty can freeze reallocation of human and financial resources
within and across firms. As such, these shocks are expected to be shortlived. Yet, seven
years since the global financial crisis, uncertainties remain elevated. While the financial

4 Alexopoulos and Cohen (2009), Bloom, Bond and Van Reenen (2007), Bloom (2009), and
Bloom and others (2012) provide results supporting a key role for uncertainty shocks in business
cycle fluctuations.

Persistent uncertainty can
freeze investment and
paralyze growth
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and liquidity shocks have been relatively short-lived, with equity and debt markets reaching
their pre-crisis levels as early as 2010, the uncertainty shock continues to linger.

Volatility proxies for the While there are compelling theoretical arguments that uncertainty can adversely
level of uncertainty in an
economy

affect growth, there is no consensus on how to objectively measure uncertainty. The empir-
ical literature primarily uses proxies or indicators of uncertainty, such as the implied or
realized volatility of stock market returns, the cross-sectional dispersion of firm profits or
productivity, or the cross-sectional dispersion of survey-based forecasts.

The persistence of uncertainty in the global economy makes a strong case for revisit-
ing the relationship between uncertainty and output growth in the 20 large developed and
20 large developing countries and economies in transition.® While the analyses presented
here make no claim of a causal relationship between these variables, they provide important
insights on macroeconomic volatility and the slow pace of global growth, and raise impor-

tant policy questions that merit further research.

Trends in key real and nominal variables

Both output growth and inflation have shifted downward since the global financial crisis,
representing the level effects of the crisis. At the same time, volatility of output growth has

increased in developed economies in the aftermath of the crisis.
Both real and nominal As table 1.2 shows, average growth rates of output, consumption and investment in
volatilities are higherinthe  the 20 large developed economies registered significant declines during the post-crisis peri-
post-crisisperiod o4 The sharpest decline is observed in investment growth rates. Average inflation experi-
enced only a slight decline in the post-crisis period, while inflation volatility experienced a

sharp increase.

Surprisingly, the broad money (M2) growth also declined during the post-crisis peri-
od despite the quantitative easing (QE) policies pursued by the central banks in many
developed countries. While QE injected liquidity into the financial system, a significant

Table 1.2
Key macroeconomic volatilities before and after the crisis

‘ Developed 20 ‘ Developing 20
‘ 2002 Q3:2007 Q4 | 2010Q1:2015Q2 ‘ 2002 Q3: 2007 Q4 2010 Q1: 2015 Q2
Output growth Mean 2.8 1.3 6.3 43
Volatility 1.2 1.5 29 2.6
Consumption growth Mean 2.6 1.0 6.5 4.1
Volatility 1.0 14 2.7 3.7
Investment growth Mean 44 0.9 10.9 5.6
Volatility 4.3 4.6 8.5 7.3
Inflation Mean 1.9 1.6 6.9 6.6
Volatility 0.6 1.1 33 29
M2 growth Mean 79 3.5 209 14.4
Volatility 29 27 7.8 5.2

Source: UN/DESA calculations.
Note: Volatility is measured as standard deviation.

5 These 40 economies accounted for more than 90 per cent of the global economy in 2014. The avail-
ability of quarterly macroeconomic data determined the selection of 20 large developing economies.
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portion of that additional liquidity actually returned to central banks™ balance sheets in
the form of excess reserves, which possibly explains why QE has had only limited effects
on boosting aggregate demand or investment rates in many developed countries. Between
January 2000 and August 2008, the excess reserves of banks on the Fed’s balance sheet
averaged $1.8 billion. The total volume of excess reserves in the Fed reached $1 trillion by
November 2009. As of October 2015, the Fed has excess reserves of $2.6 trillion (figure
1.6), which represents nearly 75 per cent of total assets purchased by the Fed since the onset
of the financial crisis. The ballooning of excess reserves since the crisis demonstrates that
financial institutions generally chose to park their cash with the Fed instead of increasing
lending to the real economy.

Figure 1.6
Excess reserves of financial institutions held with the United States Federal Reserve
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The financial crisis has had similar level effects on the macroeconomic variables in
20 large developing economies, although effects have been less pronounced (table 1.2). For
example, average output growth declined by about 32 per cent in developing countries
during the post-crisis period, relative to the 54 per cent decline in output growth in the
developed countries. Investment growth also declined in developing countries, albeit at
a slower pace. Several factors may explain why developing countries managed to avoid a
sharper adjustment in investment, consumption and output, with one factor being that
the financial crisis originated in the developed countries and has had only indirect effects
through trade and capital flow channels. The relative stability of growth in developing
countries is also attributable to the fact that many of them managed to implement effective
countercyclical fiscal and monetary measures to sustain investment and growth during the
post-crisis period.

The crisis also marks a shift in volatility trends. While volatilities increased in devel-
oped economies during the post-crisis period, volatilities in developing countries generally
trended downwards. Historically, developing countries experienced higher levels of vola-
tility in output and inflation, as documented in a number of empirical studies (see Ramey
and Ramey (1995); Easterly, Islam and Stiglitz (2001); Kose, Prasad, and Terrones (2005)).

Source: Federal Reserve Bank
of St. Louis, Excess Reserves of
Depository Institutions.
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Developed countries
experienced sharp
increases in volatility

Volatility negatively affects
output growth
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These studies cite the lack of diversification, adverse terms of trade shocks, weak financial
and institutional developments, and exposure to financial shocks as reasons why developing
countries generally experience more output or inflation volatility.

Volatilities sharply increased in developed countries, despite the fact that these
economies are generally more diversified and have more effective institutions. Developed
countries also have more open capital and financial markets, which should have allowed
for international risk sharing and reduced variability in consumption. Social protection
programmes, transfers and unemployment benefits—prevalent in developed countries—
should have also ensured relative stability in consumption growth. Yet, during the post-cri-
sis period, developed economies experienced significant increases in consumption volatility,
reacting in a manner contrary to the findings of Bekaert, Harvey and Lundblad (2006),
which claim that countries with more open capital accounts and financial liberalizations
experience lower levels of consumption growth volatility. Instead, increased volacility in
the developed countries during the post-crisis period tends to support the view that open
capital markets do not necessarily lead to international risk sharing and that countries with
more liberalized financial and capital markets often experience higher levels of volatility in

growth (see Easterly, Islam and Stiglitz, 2001; Agenor, 2003).

Output volatility and output growth

Keynes (1936) first suggested a negative relationship between output variability and av-
erage growth, arguing that businesses take into account the fluctuations in economic ac-
tivity when they estimate the return on their investment. Bernanke (1983) and Ramey
and Ramey (1995), also suggest the existence of a negative relationship between output
volatility and growth. On the other hand, Solow (1956) suggests a positive effect of real un-
certainty on output growth, arguing that output uncertainty encourages higher precaution-
ary savings and a higher equilibrium rate of economic growth. Kose, Prasad and Terrones
(2005) conclude that the relationship between growth and volatility depends on the level of
economic development, where the relationship is generally positive in developed economies
and negative in developing economies.

The data show a strong negative correlation between output volatility and output
growth during the post-crisis period in developed and developing and transition economies
(figures 1.7 and 1.8). The strong negative relationship holds even if outliers are excluded
from the analysis. Growth volatility is affected by volatilities in investment, consumption,
inflation and money supply, given that these variables jointly determine output growth.

Consumption, investment, inflation and their respective uncertainties and volatilities
are endogenous to growth. Yet not all macroeconomic variables are endogenous. Policy
choices, institutions and interventions are typically exogenous in the short run. Effective
fiscal, monetary or exchange-rate policies can help reduce uncertainties and influence the
behaviour of firms and households. Macroeconomic policies, as such, need to be designed
and implemented more effectively to reduce uncertainties and stimulate aggregate demand

and growth of the global economy.
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Figure 1.7
Volatility and growth in developed economies, 2010 Q1-2015 Q2
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Volatility and growth in developing economies and economies in
transition, 2010 Q1-2015 Q2
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The value of global trade is
falling, while the volume is
showing some persistence

World Economic Situation and Prospects 2016

Low commodity prices and declining trade flows

In the aftermath of the financial crisis, international trade, largely driven by demand from
China, played a critical role in sustaining global output, particulatly for developing econo-
mies. During 2009-2011, high commodity prices and early signs of recovery sustained the
export income of large emerging and developing economies in Asia, Africa and Latin Amer-
ica. The downward trends in commodity prices since 2011 and sharp decline in oil prices
since mid-2014 have altered the trade dynamics of many commodity-exporting countries.
While the value of global trade has dropped sharply, trade volumes have recorded only a
moderate deceleration. The decline in commodity prices largely explains the observed di-
vergence in the value and volume of global trade flows. The commodity price declines have
generally deteriorated the terms of trade of commodity exporters (see chap. II, box I1.1),
limiting their ability to demand goods and services from the rest of the world. This appar-
ently has had second-order effects on non-commodity-exporting economies, unleashing a
downward spiral in the value of global trade.

Global trade flows have slowed significantly in recent months, with total volumes
of imports and exports projected to grow by only 2.6 per cent in 2015, the lowest rate
since the Great Recession.® The source of the global slowdown in trade is primarily rooted
in weaker demand from developing economies and a sharp decline in imports demanded
by economies in transition. Global exports to the Commonwealth of Independent States
(CIS) countries started to decline in 2014 and dropped sharply in 2015, as geopolitical
tensions, weaker oil prices and declining remittances (see chap. III) led to large currency
depreciations and erosion of real income in many of these economies. Import demand from
the United States, on the other hand, accelerated, supported by the strong appreciation of
the dollar since mid-2014 and relatively solid economic growth. Imports by the European
Union (EU) economies have also strengthened and the EU demand is now a key impetus
to the growth in world trade. On the other hand, sluggish growth, a weak yen and the slow-
down in Japan’s key trading partners in East Asia, particularly China, has had a dampening
effect on global trade growth (figure 1.9) (see chap. II for more details on trade flows).

As growth in China moderates, import growth has slowed sharply from the double-
digit rates recorded for most of the last two decades. Total East Asia imports grew by an
estimated 0.9 per cent in 2015, after just 3.3 per cent growth in 2014. The anticipated slow-
down of the Chinese economy will have significant adverse effects on the growth prospects
of many economies. A larger-than-expected slowdown in China would have further adverse
effects on global trade, reducing aggregate demand and slashing global growth.

Commaodity prices have registered sharp declines

The oil price has plummeted by more than 55 per cent since mid-2014, bringing down the
price of oil to levels that prevailed a decade ago. Non-oil commodity prices have continued
on the downward trend initiated in 2011, with a particularly sharp drop in metals prices
during 2015. The UNCTAD nominal price index of minerals, ores and metals (figure 1.10)
dropped 13.3 per cent in the first 9 months of 2015, and the food price index dropped by
12.2 per cent. This has led to a substantial shift in terms of trade and a sharp deterioration
of GDP growth in commodity-dependent economies.

6 See table A.16 for detailed trade figures and projections by region.
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Figure 1.9
Regional contributions to world import growth®
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economies that have been the main oil and metal demand drivers for the past decade.
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In the outlook period, world trade is expected to grow by 4.0 per cent and 4.7 per cent
in 2016 and 2017, respectively. Weak commodity prices, increased exchange-rate volatility
and the slowdown in many emerging economies, including China, will continue to exert
some downward pressures on trade flows, but stronger demand in the United States and
Europe will offset the downward pressures and contribute to reviving global trade growth.

Rising volatility in exchange rates and capital flows

Large swings in exchange rates

Against the backdrop of falling commodity prices, increased capital outflows from develop-
ing countries and diverging monetary policies, exchange-rate volatilities have become more
pronounced. Global exchange-rate volatility has risen considerably since mid-2014, while
many emerging-market currencies have plunged amid significant capital outflows. The
downward pressure on emerging-market currencies partly reflects deteriorating market ex-
pectations about these economies amid expectations of a rise in United States interest rates. As
illustrated in figure 1.11, the weakness of emerging-market currencies against the dollar
(and other developed-market currencies) has been broad-based, but the size of the depre-
ciations has varied substantially. The Brazilian real and the Russian rouble have recorded
the largest losses, and both countries remain mired in severe economic downturns, accom-
panied by elevated inflation. The sharp declines of emerging-market currencies against the
dollar have contributed to concerns over the high level of dollar-denominated debt of many
non-financial corporations in emerging markets. In the case of a sudden currency deprecia-
tion or increase in interest rates, deleveraging pressures are likely to rise along with risks of
corporate defaults in these economies (see chap. III).

Figure 111
Exchange rates of selected emerging-market currencies vis-a-vis
the United States dollar, 1 September 2014-23 November 2015
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Between July 2014 and March 2015, the dollar index, which measures the value of
the dollar against a basket of six major currencies, gained about 25 per cent. The Fed’s deci-
sions in June and September to delay its first rate hike has, at least temporarily, reduced the
upward pressure on the dollar. However, a further widening of the policy gap between the
Fed and other central banks, notably the European Central Bank (ECB) and the Bank of
Japan, is expected to lead to a renewed strengthening of the dollar in 2016 (see the appendix
to this chapter for the key exchange rate assumptions underlying this forecast).

In line with the large movements in nominal exchange rates, real effective exchange
rates (REER) have changed significantly over the past year. The People’s Bank of China
in August adjusted the mechanism for setting the renminbi’s daily reference rate—a move
that resulted in a 3 per cent depreciation of the renminbi against the dollar. Despite this
decline, the renminbi is still about 10 per cent stronger in real effective terms than it was in
September 2014. On the other hand, the euro and the yen have depreciated by about 6 per
cent, while the currencies of Brazil, Colombia and the Russian Federation have fallen by
about 25 per cent in real effective terms.

These REER adjustments have been accompanied by rising exchange-rate volatility.
Figure 1.12 shows a measure of REER volatility for two groups of countries: 36 developed
economies and 24 developing economies and economies in transition. Average exchange-
rate volatility has increased significantly since mid-2014, in particular for the group of
developing countries and economies in transition. While volatility is still much lower than
during the global financial crisis and the emerging market crises of 1997-1998, it is relative-
ly high for a non-crisis period.

A key question, and related policy challenge, is how the large movements in real
exchange rates will impact international trade and capital flows during the forecast period.
A number of recent studies (including Ahmed, Appendino and Ruta (2015) and Ollivaud,
Rusticelli and Schwellnus (2015)) suggest that the rising importance of global value chains

Figure .12
Real effective exchange-rate volatility, January 1996-September 2015
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has dampened the relationship between real exchange-rate movements and trade flows. A
new International Monetary Fund (IMF) (2015a) analysis, however, suggests that exchange-
rate movements still tend to have strong effects on real trade volumes. This is expected to
lead to a significant redistribution of real net exports from the United States to Japan and
the euro area. At the same time, it provides a silver lining for some of the hard-hit emerging
economies, as their exports are likely to receive a boost from depreciating emerging-market
exchange rates.

Capital inflows to emerging economies decline sharply

Sharp adjustments in commodity prices—and commensurate swings in exchanges rates, as
discussed in the previous section—have led to reduced capital flows to developing countries.
The prospect of an imminent increase in the United States policy rate has also affected the
volume and direction of capital flows, particularly to large developing economies. Changes
in the relative rates of return, heightened risk aversion, deteriorating economic prospects
(especially in commodity-exporting economies), and associated sharp realignments of ex-
change rates leave many developing economies and economies in transition vulnerable to
a sudden stop, and reversal, of capital inflows, which may adversely affect their balance of
payment and put further downward pressures on their exchange rates.

Capital inflows to developing countries have already slowed noticeably, as domestic
vulnerabilities and the effects of lower commodity prices have impacted their medium-term
investment and growth prospects. In 2015, net capital inflows to emerging economies are
projected to be negative for the first time since 2008. The current retrenchment in net cap-
ital flows to emerging markets is far more severe than that experienced during the financial
crisis, with net capital outflows expected to reach about $700 billion in 2015. While at the
global level the bulk of the absolute deterioration in net capital flows can be attributed to
China and the Russian Federation, the phenomenon is far more pervasive when considered
relative to the size of individual economies. The decline in net capital inflows since 2013 has
been associated with significant currency depreciations across a large number of economies,
including Brazil, Indonesia, Mexico, South Africa, Thailand and Turkey. Several countries
have also experienced sharp declines in equity prices and international reserves.

During the third quarter of 2015, portfolio outflows reached a record of $40 billion,
the largest withdrawal since 2008. Corporate debt in emerging economies has increased
more than four times faster than GDP growth over the last decade (Institute for Interna-
tional Finance, 2015), with much of the new debt denominated in United States dollars
(World Bank, 2015a). Given the appreciation of the dollar, this will increase the debt-ser-
vicing burden for many large firms. Deleveraging and a sharp reversal of bond flows remain
a risk, particularly for economies where capital inflows have been driven by global liquidity
rather than by economic fundamentals (Ayala, Nedeljkovic and Saborowski, 2015). Mean-
while, cross-border lending to emerging economies, which remains highly volatile, has also
shown signs of weakness. In the second quarter of 2015, cross-border lending posted an
annual decline for the first time since 2012 (Bank for International Settlements, 2015),
reflecting growing weaknesses in emerging economies in Asia and Latin America.

The risks of more pronounced capital outflows from developing economies and
economies in transition are substantial. In the short term, portfolio liquidity could dry
up and financing costs might rise abruptly in response to the anticipated interest rate rises
of the Fed, putting pressure on exchange rates, equity prices and international reserves.
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Such a scenario would exacerbate the difficulties that many economies face in reinvigorat-
ing investment, as volatile capital flows tend to amplify financial and real business cycles
(Claessens and Ghosh, 2013). In the medium term, the adjustment in emerging economies
to the new global conditions, including lower financial market liquidity and commodity
prices and higher levels of risk aversion, will pose new challenges for monetary, fiscal and
exchange-rate policies.

Stagnant investment and diminishing
productivity growth

The global financial crisis has had the most pronounced negative effect on investment rates.
Notwithstanding the debates as to whether the lack of aggregate demand or the absence of
structural reforms and improved business environment inhibit new investments, it remains
clear that global investment rates have sharply declined since the onset of the financial crisis
(figures 1.13a and 1.13b). After an early recovery in 2010-2011, the growth rates of fixed
capital formation have sharply slowed down since 2012, exerting downward pressure on
productivity, employment and growth. The growth rates of fixed capital formation nearly
collapsed since 2014, registering negative quarterly growth in as many as 9 large devel-
oped and developing countries and economies in transition. Only a few economies, notably
Finland, France, and Greece, saw acceleration in investment rates between 2014 Q1 and
2015 Q2.

Investment in productive capital has been even weaker than the total investment
figures suggest, as dwelling and intangible assets account for the majority of investment in
developed economies. According to OECD data on fixed capital formation, investments in
intangible and intellectual property assets together represent the largest share of fixed capi-
tal formation in a number of developed economies in 2014, including in Germany (47.2 per
cent) and the United States (42.3 per cent). Acquisition of intangible assets, such as trade-
marks, copyrights and patents, may increase financial returns to firms without necessarily
increasing labour productivity or productive capacity. Fixed capital formation is, however,
likely to witness a moderate increase during the forecast period, supported by less restrictive
fiscal positions, an accommodative monetary policy stance and also by reduced macroeco-
nomic uncertainty and stabilization of commodity prices. Low (but stable and predictable)
commodity prices are likely to attract new investments in the sector.

Diminishing productivity growth

Alongside declines in investment rates, productivity growth has also slowed down signifi-
cantly in recent years across a large set of economies (table I.3). During the pre-crisis period,
the United States and the euro area countries registered healthy growth in labour produc-
tivity, averaging 1.5-2.0 per cent per year. Productivity growth has also slowed down in
developing economies, which underscores the need for improving infrastructure, invest-
ing in human capital and implementing structural reforms (i.e., improving corporate
governance, the business environment and competitiveness). In addition, decent work, job
security and employment benefits can also contribute to boosting productivity growth in

developing countries.
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Figurel.13a

Developed countries’ fixed investment growth: before and after the crisis
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Table 1.3
Growth of labour productivity, before and after the crisis

‘ Average percentage change per year

‘ 2001-2007 ‘ 2009-2014
France 1.5 0.9
Germany 13 1.2
Japan 1.6 1.2
United Kingdom 2.2 0.3
United States 2.0 0.9
China 9.5 74
India 44 7.0
Russian Federation 54 2.0
South Africa 3.1 1.5

A composite growth accounting for 128 economies (representing over 95 per cent
of the world economy) shows that the combined contribution of labour quality, labour
quantity and total factor productivity to total global growth declined from 52.5 per cent
during the period 2002-2007 to 16.8 per cent during 2009-2014, marking a commensurate
sharp increase in capital intensity of growth (figure I.14a). In 26 developed economies, the
contribution of these three factors declined from 44.9 per cent to 10.8 per cent, with the
quantity of labour contributing negatively (-9.2 per cent) to output growth in these econo-
mies during the post-crisis period (figure 1.14b).

While investment growth remained stagnant or fell in many economies, the contribu-
tion of capital to total growth increased worldwide during the post-crisis period, which pre-
sents a growth accounting puzzle. In a growth accounting framework, the contribution of
capital to total output includes capital services rendered by existing capital stocks—in the
form of depreciation and depletion—and also new capital investments. With both labour
inputs and investment growth falling since the global financial crisis, capital services from
existing capital stock accounted for most of the growth during the post-crisis period.

The slowdown in productivity growth is closely linked to the near collapse in invest-
ment rates. However, Gordon (2012) argues that the productivity slowdown is inevitable,
given that new innovations have been less effective in generating large-scale productivi-
ty growth compared to innovations in earlier generations. According to Gordon (ibid.),
demography, education, inequality, globalization, energy and environment, and the over-
hang of consumer and government debt will put downward pressure on productivity
growth in developed economies. On the other hand, Bloom and others (2012) argue that
increased uncertainty also reduces productivity growth because it reduces the degree and
pace of reallocation in the economy, which is usually one of the key drivers of productivity
growth.” However, Bloom and others (ibid.) caution that the productivity slowdown did
not cause the recession. Instead, it was a by-product of the Great Recession.

Reversing the trends in productivity growth will be critical for putting the world
economy on a trajectory of sustained, inclusive and sustainable growth, as envisaged in the

7 Foster, Haltiwanger, and Krizan (2000; 2006) show that reallocation, mainly entry and exit of firms,
accounts for about 50 per cent of manufacturing and 80 per cent of retail productivity growth in the
United States.
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Source: UN/DESA, based on
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hour worked.
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Source: UN/DESA, based on
the productivity data from the
Conference Board Total
Economy Database.

Note: The composite
contribution to world

output is weighted by each
country’s share of GDP in the
world economy. The data in
parenthesis show the absolute
contribution (%) to global
growth during the period.

Source: UN/DESA, based on
the productivity data from the
Conference Board Total Economy
Database.

Note: The composite
contribution to output is
weighted by each country’s
share of GDP. The data in
parenthesis show the absolute
contribution (%) to growth
during the period.
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Figure 1.14a
Growth accounting at the global level, 2009-2014 and 2002-2007
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2030 Agenda for Sustainable Development. This will require extensive policy efforts and
coordination among fiscal, monetary and development policies to increase investments in
physical infrastructure and human capital. This will also require alignment of policies and
effective regulations to ensure that the financial sector facilitates and stimulates long-term
and productive investment. There also needs to be greater international policy coordination

and support to facilitate transfer and exchange of technologies, which can also help stimu-

late productivity growth.
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Continued disconnect between finance
and real sector activities

A growing disconnect between finance and real sector activities is evident in the data: fixed
investment growth nearly collapsed (figures 1.13a and 1.13b), while debt securities (a finan-
cial instrument to raise capital) issued by non-financial corporations increased by more
than 55 per cent between 2008 and 2014, representing a nearly 8 per cent increase per year
(table 1.4). One plausible explanation is the weak aggregate demand in developed econo-
mies, which has discouraged new investment. Policy uncertainties and the risk of deflation
also partly explain the collapse in investment. On the other hand, the structural transfor-
mation of economies, with most of the growth coming from the service sector, provides
another explanation. Service sectors typically require less capital inputs to produce outputs.
Frey (2015), for example, has argued that digital technologies are much less capital-absorb-
ing, creating little new investment demand relative to other revolutionary technologies. But
there has been little or no structural transformation in the developed economies since the
financial crisis to support this argument. The share of service sectors, including ICT sectors,
has remained reasonably constant during the post-crisis period. Summers (2014) blames
low real interest rates for the growing disconnect between finance and real sector activi-
ties, which, according to him, encourages excessive risk-taking by the financial sector and
“greater reliance on Ponzi finance and increased financial instability” (ibid., p. 69). While
the low real interest rates since the financial crisis partly explain the rapid build-up of the
stock of financial assets—including the build-up of debtsecurities and equity prices—it
does not explain why this did not lead to investment booms in the developed countries.
The total stock of financial assets worldwide is estimated at $256 trillion at the end
of 2014 (figure 1.15), increasing from $184 trillion at the end of 2008. Total financial assets
in the world—measured in terms of all debt securities outstanding, equities and the stock
of bank credit—exceeded the pre-crisis level as early as 2010. Given the rapid build-up of
financial assets and the decoupling of finance and real sector activities, the world economy
again faces the risk of rapid financial deleveraging, as observed at the onset of the financial
crisis between the second and fourth quarters of 2008. In G7 economies, the financial
sector deleveraging of securities averaged 6.1 per cent of GDP during those periods (figure
1.16). In the United Kingdom of Great Britain and Northern Ireland, total deleveraging
was as high as 18.3 per cent of GDP in 2008. The data also show a strong correlation
between financial sector deleveraging and GDP contraction during the last two quarters of
2008. During the years leading up to the crisis, the financial sectors rapidly increased their

Table 1.4
Global debt securities outstanding

Billions of United States dollars ‘ 2002 Q4 ‘ 2008 Q4 ‘ 2014 Q4

Total debt securities 42,426 76,532 92,867
issued by:
Financial corporations 19,664 38,998 36,629
Non-financial corporations 5,585 7,226 11,211
General government 17,001 29,950 44,743
of which:

International debt securities 7,374 17,648 19,763
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Financial sector recovery
has been swift and has
outpaced real sector
recovery

Source: UN/DESA, based on the
BIS debt securities data.

Note: The different types of
securities do not add up to the
total because of some over-laps of
securities issued by financial and
non-financial corporations.
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Source: UN/DESA, based on
estimates, using the BIS data on
debt securities, World Federation
of Exchanges data on market
capitalization and the Bankscope
data on the stock of bank credit.
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leverages to finance activities, including the risky activities by non-bank financial sectors
(shadow banks). With the collapse of Lehman Brothers in September 2008, many financial
firms were forced to rapidly deleverage as their equity prices collapsed and debt-to-equity
ratios skyrocketed. Preliminary UN/DESA estimates suggest that 1 per cent deleveraging
is associated with a 0.1 per cent contraction in GDP growth in 16 developed economies,
while controlling for changes in credit flows and market capitalization (figure 1.17). On the
other hand, the correlation between the net change in market capitalization and the net
contraction in GDP is very weak, controlling for net changes in leverage and credit stock.
One possible explanation is that the fall in market capitalization affects GDP only through
indirect channels—mostly wealth effects—and those, too, with a lag.

A similar deleveraging pressure may rise—particularly in developing countries—
with increases in the United States policy rates, which may increase the debt-servicing
cost and the counter-party risks of borrowing firms. A sudden and disorderly adjustment
in equity prices could increase the debt to equity ratio of highly leveraged firms and force
them to reduce their debt level to avoid defaults. The deleveraging may increase financial
market volatility and have significant negative wealth effects on households and corpora-
tions, reducing investment and aggregate demand and possibly pushing the world economy
towards an even weaker growth trajectory than currently anticipated.

Figure 115
The stock of financial assets, 2002-2013
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Economic growth, poverty and carbon emission

The 2030 Agenda for Sustainable Development underscores the imperative of achieving
inclusive and sustainable economic growth. On the one hand, this will require a recoupling
of growth and poverty reduction, and on the other, a decoupling of growth and emission
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Figure 1.16
Financial sector deleveraging, 2008 Q2-2008 Q4
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Figure 1.17
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levels to ensure that economic growth is sufficiently inclusive and sustainable. Given the
imperative of sustainable development, the following section presents an analysis of the
recent trends in growth, poverty reduction and environmental sustainability.

Growth and poverty reduction

According to the Millennium Development Goals Report 2015 (United Nations, 2015¢), the
proportion of people living in extreme poverty in developing countries declined by 50 per
cent between 1999 and 2011. Nonetheless, one in five people in developing regions still live
below the international poverty line of $1.90 a day and the improvements have been une-
venly spread across regions. In sub-Saharan Africa, for instance, extreme poverty declined
by just 21 per cent, while in East Asia it declined by 82 per cent. In order to progress further
with the goal of poverty reduction, the Sustainable Development Goals (SDGs) provide a
number of targets to support economic growth including economic diversification, tech-
nological upgrades and innovation, development of high value added and labour-intensive
sectors; while targets to reduce economic inequality include implementing social protection
systems and achieving gender equality and equal pay for work of equal value. Both stronger
growth and redistribution may be addressed by such targets as broadening access to finance
and economic resources, achieving universal health care, ensuring inclusive and equitable
education and building resilient infrastructures.®

The relationships between growth, poverty and inequality are complex, as highlighted
by Kanbur (2004). One generally finds a negative correlation between growth in per cap-
ita income and poverty. A decline in inequality is also generally associated with declining
rates of poverty. These relationships follow from the interlinkages between poverty, average
income and income distribution, as shown by Bourguignon (2003). This relationship also
shows that the pace of poverty reduction is related to prevailing levels of economic devel-
opment and relative income inequality. The percentage decline in the poverty headcount
ratio associated with a rise in income will accelerate as average income in the economy rises,
while reduction in inequality can also permanently accelerate the speed of poverty reduc-
tion (ibid.), allowing a virtuous circle to develop, provided both targets can be achieved
simultaneously. However, the relationship between income growth and inequality is much
less straightforward. Growth in GDP per capita can only necessarily reduce poverty if it
does not at the same time increase inequality; the data on this relationship show considera-
ble variation and the academic literature is inconclusive.

Figure 1.18 illustrates the relationship between income growth and the poverty head-
count ratio for a sample of 90 developing economies and economies in transition. On aver-
age, a 1.0 per cent rise in GDP per capita is associated with a 1.5 per cent decline in the
poverty headcount ratio in this sample. This relationship is often referred to as the “income
elasticity of poverty” and is broadly in line with elasticity estimates from other studies.

While different rates of GDP growth per capita can clearly explain some of the observed
heterogeneity in poverty reduction across countries, the observed correlation is relatively
loose, reflecting differences in the levels of development, the level of income inequality,
and the change in income inequality over the sample period. The relationship between the
income elasticity of poverty and the level of development, measured as the distance between
the poverty line and average income, is intuitively straightforward. Where the poverty gap

8 See https://sustainabledevelopment.un.org/topics.
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is high, for a given path of economic growth the decline in poverty in percentage terms will
be smaller than in countries with a lower incidence of extreme poverty. In the figure, it is
clear that the majority of low-income countries have seen relatively slower rates of poverty
reduction, while upper-middle-income countries have generally seen faster rates. Fragile
and conflict-affected countries are particularly vulnerable to high poverty rates, with little
prospect for either economic growth or income redistribution. For example, Burundi falls
within the quadrant of low growth and slow poverty reduction in figure 1.18 reflecting the
fact that the sample period falls within the period of the Burundian Civil War.

The income elasticity of poverty has been strong in many Latin American economies.
While these countries had relatively lower levels of extreme poverty at the onset compared
to the low-income countries in the sample, the implementation of more redistributive poli-
cies has also been a crucial factor that allowed poverty to recede rapidly. Redistributive pol-
icies or other fiscal or employment policies that prevent inequalities from rising can, thus,
significantly accelerate poverty reduction for a given rate of economic growth.

The sectoral composition of production also has implications for income distribution
and the evolution of relative income inequality, and, consequently, poverty. When eco-
nomic growth is led by sectors that are labour intensive, such as agriculture, construction
and manufacturing, the impact of GDP growth on poverty reduction tends to be stronger
(Loayza and Raddatz, 2000). This reflects the impact on income distribution: a closer rela-
tionship between production and employment growth in these sectors allows more inclu-
sive growth, with greater potential to create jobs and support wages of the lowest-income
groups. Labour-intensive growth has been an important factor behind declining inequality

Figure 1.18
Relationship between poverty headcount ratio and income growth

Low growth, slow
104 poverty reduction

High growth, slow
poverty reduction
Upper-middle-
income

5] VEN mA x| :
countries

x Lower-middle-
income
countries

A Low-income
countries

@® Fuel exporting

Poverty headcount ratio (average annual percentage change)

countries
— Full sample
trend
25 Low growth, * High growth,
rapid poverty rapid poverty
reduction X reduction
_30 T T T T T T
-2 0 2 4 6 8 10 12

GDP per capita (average annual percentage change)

27

Redistribution can
positively affect both
growth and poverty
reduction

Source: UN/DESA based on
United Nations Statistics Division
National Accounts, United
Nations population statistics,
World Bank Poverty and Equity
Database.

Note: The sample includes 90
developing economies and econ-
omies in transition. High-income
countries are excluded. Time
periods differ across countries
owing to data available, but
extend 5-15 years to the most
recent available observation.
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in several economies located in East and South Asia. In Viet Nam, for example, agriculture,
construction and manufacturing sectors together accounted for nearly 50 per cent of pro-
duction in 2000. This, together with important progress in providing universal education,
may help to explain the impressive decline in extreme poverty in Vietnam over the last 15
years. Conversely, resource-rich economies that have a dominant energy or mining sector,
which are highly capital intensive, tend to have a weaker relationship between GDP growth
and poverty reduction (Christiaensen, Chuhan-Pole and Sanoh, 2013). While per capita
GDP growth in resource-rich countries in Africa was measurably higher than in resource-
poor countries in the past decade, poverty reduction registered a faster pace largely because
of higher employment intensity of growth in the resource-poor economies.

Looking forward, the broad slowdown in economic growth in many developing econ-
omies can be expected to restrain progress in poverty reduction in the near term. Poverty
rates remain high in many parts of the world, most notably in sub-Saharan Africa, where
in many countries more than 50 per cent of the population still lives below the poverty
line of $1.90 per day. While GDP growth per capita is expected to hold up moderately well
in this region, achieving the SDG target of achieving at least 7 per cent GDP growth per
annum in the LDCs is most likely unattainable in the near term. Recent experiences with
poverty reduction show that strong economic growth in itself is not sufficient to maintain
and accelerate the momentum of poverty alleviation, but must be accompanied by some
form of redistribution. Policies aimed at reducing inequality, such as investment in educa-
tion, health and infrastructure, and building stronger social safety nets, can play a crucial
role. The promotion of labour-intensive industries can also be an effective policy for poverty
reduction, so long as this is not achieved at the expense of productivity growth, which is
essential for real wage growth and decent work as envisaged in the 2030 Agenda for Sus-

tainable Development.

Growth and environmental sustainability

Global energy-related carbon emissions experienced no growth in 2014 for the first time
since 1990 (except for 2009, when the global economy contracted, and 1992, the year after
the dissolution of the Soviet Union (figure 1.19a)).° The latest evidence shows signs that the
world might start to see some delinking between economic growth and carbon emissions.
While still accounting for only about 13 per cent of the world’s total energy consumption,
low-carbon energy sources accounted for over 50 per cent of the new energy consumption
in 2014—the first time in 20 years.'?

As an example, China saw a net decline of 1.5 per cent in its carbon emissions in 2014.
It follows a decade of continuous improvement in carbon intensity (i.e., carbon emissions per
unit of GDP) and reflects the gradual shift in energy structure from a heavy reliance on fossil
fuel, particularly coal, to renewable energy sources. The expected continuing expansion of
the service sector and the declining growth of investment (particularly in heavy industries)
in the context of structural transformation should further weaken the link between econom-
ic growth and carbon emissions. Despite the stall of global carbon emission growth in 2014,
it is not certain that the stabilization trend continued into 2015 and the rest of the forecast

9 Unless otherwise specified, carbon emissions in this section refer to energy-related carbon emissions.
See International Energy Agency (2015).

10 Low-carbon energy sources include hydro, wind, geothermal, solar, non-traditional biomass and nu-

clear. See BP Global (2015).



Chapter I. Global economic outlook

period. Some of the weather factors that contributed to the 2014 emissions decline in certain
regions might weaken. China, for example, experienced significant growth in hydropower
generation in 2014 largely due to above-trend rainfall; also, its carbon emissions level is not
expected to peak until between 2020s and early 2030s."" Additionally, low oil prices will
hamper emissions mitigation efforts should the oil prices remain subdued.

In 2014, renewable energy investment reversed its two-year downward trend and
reached $270.2 billion, up 17 per cent from 2013 levels (United Nations Environment
Programme, 2015). It reflects strong policy support and a growing realization among insti-
tutional investors that renewable energy is a stable and relatively low-risk investment. The
rise in renewable energy investment in 2014 contrasts the sharp slowdown of overall fixed
investment growth since 2012. Considering the significant decline in capital cost in renew-
able energy sources over the past several years—wind and solar in particular—the invest-
ment increase is even more impressive, as each dollar of investment is translated into more
renewable power capacity than previous years. At the global level, it is estimated that about
103 gigawatts (GW) of renewable power capacity (excluding large hydro) was installed in
2014. Wind and solar photovoltaics alone accounted for 95 GW of newly installed capac-
ity in 2014, surpassing the total renewable power capacity of 86 GW installed in 2013.
It is estimated that renewable energy accounted for 48 per cent of the net power capacity
installed in 2014 and its share of total global electricity generation reached 9.1 per cent, up
from 8.5 per cent in 2013. Developing countries witnessed $131 billion of renewable energy
investment in 2014 and have been quickly catching up with the developed countries, which
saw a total investment of $139 billion in the same year (figure 1.19b). Among all economies,
China led renewable energy investment with $83.3 billion in 2014.

Despite the low oil prices, renewable energy investments remained strong in the first
three quarters of 2015, at roughly an equal level as the same period in 2014. A possible
explanation is that oil and renewable energy are largely used for different purposes: the
former is mainly used in the transportation sector, whereas the latter for electricity genera-
tion. At the global level, only about 4 per cent of electricity is generated from oil. However,
since gas and oil prices are linked in many markets and gas is more commonly used for
generating electricity, the impact of low oil prices on renewable energy investment could
start to pass through, should oil prices remain low. Even in that case, oil prices would need
to plunge considerably further to have a strong impact. It is estimated that the outlook of
mature renewable energy sources such as wind and solar would be only significantly affect-
ed if the oil prices drop to about $20-30 per barrel (Goossens, 2015).12

The latest available cross-country data in 2012 show an inverted U-shaped relationship
between per capita GDP and per capita carbon emission (figure 1.19¢). Rather than imply-
ing countries will automatically witness a fall in per capita emissions after reaching certain
income levels,? it reflects the combined effects of the various factors in determining emissions
trajectory. These factors include the changes in energy prices and energy structure, economic

11 As part of its intended nationally determined contribution communicated to the United Nations
Framework Convention on Climate Change Secretariat, China has committed to reach carbon emis-
sion peak by about 2030.

12 For example, Deutsche Bank estimates that electricity generated from oil would cost about $0.08/kWh
at the oil price level of $40 per barrel. Given that unsubsidized rooftop solar electricity typically costs
between $0.08-$0.13/kWh, oil prices would have to drop below $40 to make electricity generated from
solar power uncompetitive when compared to that generated from oil. See Deutsche Bank (2015).

13 In the literature, there is no clear consensus on the existence of the inverted U-shaped relationship
between emissions and growth—the so-called Environmental Kuznets Curve—when other control
variables are being taken into account.
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structural transformation, and emission mitigation policies adopted by the Government,
among others. On the other hand, global warming resulting from high atmospheric concen-
tration of greenhouse gas emissions also has economic consequences. Immediate impacts can
be transmitted through extreme weather events that affect agriculture, displace populations,
bring damages to infrastructures, etc. Climate change is also posing increasing risks to glob-
al financial stability: for example, insurance companies are facing a rising number of claims

Figure 1.19
Emission levels and renewable energy investments

a. World gross product and carbon emissions
growth, 1990-2014

b. New renewable energy investment,
2004-2014
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associated with large-scale, costly natural disasters caused by extreme weather.' Structural
transformations that shift the economy towards a low-carbon path and impose stringent
restrictions on carbon emissions could also lead to a repricing of assets—particularly those
related to natural resources and extraction sectors—and change the incentive structures to
minimize carbon footprints and promote sustainable development.

Policy stances, challenges and the way forward
Monetary policy

Global monetary policy has remained generally accommodative in the face of weakening
growth and subdued inflationary pressures in many parts of the world. In 2015, developed
economies continued to rely on accommodative monetary policy—such as asset purchases
in the euro area and Japan and near-zero (or negative) policy rates—to deliver growth.
There is, however, a growing understanding among policymakers that monetary easing
is not sufficient for stimulating real economic activity. While accommodative monetary
policy stances helped avert a financial sector meltdown and prevent a prolonged recession,
they have not been as effective as expected in stimulating investment and growth. The key
monetary policy assumptions underlying the central forecast, and forecast sensitivities to
these assumptions, are reported in the appendix to this chapter.

Monetary policy stances during the post-crisis period clearly kept the cost of bor-
rowing at historically low levels. From a historical perspective, both short- and long-term
interest rates in developed economies are still very low. Figure 1.20 shows ten-year govern-

Figure 1.20
Ten-year government bond yields in selected developed economies,
October 2005-October 2015
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ment bond yields since October 2005 for France, Germany, Japan, the United States and

the United Kingdom.
Monetary policy stances of While monetary conditions in most developed economies remain loose, the policy
developed economiesare  srances of the Fed and other major central banks have diverged over the past year. The Fed
expected todiverge 1o s moved closer to its first interest-rate hike since 2006 as the labour market in the United
States has continued to improve gradually. However, amid concerns over the impact of glob-
al economic weakness on domestic activity and inflation, the Fed rate rise is now expected
to occur in December 2015, but could be pushed into 2016 in the case of a weaker-than-
expected global economic outlook. After the inital lift-off, the pace of interestrate
normalization by the hike is likely to be slow and highly sensitive to inflation and job

market developments.

Unlike the Fed, other developed-country central banks, including the ECB and
the Bank of Japan, are still easing monetary policy. The ECB continues to implement its
expanded asset purchase programme, which was launched in March 2015 in an attempt to
steer inflation closer to the 2 per cent target. The monthly asset purchases of public and pri-
vate sector securities amount to an average of €60 billion and are expected to be carried out
through the end of March 2017. While the programme has supported the recovery of the
euro area, a downgrading of the inflation forecast has opened the door for further stimulus.
A first interest-rate increase by the ECB is not expected until late 2017 or 2018. The Bank
of Japan has maintained the pace of asset purchases under its quantitative and qualitative
monetary easing programme (QQME), targeting an increase in the monetary base at an
annual pace of about 80 trillion yen. The authorities have not specified an end date for the
programme, indicating that it will continue until inflation is stable at 2 per cent. The like-
lihood of a further expansion of the programme has increased in recent months as headline
and core inflation once again declined and economic activity weakened.

Against the backdrop of weakening growth, rising financial market volatility, sharp
exchange-rate depreciations and increasing portfolio capital outflows, monetary policies
in developing and transition economies have shown some divergence in 2015 (figure 1.21).

Figure 1.21
Central bank policy rates in the BRICS, October 2011-October 2015
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Many Asian central banks cut their policy rates in 2015, responding to declining inflation
and seeking to support growth.

The People’s Bank of China has reduced its one-year benchmark lending rate six times
since November 2014, lowering the rate from 6 per cent to 4.35 per cent. The authorities
have also used other measures, such as reserve requirement cuts and targeted lending facil-
ities, to inject liquidity into the economy. The Reserve Bank of India cut its main policy
rate four times in 2015, by a total of 125 basis points. For many developing economies,
especially those with open capital accounts, the monetary policy stance over the next two
years will not only depend on growth and inflation trends, but also on potential spillover
effects of policy changes in the United States.

In several South American and African countries, including Brazil, Colombia, Ken-
ya and South Africa, monetary policy has recently been tightened in a bid to halt rising
inflation, significant capital outflows and large currency depreciations. For most of these
countries, the monetary tightening is expected to further lower growth prospects, which
have already been hit by the drop in commodity prices and a range of domestic factors.

Fiscal policy

Most of the developed economies—whose fiscal deficits and public debt levels are averaging
about 3 per cent and 100 per cent of GDP, respectively—have gradually transitioned since
2013 from post-crisis consolidation of public finances to a more neutral fiscal stance. With
few exceptions, no significant fiscal drag is expected in 2015-2016 in developed countries.
The key fiscal policy assumptions underlying the central forecast, and forecast sensitivities
to these assumptions, are reported in the appendix to this chapter.

In the United States, the federal budget deficit has improved by 7 percentage points of
GDP since 2009, supported by stronger economic growth in 2014-2015. Following several
years of austerity, the fiscal policy stance has become more neutral, and this is expected to
continue in the near term. Real federal government consumption expenditure is expected
to remain at 2015 levels in both 2016 and 2017, but given the moderate improvement in the
state and local government fiscal positions, real government expenditure at this level will
grow by about 1 per cent in both 2016 and 2017.

Among the countries of the EU, fiscal policy stances diverge. Several EU mem-
bers, including France, are running budget deficits exceeding 3 per cent of GDP and
have to consolidate their public finances, complying with the Excessive Deficit Proce-
dure of the EU. In Japan, the Government conducts a flexible fiscal policy, but is pur-
suing medium-term fiscal consolidation, aiming to achieve a primary budget surplus
by 2020. However, the Government decided to postpone the planned consumption tax
increase from October 2015 to April 2017 and to implement additional stimulus meas-
ures. The Government also intends to reduce the corporate tax rate in April 2016. The
country’s public debt-to-GDP ratio stands at over 220 per cent and may become unsus-
tainable in the long run, but as most of this debt is held domestically, default risks are
relatively small compared to countries that face large external and foreign-currency-
denominated debt burdens.

Among the major developing countries, fiscal policy in China is expected to be mod-
erately expansionary in the medium-term and the consolidated government deficit may
reach historically high levels, mostly because of large and growing indebtedness of the
regional governments. The central Government’s support to the regions may increase in
order to prevent the excessive reliance of local governments on commercial borrowing. The
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ongoing debt-restructuring programme is expected to reduce financial risks at the local
level. In Brazil, by contrast, the Government is tightening its fiscal stance, in part by curb-
ing subsidized public lending, in order to reduce public debt and to restore the country’s
investment grade.

Among the economies in transition, the Government of the Russian Federation had
to revise its 2015 budget against the backdrop of the fall in oil prices and weaker economy,
and foresee a wider than initially anticipated budget deficit. However, fiscal tightening in
the near-term will be somewhat mitigated by drawing from the Reserve Fund and expand-
ing the tax base. Other commodity-exporting economies are also bracing for fiscal tighten-
ing during the forecast period.

While the dispersion of global current-account deficits and surpluses has narrowed
somewhat from the peaks leading up to the global financial crisis, a significant degree of
imbalance still persists, posing a potential risk to global financial stability. Global imbal-
ances in net external debt holdings have continued to widen since 2011, as illustrated in
figure 1.22. High levels of gross external debt leave a country exposed to a sudden with-
drawal of foreign capital, and pose additional risks linked to exchange-rate fluctuations if
the external debt is denominated in foreign currency. Without any additional narrowing of
the global current-account imbalance, global imbalances in net external debt can be expect-
ed to continue to widen beyond the end of this decade, and global vulnerabilities related to
external debt are unlikely to recede.

Two key factors interacting with the recent evolution and outlook for global imbal-
ances are the sharp exchange-rate realignments and the deterioration of commodity prices,
especially the oil price. The pace of global net debt accumulation has moderated signif-

Figure 1.22
Net external asset positions as a percentage of world gross product, 2003-2017°
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icantly in recent years, largely associated with the United States current-account deficit
narrowing from 5.8 per cent of GDP in 2006 to 2.2 per cent in 2014, matched by a decline
in China’s current-account surplus from 8.5 per cent of GDP to 2.1 per cent over the same
period. The real appreciation of the dollar highlighted above can be expected to unwind
some of this improvement, although at the global level this deterioration may be partially
offset by narrowing surpluses in creditor countries with currencies that are closely tied to
the dollar, as well as the impact of commodity price declines on imbalances.

IMEF (2006, chap. II) highlighted the role that rising oil prices played in exacerbating
global imbalances in the lead-up to the financial crisis. By contrast, the recent drop in oil
prices should help to improve imbalances at the global level. The vast majority of net debtor
countries are fuel importers, while the majority of fuel exporters have historically run per-
sistent current-account surpluses. The sharp deterioration of current-account balances in
fuel-exporting economies will be partially financed by drawing down reserves in countries
that have normally run large current-account surpluses.

As China’s current-account surplus has narrowed, Germany is now the largest surplus
country in the world. Germany’s intra-euro area trade surplus has narrowed sharply since
2007, but its extra-euro area surplus has continued to widen, as illustrated in figure 1.23.
The growing external surplus of Germany partly explains the widening current-account
surplus of the euro area as a whole, which also reflects the rapid adjustment of the external
positions of Greece, Ireland, Italy, Portugal and Spain (figure 1.23). Please see Chapter II1

for more details on global imbalances and reserves accumulation.

Figure 1.23
Euro area current-account balance (CAB)
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Vulnerabilities in developing economies increase

A larger-than-expected slowdown in China, the second largest economy in the world, is
likely to have substantial ripple effects on the rest of the global economy. The hardest hit
would be China’s immediate neighbours (Mongolia, Lao People’s Democratic Republic, the
Republic of Korea) who have strong trade ties with China. Figure I.24 highlights 29 coun-
tries that are particularly exposed, as China is the number one export destination for these
economies.’ These include both commodity-exporting economies—such as Angola, Bra-
zil, Chile, Mongolia—as well as a few high-income economies, including Australia, New
Zealand and the Republic of Korea. Exports to China account for more than 25 per cent of
total exports in the case of 11 of these economies, making them particularly vulnerable to
the slowdown of the Chinese economy.

Lower commodity prices have already significantly worsened the fiscal position of
many commodity-dependent developing economies and exacerbated their external debt
burden. The risk of debt default, although still relatively low for small commodity-export-
ing economies, can intensify if commodity prices decline further. The increased risk of
debt unsustainability may compel investors to move both their equity and debt capital to a
relatively safer investment environment, exacerbating capital outflows and further under-
mining the economic health of commodity-exporting economies. The vicious cycle of low
growth, depressed revenue prospects, increased risk perceptions, capital outflows, reduced
liquidity and increased borrowing costs may become mutually reinforcing, restraining
growth further. This may have a cascading, contagious effect on a range of developing

Source: UN/DESA, based on

United Nations Statistics Division

National Accounts
Main Aggregates Database

and IMF Direction of
Trade Statistics.

Note: See table J in the
Statistical Annex to this
publication for definitions
of country codes.
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economies, both commodity exporters and others, leading to a broader debt crisis reminis-
cent of the debt crisis in the late 1980s.

Developing economies in general would need to find new sources of growth domes-
tically or regionally to escape the potential downward spiral emanating from commod-
ity-price- and exchange-rate-related shocks. This would require Governments to pursue
comprehensive structural transformation and industrial policies that would mobilize
domestic savings and investment, improve institutions and corporate governance and reduce
transaction costs and increase competitiveness. Sustained and sustainable improvement
in labour productivity would allow many developing countries to create more decent
jobs, increase the labour share of income and reduce income inequality both within and
between countries.

Geopolitical risks cloud regional economic prospects

The near-term global economic forecast remains susceptible to a number of geopolitical ten-
sions and risks. These include the situations in Afghanistan, Iraq, the Syrian Arab Republic,
Ukraine and Yemen and the refugee crisis that has engulfed various neighbouring countries
of some of these crisis spots, as well as Europe.

The intermittent geopolitical crisis around Ukraine presents a risk to the eco-
nomic outlook, at least at the regional level. Despite the ceasefire agreement reached in
February 2015, the conflict in the East of Ukraine is not yet resolved. The mutual eco-
nomic sanctions between the Russian Federation and many OECD economies, includ-
ing the United States and the EU, were extended in July 2015. As a result, many lead-
ing Russian companies and banks remain cut off from the major international capital
markets, and cooperation with a number of Russian enterprises is under embargo. The
Government of the Russian Federation, on its side, implemented a one-year extension of
the ban on imports of food products from those countries that are participating in the
sanctions. Together with the fall in oil prices, the sanctions have taken a toll on the Rus-
sian economy, leading to outflows of capital and a contraction in investment. As many of
the smaller CIS economies significantly depend on remittance inflows from the Russian
Federation, the downturn in the Russian economy has had a negative spillover effect on
the region, which is set to continue in 2016. The weaker Russian import demand also had
a knock-on effect on some countries in the EU-15, while the food import ban has had a
sectoral impact on some of the new EU member States, in particular on the Baltic States,
Hungary and Poland, and also has affected transit trade revenues for these economies. The
sanctions were only one of the factors leading to the drastic depreciation of the Russian
currency in 2014. A further escalation of the conflict may lead to interruption of the Rus-
sian natural gas flow through Ukraine, which would be especially damaging for Eastern
Europe, while the increased defence expenditure in the EU-15 may weigh on the public
finances.

Violent conflicts continue in Afghanistan, Iraq, Libya, the Syrian Arab Republic and
Yemen, with significant spill over effects on the regional economies. The prolonged con-
flicts, particularly in the Syrian Arab Republic, aggravated the problem of refugees who
already numbered in the millions in neighbouring countries. An increasing number of cit-
izens have been fleeing from these countries, and also from North Africa, towards Europe.
The presence of a large number of refugees is likely to increase political and financial strains
in the host economies, with the potential for contagion of conflict spreading beyond the

Further spread of conflict
would depress growth in
some regions
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Syrian Arab Republic and reaching the door-step of Europe. There is also mounting pres-
sure from refugees trying to enter Western Europe in search of a better livelihood. This has
added new challenges for a number of transit and destination countries, both in logistical
and financial terms. In addition, in a number of destination countries, issues regarding the
integration of refugees into society and the labour market are likely to create additional
policy challenges.

Policy challenges are expected to intensify

More than seven years after the global financial crisis, policymakers around the world still
face enormous difficulties in restoring robust and balanced global growth. In developed
countries, most of the burden of promoting growth has fallen on central banks, which
have used a wide range of conventional and unconventional policy tools, including various
large-scale QE programmes, forward guidance and negative nominal interest rates. These
measures have led to an unprecedented degree of monetary accommodation in recent years,
with monetary bases soaring and short- and long-term interest rates falling to historically
low levels.

Accommodative monetary conditions and abundant supply of global liquidity have
also given rise to wide swings in capital flows to emerging markets. Financial stability risks
have increased amid concerns over the excessive build-up of financial assets, commensurate
asset price bubbles and balance-sheet vulnerabilities, especially in emerging markets. Vola-
tility in commodity, currency, bond and stock markets has moved up since mid-2014, part-
ly as a result of monetary policy adjustments and uncertainties over future policy moves.

Against this backdrop, the monetary authorities in developed countries face the task
of balancing the need for continued monetary accommodation with the goal of limiting real
and nominal volatilities and minimize the risks to global financial stability. In this context,
macroprudential policies have become increasingly important since the global financial cri-
sis. The ultimate goal of macroprudential tools—such as capital requirements for banks and
other financial institutions, limits on loan-to-value and debt-to-income ratios, and limits on
banks’ foreign-exchange exposure—is to temper the financial cycle and contain systemic
risks (see Constancio, 2015). Macroprudential policies, when designed and applied effec-
tively, can help mitigate financial sector volatility and redirect financial resources to more
productive sectors of the economy.

For developed-country central banks, the main challenge over the coming years is
how to normalize monetary policy without crushing asset prices, causing major financial
volatility and potentially threatening the expected recovery. At present, the international
focus is on the Fed, which is the first major central bank to start the monetary tightening
cycle. While the Fed’s decision-making is guided by its dual mandate—promoting maxi-
mum stable employment and price stability—it is taking into account the potential spill-
over effects of its policies on the world economy. By keeping the Fed fund rate at the zero
lower bound, the Fed has also temporarily prevented a widening of the monetary policy
gap with other central banks and a further strengthening of the dollar. Going forward, the
challenge for the Fed is not only to get the timing of interest-rate hikes right, but also to
adequately prepare financial markets for the moves via effective communication of its plans.

While the normalization of United States interest rates is expected in late 2015, some
uncertainties remain regarding both the anticipated path of interest rates and the reac-
tion of global financial markets and the real economy to the shift in policy rates. A rise
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in debtservicing costs will necessarily be associated with the United States interest-rate
normalization, both domestically and in the many developing economies and economies
in transition that hold debt denominated in United States dollars. In addition, as the rates
of return on United States assets normalize, a sudden change in risk appetite could trigger
a collapse of capital flows to developing economies and economies in transition, or sharp
exchange-rate realignments as experienced following the Fed’s announcement in 2013 that
it would soon begin tapering its QE programme. Significant levels of net capital outflows
have already occurred in many developing economies in anticipation of the normalization
of United States policy rates (for more discussion, see the section on rising volatility in
exchange rates and capital flows), and there is a risk that these withdrawals could increase
further, drying up liquidity in many developing economies. This may lead to a depreciation
of many developing-country exchange rates, or pressure them to raise interest rates to pre-
vent capital outflows. Countries that hold a large stock of net external debt are particularly
exposed to the associated rising costs of debt servicing. As a downside risk to the outlook,
financial markets could overreact and overshoot the adjustment, or exhibit a sudden change
in risk appetite, leading to heightened financial market volatility, an even sharper withdraw-
al of capital from developing markets, and a more significant slowdown in global growth.

In developing countries and economies in transition, the current global economic
and financial environment poses major challenges for monetary and exchange-rate poli-
cies. Economic growth in most countries has slowed significantly over the past few years
amid declining commodity prices and domestic weaknesses.’® Although potential growth
is likely to be lower than before the global financial crisis, sizeable negative output gaps have
opened up in many countries. These gaps would call for considerable monetary loosening.
However, the room for monetary easing is constrained for a number of developing-coun-
try and economies in transition central banks in the CIS and South America that have
encountered high inflationary pressures. Furthermore, in several cases, policy rates have
not returned to pre-financial crisis levels, which limit the scope for interest rate cuts. These
constraints are accompanied by concerns that rising United States interest rates and a fur-
ther strengthening of the dollar could trigger a wave of emerging-market corporate defaults
over the coming years.

Given that monetary policies have done most of the heavy lifting for supporting
growth during the post-crisis period, both developed and developing countries will need to
rely more on fiscal policy instruments to stimulate growth in the near term. Fiscal policies
will need to primarily focus on boosting investment and productivity growth. Most of the
EU countries enjoy low sovereign borrowing costs, supported by the ongoing sovereign
bond purchases by the ECB. While this mitigates the costs of financing deficits, policymak-
ers will continue to struggle to find a balance between supporting growth and employment
and adhering to their commitments under the Stability and Growth Pact. This may become
more challenging if deflation in the euro area persists, which may inflate fiscal deficits and
public debt-to-GDP ratios.

Compared with the developed economies, developing countries and economies in
transition generally have smaller budget deficits and public debt levels. This should encour-
age developing countries to pursue expansionary fiscal policies, including well-timed and

16 Average growth in developing countries for 2015 is estimated at 3.8 per cent. In the past 25 years,
average annual growth has been lower only during acute crisis episodes: the Asian crisis in 1998, the
financial crises in Argentina and Turkey in 2001 and the global financial crisis in 2009. Economies in
transition are estimated to contract by an average rate of 2.8 per cent in 2015.

Going forward, fiscal
policy will need to do the
heavy lifting to stimulate
investment and growth
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targeted fiscal stimuli, to boost domestic demand and growth. In oil-exporting economies,
persistently low oil prices should eventually encourage public finance reforms, including
discretionary spending, and support policies targeting economic diversification. Oil-im-
porting developing countries, on the other hand, should take advantage of low oil prices to
redirect their fiscal savings to productive investments.

Well-designed fiscal policies can play a central role in fostering employment creation
and reducing both unemployment and underemployment. Furthermore, current income
disparities and low wage growth can be addressed with social transfers as well as with effec-
tive training policies to advance workers” employability, and through stronger collective bar-
gaining mechanisms that can improve income distribution. Additionally, considering that
labour force participation is low and long-term unemployment extremely high, more active
labour market policies may be considered as a complement to unemployment benefits to
make labour markets more inclusive. Efforts to enhance access to credit for small and medi-
um-sized enterprises can also play a significant role in investment recovery and job creation.

Progressive tax structures, including income tax relief for lower-income groups, are
also effective in addressing working poverty and income inequalities, with potential bene-
fits for growth and employment creation. Particularly in developing economies, where the
informal sector is larger, well-designed tax systems can encourage formal employment cre-
ation in general, but they can also support more disadvantaged social groups and improve
government revenue. In addition, since working poverty is also often associated with low-
skilled labour, training policies targeting low-skilled workers may play a critical role in
enhancing employment, productivity and output growth. They can help address income
disparities between groups of workers, by increasing labour productivity and reducing
working poverty. According to OECD (2015a), wage inequality is lower in countries where
skills are more equally distributed. At the same time, training programmes for low-skilled
workers can also stimulate discouraged workers to re-enter the labour market and reduce
long-term unemployment.

Labour’s declining share of total income has been identified as a key underlying factor
limiting aggregate demand and, ultimately, output growth. This is in part the result of a
long-term trend, which has led to a widening gap between wage growth and productiv-
ity growth (see United Nations, 2015a). In addition, as has been underscored by several
international organizations (OECD, the International Labour Organization (ILO), IMF,
UNCTAD, UN/DESA), the weakening of workers’ bargaining power is another important
factor underpinning the declining labour share of total income. Mandatory minimum wag-
es, where they do not exist, can directly help those at the bottom of the income distribution,
but they can also secure fair pay and increase tax revenues. As a complementary policy,
collective bargaining mechanisms can be designed to realign wage growth with produc-
tivity growth, rendering economic growth more inclusive and equitable. Evidence shows
that Governments that have introduced new measures to increase minimum wages, as well
as collective bargaining, were able to curb working poverty and income inequality, while
boosting aggregate demand.

Sustainable development will require more
sustained policy coordination

Stimulating inclusive growth in the near term and fostering long-term sustainable devel-
opment will require more effective policy coordination—between monetary, exchange-rate
and fiscal policies—to break the vicious cycle of weak aggregate demand, under-invest-
ment, low productivity and low growth performance in the global economy. Equally critical
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is the coordination of monetary and macroprudential policies to align the objectives of
financial stability and growth, and to ensure that finance indeed supports the real economy
and that the world economy does not lapse into yet another financial crisis. This would
also be critical to ensuring a smooth adjustment in asset prices to minimize the negative
spillover effects of the normalization of monetary policy stances worldwide. Furthermore,
economic, social and environmental policies need to be coordinated to realize the compre-
hensive and universal 2030 Agenda for Sustainable Development. There also needs to be
stronger international coordination of various domestic-level policies, taking into account
the possible spillover effects on the rest of the economy.

Policy coordination, however, has become increasingly difficult against the back-
drop of ever greater complexity in the financial market, persistent and growing discon-
nect between finance and the real economy, and the chronic misalignment and incen-
tive incompatibility of various policy objectives pursued by different stakeholders at
both national and international levels. At the domestic level, policies are often designed
and implemented in compartments, with little integration and coordination of different
policy objectives.

In the aftermath of the global financial crisis, the G20 undertook concrete measures
to improve policy coordination at the global level. However, a quick but shallow recovery of
global growth in 2011-2012 rendered the measures less of an imperative. Against the back-
drop of a prolonged period of slow growth combined with the global commitment to the
2030 Agenda for Sustainable Development, the international community needs to renew
its efforts to improve policy coordination at national, regional and international levels.

International policy coordination is critically important for realizing the ambitious,
comprehensive and universal 2030 Agenda for Sustainable Development and achieving its
associated goals and targets. First and foremost, policy coordination is needed to revive
global growth and put the world economy on a new path of equitable, sustained and sus-
tainable growth. The Addis Ababa Action Agenda, agreed at the Third International Con-
ference on Financing for Development in July 2015, provides the framework for policies
and actions to align all financing flows and international and domestic policies with eco-
nomic, social and environmental priorities (see chap. III, box III.1). A successful conclusion
of the multilateral trade negotiations (i.e., reducing barriers to market access, especially
for developing economies) will provide a much-needed impetus to investment, stimulate
productivity growth and output, facilitate redistribution of global income, reduce global
imbalances and address both within- and between-country income inequalities. The imper-
ative of international policy coordination is also most evident in the area of climate change
and environment. The successful conclusion of the 2015 United Nations Climate Change
Conference in Paris, leading to binding commitments to reduce emission levels, is expected
to pave the way for more effective international policy coordination for sustainable devel-
opment in all three dimensions: economic, social and environmental.

4
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Appendix

Baseline forecast assumptions

This appendix summarizes the key assumptions underlying the baseline forecast, includ-
ing monetary and fiscal policies for major economies, exchange rates for major currencies
and the international prices of oil. It also assesses the sensitivity of the baseline forecast to
these assumptions, using the World Economic Forecasting Model (WEFM) of UN/DESA.
WEEFM is a large-scale global macroeconomic model, covering 160 countries, which en-
sures the global consistency of the forecasts presented in this report.

Monetary policy

The United States Federal Reserve Board (Fed) is expected to raise its key policy rate by
25 basis points by the end of 2015. The target for the federal funds rate will then increase
gradually, by 50 basis points and 100 basis points in 2016 and 2017, respectively (figure
I.A.1). The Fed terminated its asset purchase programme in October 2014, which has so
far not driven a strong rebound of long-term government bond yields in the United States
of America. Until the end of 2017, 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 (figure I.A.2).

The European Central Bank (ECB) significantly loosened its monetary stance in
2015, introducing an expanded asset purchase programme, with monthly purchases of pub-
lic and private sector securities amounting to €60 billion. This policy is expected to contin-
ue until the end of March 2017, bringing the size of the ECB balance sheet close to its level
in 2012. After cutting interest rates twice in 2014, the ECB is expected to maintain policy
interest rates at current levels for one year following the termination of the asset purchase
programme, and raise interest rates by 50 basis points by end-2017.

The Bank of Japan (Bo]) increased the scale of its asset purchase programme in Octo-
ber 2014 from 60-70 trillion to 80 trillion yen per annum. The Bo] is expected to keep the
scale of asset purchases at this level until at least the end of 2017, and to maintain its policy
interest rate at current levels of 0-10 basis points.

The People’s Bank of China (PBOC) is expected to continue to carry out targeted
measures, including further cuts to the reserve requirement ratio and targeted lending facil-
ities, to inject liquidity into the economy. These measures will roughly offset the decline of
foreign-exchange deposits—a major source of liquidity—and the overall monetary condi-
tion will remain neutral during the forecast period.
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Fiscal policy

Fiscal policy in the United States is expected to become marginally expansive. Real gov-
ernment consumption expenditure is expected to expand by 0.9 per cent in both 2016 and
2017, and there will be no major change in the tax system. The accord reached between
the legislative and executive branches of the United States Government in October 2015
suspended the debt ceiling until March 2017, and it is assumed that an appropriate debt
ceiling beyond March 2017 will be set in a timely manner.
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In aggregate, the fiscal stance in the EU is neutral in 2015, and is expected to be
broadly neutral or marginally expansionary in 2016. A slightly tighter stance is expected
for 2017. Excessive Deficit Procedures remain ongoing in 9 EU countries, which will entail
tightening measures of at least 0.5 per cent of GDP per annum.

In Japan, the scheduled date for the second increase in the consumption tax rate was
delayed from October 2015 to April 2017, and it is assumed that the increase will come into
effect as currently scheduled. The corporation tax rate will be cut in April 2016 from 32.1
per cent to 31.3 per cent. Government outlays are expected to increase during the fiscal year
beginning in April 2016.

In China, the fiscal policy stance will remain mildly expansionary during the forecast
period. The ratio of local government debt to total fiscal capacity is expected to reach about
86 per cent by end-2015, but will remain below the 100 per cent ceiling over the forecast

period.

Exchange rates among major currencies

The dollar/euro exchange rate is assumed to average 1.117 in 2015, and to depreciate in line
with the widening differential between ECB and Fed interest rates to 1.094 in 2016 and

1.042 in 2017.
The yen/dollar exchange rate is assumed to average 120.75 in 2015, 122.98 in 2016

and 124.80 in 2017.
The renminbi/dollar exchange rate is assumed to average 6.225 CNY/dollar in 2015

and 6.53 in 2016 and 6.47 in 2017.

Figurel.A.3
Data and assumptions on major currency exchange rates
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The price of Brent oil is expected to average $53 per barrel in 2015, $51 per barrel in 2016

Oil price

and $62 per barrel in 2017.

Below are illustrative sensitivities of forecasts for the major global regions to some of the key

Forecast sensitivities to key assumptions

underlying assumptions of the forecast, based on simulations using WEFM.

Figure .A.4
Impact of a 1 percentage point rise in United States interest rates
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Figure l.A.6
Impact of a 5 per cent depreciation of the euro/$ rate
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Figure.A.7
Impact of a 10 per cent rise in the oil price
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Chapter I
International trade

Trade flows

The subdued performance of world trade flows persisted into 2015, with the volume of
world trade projected to increase by only 2.7 per cent for the year, the lowest rate since the
global financial crisis and approximately the same rate as the estimated world gross product
growth for 2015 (figure II.1). For the second consecutive year, developed economies played
the leading role in driving global trade. Among all regions, the developed economies in Eu-
rope contributed most significanty to global import growth in 2015, accounting for 70.3
per cent of the growth (figure I1.2). On the other hand, the contribution from developing
East Asia dropped sharply. The region is projected to be responsible for just 8.4 per cent of
global import growth in 2015, after accounting for 27 per cent on average in the previous
decade. In the outlook, global trade growth is expected to pick up to a moderate pace of 4.0
per cent in 2016 and 4.7 per cent in 2017, outpacing real world gross product growth, but
still considerably below the rates witnessed during the pre-crisis period.

The subdued performance of world trade reflects a combination of cyclical and struc-
tural factors. On the cyclical side, weak aggregate demand—initially emanating from the
slow recovery in the euro area and more recently the slowdown of large emerging econo-
mies—has restricted global trade. In the first half of 2015, the volume of imports into the
Russian Federation dropped by more than 25 per cent, while in Brazil and India imports
declined by 8-9 per cent, and China’s import demand also slowed sharply.

China’s slowdown in import demand in particular has significant spillovers to the
rest of the world. As of 2014, China accounts for more than 12 per cent of global mer-

Figure 111
Growth of world trade and world gross product, 2007-2017°
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Source: UN/DESA, based

on United Nations Statistics
Division National Accounts Main
Aggregates Database.

Note: The “Other developing”
countries includes Africa,
Western Asia and South Asia.

a Figures for 2015 are partially
estimated; figures for 2016 and
2017 are forecast.
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chandise exports and about 10 per cent of total merchandise imports. In addition, China
is the top shipment destination for about 29 economies, which include many countries of
the Asia Pacific region and commodity-exporting economies. Slowing demand from China
has had an important impact on the global demand for certain commodities, contributing
to the downward trend in commodity prices. In the first three quarters of 2015, China’s
imports of coal and steel (in volume terms) recorded a dramatic year-over-year decline,
which reflects the slowdown in fixed investment (figure I1.3). Imports of copper ores con-
tinued to rise, but the growth rate dropped by 10 percentage points compared to the first
three quarters of 2014. By contrast, growth of crude oil imports have remained steady,
which could reflect a strategy of increasing inventories while the price is low (see section
on oil market prices). Overall, it is estimated that China accounted for about 20 per cent
of the slowdown in import growth of developing economies and economies in transition
between 2014 and 2015.

The slowdown in world trade also reflects a structural shift in the relation-
ship between trade and gross domestic product (GDP) growth since the mid-2000s
(Hoekman, 2015). The composition of global demand may be one factor explain-
ing the shift. At the global level, the share of capital goods in total imports grad-
ually dropped from 35.0 per cent in 2000 to 30.1 per cent in 2014, whereas consum-
er goods maintained their share of about 30 per cent throughout the same period.!
Consumption tends to have a lower import content relative to investment, and the extended
period of weak global investment (as discussed in chapter 1) has partly changed the import
intensity of GDP growth. Given the continued uncertainty of the global economy, invest-
ment growth is expected to remain weak, and a significant rebound in the share of capital
goods in world trade is unlikely in the near term. The lack of trade finance has also been
attributed as a factor for the slowdown in world trade since the financial crisis. However,

1 World Integrated Trade Solution, available from htep://wits.worldbank.org/.
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FigureIl.3
China’s imports of selected commodities, 2014 Q1-2015Q3
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this is not supported by cross-country data from bank surveys (International Chamber of
Commerce, 2015).

The slower expansion of global value chains (GVCs) in recent years also partly explains ~ The slower expansion of
global value chains has

the reduced trade intensity of global growth. Rapid expansion of the GVCs played a key
weighed on global trade

role in accelerating global trade growth in the 1990s and early 2000s. This acceleration was
also driven by a period of rapid integration of China and countries in Central and Eastern
Europe into global markets. There is, however, a natural limit to the international fragmen-
tation of production, and these factors have made a more limited contribution to world trade
growth since the mid-2000s. In particular, China has been increasingly relying on domestic
inputs for intermediate goods. Its share of intermediate goods in total imports dropped from
almost 33 per cent in 2001 (when China joined the World Trade Organization (WTO))
to about 18 per cent in 2013, partly explaining the diminished importance of GVCs in
trade flows. Further integration of other large emerging economies such as Brazil, India and
South Africa into global markets, and a more prominent role for Africa, have the potential
to accelerate global trade growth in the medium term. This will, however, require policy
initiatives to reduce trade costs and barriers, and deepen regional integration; it remains to
be seen to what extent these potential actors can provide a new impetus to global trade.

The WTO Doha Round of multilateral trade negotiations has made little progress in ~ Multilateral trade
negotiations have
made little progress in
boosting trade

providing an additional push to global trade in the last fifteen years. There has been a rise
in regional trade agreements (RTAs) around the world, which have the potential to gener-
ate significant new trade flows. But RTAs can also have trade-diversion effects, with trade
growing within a RTA, thereby adversely affecting trade flows with and among non-RTA
members. The recent conclusion of the Trans-Pacific Partnership (TPP) Agreement, which
involved twelve countries and over 40 per cent of the world gross product, could expand
trade opportunities for certain countries. Nonetheless, the proliferation of the RTAs cannot
replace the role of the multilateral trading system (see section on trade policy), and can only
partially offset the negative effects of restrictive trade measures, which continue to rise but
at a slower pace than in previous years. Between October 2014 and May 2015, the Group
of Twenty (G20), for example, adopted 119 new trade-restrictive measures (World Trade
Organization, 2015a).
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In recent years, large swings in exchange rates and the steep decline in commodi-
ty prices have had adverse effects on world trade. Currencies of many emerging markets
and some developed economies have depreciated significantly against the dollar. While the
associated competitiveness gains have supported exports in some countries—in Western
Europe and South Asia, for instance—the sharp rise in import prices has cut back import
demand significantly in many developing economies and economies in transition. A grow-
ing disconnect between exchange-rate swings and export performance has been argued
in some empirical studies, owing to the greater relevance of GVCs in international trade
(Ahmed, Appendino and Ruta, 2015). Backward and forward production linkages may
make exchange-rate depreciations less effective in boosting exports. However, convention-
al trade that does not involve the GVCs still contributes a considerable amount of global
trade, with the foreign content of exports averaging only about 25 per cent across economies
(Leigh and others, 2015). While exports may have become less responsive to exchange-rate
fluctuations in economies that are deeply integrated in GVCs, recent evidence also sug-
gests that exchange-rate swings continue to have significant implications for the volume of
exports (International Monetary Fund, 2015a, chap. 3).

The decline in commodity prices has also affected the volume, value and compo-
sition of trade flows (see section on the decomposition analysis). The collapse in the oil
price in particular has led to a significant worsening of commodity terms of trade and of
public finances for fuel-exporting economies, whereas other economies have largely seen
an improvement in commodity terms of trade (box II.1). The oil price drop has signifi-

Box 1.1
The current commodity price slump, terms-of-trade effects and government
finances in commodity-dependent developing countries

Given the decline in commodity prices since 2011, commodity-dependent developing countries (CDDCs)
—defined by UNCTAD as developing countries deriving at least 60 per cent of their export revenues
from commodity exports®—have experienced a deterioration of public finances. For example, public
revenues of African CDDCs dropped from an average of 26.1 per cent of GDP between 2004 and 2007, to
21.2 per cent of GDP between 2011 and 2014. This partly explains the deterioration of these countries’
average primary budget balances from a surplus of 3.6 per cent of GDP to a deficit of 1.8 per cent of GDP
between the two periods. Many CDDCs have increased or are contemplating an increase in borrowing in
order to shore up their finances.

Falling commodity-related revenues, depreciation in exchange rates and adverse terms of trade
effects explain the deterioration in fiscal balance. Figure I1.1.1 shows the declines in the commodity ex-
port and import price indices for 81 commodity-dependent countries between April 2011 and August
2015. Countries close to the 45-degree line have experienced similar declines in their export and im-
port price indices, with minimal impact on their terms of trade. The further away a country is from the
45-degree line, the more asymmetric the impact has been. Economies above the 45-degree line have
experienced an improvement in the commodity terms of trade, and those below the line experienced de-
terioration. As expected, most fuel exporters have seen a negative net price effect, with the commodity
terms-of-trade worsening on average by 16.2 per cent (for more details on methodology of the estimates
of the terms-of-trade effects, see the appendix to this chapter).

The commodity price slump has had the most adverse effect in countries where a high threshold
oil price defined the overall fiscal envelope. In Algeria and Saudi Arabia, for example, fiscal breakeven oil
prices were $129.80 per barrel (pb) and $111.30 pb, respectively, in 2014 (International Monetary Fund,
2015b). These were already too high, and the margin between actual and breakeven prices widened fur-
ther in 2015. Oil prices averaged $62 pb in December 2014 and $47 pb in August 2015. As a result, many
of the oil-exporting economies (Algeria, Angola, Iraq, Nigeria, Saudi Arabia and Venezuela (Bolivarian

(continued)
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Republic of) have been forced to cut spending and government investment. Saudi Arabia, which had
built large foreign-currency reserves during the commodity boom, has drawn down its reserves to cover
last year’s shortfall in oil revenue.P Other oil exporters are also experiencing downward pressure on their
international reserves.

The commodity price collapse has also had similar fiscal effects on non-oil commodity exporters.
In July 2015, Chile, the world’s biggest copper producer, halved the growth rate of its projected fiscal
revenue from the original estimate of 5.0 per cent to 2.4 per cent. The revision reflects the continued
deterioration in copper price from $3.12 to $2.75 per pound.© In Zambia, where copper exports represent
more than two thirds of total export earnings and account for 25-30 per cent of government revenue,
the decline in copper prices will also contribute to the widening of the budget deficit. The International
Monetary Fund (2015¢) has revised the country’s 2015 projected budget deficit from 4.6 per cent to 7.8
per cent of GDP.

The decline in commodity prices has been associated with significant currency depreciations in
a number of CDDCs. In 2015, currencies in many CDDCs, including the Zambian kwacha, the Angolan
kwanza, and the Nigerian naira, recorded some of their strongest depreciations against the United States
dollar in several years. This has pushed up the prices of non-commodity imports, further amplifying the
sharp deterioration in their terms of trade. Given the limited capacity to substitute imports with domes-
tic goods, this suggests that many CDDCs will experience a deterioration of both their current-account
and government budget balances in the short to medium term. Countries where budget deficits are
being financed through external borrowing are exposed to currency risks, which may, in turn, adversely
affect their debt sustainability. In the short term, the prospect of a twin deficit is likely to negatively
affect these countries’ standing in terms of sovereign risk and credit worthiness.

The current pressure on CDDCs’ government budgets calls for strong policy actions to improve
the governance of the commaodity sector. The need to adopt countercyclical fiscal rules that require
CDDCs to save during price booms and draw on the savings when prices collapse cannot be overem-
phasized. The current experience also highlights the importance of economic and fiscal diversification
to reduce countries’ exposure to the vagaries of commodity market cycles. Furthermore, current CDDCs
difficulties suggest that, to the extent possible, the international community should adopt appropriate
measures to reduce excessive price volatility in commodity markets. The Agricultural Market Information
System (AMIS)—an initiative of the Group of Twenty established in the aftermath of the 2007-2008 food
crisis—presents a good example of an international measure.

Figure I1.1.1
Commodity export and import price decline, April 2011-August 2015
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Box II.1 (continued)

Source: UNCTAD, Special
Unit on Commodities and
UN/DESA.

aln 2014, out of 146
developing countries for
which data was available,
94, or about two thirds, were
CDDCs.

b From April to September
2015, the country’s central
bank withdrew about $70
billion from global asset
managers (Financial Times,
28 September 2015).

c The data is from Chile’s
Minister of Finance
(Quiroga, 2015).

Source: UNCTAD, Special
Unit on Commodities and
UN/DESA.

Note: See table J in the
Statistical Annex to this
publication for definitions
of country codes.
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Western Europe is
expected to drive the
recovery of global trade

Trade growth in East and
South Asia is expected to
recover in the near term
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cantly limited fuel-exporting countries’ demand for goods and services from the rest of
the world, with knock-on effects in non-fuel-exporting countries. UN/DESA estimates
suggest that only 39 out of a sample of 178 economies have experienced a deterioration in
their commodity terms of trade since 2011. Collectively, these 39 economies accounted
for approximately 16 per cent of the global merchandise imports in 2014. As the positive
terms-of-trade shock in other countries is absorbed, this may support somewhat stronger
world trade growth next year.

Opverall, global trade continues to be subdued and is expected to pick up only moder-
ately during the forecast period. This underscores the need for renewed efforts for strength-
ening the multilateral trading system, as well as for reducing trade-restrictive measures,
to fully exploit the potential gains from global trade and facilitate the realization of the
Sustainable Development Goals (SDGs).

Regional trends

Western European economies will continue to be the main drivers of global trade growth
in the outlook period, averaging more than 5 per cent growth per annum in imports during
2016-2017. The region’s exports will continue to be supported by a high level of intrare-
gional trade and competitiveness gains, via depreciation of the euro relative to the United
States dollar. The United States of America will also see an improvement in export growth
in 2016 and 2017, provided the dollar does not experience a further sharp appreciation in
the near term. Import growth is projected to remain higher than export growth, reflecting
the positive terms-of-trade effect of the strong United States dollar and some revival of
private fixed investment.

The economies in transition experienced a sharp drop in the volume of trade in 2015.
The Commonwealth of Independent States (CIS) is projected to register a fall of 3.1 per
cent in export volumes and 15.6 per cent in import volumes, following sharp currency
depreciations and weaker domestic demand. Exports from Ukraine saw the steepest decline
amidst ongoing conflicts in the East of the country. The trade prospects of CIS economies
remain affected by the economic difficulties faced by the Russian Federation and Ukraine
and the geopolitical tensions in the region. Going into 2016-2017, exports from the CIS are
projected to grow by only 0.7 per cent, whereas imports are forecast to expand by about 1.4
per cent per annum.

Exports from Africa expanded by an estimated 4.5 per cent in 2015, while imports
grew by about 3.5 per cent. The slowdown in China—Africa’s biggest trading partner—
weighed on the trade performance of the continent. However, exports to India and trade
within Africa have been robust, providing some support to total export volumes. Low com-
modity prices have nevertheless driven a decline in the region’s export values of about 21.3
per cent in 2015. In the outlook, annual growth of export and import volumes is expected
to average about 4.6 per cent.

Trade growth in East Asia was unusually tepid in 2015. East Asian currencies dis-
played resilience in the beginning of 2015, but downward pressures increased and several
currencies depreciated to multi-year lows against the dollar by the end of the third quarter,
partly reflecting interventions in the currency markets. Both export and import growth
in the region is expected to rebound—to 3.4 and 3.9 per cent, respectively—reflecting
stronger demand from developed economies and expanding investment growth in several
major economies. South Asia’s merchandise exports have also been weak in 2015, partly
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reflecting some country-specific factors. Similar to East Asia, merchandise export growth
from South Asia is also expected to recover to 5.4 per cent, on average, during 2016-2017,
due to a pickup in external demand and currency depreciations. In value terms, Western
Asia’s exports faced a sharp decline of 20 per cent in 2015. This sudden drop was driven by
the collapse in the oil price, although export volumes grew by 7.9 per cent. As oil prices are
expected to remain low, oil-exporting economies will continue to suffer declining exports
in value terms in 2016 before seeing a return to growth in 2017. Real import growth into
the region is projected to remain stable at about 3.8 per cent per annum during 2016-2017,
supported by the growing non-oil sector.

In Latin American and Caribbean economies, export volume growth is projected to
improve by 2.8 per cent in 2015, whereas import volumes will contract by 0.3 per cent.
In value terms, exports are expected to experience a sharp decline on account of the low-
er commodity prices. However, trade performance has been divergent within the region.
Trade flows from Mexico and Central America continue to improve, partly explained by
the recovery of the economy of the United States, while commodity-exporting economies
in South America have been significantly affected by the slowdown in China’s demand for
metals and by the lower mineral and metal prices. Overall, regional annual average export
and import growth are projected to improve to 4.2 per cent in 2016-2017.

Decomposition analysis®

The total value of world merchandise trade started to contract rapidly in late 2014. In
addition to the weak growth in the volume of trade, as discussed in the previous sec-
tions, a key factor explaining this contraction was the sharp decline of dollar-denom-
inated prices for traded merchandise. Aggregate world trade prices declined by more
than 14 per cent over this period, including the sharp plunge in the price of oil, more
moderate but widely spread declines in non-oil commodities prices (see section on pri-
mary commodity markets), and a decline in export prices for manufactured goods?
(figure I1.4). Most major exporters of manufactured goods saw the price of their exports
decline in United States dollar terms because of the strong appreciation of the dollar, al-
though when measured in national currencies, those prices were stable or increasing mildly
(figure I1.5).4

The decline of trade prices has temporarily suspended the shift in trade patterns
that were observed in recent decades.® As developing countries were the major commodity
exporters, reduced commodity prices have slowed down the expansion of developing coun-
tries’ nominal market share in world trade (figure I11.6). On the other hand, developing
countries’ share in developed countries’ imports of manufactured goods increased from
31.7 per cent to 32.3 per cent between 2013 and 2014. For developing countries’ import of

2 This section only discusses international trade in merchandise.

3 The decline in export prices for manufactured goods was noticeably lower than the plunge in oil and
non-oil commodities. Nevertheless, statistical analysis shows that its contribution to the change in the
total trade price was similar, reflecting the magnitude of manufacturing trade relative to commodities.

4 According to the Bank of International Settlements, the United States dollar effectively appreciated
by 12 per cent against a basket of 60 currencies during the first half of 2015.

5 See United Nations (2015b, chap. 2), section on trade decomposition.

Trade performance in
Latin America remains
divergent across
subregions

World trade prices
declined across the
board in 2015
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Source: UN/DESA, based on data
from WTO and UNCTAD.

Source: UN/DESA, based on data
from WTO and UNCTAD.

World services trade
continues to expand
robustly, especially in
developing countries
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Figure 1.4
World trade prices, 2006 Q1-2015Q2

Annual percentage change

M Trade price

= Non-oil commodity price
= Qil price

= Manufactured export price

80

60 —

T S L

-60

Figure IL.5
Manufactured goods export price and dollar exchange rate, 2006 Q1-2015 Q1

Annual percentage change

10 {7 N

)06 2007 2008 2010 2011

== Manufactured goods export price

BN o[ SRR W (left-hand scale) M-+ 10

== Nominal effective exchange rate for dollar
(right-hand scale, inverted)

-15 15

manufactured goods, this share increased from 60.3 per cent to 60.9 per cent, which was
much slower than the average speed for the past two decades.

Trade in services

Trade in services is providing the much-needed support to the feeble performance of global
trade. More dynamic than merchandise trade, global services exports grew at an average
annual rate of 3.6 per cent—faster than merchandise exports, which grew at an average rate
of 3 per cent annually during 2008-2014. Services exports were also more resilient through
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Figurell.6

Regional shares of exports to developing and developed countries, 1995-2014
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Figure Il.7
Services exports by level of development and region, 2008-2014
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the global financial crisis, highlighting the importance of services as an option for export
diversification. In fact, the fragmentation of production through GVCs—which has been
rising during the past decade—requires eficient professional, business and infrastructure
services such as energy, transport, information and communications technology and fi-
nancial services. It also requires value-added services, including research and development,
product design and marketing.

Most of the growth in services exports has been driven by developing countries—in
Asia and Latin America and the Caribbean, for example—while least developed countries
(LDCs) have also continued to register impressive growth (figure 11.7). This dynamism
is mostly due to travel (box II.2), financial services, telecommunications, computer and

Source: UNCTADstat.

Source: UNCTADstat.
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Box I1.2
Trends in international tourism

Tourism and the Sustainable Development Goals

Over the past decades, tourism has grown into a major economic sector and an important source of
foreign-currency revenue for many countries around the world. Tourism is also increasingly recognized
as a powerful tool for addressing global challenges including job creation, poverty eradication and sus-
tainable development. The United Nations World Tourism Organization (UNWTO), together with United
Nations sister agencies, is committed to the advancement of the 2030 Agenda for Sustainable Devel-
opment, in which sustainable tourism is firmly positioned. In particular, UNWTO promotes tourism as a
direct and indirect contributor to each of the 17 Sustainable Development Goals (SDGs) recently adopted
by the United Nations General Assembly. In particular, tourism is featured in three goals (8, 12 and 14),
focusing on sustainable and inclusive economic growth, job creation, and sustainable consumption and
production. The Sustainable Tourism Programme (STP) of the 10-Year Framework of Programmes on Sus-
tainable Consumption and Production Patterns (10YFP) aims at accelerating the shift towards sustainable
consumption and production in both developed and developing countries.? Led by UNWTO, the vision
of 10YFP STP is for a tourism sector that has globally adopted sustainable consumption and production
practices, enabling enhanced environmental and social outcomes and improved economic performance.

Tourism as a source of job creation

Tourism is a relatively labour-intensive sector and it has become a major source for job creation at all skill
levels. In particular, tourism accounts for one in eleven jobs worldwide, including direct, indirect and
induced jobs. Tourism has a significant multiplier effect, creating employment in related sectors such
as agriculture, construction, maintenance, retail, handicrafts or financial services. In addition, in times of
economic difficulties, employment in tourism tends to be less affected and to recover more quickly than
other economic sectors (United Nations World Tourism Organization and International Labour Organi-
zation, 2011). The key challenge is to establish sustainable policies that enhance both the quantity and
quality of employment in the tourism sector.

In September 2015, the G20 Ministers of Tourism (T20) met in Turkey to discuss how tourism can
create more and better jobs as a means to reduce inequalities at national and international levels. Re-
calling that tourism is one of the most dynamic and resilient economic sectors, the T20 committed in
their Declaration® to maximize the potential of tourism to generate jobs, particularly for women and
youth, as well as to enhance the role of small and medium-sized enterprises in the tourism value chain.
Importantly, tourism has a higher share of women employees and entrepreneurs than the economy as
a whole and creates significant employment opportunities for young people, thus firmly contributing
to reducing youth unemployment. For instance, research by UNWTO and UN Women (2011) shows that
the percentage of women entrepreneurs in hotels and restaurants is significantly higher than in other
activities in several developing countries.

International tourism maintains sustained growth

Tourism continues to grow robustly despite the weak economic conditions at the global level. In 2014,
international tourist arrivals (overnight visitors) increased by 4 per cent, reaching a total of 1,133 million
worldwide, up from 1,087 million in 2013. The positive trend continued in the first half of 2015, with in-
ternational arrivals growing by 4 per cent compared to the same period last year. However, tourism flows
have been shifted somewhat by currency fluctuations and lower oil prices in 2015. Many destinations
are benefitting from more favourable exchange rates, while the stronger United States dollar is fuelling
outbound demand from the United States. The decline in oil prices has lowered transport costs, but at
the same time it has weakened outbound demand from oil-exporting economies such as Brazil, Nigeria,
the Russian Federation and Saudi Arabia. According to projections by UNWTO, international tourist arriv-

(continued)
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als are expected to increase by 3 to 4 per cent worldwide in 2015, in line with the long-term forecast of
3.8 per cent a year for the period between 2010 and 2020 (United Nations World Tourism Organization,
2015a and 2015b).

International tourism is the fourth largest export category

Receipts earned by destinations from international visitors grew by 4 per cent in real terms, to $1,248
billion, while an additional $222 billion were generated by international passenger transport (rendered
to non-residents). Hence, international tourism generated total export earnings of $1.5 trillion in 2014.
Tourism is a major international trade category at the sectoral level, ranking fourth after fuels, chemicals
and food. In fact, international tourism (travel and passenger transport) accounts for 6 per cent of total
exports of goods and services, and for 30 per cent of services exports alone. As a result, earnings from
tourism contribute substantially to the improvement of the balance of payments of many emerging and
advanced economies, offsetting a deficit in their trade balance or adding to an already positive balance.

International tourism can generate a tourism trade surplus (when receipts exceed expenditure)
or a deficit (vice versa) in the national account of a country. The United States of America has the world’s
largest travel surplus of $66 billion, resulting from tourism receipts of $177 billion and expenditure of
$111 billion. Among emerging economies, Thailand and Turkey boast the largest travel surpluses, while
Malaysia, Croatia, Mexico, South Africa, Morocco, Dominican Republic, Viet Nam, India, Egypt, Hungary
and Jordan all recorded a surplus between $3 billion and $10 billion (figure 11.2.1). For many small devel-
oping countries, including most small island States, tourism is a major source of foreign-currency income
as well. On the opposite side of the spectrum, some key source markets record a deficit in their tourism
trade balance. China has the largest deficit of $108 billion. China earned a substantial $57 billion in 2014,
but, as the world’s top tourism outbound market, it spent $165 billion.

Figure I1.2.1
Countries with largest surplus on the travel balance, 2014
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Box I1.2 (continued)

Source: United Nations
World Tourism Organization
(UNWTO).

a More information on 10YFP
is available from http://sdt.
unwto.org/sustainable-
tourism-10yfp.

b G20 Tourism Ministers
Declaration, available

from https://g20.org/wp-
content/uploads/2015/09/
T.20Declaration.pdf.

Source: UNWTO.
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Source: UNCTADstat.

Most commodities
continue with a
downward trend in prices
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Figure 1.8
Developing economies’ share in world services exports by sector, 2005 and 2014
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information services, and other business services. Developing countries have increased their
participation in global services exports from 24 per cent in 2005 to 29 per cent in 2014.
This increased participation was more pronounced in construction, travel, and telecommu-
nications, computer and information services (figure I1.8).

The actual magnitude and importance of services trade is not fully captured by most
statistics, as they rely mainly on cross-border services trade data. Services trade increasingly
occurs through foreign direct investment and the movement of natural persons. Services
sales by affiliates could be estimated to be in the order of $18 trillion in 2014, nearly four
times greater than global cross-border services exports (United Nations, General Assembly,
2015b). Trade through the movement of natural persons has also risen significantly, given
the growth in global remittance flows (see chap. III).

Primary commodity markets

In 2015, commodity prices continued their slump that began in 2011. The United Na-
tions Conference on Trade and Development (UNCTAD) Non-oil Nominal Commodity
Price Index averaged 193 points in September 2015, nearly 41 per cent lower than its peak
of 329.5 points in February 2011 (figure 11.9).6 Almost all commodity prices have fallen
across the board since the beginning of the year, and this trend is expected to continue into
2016 if current conditions persist. Out of 24 commodities which are major components of
the index considered, only three products, namely cocoa, cotton and tea, recorded price
increases between September and January 2015 (figure I1.10). The global commodities rout

6 The United Nations Conference on Trade and Development (UNCTAD) Non-oil Nominal Com-
modity Price Index covers these subgroups of commodities: All food (Food, Tropical beverages, Veg-
etable oilseeds and oils), Agricultural raw materials; and Minerals, ores and metals.
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Source: UNCTADstat.
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Ample supply and
slowing demand are
contributing to the
decline in commodity
prices

Market fundamentals
maintain low prices
for most agricultural
commodities...

...but the El Nifio
phenomenon remains a
major risk factor
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is negatively impacting the macroeconomic performance of commodity-dependent devel-
oping countries and economies in transition, as evidenced by their deteriorating terms of
trade, international reserves and public finances (box IL.1).

The continuing bearish mood in global commodity markets is driven by a number of
factors including ample supplies; slowing demand in China and other emerging economies,
especially for minerals and metals;? faltering economic recovery in advanced economies
such as Japan; and a strong dollar. In addition, the ongoing commodity slump is associated
with increasing outflows of commodity-based financial investments, which has in turn
further exacerbated the slump in prices.®2 Ample supplies and a sluggish world economy are
likely to continue through 2016, maintaining the downward pressure on most commodities
prices. However, some potential risk factors, including the unfolding El Nifo phenomenon
for agricultural commodities prices and significant cutbacks in production by miners, as
well as delays in new projects for minerals and metals, may partly offset the downward
pressures on commodity prices.

Food and agricultural commodities

In agricultural food markets, prices generally trended downward during the first nine
months of 2015, thanks to good harvests (figure I1.11). For instance, the average price of
wheat (Hard Red Winter No.2) and maize (Yellow Maize No. 3) dropped respectively by 23
and 17 per cent in the period from January to September 2015 compared with the same
period last year. These drops are mainly driven by ample supplies, thanks to record produc-
tion, which should exceed 700 and 1000 million tons in 2014/15 for wheat and maize, re-
spectively. With respect to rice, prices continue to soften as a result of good production and
the release from Thai government stockpiles. The average price of Thai rice dropped below
$400 per ton in April 2015 for the first time since 2008, reaching $356 in September 2015.
Looking ahead, grain markets should remain calm, at least throughout 2016, underscored
by high levels of stocks, unless the developing El Nifo phenomenon severely impacts major
producing regions.

In sugar markets, prices continued to collapse owing to good harvests that prolonged
the glut and, recently, by the weakening of the Brazilian real which boosted exports from
Brazil. In September 2015, the FOB price of sugar at Caribbean ports averaged $11.86 per
pound, almost a third of its record price of 30 cents reached in January 2011. In 2016, the
effects of the developing El Nino on sugarcane production is likely to put an upward pres-
sure on sugar prices.

For vegetable oilseed and oils, good supply conditions for products such as soybeans,
soybean oil and palm oil in major exporting countries including the United States, Brazil,
Indonesia and Malaysia exerted downward pressure on prices. The situation was exacerbat-
ed by the slump in crude oil prices that reduced interest in biofuel production, for which

7 For example, China’s merchandise imports decreased by 2.2 per cent in the second quarter of 2015
year on year. This was partly driven by drops in quantities of metals such iron and steel (-10.0 per
cent) and copper (-6.0 per cent). See World Trade Organization (2015b).

8 According to data from Hedge Fund Research Ltd, cited by Bloomberg, the amount of money under

management by hedge funds specializing in commodities stood at $24 billion in 2014, 15 per cent
below the peak of 2012. See Blas (2015).
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vegetable oils are inputs. In September 2015, the UNCTAD Vegetable Oilseeds and Oils
Price Index halved from its peak in 2011.

The prices of tropical beverages followed divergent paths. Coffee prices remained rel-
atively high in 2014, driven primarily by drought in Brazil, but subsequently weakened as a
result of improved weather conditions; strong exports, boosted by the weakening of major
producing countries” currencies, such as the Brazilian real and Colombian peso; and only
moderate growth in global demand. In September 2015, the Composite Indicator Price of
the International Coffee Organization (ICO) averaged $1.13 per pound, 35 per cent down
compared to a peak of $1.73 in October 2014. The price of cocoa beans trended up from
$1.32 per pound in January to $1.49 in September 2015. The increase was driven mainly
by supply disruptions in Ghana following disappointing harvests caused by problems in the
application of pesticides and fungicides. In tea markets, the Mombasa tea price averaged
$3.71 per kilogram in September 2015 compared to the relatively low prices of less than
$2.65 per kilogram in 2014. The price surge was largely driven by reduced output in Kenya,
the world’s biggest exporter of the black variety of tea, following dry weather.

Raw material prices have generally been declining from their peaks in 2011 owing to
a fragile recovery in the global economy in a context of abundant supplies. In September
2015, the price of natural rubber (RSS 3) averaged $1.31 per kilogram, well below the peak
0f $6.26 in February 2011. In the case of cotton, the A Index, a proxy for world cotton mar-
kets, moved up from an average of 67 cents per pound in January to nearly 73 cents in May
2015 and retreated afterwards, reaching 69 cents in September 2015. Relative to their levels
in 2011, cotton prices have declined significantly, owing to good harvests which helped to
build stocks and, more recently, to the release of stockpiles from China.®

Figure 1111
Price indices of selected food and agricultural commodity groups,
January 2009-September 2015
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Source: UNCTADstat.
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China plays a key role on
price swings for metals

Source: UNCTADstat.
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Minerals, ores and metals

Minerals, ores and metals (MOM) prices are sensitive to two main factors: global supplies
and macroeconomic trends in industrialized and emerging economies. More specifically,
MOM markets are particularly sensitive to developments in China, as the country accounts
for almost half of the global metal consumption. MOM prices peaked in 2011, but have
generally trended down since (figure 11.12). The bearish markets have been underpinned
by decelerating demand from China and other large emerging economies; the fragile re-
covery in developed economies; low energy prices; and the appreciated dollar. In addition,
structural changes occurring in China, including the country’s objective to achieve a more
environmentally sustainable economic model, have put downward pressure on some base
minerals and metals such as iron ores and steel. Furthermore, a number of specific markets
such as iron ore and copper are well supplied, due to large investments made during the
commodity boom period.

During the first nine months of 2015, prices for minerals and metals rebounded
slightly between February and May but trended down afterwards. The UNCTAD Min-
erals, Ores and Metals Price Index'? gained a modest 5 points between January and May
2015. Thereafter, with continued strong supply combined with low energy prices and weak
global economic growth, metal prices retreated. In September 2015, the Index averaged
207 points, well below its peak of 418 points in February 2011. Meanwhile, iron ore prices

Figure 11.12
Price indices of selected minerals, ores and metals, January 2009-September 2015
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index.
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rebounded briefly between April and June 2015 before receding afterwards. In September
2015, the iron ore price at the Chinese port of Tianjin averaged $57 per ton, almost a third
of its peak in February 2011. Low iron ore prices are underscored by a global glut exacer-
bated by low-cost mining from big producers such as Rio Tinto, BHP Billiton and Vale SA,
combined with weak growth in steel production, especially in China.

The London Metal Exchange (LME) price of copper increased from $5,701 to
$6,296 per ton between February and May 2015. Thereafter the price dropped as a result
of weak demand, notably from construction activity and infrastructure investments in Chi-
na. In September 2015, the LME copper price averaged $5,203 per ton. Moreover, demand
for substitutes such as aluminium, which averaged $1,588 per ton in September 2015 from
a peak of $2,662 in April 2011, exerted downward pressure on copper prices. In nickel
markets, prices were relatively strong in the first part of 2014, driven by the enforcement of
an export ban on unprocessed ores by Indonesia, the world’s leading nickel producer. How-
ever, from July 2014, nickel prices have been generally falling, as China has been able to
partly replace imports from Indonesia with those from the Philippines. In September 2015,
the LME nickel price averaged $9,895 per ton, a significant drop from a peak of $19,434
in May 2014. The capacity of exporting countries such as the Philippines to supply interna-
tional markets will play a key role in determining the price fluctuations for nickel in 2016.

In precious metals markets, the gold price over the first nine months of 2015 was
much lower than its levels in 2011 and 2012. In September 2015, it averaged $1,125 per
troy ounce compared with prices of over $1,500 between May 2011 and March 2013.
The key driving factors of the bearish trend include sizeable outflows from gold exchange-
traded funds due to the strengthening dollar and improved economic prospects in the Unit-
ed States. Looking ahead, by mid-2016, gold prices will be sensitive to market fundamen-
tals, to the possibility of a rise in the policy rate in the United States, to geopolitical tensions
and to uncertainty over the global economic recovery. Overall, metals, ores and mineral
prices are likely to remain low throughout 2016 if current global economic conditions
continue. However, significant production cutbacks by big miners remain an important
upward risk factor in these markets.

Oil market prices

The global oil market remains oversupplied, as changes on demand and supply dynamics
have not derailed the overall unbalanced market. Consequently, prices have been low in
2015 and will continue so during the forecast period, as there is no indication that produc-
tion will stop outpacing demand in the near future. Thus, considering that the gap between
oil demand growth and oil supply growth will continue in 2016, the average Brent oil price
is expected to remain subdued next year, before recovering to a higher equilibrium price in
2017 (figure 11.13).

Oil demand spikes were observed at the beginning of 2015, following an extremely
cold winter in the Northern Hemisphere. In addition, demand from China remained unex-
pectedly strong during the first half of 2015, indicating that the country has been building
stocks. Nevertheless, for the year as a whole, demand growth has been moderate. After
growing by 1.1 million barrels per day (bpd) in 2014 to 92.4 million bpd, global demand is
expected to grow by 1.3 million bpd in 2015, mainly driven by non-Organization for Eco-
nomic Cooperation and Development (OECD) economies, China in particular. In 2016,
demand growth is expected to remain subdued, in line with overall global economic con-
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Source: UN/DESA, based on data
from the World Bank.
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Figure 1113
Monthly Brent crude oil price average, January 1984-September 2015
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ditions, especially in emerging economies. In particular, weaker GDP growth projections
for the Chinese economy are expected to weigh on oil demand. Even if the United States
partially offsets the weaker demand from other regions, global demand growth for crude oil
should remain moderate and is not expected to exceed 1.2 million bpd.

On the supply side, oil production remained much stronger than originally antici-
pated. In 2014, global supply grew by 2.4 million bpd to 93.4, with the bulk of the increase
originating from non-Organization of the Petroleum Exporting Countries (OPEC) oil pro-
ducers, the United States in particular. In 2015, despite an over-supplied market and lower
oil prices, non-OPEC supply continued to increase, albeit at a slower pace than in the
previous year. So far, United States oil production has been extremely resilient, but growing
financial pressure on shale operators and a sharp fall in the number of active rigs will have
their toll on production. At the same time, OPEC producers, Saudi Arabia in particular,
have continued to increase production, letting oil prices fall. Thus, in 2015, global supply is
expected to grow by 2.2 million bpd to 95.6 million bpd.

In 2016, total global supply will remain similar to the 2015 level, as different forces
are expected to offset each other. On the one hand, North American production is expect-
ed to decline, particularly in the United States where oil production is projected to fall by
about 400,000 bpd. On the other hand, Iran’s production will contribute to global sup-
ply—especially in the second half of 2016, given the delay in lifting the sanctions—as a
deal was reached with the P5+1 nations. At the same time, despite internal pressures from
several members, OPEC as a group is not expected to cut production, keeping downward
pressure on prices. Inventories have also been growing fast and reaching unprecedented
levels. In OECD countries, inventories reached almost 2.7 billion barrels at the end of 2014
and are expected to increase further in both 2015 and 2016, remaining at record highs.

In 2015, the Brent oil price started the year on an upward trend following a demand
revival, mainly due to the cold winter in the Northern Hemisphere. However, the oil price
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rebound was short-lived, as concerns over global demand growth started to emerge soon
afterwards, owing to the anticipated slowdown in China and other emerging economies,
which have been the main oil demand drivers in the past decade. As a result, by the end of
the second quarter and throughout the third quarter of 2015, the Brent oil price dropped
significantly again, reaching as low as $41.76 per barrel (pb) on 26 August. Thus, the
average Brent oil price for 2015 is expected to be $53 pb. In 2016, considering that the
gap between oil demand growth and oil supply growth will continue, the average price is
expected to be $51 pb, before recovering to a higher equilibrium price of $62 pb in 2017.

These price assumptions face a number of downside risks. A sharper economic slow-
down in the global economy, especially in emerging economies and China, would weaken
demand and put further downward pressure on oil prices. Another downside risk is related
to Iran’s production. The market price has already adjusted to some extent to the fact that
Iran’s production will enter the global market. However, the pace and volume at which this
will happen is unclear, which could lead to further downward price adjustments.

There are also upside risks to these assumptions. Non-OPEC production may decline
more than anticipated, as the low oil price squeezes new entrants out of the market. OPEC
may decide to cut production in order to sustain prices, as fiscal pressures are mounting in
several OPEC economies. Furthermore, if internal conflicts escalate or political instability
surges—in Africa or Western Asia, for instance—oil production could be disrupted and oil
prices pushed higher. It is nevertheless assumed that the overall supply would grow more

slowly and prices would be expected to rise relative to current assumptions.

Trade policy developments

Multilateral trade negotiations

Global trade is an important determinant of strong growth and development. It provides
the means to access larger external markets, as well as skills, technology and capital, which
in turn allow for specialization, a better use of productive resources and economies of scale
to catalyse a desired structural transformation. At the global level, there remains consid-
erable untapped potential to exploit the benefits of international trade. A set of coherent
and integrated policies is required to tap the potential. At the heart of such a policy mix
are trade policy and a multilateral trading system that promotes trade performance without
discrimination.

A universal, rules-based, non-discriminatory and equitable multilateral trading sys-
tem is a central element for harvesting the development potential of trade, also recognized
in goal 17 of the SDGs. Existing WTO norms and disciplines constitute the cornerstone
of a rules-based multilateral trading system, serving as a guarantee against discrimination.
In fact, the WTO dispute settlement mechanism is widely regarded as a success and has
handled disputes covering over $1 trillion (United Nations, General Assembly, 2015b). This
is important, as the effectiveness of the rules-based trading system hinges upon the actu-
al enforcement of its rules. The universality of the multilateral system, also envisaged in
the SDGs, is pursued through accession processes. Since 1995, 34 protocols were signed,
bringing membership to 161 countries. Kazakhstan joined the WTO as its 162™ member
in November 2015, and the accessions of Afghanistan and Liberia are in sight. Those coun-
tries undertook important policy reforms to make their trade regime WTO-compatible,

Strengthening the
multilateral trading
system will allow
countries to better
exploit the benefits
from trade...
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Doha Round
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facing the challenge of negotiating balanced terms of accession consistent with their devel-
opment needs.

Importantly, to harvest the benefits of the multilateral trading system, it is necessary
to find a way forward when negotiations hit an impasse. The Doha Round was launched
in 2001 and negotiations were to give priority attention to developing countries’ implemen-
tation difficulties with a view to redressing existing imbalances and enhancing openness.
However, progress remains limited, affecting the credibility of the system. Meanwhile,
plurilateral and regional agreements outside the WTO have increased, affecting its cen-
trality.

In this regard, different views on how to face evolving economic realities continue
to pose a stumbling block to progress in multilateral negotiations. For instance, developed
countries maintain that higher commodity prices and policy reforms in previous years had
led to a substantial reduction in their use of trade-distorting agricultural support, while
there was an increased use of such measures by developing countries, including for food
security purposes. Meanwhile, many developing countries have stressed that persistent
development challenges, such as pervasive poverty, food insecurity and a nascent industrial
base, call for flexibilities and special and differential treatment.

Another main bottleneck that shapes the contours of the post-Bali work programme
is the interlinkage across different topics of the negotiations. For many developing mem-
bers, this calls for “sequencing”—that is, an early harvest in terms of concrete results in
reducing domestic support as a pre-requisite for providing concessions in other areas of the
negotiations. For several developed countries, “parallelism” is essential to advancing nego-
tiations, meaning that concrete results in domestic support are subject to parallel advance-
ments in the market access package comprising agriculture, non-agricultural market access
(NAMA) and services.

Several recent developments suggest no major breakthrough is expected from the
Tenth WTO Ministerial Conference (MC10) in Nairobi in December 2015. A group of
50 developing and developed members submitted a communication stating their strong
support to the multilateral trading system and determination to continue intensive efforts
to develop a comprehensive package of credible outcomes that allows the conclusion of the
Doha Round. In particular, these countries have called on all of the largest of the WTO
members to work together and show the leadership necessary to make MCI10 a success.
The group underscores that a success would highlight the unique capacity of the WTO to
deliver meaningful improvements in global trade rules and bring development benefits that
cannot be matched through trade negotiations conducted outside the WTO.

The WTO Director-General confirmed that a work programme would not be deliv-
ered as it had been mandated, but that members had identified a road to success in Nairobi.
Although several views will be difficult to reconcile, important commonalities can yield
results in Nairobi. These would include development issues, particularly on LDCs, export
competition on agriculture, and improved transparency in several areas. Regardless of the
outcome of MCI0, it will remain an imperative to pursue and promote the development
dimension of the multilateral trading system, whether under the current framework or
under a reformulated architecture. In any case, it is necessary to ensure that there is coher-
ence between the multilateral trading system and the SDGs.
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Agriculture and non-agriculture market access

In agriculture, the market pillar is still looking for a common strategy to reduce tariffs
and increase market access. In these discussions, the Group of 33—a group of developing
countries concerned about food security issues—stressed the continued need for special
products and special safeguard mechanisms to afford these countries with some flexibility
to address, inter alia, the challenges related to higher and more volatile food prices affecting
the food supply and the livelihood of subsistence and small-scale farmers. Also, the ongo-
ing negotiations on domestic support aim to reduce trade-distorting agricultural subsidies
in line with target 2.b of the SDGs. Countries that have traditionally used trade-distort-
ing support have reduced it, while increasing non-trade distorting green box support, thus
meeting technical commitments without reducing actual spending (box II.3). This has
promoted the discussion on how limits for support should be applied and if the de minimis
support for developing countries should be granted with special and differential treatment.
In addition, the search for a permanent solution to the issue of public stockholding for
food security in developing countries continues. Possible options include raising the limit

of support for developing countries or redefining the method for calculating the subsidy.

Box1.3
Agriculture negotiations, food security and sustainable development

The demand on world food is rising and projected to increase by 20 per cent by 2030. At the same time,
hunger remains a challenge for almost 795 million people worldwide in 2014-2016—most of them from
developing regions, representing 13 per cent of those regions’ populations (Food and Agriculture Organ-
ization of the United Nations, 2015). The challenge of eliminating hunger and ensuring food security (i.e.,
the physical, social and economic access of all people, at all times, to sufficient, safe and nutritious food
which meets dietary needs and food preferences for an active and healthy life) is duly recognized in the
2030 Agenda for Sustainable Development (target 2.1). The Agenda also aims to ensure sustainable food
production (2.4) and double agricultural productivity, including through access to productive resources
and inputs, knowledge, financial services, markets and opportunities for value addition (2.3) by 2030.

Many countries pursue policies and strategies for ensuring food security, which include subsidies
for the production of staple food. Nevertheless, beyond environmental and geographical challenges,
these strategies may not be economically viable or optimal as they may affect diversification and struc-
tural transformation. As such, several countries rely on foreign markets to meet their food demands, link-
ing food security strategies to international trade. According to the food dependency index of the United
Nations Conference on Trade and Development (UNCTAD), many countries in East Africa, Latin America
and South Asia tend to be net food exporters while the remaining African and Asian countries are net
food importers (figure 11.3.1). Furthermore, many African and Asian economies have increased their de-
pendence on imported food since 2008 (United Nations Conference on Trade and Development, 2015a).

Consequently, fair and predictable international agricultural markets are necessary for contribut-
ing to food availability and affordability for many food-importing economies. The multilateral trading
system needs to ensure access to staple food while encouraging more investment in food production
and promoting sustainable agriculture. In multilateral trade negotiations, the market access pillar seeks
to ensure the availability of food through tariff reduction, while the domestic support pillar aims to en-
sure stable prices and access to food by eliminating distortions in agricultural markets. Arguably, reduc-
ing subsidies will increase food prices and hence a balance must be reached by limiting trade-distorting
support.

In the market access pillar, discussions revolve around tariff cuts and how these can be applied.
An UNCTAD analysis (Vanzetti, 2015b) compared the impact on the African, Caribbean and Pacific Group
of States (ACP) of different formulas regarding tariff cuts. It found that the different scenarios produce

(continued)
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Source: UNCTADstat.

a Food dependence is
estimated as exports minus
imports of agricultural
products, divided by
agricultural trade (imports
plus exports). The index
varies between -1 (more
dependent) and 1 (less
dependent).

Source: UNCTAD, Division
on International Trade in
Goods and Services, and

Commodities.
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Figure I1.3.1
Food dependency index by region and development level, 2014°
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modest and somewhat similar results in tariff reduction. For ACP imports, the impact of the formulas on
applied tariffs is small, since there is an important difference between bound and applied rates. On ex-
ports, there is also a limited reduction in tariffs. This is due both to increased trade with other developing
countries that are not making considerable tariff cuts and to little improvement in market access in the
European Union, where preferential treatment is already applied. In addition, the ACP would not benefit
from market access improvements because of preference erosion. ACP countries presented a proposal
insisting on the need for flexibilities for developing countries in agriculture, even in the event of changes
in the tariff reduction approach. These include special products, for which developing countries are to be
given extra flexibility in market access for food and livelihood security and rural development. They also
comprise a special safeguard mechanism to allow developing countries to raise tariffs temporarily to deal
with import surges or price falls. Other big coalitions of developing countries in the World Trade Organi-
zation (WTO), including the Group of Thirty Three, have also insisted on flexibilities (United Nations Con-
ference on Trade and Development, 2015b). Discussions are still ongoing on the options for cutting tariffs
and related issues. In agriculture, tariffs are more important than domestic support or export subsidies.

Target 2.b of the Sustainable Development Goals provides a context for domestic support nego-
tiations. It confirms that correcting and preventing trade distortions in agricultural markets, including
through the elimination of all forms of export subsidies and all export measures with equivalent effect,
in accordance with the Doha mandate, contributes to the objective of ending hunger, achieving food
security and promoting sustainable agriculture. Disciplining the “Overall Trade-Distorting Domestic Sup-
port”, a category of support comprising all subcategories of trade-distorting support, was foreseen in the
2008 modalities. This envisaged limiting the possibility of eluding reduction commitments by changing
the nature of support measures or targeted products. Still, some economies shifted trade-distorting sup-
port to “green box” support, meeting reduction commitments without reducing actual spending levels.
This led to recent discussions focusing on whether numerical limits should apply to all countries and on
whether the de minimis support for developing countries of 5.0 per cent of domestic production should
be changed or granted with special and differential treatment. A permanent solution on public stock-
holding, still to be found, should contribute to food security.

The outcome of these negotiations is linked to results in other negotiating areas, placing agricul-
tural issues as key points influencing the overall outcome of the Tenth Ministerial Conference of the WTO
and perhaps of the Doha Round. The success of multilateralism therefore remains critical for eliminating
hunger and promoting food security as underscored in the 2030 Agenda for Sustainable Development.
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Increased industrial trade opportunities for developing countries, under the auspices
of NAMA, are in line with targets 17.11 and 8.2 of the SDGs, contributing to diversifi-
cation, technological upgrading and innovation. The key issue in negotiations has been
how to ensure real market access while fulfilling the “less than full reciprocity” principle
for developing countries. The issue of non-tariff barriers is not yet addressed but its use is
on the rise. Possible outcomes in this area may be influenced by ongoing plurilateral nego-
tiations, namely the Information Technology Agreement and the Environmental Goods
Agreement. Increased market access in these areas would be relevant in terms of meeting
certain targets and goals of the SDGs.

Services

With the focus on agricultural negotiations, there has been limited engagement on ser-
vices negotiations. Members agree that the focus should be on areas of market access and
domestic regulation, and that a strong development dimension with flexibilities for devel-
oping countries should be part of the negotiations. Still, some members consider that the
negotiations on the General Agreement on Trade in Services (GATYS) rules on government
procurement, subsidies and emergency safeguard measures have not advanced enough to
become part of the work programme. Furthermore, discussions since the Bali Ministerial
Conference have not narrowed the divergent positions on the level of ambition for the
services negotiations, including whether certain sectors or modes should be given a greater
focus, and whether to move forward with the services component of the post-Bali work pro-
gramme or to wait until it is clearer what the work programme will contain for agriculture
and industrial goods.

Furthermore, several major players are engaged in the plurilateral negotiations for the
Trade in Services Agreement (TISA) outside the Doha Round, which has diverted atten-
tion from multilateral negotiations on services in the WTO. These negotiations involve 25
WTO members representing at least 70 per cent of global services trade, and negotiations
are aiming for comprehensive and ambitious services liberalization with substantial sectoral
coverage that attracts broad participation and that could be multilateralized. It is notable
that some major developing countries are not part of this process, and the TISA compatibil-
ity with the WTO and GATS is questionable. In the absence of a critical mass, the future
agreement would take the form of a preferential services agreement in the sense of GATS
Article V. The negotiations are based on the GATS positive list approach while national
treatment commitments would be applied horizontally. The negotiations also address reg-
ulatory disciplines such as licensing, financial services, telecommunications, e-commerce,
and movement of professionals. The existence of multiple services RTAs among TISA par-
ticipants implies that the effect of TISA on intragroup services trade may be limited. TISA
participants’ overall export interests may primarily rest with non-TISA participants.

One important development objective in multilateral services negotiations, in line
with target 17.11, is achieving preferential market access for LDCs. In this regard, a servic-
es waiver allows non-LDCs to deviate from market access and national treatment obliga-
tions relating to the most favoured nation (MFN) principle under the GATS. Although the
waiver aimed at allowing non-LDCs to deviate from market access and national treatment
obligations relating to MFNs under the GATS was adopted in 2011, WTO members had
not introduced preferential access in services for LDCs. The Bali decision provided a road
map for the operationalization of LDC services waivers, resting largely on the formulation
by LDC:s of a collective request identifying the sectors and modes of their export interest.
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UNCTAD assisted LDC:s in their collective request and in evaluating preferential treat-
ment intentions and notifications. The LDCs collective request, submitted in July 2014,
addressed horizontal and sectoral market access and national treatment restrictions in many
sectors, including travel, tourism, banking, transport, logistics, education, information and
communications technology, business process outsourcing and creative industry. The barri-
ers affecting mode 4 (the movement of natural persons) were given particular attention, such
as those relating to the recognition of educational and professional qualifications, and to
costly application fees and burdensome documentation for visas, licences and work permits.
In the context of this waiver, 17 notifications expressing preferential treatment for
LDC:s services and services suppliers had been received by 2 November 2015, which was
fewer than expected. Of these, several notifications address only parts of the collective
request that had been presented by LDCs, and at least one notification is perceived as back-
tracking with regard to intentions that had been previously expressed. In general, the noti-
fications addressed modes 1, 2 and 3 of trade in services. Some notifications include good
examples of preferential treatment, including extending periods of entry and stay and waiv-
ing economic needs tests, visa fees and work permits. Some notifications also detail meas-
ures to enhance LDCs supply capacity, including by facilitating temporary movement for
study and capacity-building and assistance in relation to the construction of infrastructures
for tourism, education, medical, cultural and sporting services. Nonetheless, a commercial-
ly meaningful outcome will require more waivers for LDCs. Furthermore, the notifications
did not adequately address trade through mode 4, which is important for many LDCs.

Trade facilitation

Implementation of trade facilitation measures is expected to reduce overall trade costs and
contribute to developing countries” exports in line with target 17.11 of the SDGs. It is also
projected to promote economic diversification, technological upgrading and innovation in
line with target 8.2 of the SDGs. The Agreement on Trade Facilitation, an outcome of the
Ninth Ministerial Conference (MC9) of the WTO in 2013 in Bali, was the first binding
multilateral agreement since the Uruguay Round. When two thirds of the WTO members
ratify, it will enter into force. As of August 2015, twelve countries had completed ratifi-
cation, and 73 countries, including four LDCs, notified the WTO of their “Category A”
commitments (the self-designated provisions for immediate implementation). Depending
on the progress in the ratification process, the Agreement could be a concrete outcome at
MCI10. Several developing countries, however, remain concerned regarding the cost and
complexity of implementing some of the measures. Special and differential treatment in
this agreement links the level and timing of commitments to implementation capacity,
the provision of capacity-building, and acquisition of capacity. In this context, the WTO
launched a Trade Facilitation Agreement Facility in 2015 in order to help developing coun-

tries build implementation capacity.

Development issues

The duty-free and quota-free (DFQF) market access for LDCs, addressed by target 17.12
of the SDGs, is supported by a WTO ministerial decision. Almost all developed countries
have implemented it and several developing countries have also extended it. Simpler and
more transparent rules of origin are important for LDCs to use DFQF preferences. The
new European Union (EU) Generalized System of Preferences, where third-party certi-
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fication by public authorities will change to self-certification by registered exporters, is a
relevant example of how to simplify and facilitate the rules of origin administration. In
addition, provisions related to special and differential treatment should be precise, effective

and operational to ensure that they are meaningful for LDCs.

Regional trade agreements

The developments in the multilateral trading system, or the lack thereof, have been impact-
ed by the increased prevalence of RTAs. As of April 2015, the WTO received notification
of 612 RTAs, of which 406 were in force, including South-South, twenty-first century
and mega-RTAs. The twenty-first century RTAs aim for full market opening and “be-
hind-the-border” measures, pursuing regulatory coherence, overcoming non-tariff barriers
and creating a platform for GVCs. These measures focus on services, investment, competi-
tion, capital movement, intellectual property and government procurement. Regulatory co-
herence is sought through harmonization, mutual recognition or mechanisms such as prior
comments on regulatory initiatives. Mega-RTAs are the likely game changers. For instance,
the Transatlantic Trade and Investment Partnership between the United States and the EU
would cover half of global output and a third of global trade. The Regional Comprehensive
Economic Partnership would create a free trade area between the Association of Southeast
Asian Nations and its six external partners, covering half of the world’s population.

The Trans-Pacific Partnership (TPP) Agreement among Australia, Brunei Darus-
salam, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore, the Unit-
ed States and Viet Nam was concluded in October 2015. It is the first case of a completed
new-generation mega-RTA, which has a significant bearing on the future evolution of the
international trading system and could give further impetus to negotiations of other mega-
RTAs. The TPP creates a market of 800 million people with a GDP of $28 trillion, over
40 per cent of the world gross product. Comprehensive in scope, the TPP covers goods,
services, investment, e-commerce, intellectual property, government procurement, compe-
tition, labour protection, environment, regulatory harmonization, small and medium-sized
enterprises (SMEs) and state-owned enterprises (SOEs). Driven also by geopolitical con-
siderations, it is principally aimed at facilitating trade and investment among TPP parties,
including through regulatory harmonization. The agreement sets a high-standard “tem-
plate” for trade agreements in the twenty-first century and may attract new members, such
as Indonesia, the Republic of Korea and Thailand.

The TPP is projected to yield annual global income gains of $223 billion by 2025
pushing up world gross product by 1.0 per cent, and generating an estimated $305 billion
in additional world exports per year (United Nations Conference on Trade and Develop-
ment, forthcoming). The bulk of the gains are estimated to arise from regulatory harmoni-
zation and mutual recognition, which will reduce trade costs. TPP members are the major
beneficiaries of trade creation and diversion, but with asymmetries. For instance, exports
from New Zealand and Viet Nam to the United States are estimated to increase by 13 per
cent. Their high initial tariffs imply an important increase in market access, especially in
meat for New Zealand and clothing for Viet Nam.

Non-TPP members, on the other hand, can be impacted by trade and investment
diversion that is induced by preferential liberalization, and by adjustment costs derived
from regulatory harmonization. The trade effects can be significant for some undiversi-
fied economies dependent on a few products and markets for exports, particularly certain

73

RTAs cannot replace the
role of the multilateral
trading system

The Trans-Pacific
Partnership is the first
mega-RTA completed

Most of the gains

from the Trans-Pacific
Partnership are related
to the reduction of
trade costs...

...but other countries
can also be affected by
trade and investment
diversion



74

The increasing
prevalence of RTAs
affects the credibility of
the multilateral trading
system

World Economic Situation and Prospects 2016

LDCs. Some TPP members, such as Canada, Mexico, Peru and Singapore that already
benefit from pre-existing RTAs may also experience some trade diversion, as their relative
preference margins diminish in favour of other TPP partners. These trade effects could be
amplified if these immediate trade shocks lead to durable changes in investment, competi-
tion, technology and employment levels.

A compurtable general equilibrium analysis conducted by UNCTAD confirms that
trade liberalization is generally beneficial in terms of income gains.!" Still, these income
effects are very modest globally, especially when compared with underlying growth. This
is because tariff cuts are not very deep, due to already liberalized markets and to the abun-
dance of persistent exemptions. Because of trade-diversion-related losses for non-members,
the global gains in mega-RTAs are much lower than those of a potential Doha Round
(Vanzetti, 2015a). Positive outcomes from the Doha Round, particularly on MFN tariff
reduction and the effective implementation of DFQF market access for LDCs, could also
serve for attenuating the possible adverse effect of mega-RTAs on non-members. Multi-
lateral negotiations could also lead to generalized preference erosion with an impact for
preference-dependent countries.

Efforts are warranted at the national and international levels to enhance productive
capacities and export competitiveness, particularly in countries facing the adverse effects
of trade diversion and preference erosion. Such efforts include assistance in meeting regu-
latory standards, as well as promoting diversification for greater resilience, and supporting
adjustment processes through the implementation of social safety nets and active labour
market policies such as labour reskilling. The RTAs have other potential development ben-
efits: Many South-South trade agreements intensify and deepen regional integration, and
contribute to productive capacity and regional infrastructure networks. Substantial income
gains are expected from the volume of trade covered in new RTAs, and even larger gains
from the strong regulatory focus aiming to reduce regulatory barriers. Non-trade measures,
comprising sanitary and phytosanitary and technical barriers, affect over 50 per cent of
exports from developing countries, 90 per cent of trade in natural resources, and 80 per
cent of trade in manufacturing. They represent about 14 per cent of tariff equivalents on
average, and even higher on agriculture.

These transformational shifts have implications for developing countries. Regulatory
harmonization can raise costs of adjustment. Such costs should be minimized through the
use of less stringent standards, mutual recognition and international standards. Stronger
regulatory disciplines limit regulatory autonomy and thus may limit the scope of proactive
development plans and industrial policies. Discipline on government procurement, SOEs
and export taxes could limit support to domestic industries and to SMEs. For example,
some RTAs aim for competitive neutrality but developing countries stress the importance
of SOEs in delivering public policy goals. Also, investor-State disputes may lead to regulato-
ry freezes, created by fear of legal challenge and compensation claims from investors. There

1 This analysis uses a multi-regional Computable General Equilibrium (CGE) model GTAR, capturing
linkages between countries and inter-sectoral effects. Five scenarios are modelled: baseline from 2011
to 2025, Doha Round of multilateral negotiations, RCEP, TPP and TTIP. For more information, see
Vanzetti (2015a).
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Box 1.4
Sanitary and phytosanitary measures and trade distortions

Valued at about $1.5 trillion annually, the international trade in agricultural products offers great op-
portunities to farmers from developing countries. Yet it is a challenging task for them to access the in-
ternational agricultural market. Recent years have brought a significant shift in the trade policy of many
countries, which is increasingly focused on “behind-the-border” measures. Consequently, for exporting
farmers, market access is now more about fulfilling quality and safety criteria rather than dealing with
quotas and border protection. Indeed, the commerce of agricultural products is heavily and increasingly
determined by compliance issues, involving a wide array of regulatory measures. Many of these meas-
ures fall in the category of sanitary and phytosanitary (SPS) measures and include diverse conditions
such as import licenses, inspection requirements, testing and certification requirements, labelling and
packaging requirements, and quarantines. Many of these measures, although necessary to address qual-
ity, safety and environmental concerns as well as the needs of agrifood businesses to streamline food
production chains, do ultimately add to production and transaction costs.

One of the most relevant aspects of SPS measures is their potential distorting effect on interna-
tional trade. For exporters, the main concern is how well they can compete for market shares in highly
regulated markets where costs of compliance are not trivial. Importantly, the cost of compliance with
regulatory measures is often asymmetric across exporters, as the cost depends on infrastructure, tech-
nical know-how and the availability of production facilities. These aspects are usually available to larger
firms based in developed and emerging markets and to firms integrated in global value chains, but they
are generally less available—often not available at all—to smaller firms in many developing countries.
Any proliferation and increased stringency of SPS measures therefore can induce shifts to exporters with
stronger capacities for SPS compliance.

A recent UNCTAD study by Murina and Nicita (2014) examines the European Union (EU) framework
of SPS measures and investigates the extent to which these measures affect export to the EU from low-
income countries.? The study argues that the comprehensiveness of the EU regulatory framework, as well
asitshigherstringency vis-a-visframeworksimplemented by trading partners, actas animportant market-
access barrier for low-income countries. In quantitative terms, the study finds that the distorting effects
of the EU SPS measures vary across product groups and result in a total loss of about $3 billion, or about
15 per cent of exports, from low-income countries (figure 11.4.1).

The UNCTAD study also finds that low-income countries which have deep preferential trade
agreements with the EU (i.e., an agreement that goes beyond simple preferential access to cover be-
yond-the-border issues) can more effectively comply with SPS measures. This finding is important, as it
suggests that some of the costs associated with SPS compliance can be reduced through well-targeted
technical assistance programmes incorporated in trade agreements. Technical assistance programmes
can help in meeting some of the fixed costs of compliance, such as those related to lack of infrastructure,
quality control mechanisms and certification agencies, making low-income countries more competitive.
Indeed, the disproportionate effect of the EU regulations on the exports of agricultural products from
developing countries is recognized even within the EU regulatory framework.?

Going forward, developing countries will confront the challenges of adapting to the high levels
of regulatory standards that regional trade agreements such as the Trans-Pacific Partnership Agreement
are expected to enforce. Whether in terms of mutual recognition or harmonization, regulatory meas-
ures are likely to take a central role in many trade agreements in the future. In this regard, low-income
countries would need to make sure that the sharing of costs related to compliance with the regulatory
framework is addressed within the agreement, and possibly facilitated by targeted technical assistance.
In addition, multilateral cooperation through an improved trade facilitation agenda, paired with existing
initiatives such as Aid for Trade and the Enhanced Integrated Framework, should surely help developing
countries cope with the challenges of meeting SPS and other regulatory standards.

(continued)
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a Using the UNCTAD TRAINS
database on non-tariff
measures, this paper utilizes a
gravity model of bilateral trade
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measures for 125 exporting
countries and covering about
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Figure 11.4.1
Exports and export loss to the European Union
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are also systemic implications for the multilateral trading system. For instance, mega-RTAs
can affect incentives for multilateralism and the regulatory templates of RTAs might be
used as a basis for future multilateral negotiations. Most significantly, proliferation of RTAs
may lead to a two-tiered trading system which would differentiate countries and affect the

relevance and centrality of the multilateral trading system.

Future direction

The multilateral trading system is a global public good with a universal, rules-based,
non-discriminatory and equitable nature that can maximize the development potential of
international trade. This is especially important as the potential of trade is not automati-
cally translated into development benefits. The fact that the 20 largest exporters in 2014
(mainly developed and Asian economies) represented 71 per cent of world trade reminds us
that inequality between and within countries—a concern explicitly stated in SDGs—re-

mains a persistent development challenge requiring policy attention.
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Furthermore, the importance of multilateralism is matched by its challenges. Limited
progress in the Doha Round, together with an increasing prevalence of new-generation
RTAs, affects the credibility and centrality of the multilateral system. Mega-RTAs in par-
ticular can diminish incentives for multilateral negotiations with potential implications for
outsiders, especially for developing countries. This highlights the importance of enhanc-
ing coherence between RTAs and the multilateral trading system so they can support and
sustain an enabling development environment. It also underscores the need to review the
institutional adaptations that the multilateral trading system requires for enhancing its
relevance and effectiveness as it faces the reality of multiple parallel processes.

Global trade and its governance should be consistent with sustainable development
goals, and the multilateral trading system has to be revitalized, with improved credibility
and relevance. This will require a fair, equitable and open trading environment and coher-
ence among multilateralism, RTAs and policy space, including through special and differ-
ential treatment, so that trade can contribute to broad-based sustainable development and
reduce inequalities among and within economies. Furthermore, the potential of large ben-
efits from productivity gains underlines the importance of developing a best-fit policy mix
that includes trade policy, regulatory and institutional frameworks, and a new generation
of industrial policies focused on enhancing competitiveness and value addition through
technology, innovation and structural change.
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Appendix

Measuring the commodity terms-of-trade effect
of the commodity price drop

In an attempt to measure the net commodity terms-of-trade’ effect of the global commod-
ity price changes at the country level, monthly commodity export and import price indices
for a total of 178 economies have been created. For each economy, the indices are construct-
ed by weighing the monthly spot price of a commodity by its share in the economy’s com-
modity export or import basket.? A total of 41 international commodity prices have been
considered, with the indices covering, on average, 90 per cent of commodity export values
and 86 per cent of commodity import values in 2014. The construction of these monthly
indices allows examination of the country-specific impact of the commodity price shocks
on the commodity terms of trade. Focus is primarily on commodity-dependent countries,
defined here as countries for which the sum of commodity exports and imports accounts
for over 30 per cent of GDP. These countries are classified into four groups, based on their
main export commodity: fuel, food, metals and agricultural raw materials.

Figure IL.1.1 in box II.1 shows the declines in the commodity export and import
price indices for 81 commodity-dependent countries over the period April 2011-August
2015. In a second step, indices are scaled by the respective share of commodity exports and
imports in GDP in order to take into account differences in the importance of commod-
ity trade across countries. This provides a first indication of how the commodity terms of
trade shock affects gross domestic income and domestic demand.? Figure I1.A.1 depicts the
adjusted declines in the export and import price indices. The adjustment tends to reinforce
the negative price effects for fuel exporters as indicated by the significant distance from the
45-degree line. Many fuel exporters have not only seen sharp price declines on the export
side and very limited price declines on the import side, but the share of fuel exports in GDP
is also large. As a result, the negative impact of the commodity terms-of-trade shock on
these countries is expected to be large.

1 Commodity terms-of-trade is defined here as the price of a country’s commodity exports in terms of
its commodity imports.

2 Commodity price data were retrieved from UNCTADstat, IMF Primary Commodity Price data and
the World Bank Commodity Price Data (The Pink Sheet). Commodity trade data were retrieved from
UNCTADstat.

3 A comprehensive assessment of the country-level impact of the commodity price shocks would re-
quire a more complex and dynamic framework that takes into account the changes in inflation,
exchange rates, fiscal balances and other macroeconomic variables.
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Figure Il.A.1

Commodity export and import price decline, scaled by GDP share of commodity
export and import, April 2011-August 2015
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Chapter lll
International finance for
sustainable development

The year 2015 has been a significant one for global cooperation in development. In Septem-
ber, world leaders adopted a new set of Sustainable Development Goals (SDGs) and targets
as part of the 2030 Agenda for Sustainable Development. They also agreed in July on a new
financing framework for achieving sustainable development, embodied in the Addis Ababa
Action Agenda (AAAA) (box IIL.1). Earlier in March, Governments adopted a post-2015
framework on disaster risk reduction. Taken together, these new global agreements provide
a comprehensive framework within which international finance should flow.

Although the amount of financing needed to achieve the SDGs is vast, global public
and private savings would be sufficient—if the financial system were to effectively interme-
diate savings and investments in line with sustainable development objectives. This is not
currently the case: the international finance system is neither stable nor efficient in allo-
cating finance where it is needed for sustained and inclusive growth. Additionally, finance
is not generally channelled with social outcomes or environmental sustainability in mind.

These are very large challenges. The world requires action at both the national and
international levels to simultaneously finance sustainable development and to develop sus-
tainable finance.! Nationally, countries need to craft sustainable development financing
strategies, based on their national developmental models. These strategies should seek to
unlock the potential of people and the private sector, and incentivize changes in consump-
tion, production and investment patterns to support sustainable development. At the inter-
national level, there is a need for a coherent set of rules and policies that can channel finance
to support sustainable development, leaving sufficient policy space for countries to pursue
their chosen development model.

These issues are at the core of the new international agreement on financing for devel-
opment. The AAAA provides the guidance needed, covering domestic and international
public finance, private finance, and cross-cutting and systemic issues. Member States need
to implement the commitments contained in the AAAA, including forging a true global
partnership in support of sustainable development. That partnership of nations, supported
by other stakeholders, should shape a supportive international environment and provide
the basis for further progress towards sustainable development. Achieving the SDGs and
transforming the world depend on this.

1 Sustainable finance is defined as finance that is long-term oriented and aligned with economic, envi-
ronmental and social values through products and markets that balance inclusion with stability.

The Addis Ababa Action
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financial system with the
sustainable development
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Box 1.1
The Addis Ababa Action Agenda

At the Third International Conference on Financing for Development, held in Addis Ababa, Ethiopia, from
13 to 16 July 2015, United Nations Member States adopted the Addis Ababa Action Agenda (AAAA). The
Agenda provides

+Anew global framework for financing sustainable development that aligns all financing flows and
international and domestic policies with economic, social and environmental priorities.

+ A comprehensive set of policy actions by Member States, with a package of over 100 concrete
measures that draw upon all sources of finance, promote technology and innovation, reform
trade, harness data, and address systemic issues to transform the global economy and achieve the
Sustainable Development Goals (SDGs).

The AAAA serves as a guide for actions by Governments, international organizations, businesses,
civil society and philanthropists. The Agenda reiterates that countries have primary responsibility for
their economic and social development, while committing the international community to creating an
enabling environment. Together, these positions support a revitalized and strengthened global partner-
ship for sustainable development that can end extreme poverty and deliver sustainable development
for all.

The policy framework presented in the AAAA seeks to realign financial flows with public goals,
underpinned by country-led development models that reflect the diverse stages of a country’s devel-
opment and its specific circumstances and financing needs. Official development assistance remains
crucial, particularly for countries most in need. But aid alone will not be sufficient. As in the Monterrey
Consensus, the AAAA recognizes that finance is not just about financing flows; it depends on public
policies that strengthen the national and international enabling environments and seek to align private
behaviour with public goals. The AAAA offers a nuanced understanding of the benefits and risks asso-
ciated with different types of finance: It stresses the importance of long-term investment and the need
for all financing to be aligned with sustainable development. It puts forward specific public policies and
regulatory frameworks to encourage private investment to support the SDGs. It spells out the potential
contributions of public finance, highlighting the growing role of national, regional and multilateral de-
velopment banks.

But the AAAA goes beyond the Monterrey Consensus to fully take into account the regulatory and
other policy requirements for realizing all three dimensions of sustainable development—economic,
social and environmental—in an integrated manner. It emphasizes that trade, development and dis-
semination of technology, as well as capacity-building, are key means of implementation for the 2030
Agenda for Sustainable Development.

The AAAA is an integral part of the 2030 Agenda for Sustainable Development. To ensure ade-
quate implementation and follow-up, the AAAA establishes an annual Financing for Development Fo-
rum, with intergovernmentally agreed conclusions and recommendations that will inform the review of
the 2030 Agenda for Sustainable Development.

Trends in net resource transfers

As articulated in the AAAA, the new financing framework for sustainable development in-
corporates all sources of financing, including the transfer of resources to developing coun-
tries in the form of foreign private capital inflows, official development assistance (ODA)
and other forms of international cooperation. As can be seen in figure II1.1, net resource
transfers? to developing countries as a whole have been negative, implying that resources
are flowing from developing to developed countries. Least developed countries (LDCs),
where resource shortfalls have been most acute, have been receiving almost no resources in

net terms.

2 Net transfer of resources refers to the net flow of capital and capital servicing, the net foreign earnings
of labour, plus the net change in reserves. Cf. United Nations (1990), box IV.1.
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Figure lll.1
Net transfer of resources to developing economies and economies in transition,
2003-2015
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Highly volatile private capital flows

Table III.1 and figure III.2 show the recent trends in capital flows to developing coun-  In 2015, net capital
tries and economies in transition. While most forms of capital inflows initially rebounded outflows from

following the 2008 crisis, they began to slow after 2010, with total net capital flows to developingand
transition countries

exceeded the magnitude
net outflows from transition economies, particularly the Russian Federation. In 2015, it  of net outflows that

is estimated that over $700 billion of capital left developing and transition economies, occurred during the
greatly exceeding the magnitude of net outflows during the Great Recession. It is estimated ~ Great Recession
that foreign direct investment (FDI) fell by $145 billion, driven by large declines in East

and South Asia, and that portfolio flows, which tend to be more volatile, turned nega-

developing countries and transition economies turning negative in 2014, driven by large

tive. The greatest decline, however, was in “other” investment (mostly interbank loans and
currency/deposits, trade credits and other equity), which has historically been the most
volatile form of capital flow (table III.1). This decline partly reflects a continuation of
commercial banks reducing their exposures to higher risk economies (including emerging
markets) and could potentially be further impacted going forward by the introduction of
Basel III capital adequacy standards for banks.

Foreign direct investment, especially greenfield direct investment, typically has
longer-term investment horizons and is generally attracted by factors such as high growth
rates, lower factor costs (including labour costs), rule of law and strong macroeconomic fun-
damentals. This, to a large extent, explains the lower volatility of FDI relative to portfolio
investment and cross-border interbank lending, which are typically driven by short-term
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Table 1111
Net financial flows to developing countries and economies in transition, 2006-2015

Billions of United States dollars

2006 2007 2008 2009 2010 20M 2012 2013 2014 20152

Developing countries

Total net flows -24.5 2923 20.5 496.5 614.6 4214 1771 379.2 1043  -614.9
Direct investment 2411 344.8 368.4 270.8 371.6 454.0 415.8 474.9 404.3 259.7
Portfolio investment® -187.5 -81.6  -129.6 29.7 153.1 102.6 119.6 -13.1 483 -47.7
Other investment*© -78.2 29.1 -218.3 196.0 899  -1352  -3583 -82.6  -348.2  -8269

Change in reservesd -669.4 -1058.4  -745.3 -711.6  -884.5  -756.2  -4779 -643.0 -2859 395.2

Africa

Total net flows -33.2 27.0 18.1 543 12.0 29.8 471 62.3 80.2 91.9
Direct investment 235 40.9 55.4 46.3 46.2 40.6 39.2 344 331 42.8
Portfolio investment® 16.8 47 -36.9 -5.3 43 12.8 21.5 17.9 17.9 8.2
Other investment*© -73.5 -18.6 -04 13.2 -384 -23.6 -13.5 10.0 29.3 40.9

Change in reserves -78.1 -85.4 -74.7 5.4 -20.0 -29.4 -259 9.6 30.7 59.7

East and South Asia

Total net flows 539 109.6 -39.5 349.7 382.0 276.3 15.7 238.2 -447 7954
Direct investment 139.9 162.9 155.7 99.6 199.3 259.9 2129 270.6 229.2 87.2
Portfolio investment® -128.2 -55.4 -45.3 38.0 35.2 24.7 2.8 -85.4 48.7  -104.5
Other investment© 42.2 2.1 -150.0 212.2 147.5 -82  -199.9 531 3226  -778.1

Change in reservesd -433.1 -675.2  -490.8 -6676 -6849 -5053  -2196  -515.1 -264.1 2143

West Asia

Total net flows -48.5 434 -35.3 14.3 146  -110.2 -1066  -1387  -1704 -60.2
Direct investment 443 48.1 57.7 544 354 227 26.0 6.0 5.8 17.0
Portfolio investment® -71.3 754 -54.1 -26.8 -17.7 -533 -19.2 -50.6  -130.0 AN
Other investment*© 214 70.7 -38.8 -134 =311 -79.6 -1134 -94.1 -46.2 -56.2

Change in reservesd -105.2 -167.3  -138.8 5.7 -89.1 -1107  -173.2 1312 -15.1 99.1

Latin America and the Caribbean

Total net flows 3.2 112.3 773 78.2 206.0 2254 220.8 2174 239.2 148.8
Direct investment 334 929 99.6 70.5 90.7 130.8 137.8 164.0 136.3 112.6
Portfolio investment® -4.7 44.5 6.7 23.8 131.3 118.4 114.6 105.0 1m.7 69.8
Other investment*© -25.5 -25.1 -29.1 -16.0 -16.0 -23.8 -31.5 -51.6 -8.8 -33.5

Change in reservesd -53.0 -130.5 -40.9 -55.1 -90.5 -110.8 -59.2 -6.3 -37.3 22.2

Economies in transition

Total net flows 325 132.1 -102.4 -2.6 -6.9 -56.7 -14. -154  -1227 -87.5
Direct investment 284 34.8 55.4 22,0 129 21.0 30.6 8.8 -14.2 20.0
Portfolio investment® 7.5 2.7 -36.0 6.1 14.3 -15.8 -1.3 23 -26.5 -19.5
Other investment*© 33 100.1 -121.8 -30.7 -34.1 -61.9 -43.4 -26.5 -82.0 -88.0

Change in reservesd -134.5 -170.2 29.6 -10.5 -51.5 -26.6 -25.6 223 14.1 435

Source: UN/DESA, based on IMF World Economic Outlook database, October 2015.

Note: WEO has adopted the sixth edition of the Balance of Payments Manual (BPM6). The composition of developing countries above is based on the country
classification located in the statistical annex, which differs from the classification used in the World Economic Outlook.

a Preliminary.

b Including portfolio debt and equity investment.

¢ Including short- and long-term bank lending.

d Negative values denote increases in reserves.
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interest-rate differentials and/or the expectation of short-term returns. However, there is
also evidence of recent increasing financialization of FDI, with cross-border merger and
acquisition sales in developing countries surpassing pre-crisis peaks to hit an historic high
of $120 billion in 2014 (United Nations Conference on Trade and Development, 2015c,
annex table 9). FDI also remains concentrated in a few regions (mostly Asia and Latin
America), countries (mostly middle-income and upper-middle-income) and sectors (e.g., a
significant portion of the investment in LDCs is geared towards resource-rich countries).
Overall, the largest net capital outflows in 2015 were from East and South Asia and
Commonwealth of Independent States (CIS) countries. Similar trends were observed in
virtually all major emerging economies, particularly those that received large inflows of
capital during 2009-2013, such as Brazil and Turkey. Capital outflows from China were
the major driver of the trend, which could intensify further in the medium term as the

country moves to a slower growth path.

Figure lll.2
Net financial flows to developing countries and economies in transition, 2005-2015
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As discussed in Chapter I, declines in commodity prices, the slowdown in China and
other emerging economies, and the prospects of higher interest rates in the United States
of America all contributed to the reduction in inflows and acceleration of capital outflows
from developing economies. In the past, Governments facing large net capital outflows
typically responded by raising interest rates and/or letting their currencies devalue. These
types of measures often failed to stem outflows and/or had negative repercussions on the
domestic economy, often adversely affecting growth because of the higher costs of capital
for domestic borrowers. Recently, many Governments have used foreign-exchange reserves
to support their currency. Some have also implemented other forms of direct or indirect
capital-account management (e.g., macroprudential regulations and/or direct capital con-
trols). The choice of policy option is often predicated on the exchange-rate regime as well
as the monetary policy framework. In practice, countries generally combine these poli-

cy options. For example, China spent a significant amount of its reserves to counteract

Source: Table 1.1 of this
publication.

Note: A positive value means
inflow of capital and increase
in reserves.

Declining commodity
prices, the slowdown
in many emerging
economies, and the
prospects of higher
interest rates in the
United States have

all contributed to net
capital outflows from
developing economies
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Source: IMF, International
Financial Statistics.

Notes: For China, use right-hand
scale; for all other countries,
left-hand scale. Figures for 2015
are as of end-September.
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the downward pressure on the currency, which partly contributed to the decline in total
reserves from nearly $4 trillion in mid-2014 to $3.65 trillion in mid-2015 (figure I11.3).
To discourage currency speculation, China also mandated a deposit of 20 per cent of sale
on currency forwards. At the same time, in one of the most visible events that marked the
reversal of the trend in global capital flows, China adjusted its mechanism to determine the
daily reference rate of the renminbi yuan against the dollar on 11 August 2015, which was
followed by the increase of the reference rate by 4.4 per cent over the ensuing three days.
A drop in reserves combined with currency depreciation was also observed in most other
emerging economies, with the Russian Federation hit particularly hard by the oil price
decline, sanctions and geopolitical uncertainties. Russian reserves declined from over $500
billion in early 2014 to $370 billion in early October 2015 (figure III.3), while the Russian
rouble lost over 50 per cent of its value in the same period. The changes in foreign-exchange
reserves virtually coincide with the recent decline in net capital flows (figure I11.2).

Figurelll.3
Year-end foreign-exchange reserves, including gold, in BRICS countries
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Capital flows and long-term economic growth

In the 1990s, a common argument advanced in favour of capital-account liberalization
was that capital would flow from industrialized countries, where capital has low marginal
returns, to developing countries, where its relative scarcity implies high marginal returns.
This phenomenon should help relax the foreign-exchange constraint of developing coun-
tries that run large current-account deficits. In other words, capital-account liberalization
was expected to delink investment from domestic savings, allowing developing countries’
investment rates to exceed their savings rates and lead to increased growth. However, em-
pirical studies have found that most if not all countries that managed to achieve high
growth rates were net creditors, not net borrowers—meaning that they were saving more
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Box 1.2
The “financial account”, the “capital account” and twin surpluses

The balance of payments generally refers to the current account plus the capital account plus the inverse
of the change in international reserves. A positive current account is usually associated with a negative
capital account (or capital outflows), although the question of causality between the current and capital
account is complex, and depends on country circumstances.

In economic literature, the “capital account” generally refers to the portion of the balance of pay-
ments that includes both financial flows and capital transfers. However, since 1993, the International
Monetary Fund (IMF) balance-of-payment statistics have used the term “capital account” to only include
capital transactions (e.g., capital transfers and acquisition or disposal of non-produced, non-financial
assets), while using the term “financial account” to denote all financial flows classified according to type
of investment (i.e., direct investment, portfolio investment, derivatives and other investment) as well as
the change in reserve assets.? The IMF financial and capital accounts together are, therefore, roughly
equivalent to the traditional capital account in the economic literature plus the change in international
reserves. This chapter uses the term “capital account” to refer to four types of capital flows: direct invest-
ment, portfolio investment, derivatives and other investment.

The relationship between current and capital account is not straightforward. In some countries, a
trade deficit (negative current account) is financed by foreign capital inflows, while in other countries a
surge in capital inflows can lead to an overvalued exchange rate, which will drive down demand for the
country’s exports and increase imports, leading to a negative current account.

In the early 2000s, however, several emerging-market countries maintained both positive current
and capital accounts, running what is called “twin surpluses”. Central banks intervened in the foreign-ex-
change market, keeping exchange rates from appreciating while also building international reserves.
China is the most often cited case, but a number of countries witnessed this phenomenon in some years
(figure 111.2.2), although only four large developing countries (with a population of more than 50 mil-

Figure [11.2.1
Average current-account balance and capital flows, large developing countries,
2000-2014
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a In many ways, the IMF
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plus “capital account”is
similar to the United Nations
concept of net resource
transfer, as presented at the
beginning of this chapter, as
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and reserve accumulation.
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eign earnings of labour, both
of which are recorded on the
current account.

Source: IMF Balance of
Payments.
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Box III.2 (continued)

Source: UN/DESA.

Source: IMF Balance
of Payments.

Source: UN/DESA calculations,
based on World Bank World
Development Indicators and
IMF Balance of Payments.
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lion) did so over a 15 year period (figure l11.2.1). As the balance of payments must be equal to zero, twin
surpluses generally reflect a build-up in international reserves, while twin deficits generally reflect the
opposite. The build-up of reserves usually entails opportunity costs in terms of missed investment or
consumption opportunities, but it may also help to reduce exchange-rate volatility.

Figure I11.2.2
Current-account balance and capital flows, selected countries
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than investing domestically—and that their current accounts were in surplus.3 As shown
in figure I11.4 the relationship between the current-account surplus and growth rates has
been positive.

More broadly, there has been a high correlation between investment and domes- Thereisahigh
correlation between
investment and
domestic savings, even

in countries with open
has been a lower absolute level of foreign capital inflows than would have been predicted by  capital accounts

tic savings, even among countries with relatively open capital accounts, a phenomenon
also known as the Feldstein-Horioka puzzle (Feldstein and Horioka, 1980). Three factors
explain the puzzle. First, in some developing countries with open capital accounts, there

theory. Second, in countries with large capital inflows, a significant portion of the inflows
facilitated by an open capital account have tended to be based on a short-term investment
horizon and, by definition, have been volatile in nature (figure II1.5). Third, countries
with high domestic savings rates generally intervened in the foreign-exchange market to
maintain their competitiveness as an integral part of their export-oriented industrializa-
tion strategy, and managed their foreign-exchange inflows, including by building foreign-
exchange reserves, which explains the strong correlation between investment and domestic

Figure l1l.5
Portfolio flows by non-residents, selected countries, 2013 Q1-2015 Q2

Percentage of GDP

== (osta Rica === Thailand

= Peru == Turkey Source: UN/DESA calculations,
== South Africa == Ukraine based on IMF Balance of
-2 Payments.

3 The investment rate can be held back despite high saving rates when countries face a binding for-
eign-exchange constraint. The savings rate eventually falls to equate with the investment rate. See
literature survey by Thirwal (2011).

4 The relationship is significant, even after controlling for the level of development:
y = 0.85 Ycap + 0.08 CA + 1.06,
(3.07) (2.19)
N=91, R?=0.23, robust standard errors, T-statistics in brackets below, where
y —annual average growth rates of per capita GDP in 1970-2013, %,
Ycap — logarithm of per capita PPP GDP in 2000,
CA — average current-account balance to GDP ratio in 1970-2013, %.
This regression does not imply causality, but shows that growth and current-account surpluses more
often than not go hand in hand.
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savings. The growth of exports stimulates the economy, creating a virtuous circle of high
saving and investment rates (see the section on global imbalances). A few countries thus
enjoyed surpluses on both current and capital accounts (box II1.2). This is associated with
an accumulation of reserve assets, part of which are essentially recycled back into developed
countries as capital and typically held in developed-country government bonds. This phe-
nomenon runs contrary to the objectives of capital-account liberalization.

Pitfalls of short-term capital flows

Since the early 1980s there have been several waves of large short-term capital flows to
developing countries, but not one of them resulted in a growth miracle. On the contrary,
large waves of short-term capital inflows often ended in financial crises (Krugman, 2009).
This was largely owing to procyclical capital flows—induced by irrational exuberance and
herding behaviour—as well as the short-term nature of many of these flows, which often
induced currency and maturity mismatches, leading to sudden reversals of capital flow.
The impact of sudden surges or exits of short-term capital flows can seriously under-
mine sustainable development, as was seen in past financial crises in the Russian Federation,
East Asia and Latin America.® For example, a sudden surge in outflows generally causes large
exchange-rate depreciation, which raises the costs of servicing foreign-currency denominat-
ed debt. This can force firms into bankruptcy, destroy jobs and increase macroeconomic
instability. Bankruptcies among exporters can also result from surges in inflows, which can
suddenly appreciate the exchange rate, thereby making exports less competitive. Contrary
to the claim by the proponents of capital-account liberalization, short-term capital flows do
not contribute to the deepening of the domestic financial sector (Stiglitz and others, 2000).
Instead, they may increase the fragility of the domestic financial sector and increase the risk
of financial and banking crises as observed in South-East Asia during 1997-1998. In sum,
short-term capital flows cannot be regarded as part of sustainable finance. Additionally, one
recent International Monetary Fund (IMF) study finds that capital-account liberalization
has contributed to a rise in inequality, arguing that foreign capital is more complementary to
skilled workers, which can increase wage gaps and inequality (Furceri and Loungani, 2013).
The link between open capital accounts and increased volatility is now relatively well
understood. In 2012, the IMF developed an institutional view which recognized that capital
flows “carry risks, which can be magnified by gaps in countries’ financial and institutional
infrastructure” (International Monetary Fund, 2012, p. 1). Nonetheless, capital-account
liberalization continued to be encouraged in practice; they are frequently included in bilat-
eral and regional trade agreements between developed and developing countries, even for
countries such as Chile, which had previously used capital-account restrictions effectively.®
The AAAA thus includes an agreement for countries to use necessary macroeconomic pol-
icy adjustment, supported by macroprudential regulations and, as appropriate, capital flow
management measures when dealing with risks from large and volatile capital flows. The
AAAA also contains a pledge that trade and investment agreements would have appropriate

5 For more on these crises, see Muchhala, ed. (2007); Dasgupta, Uzan and Wilson, eds. (2001); and
De Paula and Alves (2000).

6 See Article 9.8 and Annex 9-E of the Trans-Pacific Partnership (TPP) Agreement. Chile negotiated
a special clause to the TPP, which allows it to maintain reserve requirements on capital transfers, but
the clause limits these in size and duration.
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safeguards that protect the public interest by preventing a constraint in domestic policies
and regulation.

Remittance flows: rising, but different

While more stable than most private capital flows, personal remittances have also been af-
fected by the weakened global economy (figure I11.6). The World Bank expects the growth
rate of remittance flows to developing countries and economies in transition to decline in
2015 because of subdued growth in Europe and the Russian Federation. This follows the
enormous growth of remittances over the last 15 years, to reach more than $580 billion
in 2014 (with $436 billion to developing countries).” Remittances are resource transfers
between resident and non-resident households (generally in the form of wages transferred
from migrant workers to their families) reported in a country’s current account, which in-
cludes the balance of trade, net income from abroad and net current transfers.

Some countries are highly dependent on remittance flows as indicated by the remit
tance share in their gross domestic product (GDP) (figure I11.7). For example, remittances
account for over 40 per cent of Tajikistan’s GDP, even though in volume terms, it is not one
of the large remittance-recipient countries. On the other hand, India, which receives the
highest amount of remittances, has a flow accounting for less than 5 per cent of its GDP.
Obviously, the size of remittances in relation to a country’s GDP has important implications
for its economy, even though the impact of remittances on economic growth and develop-
ment in recipient countries depends on a variety of factors. In many ways, remittances have
a similar effect on the economy as wages earned domestically. Similar to domestic wages,
remittances increase the disposable income of households, stimulating consumption with
a multiplier effect on the economy. Their impact on savings and investment, and hence on
growth, will depend, to a large extent, on financial inclusion.
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Figure lIl.7
Selected countries’ remittance inflows, 2014
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Unlike domestic wages, remittances have cross-border and balance-of-payments
effects. For example, remittances can support the balance of payments (figure I11.8) and help
cover a country’s trade deficit or foreign-exchange shortfall. However, large-scale inflows of
foreign exchange also strengthen the exchange rate, which can erode domestic competitive-
ness—a phenomenon known as Dutch disease. The impacts on the balance of payments
and the exchange rate will depend on how the incoming funds are ultimately used. Existing
data indicate that remittances are predominantly spent in smoothing consumption and on
human capital, such as expenditure on education and health care, although there is some
evidence of increased direct investment of remittances into small and medium-sized enter-
prises (SMEs) and real estate in some countries.® When primarily used for consumption,
remittances are more likely to cause inflationary pressure and appreciation of the exchange
rate (Narayan, Narayan and Mishra, 2011).° On the other hand, the use of remittances
in productive investment, such as in SMEs, should help prevent inflationary pressure and
consequent loss of competitiveness. Access to the formal financial system can help remit
tance-recipient households to save and facilitate investments.

Remittances are also directly linked to economic cycles in both the host and home
countries, and some studies have found that remittances demonstrate countercyclical ten-
dencies (Frankel, 2010). Other studies, however, have found that remittances are procycli-
cal in most countries, especially those with less financial depth (Giuliano and Ruiz-Arranz,
2009). There is evidence that remittances regularly increase after natural disasters (Moha-
patra, Joseph and Ratha, 2009). Nepal is the most recent example, where shortly after the
devastating earthquake in April 2015 remittance inflows increased by 26.3 per cent.’® High

8 See, for example, Yang (2008).

9 For Bangladesh, one study found that a 1 per cent increase in remittance inflows will raise inflation
by 0.72 per cent, while food inflation would rise by 1.91 per cent. See Roy and Rahman (2014).

10 See http://kathmandupost.ekantipur.com/news/2015-10-03/remittance-jumps-to-rs53b-in-first-
month.html.



Chapter Ill. International finance for sustainable development

Figure 111.8
Current-account balances and remittance inflows in selected countries, 2014
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levels of remittances might be an indicator that insufficient domestic investment in produc-
tive enterprises is serving as a push factor for emigration.

Better access to financial services can lower the high remittance transaction costs in
underserved areas, as called for in the AAAA. Combining remittance receipts with broader
access to other financial services can increase the impact of remittances on growth by facil-
itating savings and investments. If a portion of earnings is saved in the financial system,
financial institutions can turn such savings into productive investments, even if the house-
hold ultimately uses the earning for consumption. Pools of small savings in rural areas can
allow an expansion of support to agribusiness and SMEs. Indeed, one study estimates that
if the predominantly informal savings of remittance receivers in four Central American
countries could be mobilized, formal savings would increase by $2 billion, representing
about 1.7 per cent of GDP (Orozco and Yansura, 2015). The AAAA stresses the need to
protect labour rights in accordance with International Labour Organization core labour
standards and that destination countries should promote and effectively protect the human
rights of all migrants.

Global imbalances and international reserves accumulation

International reserve accumulation by monetary authorities constituted the most promi-
nent macroeconomic policy shift of the late 1990s. Accumulated reserves increased from
5.9 per cent of world gross product, or $1.9 trillion in 2000, to 14.4 per cent or $9.3 trillion
in 2010 (figure I11.9). However, since 2014, the process of accelerated reserve accumulation
stopped, mirroring the decline in capital inflows (figure II1.2). Reserves in developing and
transition economies increased by only $172 billion in 2014 (table III.1). In 2015, reserves
in developing and transition countries are expected to decline by nearly $440 billion in

n Economic theory describes push and pull factors in migration decisions as being equally important,
however recent evidence on migration to OECD countries finds that origin country unemployment
rates are not significantly correlated with migration. See Mayda (2010).
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Figure 1l1.9
Foreign-exchange reserves as a percentage of world gross product, 1980-2014
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aggregate. It remains to be seen whether this is a temporary interruption of the trend or a
permanent change.

Countries accumulate reserves as “self-insurance” against potential external shocks
in the current account (often due to fluctuations in commodity prices) and in the capital
account (often due to volatility of capital flows). Reserve accumulation also allows countries
to better manage and smooth capital flow cycles, and can also be a by-product of export-
led growth strategies that maintain an undervalued currency through interventions in the
currency market (Griffith-Jones and Ocampo, 2010). The level of development, investment
climate, the accumulated level of reserves and the level and dynamics of foreign trade can
also explain reserve accumulation by a country. Empirical research indicates that there is
no single explanation for reserves accumulation that applies to all countries at all times
(International Monetary Fund, 2010). One study finds that deliberate policy-induced for-
eign-exchange reserve accumulation is an important explanatory variable in growth regres-
sions, implying that development models involving accumulation of reserves may help spur
long-term growth in developing countries (Polterovich and Popov, 2004).

Countries can also accumulate reserves to prevent asset price bubbles in the short
run, and to prevent the overvaluation of the currency in the long run, both of which can
have significant adverse consequences on macroeconomic stability and long-term growth.
Consequently, reserve accumulation can have positive externalities on the production and
export of tradables and industrial development and can thus be a feature of the country’s
development model. Undervaluation of the exchange rate can increase the competitiveness
of exports, without the need for sector- or firm-specific subsidies or interventions.

Reserve accumulation can, however, be costly, particularly in terms of the opportuni-
ty cost of forgone domestic investment. While it may ease upward pressure on the exchange
rate, it also maintains upward pressure on the costs of capital for domestic borrowers. Fur-
thermore, the strategy of reserve accumulation by all countries might not be sustainable
because it suffers from a fallacy of composition. To be sustainable, there must be at least
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one country—as has been the case with the United States—that is large enough and will-
ing to run consistent and ever larger current-account deficits and provide reserve assets to
the rest of the world. The mechanism facilitates an almost unlimited supply of credit from
reserve-accumulating countries, resulting in increased global liquidity. This, in turn, has
to be intermediated by the financial system, which, as discussed, has not been effective in
allocating resources to support investment growth and sustainable development.

International financial stability and growth

A primary role of the international financial system is to channel savings to productive
uses and support investment necessary for inclusive and sustainable economic growth. The
existing system does not adequately allocate resources for long-term sustainable develop-
ment needs (box I11.3). Furthermore, vulnerabilities and instability in the financial system
pose risks to the real economy and sustainable development, as demonstrated by the global
financial crisis. Vulnerabilities include volatile capital flows (discussed above) and addi-
tional risks generated by the financial sector, as well as risks posed by debt overhangs and
debt distress. Ultimately, stability and sustainability should be mutually reinforcing: stable
markets encourage greater investment, while long-term investment can play a stabilizing,
countercyclical role. There are, however, trade-offs between stability and enhancing access
to credit necessary for achieving sustainable development, particularly in higher risk areas.
The balance between stability and access is at the crux of the AAAA, which emphasizes
the importance of policy and regulatory environments that support both financial market
stability and access to credit and financial services in a balanced manner. In its strategy
for implementing the 2030 Agenda for Sustainable Development, the IMF also prioritized
“policy analysis and capacity building to balance financial market deepening with financial
stability” and promoting “a stable and inclusive financial system that mitigates the trade-
offs between financial deepening and financial stability” (International Monetary Fund,
2015d, p. 2).

The financial sector: stability, financial depth, and access

The current international financial regulatory standards have focused on stability and, in
particular, ensuring the safety and soundness of financial institutions, as well as reducing
systemic risks. There is, however, growing recognition of the effect of regulations on incen-
tives for investment, and on what have come to be known as the “unintended consequenc-
es” of the impact of financial regulations on access to credit.

Concerns have been expressed about the potential but unintended negative impact
of Basel III regulations on long-term financing, trade finance, SMEs and other areas of
importance for achieving sustainable development (Financial Stability Board, 2012). For
example, international banks had been major providers of project finance for infrastructure
(figure I11.10). However, there are concerns that Basel III’s treatment of risk weights for
long-term finance in developing countries may constrain infrastructure lending by com-
mercial banks going forward. The Financial Stability Board (FSB) has started surveying its
members about unintended consequences of Basel II1. As of their last survey, FSB members
did not report any empirical evidence or data suggesting that internationally agreed regula-
tory reforms have had material adverse effects on the provision of long-term finance in their
jurisdictions (Financial Stability Board, 2014). However, it was emphasized that it is too
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Figure 1110
Global project finance by funding institution, January 2012-January 2013
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early to fully assess the effect of regulatory reforms, since many of them are still in the early
stages of implementation and some are still in the process of being developed.

On the other hand, there has been an emphasis on increasing access to credit and on
developing and deepening financial and capital markets—often without sufficient concern
for issues of stability and sustainability (UN System Task Team, 2013). A common argu-
ment is that the deepening of financial sectors is associated with greater investment and
stronger economic performance (Levine, 2005). However, preliminary research indicates
that for countries with shallow financial markets, a larger financial system is associated
with greater productivity growth (Cecchetti and Kharroubi, 2012; Cottarelli and Jaramillo,
2012), but in more developed markets this relationship is unclear, with financial instability
increasing with financial sector depth (Sahay and others, 2015). One possible explanation
is that credit growth is not directed towards productive investments. Excess market liquidity
can increase financial market volatility and risk, particularly when markets are short-term
oriented.

Furthermore, the correlation between financial depth—measured by domestic credit
to the private sector as a percentage of GDP—and access to banking-sector financing by
small enterprises is low in a large number of countries (figure II1.11). The large differenc-
es in small firm access to credit among economies with similar levels of financial depth
suggests that there exists a space for policy interventions that can contribute to increasing
access to finance for small enterprises.

In developed countries, much of the growth in financial depth has been through
shadow banking, which includes financial intermediation that is often outside of the reg-
ulatory framework.'? Shadow banking entities can create leverage or engage in maturity
and liquidity transformation. Its growth has been driven by a multitude of country-spe-

12 The term “shadow banking” is sometimes used to refer to unregulated financial intermediation that

facilitates the creation of credit; however, the FSB defines shadow banking as credit intermediation
involving entities and activities outside of the regular banking system.
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Figure lIL.11
Financial depth vs. financial access by small firms, most recent year
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cific factors, including hedging activity, financial innovation, regulatory or tax arbitrage,
efforts to increase leverage cheaply and reap high returns, and efforts to take advantage
of information asymmetries, as well as means to increase financial inclusion.'® According
to FSB data, shadow banking grew by $5 trillion during 2013-2014, to about $75 trillion
worldwide. The 2008 crisis exposed risks associated with unregulated shadow banking,
which dramatically increased leverage in the system, with a lack of transparency regarding
counterparty exposures, insufficient collateralization, uncoordinated default management,
and concerns about market misconduct. There is a need to continue to enhance central
counterparties’ resilience, as well as recovery planning and resolvability. The FSB has spear-
headed the process of designing a framework for managing systemic risks in the shadow
banking system with the goal of preventing impacts on the regulated banking sector.

While shadow banking in emerging markets is experiencing the fastest growth, the
sector has a different profile in these economies than in developed countries. In some coun-
tries, it includes elements of inclusive finance (i.e., non-bank financial intermediaries that
fill an important credit gap, such as unregulated microfinance institutions). However, the
growth of for-profit microfinance, along with recent crises in some microfinance insti-
tutions, confirms the importance of including all forms of financial intermediation in a
robust regulatory framework that balances safety and soundness with access, as highlighted
in the AAAA.

In view of the 2030 Agenda for Sustainable Development, the international commu-
nity may wish to explore new methods for regularly assessing the impact of international
financial regulatory reforms on access to long-term and sustainable finance in developing

13 For a fuller discussion, see United Nations (2013), box III.1.
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countries. This will support the goal of reaching the SDGs, particularly for countries that
are not members of the FSB.14

Debt and debt sustainability

One of the triggers of the global financial and economic crisis in 2007-2008 was the build-
up of excessive debt and leverage in the private financial sector in many advanced econo-
mies. The risks emanating from global debt and leveraging continue in the global economy
as global debt is reported to have increased by $57 trillion between 2007 and the second
quarter of 2014 (figure I11.12), with government debt accounting for the fastest growth.'®
Developing-country debt accounts for half of that growth, with China alone accounting for
37 per cent of the global growth in debt (Dobbs and others, 2015, p. 16).

The global debt securities market—meaning debt that is publicly traded and exclud-
ing bank loans—grew from just over $60 trillion in 2007 to about $100 trillion by 2013
(figure I11.13) (Gitlin and House, 2015, p. 5).

Opverall, traded corporate debt has been roughly stable since the financial crisis in
2008, with government debt accounting for most of the increase. However, emerging-
market corporate debt has risen from $4 trillion in 2004 to well over $16 trillion in 2014

Figure Ill.12
Global stock of debt outstanding
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14 See, for example, United Nations Conference on Trade Development (2015d, chap. IV), for further
discussion.

15 Total debt is defined as household, corporate, government and financial sector debt and stood at 286
per cent of GDP in 2014 Q2.
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Box 1.3
Development finance in a changing climate

The year 2015 is projected to be the hottest since recordkeeping began; the global temperature is now 0.85
degrees higher than pre-industrial levels (National Oceanic and Atmospheric Administration, 2015). As the
costs related to climate change intensify, impacts on public finance, financial institutions and businesses,
not to mention human life, will become more profound. However, the current incentives structure is such
that corporate management at publicly listed companies is incentivized to focus on short-term equity pric-
es rather than longer-term risks to businesses. In addition, the full cost of climate change will not be borne
by any one company, making it a classic externality. The Addis Ababa Action Agenda (AAAA) includes com-
mitments to increasing regulations, designing incentives to change production and consumption patterns,
and aligning private and public behaviour with a low-emissions and climate-resilient economy.

Amidst entrenched policies that perversely support an unsustainable energy economy, 2015 sig-
nalled renewed momentum for nations to review and reform their ecological footprint in the lead-up to
the twenty-first climate change conference in Paris in December 2015. In all, 119 intended nationally deter-
mined contributions (INDCs), or national climate plans, were submitted prior to the conference, covering
80 per cent of global emissions (United Nations Framework Convention on Climate Change, 2015a), and
have the capability of limiting the forecast temperature rise to about 2.7 degrees Celsius by 2100 (United
Nations Framework Convention on Climate Change, 2015b). This could be achieved either through direct
regulation of emissions or by having private actors internalize the cost of emitting greenhouse gases into
the atmosphere. Efforts at the latter are proliferating by pricing carbon through taxation or through emis-
sions trading systems under cap-and-trade (CAT) markets.?

Globally, a lack of coherence characterizes carbon market policy and other initiatives to price pol-
lution more generally. The spread on carbon pricing is significant, ranging from the Swedish valuation of
carbon at $130 per ton to the Mexican carbon tax at less than $1 per ton (World Bank and Ecofys, 2015, fig.
6). The INDC system also adheres to a pledge and review framework for climate action, which is a fragment-
ed, bottom-up model for global climate action. The lack of coordinated environmental policies poses two
major information gaps for private actors to effectively internalize the cost of emitting greenhouse gases
and encourage more effective financial intermediation: (i) the economic value of potential damages arising
from climate change is uncertain and variable, and (i) there is a lack of reliable information on the cost of
mitigating greenhouse gas emissions. Furthermore, there is a risk of “carbon leakage”, as firms and indus-
tries may respond to robust carbon mitigation regimes by migrating to jurisdictions where emissions costs
are lowest. The World Bank'’s review of the carbon market suggests that leakage has not yet significantly
materialized, perhaps owing to the predominance of other investment factors shaping the location deci-
sions of emissions-intensive industries. The AAAA stresses the need for regulations and policies that shift
incentives and realign financing with low-carbon investments.

At the same time, developed countries have committed to deliver $100 billion annually for climate
finance by 2020. According to the United Nations Climate Tracker, in 2013-2014, donor countries pledged
$62 billion towards climate mitigation and adaption activities and multilateral development banks offered
$15 billion (Organization for Economic Cooperation and Development, 2015b). However, it remains un-
clear how these figures are calculated, how much is double-counted as official development assistance
(ODA), and whether it will be annually recurring. According to the most recent (2013) project-level data
from the Organization for Economic Development and Cooperation Development Assistance Committee,
only $13 billion of climate finance was administered as a grant. While this number may be incomplete, it
points to a credible assumption that the bulk of climate finance is private finance or loans (concessional and
non-concessional). In addition, it remains unclear how the funds will be allocated between climate change
mitigation—which contributes to a global public good and is generally geared towards middle-income
countries—and adaptation—which is generally geared towards more vulnerable countries and for which
there is a higher overlap with development impact. In addition, there is no international system for defin-
ing and tracking climate finance, which gives rise to the possibility of double counting of ODA and climate
commitments. The Green Climate Fund, which was established under the Copenhagen Accord in 2009 to
support climate financing goals, currently has pledges of only $10 billion. There is also concern that there
are insufficient incentives to guarantee that the pool of climate finance flows to those hardest hit and least
able to respond to climate impacts, such as the LDCs and small island developing States. The AAAA under-
scores the need for transparent methodologies for reporting climate finance.

a CAT market is a system
whereby a regulatory entity
sets a limit (a cap) on total
pollution units, or “emissions
rights” within a boundary,
but allows firms the ability to
sell their emissions rights (or
trade) among each other. The
result is that emissions occur
at locations where it would
be costliest to avoid them,
while firms that can increase
their emissions efficiency are
rewarded with revenue from
the sale of their emissions
rights.
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Figure I11.13
Global debt securities market, 2001-2014
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(figure I11.14) (International Monetary Fund, 2015e, chap.3). Many emerging-market firms
have borrowed in foreign currency to take advantage of low international interest rates, with
45 per cent of emerging-market corporate debt (excluding Chinese firms) since 2010 being
denominated in foreign currencies, compared to 40 per cent before 2007 (ibid., p. 97). A
recent study has found that a significant portion of the proceeds of borrowing in Latin
America are being held in cash deposits, rather than being invested in corporate expansion
(Inter-American Development Bank, 2014). Analysis at the level of global firms suggests
that such borrowing by non-financial corporates has, in part, been driven by interest-rate
differentials. This may indicate that they are participating in carry trade activities by keep-
ing United States dollar-denominated bond issuance on their balance sheets in cash and
liquid assets (Bruno and Shin, 2015). These partly explain the growing disconnect between
the growth in finance and real sector activities, as discussed above, as well as in chapter I.

There is a growing risk that some debtors, public or private, will have problems refi-
nancing their foreign-currency-denominated debt when United States interest rates rise, as
discussed in chapter I. While many countries have strengthened bank balance sheets and
reduced currency mismatches through macroprudential regulations—to the extent that
currency mismatches remain on non-financial firms’ balance sheets—currency depreci-
ations can still have systemic implications, including through a rise in non-performing
loans (Acharya and others, 2015). The risks arising from non-financial corporate issuance
of foreign currency-denominated bonds are compounded when corporate debt is backed by
sovereign guarantees. Even when the debt is not formally backed by the sovereign, corporate
bailouts, particularly in the financial sector, exacerbate the risk of sovereign debt problems.

Sharp depreciations combined with interest rate increases may overwhelm the ability
of companies to repay debt and prohibit new borrowing, particularly for corporations that
have not used financial instruments to mitigate these risks, or that do not have sufficient
foreign-currency earnings to cover their foreign-currency debt exposures. Bankruptcies
may follow, as happened in the context of the Asian financial crisis in 1997-1998.
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Figure Ill.14
Emerging-market corporate debt, 2003-2014
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Despite the increased foreign-exchange borrowing by non-financial corporates,
aggregate (public and private) external debt of developing countries, which measured 23.2
per cent of their GDP in 2014 (figure I11.15), appears moderate. Nonetheless, the aggregate
masks the rapid build-up of debt in some countries. Some low-income countries issued
bonds on international capital markets during the period of low interest rates. Rwanda’s
ten-year bond was priced with a yield of 6.875 per cent in April 2013, a time of high market
liquidity. However, subsequent issuances from African countries have all yielded above 8
per cent, with some as high as 10 per cent. There is a risk that some countries will have dif-
ficulties servicing these debts when interest rates rise, potentially leading to new sovereign
debt crises. Among low-income countries, many are caught in debt difficulties and exhib-
iting persistently high external debt-to-GDP ratios. Using a broader set of indicators and
analysing both external and public sector debt, as of April 2015, 3 low-income countries
are in debt distress, 13 are at high risk, 32 are at moderate risk, and only 22 low-income
countries are at low risk of debt distress.® The environment of moderated global growth
described in chapter I will make it more difficult for countries with high debt burdens to
grow quickly enough to reduce their risks of debt distress.

To help attenuate the risks, Governments can take a number of actions at the domes-
tic level, including enacting macroprudential policies and reforming domestic corporate
insolvency procedures, as endorsed in the AAAA. Sovereign debt issuers can also explore
GDP-linked bonds, commodity-linked bonds, or other warrants that can help attenuate the
macroeconomic risks. While financial market participants have thus far not been willing
to buy these at reasonable prices, official lenders should consider these risk sharing instru-
ments as ways to reduce the risks of default for borrowing countries. At the same time,
the international community needs to put in place an effective and credible framework to
ensure that creditors and debtors are taking appropriate responsibility for borrowing. In the

16 See https://www.imf.org/external/Pubs/ft/dsa/DSAlist.pdf.

Source: International
Monetary Fund (2015e).
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Figure 11115
External debt of developing countries, 2000-2014
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case of sovereign borrowing, the current incentives reward creditors with risk premiums
for higher risk credits, yet strongly discourage that losses be imposed on creditors in the
case of debt distress. Once a country is in debt distress, its options are more limited. While
some countries, such as Ecuador, have had success with buybacks, these are difficult to
do because of the need for finance and the rapid response of market prices to such market
activity. There is, thus, a new urgency to promote responsible borrowing and lending, as
Member States committed to doing in the AAAA."?

The process for sovereign debt restructuring remains fragmented, ad hoc, and uncer-
tain, carrying high costs for debtors and, in the case of systemically important countries,
a threat to financial stability. Although sovereign debt restructurings do take place, these
are often “too little too late”. The most recent example is Greece, which also illustrates how
the official sector often pays for the exit of private capital from countries in debt crisis. The
cases of Argentina and the Democratic Republic of the Congo have illustrated the problems
in creditor coordination, hold-outs and the costs of litigation by hold-out creditors (Schu-
macher, Trebesch and Enderlein, 2014).

Following the 2014 United States court judgement against Argentina and in favour
of hold-out creditors (United Nations, 2015b, box IILI), the International Capital Mar-
kets Association and the IMF endorsed reforms to contractual clauses in sovereign bonds,
including enhancing collective action clauses (International Monetary Fund, 2015f). Since
then, a number of countries have adopted key features of these recommendations in their
new international sovereign bond issuances, although this still leaves out the outstanding
stock of bonds estimated to be approximately $915 billion (International Monetary Fund,

17 In September 2015, the United Nations General Assembly adopted a resolution specifying a set of

nine basic principles to guide how a government and its creditors should go about reducing repay-
ment obligations when they become unpayable (United Nations, General Assembly, 2015c¢). See
hetp://www.un.org/ga/search/view_doc.asp?symbol=A/RES/69/319&Lang=E.
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2015g). Correspondingly, the AAAA affirms the need to further improve the processes for
the resolution of sovereign debt crises and emphasizes the need for mechanisms to deal with
hold-outs in a debt restructuring.'®

International cooperation and public resources
for sustainable development

As reiterated in the AAAA, the mobilization and effective use of public resources is central
to the pursuit of sustainable development. The AAAA stresses the importance of ODA, but
also brings fresh thinking to the challenges of international public finance. It emphasizes
the importance of international tax cooperation in boosting efficient resource mobilization
and the possibility of public development banking serving as a complement to the private
financial system.

International tax cooperation and illicit capital flows

Tax evasion, tax avoidance and illicit financial flows have become a major difficulty in
efficient resource mobilization.’ The ability to raise revenue domestically is not only a
function of domestic policies and institutions but is also strongly affected by international
tax norms, the policy environment, and the prevalence of international tax avoidance and
evasion.?? Indeed, in an interdependent world with high levels of capital mobility, inter-
national tax norms function as a global public good. International rules have important
distributional implications, as the structure of tax agreements affects the distribution of
resources between corporations and Governments, as well as among Governments.

In October 2015, the Organization for Economic Cooperation and Development
(OECD) provided a glimpse of the extent of tax avoidance and evasion by multinational
enterprises (MNEs). Its report “confirms that profit shifting is occurring, is significant in
scale and likely to be increasing, and creates adverse economic distortions” (Organization
for Economic Cooperation and Development, 2015¢, p. 16). Their conservative estimate is
that between 4 and 10 per cent of corporate income tax is evaded, meaning between $100
billion and $240 billion annually.

Setting tax norms

The global response to illicit financial flows will need to include reforms to international
tax norms. MNEs often transact across borders through multiple branches or subsidiaries,
but for purposes of taxation, operations in each branch or subsidiary are generally treat-

18 On 12 July 2015, Belgium became the first country to pass a comprehensive law to deal with this
problem. Under the new Act, any creditor which is determined by a Belgian judge to be acting as
a “vulture” (i.e., one who pursues an “unfair benefit” by purchasing government bonds/receivables)
cannot claim more than the discounted price paid for the bonds/receivables. See http://www.stibbe.
com/en/news/2015/september/bru-fin-act-introducing-measures-to-restrict-vulture-fund-activities.

19 There is no agreed definition of the concept of illicit financial flows (IFFs), but it is generally used to
convey three different sources of IFFs: the proceeds of commercial tax evasion, revenues from criminal
activities, and public corruption.

20 See African Union Commission and United Nations Economic Commission for Africa (2015); Kar
and Spanjers (2015); United Nations Conference on Trade and Development (2014).
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ed separately. When two related companies trade with each other, implicit prices (called
transfer prices) are used to attribute profits. The United Nations Conference on Trade and
Development (UNCTAD) estimates that about 30 per cent of all international trade is
intra-firm trade, which must be accounted for with transfer pricing, valued at over $6 tril-
lion in 2010 (United Nations Conference on Trade and Development, 2013, p.136).

Transfer mispricing is one of the most-often-used techniques of MNE:s to shift profits
to low- or no-tax jurisdictions, irrespective of the actual location of economic activities,
and thus reduce their total tax burden. This can frequently be accomplished through the
prices applied to intangible goods or services, such as intellectual property, where no clear
market price exists. Through such techniques, MNEs can avoid paying taxes in both the
MNE home (residence) country and in the country that hosts the economic activity of the
MNE (source country). This double non-taxation is a key problem to be addressed through
international tax cooperation.

Both the United Nations Committee of Experts on International Cooperation in
Tax Matters and the OECD have chosen to use the arm’s-length principle enshrined in
most bilateral tax treaties. According to the arm’s-length principle, transfer prices charged
between associated enterprises reflect market prices (i.e., prices charged between independ-
ent entities at arm’s length), taking into account the circumstances specific to the transac-
tion. However, questions have been raised about the efficacy of this principle, particularly
with difficule-to-price assets, such as intellectual property. Alternative approaches would
treat profit-maximization as occurring at the level of the MNE itself (unitary taxation),
with mechanisms to allocate group profit internationally; for example, allocation could
follow a fixed formula agreed in advance and intended as a proxy for the level of economic
activity in each jurisdiction (formulary apportionment) (Independent Commission for the
Reform of International Corporate Taxation, 2015). In turn, questions have been raised
about how effective and beneficial a unitary approach—particularly a global one—would
be for developing countries, and whether an agreed formula is even possible.?

To realign taxation with economic substance and value creation, the OECD and
Group of Twenty (G20) launched a base erosion and profit shifting (BEPS) project in
2013. A BEPS Action Plan, including 15 action items, was published in October 2015, and
endorsed by G20 leaders at their November 2015 summit. The BEPS package includes
guidance in eleven substantive areas, including on how MNEs may allocate profits derived
from intellectual property, on the use of management fees, and on other intra-group service
provision charges, which have been used to shift profits to shell companies in low-tax or
no-tax jurisdictions. While the outcome was welcomed by some developing-country Gov-
ernments and civil society organizations, the initial BEPS focal areas were made without
participation of developing countries and did not address the issue of ensuring adequate
source-country taxation. The division of taxation rights between source countries, which
are frequently developing countries, and residence countries, which are frequently devel-
oped countries, is embedded in international tax norms and constrains the ability of devel-
oping countries to realize greater resource mobilization from cross-border economic activ-
ity, including FDI. How taxation is divided between the source and resident country can
be critically important to helping developing countries finance sustainable development.

Furthermore, the complex set of rules developed under the BEPS project will be
difficult to implement, even for developed countries with high capacity tax administra-

21 See, for example, Spencer (2014).
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tions. Effective application of the new rules will require extensive knowledge and informa-
tion on the internal structure of an MNE. While the MNE transfer pricing documenta-
tion may include some of the relevant information, full knowledge may require access to
country-by-country reports by the MNEs.

The OECD endorsed an implementation package for country-by-country reporting
of MNEs in May 2015, whereby the ultimate parent entity of an MNE group would file a
country-by-country financial report in its jurisdiction of residence (figure I11.16). There are
template agreements to facilitate the exchange of such reports, but no central registry exists.
Furthermore, the exchange of information will be subject to the existence of bilateral tax
agreements and information technology, all of which disadvantage developing countries.
The exclusion from country-by-country reporting of MNEs with total consolidated group
revenue of less than 750 million euros further limits the policy’s benefits. There is also
no provision for public transparency on the number of such reports filed or the number
exchanged among tax authorities. The inability of developing countries to effectively access
such reports will hamper their ability to properly audit the activities of MNEs within their
borders, and is likely to widen the gap further between the taxation capacity of developed
and developing countries.

Another area of transfer pricing development under the BEPS project has been inter-
est deductibility. Intra-MNE group loans from related parties in low-tax jurisdictions to
related parties in high-tax jurisdictions allow companies to transfer profits through interest
payments. The BEPS package includes the provision for countries to set limits on interest
deductibility of 10-30 per cent of income, but does not link the interest deductions to actual
third-party interest costs of the MNE as a whole, making it possible to shift some profit
through this channel. Additional provisions that indicate that interest payments should be

Figure 1116
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based on the actual risks taken by different parts of the MNE will be very hard to imple-
ment in practice. Such risk weighting is difficult for bank regulators, even in the most
advanced financial markets, as evidenced by the bank solvency problems experienced in
the 2008 financial crisis. Again, tax authorities, especially in developing countries, may not
have capacity, expertise, or information to correctly judge the financial risk-bearing capac-
ity of different arms of an MNE group.

The BEPS project also included recommendations, but not minimum standards, on
the formulation of controlled foreign corporation (CFC) rules. CFC legislation seeks to
combat the sheltering of profits for companies residing in low- or no-tax jurisdictions, but
the rules are complicated and difficult to implement; countries need help to develop and
apply these effectively. Greater beneficial ownership information can improve the opera-
tion of CFC rules. While there has been no agreement that all countries should pursue the
creation of centralized, public beneficial ownership registries, which require full disclosure
of corporate control structures, some countries are proceeding unilaterally. The United
Kingdom of Great Britain and Northern Ireland has already legislated to implement a cen-
tralized, public beneficial ownership registry, which will be fully operational by April 2016.
Norway and Denmark also committed to operate such registries, while in May 2015, the
European Union (EU) promulgated rules stipulating that all EU member States must have
centralized registries available to country authorities, although it did not require them to be
public. United Kingdom dependencies, such as the Cayman Islands, have not yet decided
how they will respond to the United Kingdom’s policy that they must maintain beneficial
ownership registries.

Tax norm implementation

The mechanism of implementation of tax norms also has implications regarding which
countries gain and which lose. Action 15 of the OECD BEPS package is the development
of a multilateral instrument to implement the treaty-related new tax norms that have been
agreed by the OECD/G20 countries. Because of the existence of over 3,000 tax treaties, im-
plementation of the treaty-related BEPS outcomes through amendment of existing treaties
would be a laborious process. Instead, a BEPS project report concluded that a multilateral
instrument would be desirable, and that negotiations for the instrument should be con-
vened quickly (Organization for Economic Cooperation and Development 2015d; 2015e).
As of September 2015, 89 countries, including the United States, had indicated their par-
ticipation in the negotiations for a multilateral inscrument.

Some Member States are interested in including binding arbitration for tax disputes,
though there is no consensus on the scope of its application. Such arbitration would speed
resolution of tax disputes when source countries and resident countries have unresolved
differences of opinion on how to allocate the profit of a particular MNE operating in both
countries. Yet, sovereignty is often raised as a concern with third party arbitration of dis-
putes, including possible biases towards taxpayers and away from Governments. Overall,
many developing countries are wary of being obliged to implement the tax norms that were
set in the OECD/G20 forum, as they have not participated equally in the setting of the
norms. Progress is also expected in automatic exchange of information for tax purposes.
The Global Forum on Transparency and Exchange of Information for Tax Purposes, host-
ed by the OECD, now has 127 full members. The G20 member States agreed to have auto-
matic exchange of information fully functional by the end of 2017, while other members
of the Global Forum have committed to implementing automatic exchange by the end of
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2018. However, the majority of developing countries are not ready or able to take advantage
of automatic exchange. In particular, they do not have sufficient capacity, including infor-
mation technology, to fully analyse the large volume of information that would become
available through automatic exchange. This would be especially complicated by the need to
dedicate human resources to production and dissemination of information on actors from

their own jurisdiction.

Capacity-building and accountability

It is clear that capacity in tax administration is important both for improving the effec-
tiveness and efficiency of domestic revenue mobilization as well as in implementation of
international tax norms. Currently, many developing countries lack the resources, infor-
mation technology or human capacity to participate effectively in international tax co-
operation. One important first step is using international finance, usually in the form of
ODA, to build the capacity of developing countries’ tax administration. Estimates of the
proportion of ODA devoted to projects that are primarily aimed at tax capacity-building or
domestic resource mobilization stood at 0.06 per cent of ODA in 2013, or just $93 million
(figure 111.17).22

A number of important initiatives in this regard were announced in Addis Ababa,
including the Addis Tax Initiative, a commitment for developed-country participants to at
least double the amount of ODA they give for tax capacity-building. The Addis Tax Ini-
tiative includes, among others, Canada, Germany, the Netherlands, the United Kingdom
and the United States. The initiative and other commitments made during the Addis Ababa
Conference in 2015 are welcome first steps towards the investment needed in domestic
resource mobilization and tax capacity and administration. Such initiatives, however, do
not replace the need for inclusive norm setting. The most effective capacity development
will be related to norms over which developing countries feel ownership, and thus are more
likely to implement rigorously.

In the AAAA, Member States agreed that “efforts in international tax cooperation
should be universal in approach and scope and should fully take into account the different
needs and capacities of all countries, in particular least developed countries”. This implies
that norm setting should be done in an inclusive, universal forum. There is thus an ongoing
debate as to whether the OECD is the appropriate forum for discussions on global taxation
norms, or whether a more universal forum situated at the United Nations would be more
appropriate.

Transparency about implementation of international tax norms will be critical, espe-
cially to facilitate monitoring and accountability of implementation of the AAAA. Fol-
low-up and accountability require public information about the status of international norm
implementation (at least in the aggregate)— a report of volume of transactions on which tax
information has been exchanged, for example. The follow-up process of the AAAA should
give an opportunity for stakeholders and peers to discuss success and areas for further work.
However, such a discussion will be frustrated by a lack of empirical evidence and data (box
I11.4), especially when it comes to global data on international tax cooperation.

22 Development Initiatives (forthcoming), based on an assessment of the OECD Creditor Reporting
System database.
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Figure lll.17
ODA with domestic revenue mobilization (DRM) as the core aim, 2006-2013
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International public finance

Achieving the 2030 Agenda for Sustainable Development will put significant demands
on public budgets and capacities in developing countries. This will require additional and
more effective international public finance, including ODA, South-South cooperation and
other official flows. ODA will continue to play a key role in the poorest countries and in
those areas and sectors where risks and returns are not attractive for private investments
such as health and education. In Addis Ababa, ODA providers reaffirmed their respective
ODA commitments, including the commitment by many to provide 0.7 per cent of their
gross national income (GNI) in ODA to developing countries.

ODA flows reached $135.2 billion in 2014, according to preliminary estimates by
OECD (2015f). However, as a group, developed countries continue to fall short of their
commitments, with DAC donors providing 0.29 per cent of their GNI as ODA in aggregate
as compared to the 0.7 per cent commitment (United Nations, 2015d). ODA to LDCs has
also been far below target, at less than 0.10 per cent of GNI (the target is 0.15-0.2 per cent
of GNI). Preliminary 2014 data indicate a fall of 16 per cent in bilateral ODA to LDCs in
real terms.

South-South development cooperation is playing an increasingly important role. Esti-
mates based on available data show that South-South development cooperation may have
reached $20 billion in 2013 as a result of a major increase in contributions from a few Arab
countries.?* Southern partners have further committed to increasing their cooperation in

23 Many partners participating in South-South development cooperation do not publish data on a yearly
basis. Figures are based on data collected in preparation for the forthcoming second International
Development Cooperation Forum Report (UN/DESA).
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the context of the 2030 Agenda for Sustainable Development, with China committing to
set up a fund with an initial contribution of $2 billion to support South-South cooperation.

Given the large financing needs associated with implementing the 2030 Agenda for
Sustainable Development, particularly for sustainable, resilient and green infrastructure,
existing public funds will not be sufficient. For this reason, the potential of ODA and
South-South cooperation flows to catalyse additional resources for sustainable development
has come into sharper focus. Highly effective aid should help build institutions, human
and productive capital in recipient countries, improving the enabling environment and lay-
ing the foundations for greater sustainable-developmentoriented investment, both public
and private.

In recent years, donor countries have increasingly looked towards using ODA in
specific market-like instruments that crowd-in (or leverage) private financing and other
public financing flows. Generally used by development banks and development finance
institutions (DFIs), such instruments include blending of grants with private flows, equity
investments and guarantees. It is difficult to estimate the amount of ODA used to leverage
private flows, but all evidence points to a steady increase in recent years, albeit from a low
base. Market-like instruments are less suitable in sectors and areas where private returns
are limited—such as social spending—and in the poorest countries.?* They should not
come at the expense of traditional ODA, with its focus on social issues. ODA equity flows
amounted to $1.8 billion and ODA that was channelled via a limited number of formal-
ly recognized public-private partnerships amounted to $669 million in 2013.25 Southern
partners have also set up new institutions (i.e., funds and development banks) that leverage
public contributions to mobilize additional private finance (see the section on multilateral,
regional and national development banks).

A core appeal of these new instruments is financial additionality, whereby the public
component of the package facilitates a private contribution that would not have other-
wise been made. Public involvement can also have impacts on project design to improve
its development impact, and can have positive demonstration effects. However, financial
additionality is difficult and costly to determine. Instead of catalysing additional private
resources, the public finance contribution could also subsidize private investments that
would have been undertaken anyway. The results of a review of additionality for infrastruc-
ture projects of five major DFIs were mixed. It found that a majority of projects had finan-
cial additionality, but that more than a third of the projects would have gone ahead without
DFI involvement. Relatedly, there are concerns over the development impact of blending
and other market-like instruments, particularly if there are trade-offs between commer-
cial and sustainable development objectives. The same review found that DFI involvement
tends to enhance growth effects of projects, but does little to increase their direct poverty
impacts (Spratt and Ryan-Collins, 2012). The technical capacity needed to implement such
instruments effectively points to development banks as the most suitable institutions to put
them in place.

24 For example, guarantees for development have mobilized $15.3 billion from the private sector for
development purposes from 2009 to 2011, but have benefited upper-middle-income countries dis-
proportionally, see Mirabile, Benn and Sangaré (2013).

25 Based on OECD/DAC Stats. The PPP component includes ODA channelled through a limited
number of formally established and DAC-recognized PPPs such as GAIN, the Global Water Partner-
ship and others. See also Martin, 2015.
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Multilateral, regional and national development banks

As existing public funds remain inadequate and private resources are also currently not
being effectively channelled into sustainable development investments, the AAAA under-
scores the role of alternative mechanisms, and, in particular, multilateral, regional and na-
tional development banks (DBs). DBs are integral to financing infrastructure, agriculture,
SMEs, capital market development, and stimulating sustainable private finance. DBs have
a long-term developmental perspective, can provide affordable long-term financing, and
should play a vital role in supporting sustainable development strategies. In general, DBs
operate by borrowing from the private sector at low interest rates through quasi-sovereign
bonds, and then lend or invest in areas of public need.2¢

Overall, DBs play three valuable functions: (i) mobilizing financial resources to sup-
port development, for example by leveraging private sector resources; (i) intervening in
cases of market failure and in areas where there is a dearth of private long-term financing,
such as investments with positive social and environmental externalities; and (iii) providing
countercyclical finance.

DBs complement and provide an alternative to the private financial sector, particu-
larly in those credit market segments in which private financial institutions and chan-
nels are inadequate or ineffective. An additional contribution by DBs can be bridging the
so-called missing middle for development finance. As countries transition from low-income
to middle-income status, the decline in grants and concessional finance comes much more
quickly than countries can compensate for, either by raising financing from other sourc-
es or by increasing domestic revenue mobilization (Kharas, Prizzon and Rogerson, 2014).
While some countries may prefer bond issuance to multilateral development bank (MDB)
borrowing because there are no policy strings attached to the funds, financing from DBs
is generally at lower interest rates than that offered by the private sector through sovereign
bond issuance, and generally longer term. For example, the most recent sovereign bonds of
Ghana (a lower-middle-income country) were floated with a coupon rate of 8.25 per cent
in September 2014, whereas World Bank ten-year loans would have carried interest rates of
about 1.3 per cent plus origination fees of about 0.5 per cent. In the AAAA, Member States
encourage shareholders of MDBs to develop graduation policies that are sequenced, phased
and gradual, facilitating smoother transitions from MDB grant windows to their ordinary
lending windows, and using more blending of terms and fewer cut-offs and thresholds.

Recent studies have also shown that DBs have played a valuable countercyclical role,
especially in cases of crisis when private sector entities become highly risk averse (Brei and
Schclarek, 2013). This was particularly salient during the financial crisis, when the MDBs
increased lending, as did many national development banks (NDBs) in both developed and
developing countries.

Recent developments

Figures I11.18 and III.19 show recent trends in regional and national development bank and
MDB lending, respectively. Annual commitments of non-grant subsidized finance from
seven MDBs reached $71.1 billion in 2014-2015. In July 2015, a set of six MDBs and the

26 As a matter of fact, development banks are not new. They have been one of the main vehicles for
industrial policy, but were largely dismantled during the era of financial sector deregulation in the

1980s.
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IMF signalled plans to extend more than $400 billion in financing over the subsequent
three years (World Bank, 2015d).

There are more than 40 NDBs, and an additional 40 export credit agencies, based in
all regions of the world. The term “NDB” generally denotes the ownership structure rather
than the sphere of operation; a majority of NDBs are state-owned, but within public own-
ership models the structure varies. Some banks have mixed federal and state ownerships,
such as the German Kreditanstalt fiir Wiederaufbau (KfW) Development Bank, which
operates as part of the KfW Group. In addition, a number of NDBs in developing coun-
tries are starting to operate internationally, joining KfW and similar NDBs that operate
overseas in traditional donor countries such as Japan and the Netherlands. For example the
Brazilian Development Bank (BNDES), one of the largest lenders in the world by exposure,
has begun international operations alongside their national development lending, much as
KfW began channelling international development finance in the 1960s along with its own
work on German economic development.

Figure 111.18
Annual disbursements of selected regional and national development banks,
2000-2014
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Figure I11.19
Multilateral development bank financing, 2000-2014
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Newly established development banks have the potential to significantly contribute
to the SDGs. After the formal establishment of the New Development Bank with a $50
billion subscribed capital base, and the signing of a Memorandum of Understanding on
the Asian Infrastructure Investment Bank (AIIB) with a $100 billion subscribed capital
base, estimates of their lending capacity of $30 billion each per year were made (Unit-
ed Nations, 2015b). In June 2015, the AIIB was formally established and the Articles of
Agreement adopted by 50 founding members, including 33 countries from the Asia-Pacific
region,?’ 15 European countries, 1 African country and 1 Latin American country. In July
2015, the New Development Bank was inaugurated in Shanghai and its president-designate
Kundapur Vaman Kamath indicated that the Bank would approve financing for its first
infrastructure projects in April 2016. During the Addis Ababa conference, Canada and
Italy also announced that they would set up new development banks, while the United
Kingdom promised a capital increase for its DFI, the CDC Group.

Key issues for the future

Existing MDBs greatly stepped up cooperation in the last few years to more effectively
contribute to the 2030 Agenda for Sustainable Development, including coordination in
the context of preparing the AAAA. MDBs have also been more conservative than private
banks in the amount of risk they will take in leveraging their paid-in capital. Many of the
MDBs have announced plans to optimize their balance sheets in order to take on more risk
and increase lending (Group of Twenty, 2015). This is supported in the AAAA with the
proviso that the DBs should maintain financial integrity.

27 Includes Western Asia.
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An equally important question is how all DBs—multilateral or national, existing or
new—modify their business practices to ensure coherence with the new sustainable devel-
opment agenda. To align with the SDGs, the DBs need both “do no harm” as well as
promote positive social, environmental and economic outcomes while respecting human
rights. For the “do-no-harm” and human rights agendas, safeguards are critical. The AAAA
calls for all the banks to move towards operations that are coherent with all the SDGs in
an integrated manner, and suggests that the DBs establish processes to examine their own
role, scale and functioning.

The AIIB issued new draft safeguards in early September. The World Bank is in the
final phase of a safeguards review, which began in 2012. The AAAA calls for safeguard
policies that are timely and efficient, as well as effective. At the same time, DBs can actively
support projects that are mostly closely aligned with all the multiple sustainable develop-
ment goals as an integrated whole, rather than those projects that might align with just one
goal—on economic growth, for example.

Global architecture

The 2030 Agenda and the AAAA contain an ambitious set of goals and a new vision for
the global economy. To achieve these aims, a more inclusive form of global coordination,
which better reflects the ideal of the global partnership set out in both agendas, is strongly
needed. The close interlinkages among the economic, social and environmental systems
are now recognized. Still, the rules and institutions that govern these systems have not yet
adapted. Ineffective intermediation and existing deficiencies in the international financial
system can be further exacerbated by failures of international cooperation in promoting
coherence and a robust implementation of the new agenda.

The AAAA recognizes the need for strengthening the permanent international finan-
cial safety net, and for enhancing cooperation between the IMF and regional financial ini-
tiatives. Despite progress, most of the regional safety net mechanisms are still insufficient to
offer an adequate safeguard in times of emergency. The fact that some of these arrangements
have not been used undermines their ability to work as deterrents to financial speculation.
The largest element of the global safety net—$1.25 trillion—is provided by the IMF, but
portions of these funds are not permanent. Making them permanent requires the approval
of the IMF governance reforms agreed in 2010, reforms that remain unimplemented in late
2015 and are seen as only a step towards a more representative, responsive and accounta-
ble governance structure, not as the final result. The United States, which maintains veto
power over governance changes at the IMF due to its 17 per cent voting share, is yet to
have the reforms ratified by the United States Congress. The failure to implement the 2010
reforms has delayed the next round of reforms, which were to be completed by January
2014. Also in 2010, at the World Bank, member States agreed to move towards equitable
voting power between developed and developing countries. Yet, its 2010 reforms only mar-
ginally changed voting rights, with the shares of high-income OECD countries declining
from 60.7 per cent in 2008 to just 58.8 per cent in July 2015. Taking all countries currently
classified as “high-income” as a group, they still wield 69.3 per cent of voting rights at the
World Bank. The World Bank members agreed to review shareholding every five years, but
in the first such regular review in 2015, the members were unable to agree on a concrete
set of reforms, and instead pushed the deadline by an additional two years (World Bank,
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Box IIl.4
Data and the Addis Ababa Action Agenda

The final section of the Addis Ababa Action Agenda (AAAA) considers how the international community
should monitor implementation of the agreed actions. It emphasizes the importance of high quality dis-
aggregated data for policymaking and for monitoring progress of implementation of the AAAA and the
2030 Agenda for Sustainable Development, and also prioritizes capacity-building in this area.

Hard data on international financial flows is a key component of efforts to track implementation
and to better understand the risks and possibilities for sustainable development. However, despite
strengthened technical capacities, high-quality data on financial flows can be scarce, delayed and in-
sufficiently detailed for policymakers to manage risks and fine-tune their development models and
strategies.

There is, for example, no accurate, comprehensive and robust data on private portfolio invest-
ments. Data presented in table Ill.1 are based on balance-of-payments data collated by national author-
ities such as central banks. However, this data is neither disaggregated by source nor by fine-grained
destination. Only a handful of countries maintain robust data on the maturities of these flows. It is dif-
ficult to examine—Ilet alone mitigate—the risk that short-term private sector portfolio investment will
experience a sudden stop when it is not possible to know the volume of such flows. While the Interna-
tional Monetary Fund had previously produced estimates that separated private and non-private portfo-
lio flows, these estimates are no longer being made.

This is but one example of the many areas where financing data is lacking. Data on economic
activity is notoriously inaccurate and subject to revision. Even databases on sovereign debt levels are
not comparable across institutions. Data on tax-to-GDP ratios are not comparable across official insti-
tutions. Data on cross-border capital flows are not tracked on the source side, let alone matched to re-
cipient side data, providing scope for misreporting or illicit conduct. Ultimately, a to-whom-from-whom
framework for all financial flows would be important for monitoring implementation and tracking risks.
Such a framework has become commonplace for flows of official development assistance. It would have
many applications relevant to financing sustainable development: monitoring financial stability, resolv-
ing bankrupt financial institutions, implementing innovative financing mechanisms, countering money
laundering and preventing the financing of terrorism, enforcing financial regulation, as well as eliminat-
ing other types of illicit financial flows and facilitating the return of stolen assets.

The technologies to track such data are available and being implemented. The global legal entity
identifier system being implemented to help resolve insolvent financial institutions is a relevant mod-
el for beginning to build such a framework. Some countries are already experimenting with to-whom-
from-whom information in some sectors, such as extractive industries. Global data on a to-whom-from-
whom basis can be a long-term goal that will further efforts towards achieving the 2030 Agenda for
Sustainable Development as well as monitoring the implementation of the AAAA. The capacities needed
to monitor financial flows are different than the statistical capacities needed to track achievement of
most of the SDGs. Monitoring the outcomes in terms of health, education or the environment can often
be done by line ministries in conjunction with national statistical offices. Tracking financial flows will
involve investing in central banks, tax authorities, and financial regulators, among others. As countries
move to invest in sustainable development data, it is vital that some investment is directed to improve-
ments in the tracking of financial flows.

2015¢). This unresolved imbalance in the governance of the main international financial
institutions has undermined their credibility and encouraged proliferation of new develop-
ment banks and regional financial safety nets described earlier in this chapter.

The outcomes sought in Addis Ababa and the 2030 Agenda for Sustainable Develop-
ment can be achieved through concerted political will. All stakeholders need to contribute
and be accountable for their commitments, including Member States, the private sector,
civil society, and other actors. The role of the annual Financing for Development Forum,
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the dedicated follow-up process for monitoring the implementation of the AAAA, will be
crucial. Good faith efforts by all actors to assess their progress and take further steps will
be vital. Financing the transformation of our world requires the commitment of high-level
political actors and leaders of all types.
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Chapter IV
Regional developments and outlook

Developed economies

The developed economies, particularly the United States of America, are expected to con-
tribute more to global growth in the near term than they did in 2011-2014. Economic
growth in developed economies as a whole accelerated from 1.7 per cent in 2014 to an
estimated 1.9 per cent in 2015, and growth is expected to strengthen further to 2.2 per cent
in 2016 (see annex table A.1). The expected acceleration in 2016 is partly attributable to a
stronger outlook for Japan, which is expected to be cut short by a planned increase in the
consumption tax in April 2017. The developed economies continued to rely on accommo-
dative monetary policy to deliver growth in 2015. Over the forecast period, the majority of
central banks in developed countries, with the exception of the United States Federal Re-
serve (Fed) and the Bank of England, are expected to maintain their highly accommodative
monetary policies. This divergence in monetary stance has been associated with a strong
appreciation of the United States dollar relative to other developed-economy currencies,
and is expected to lead to a significant redistribution of real net exports from the United
States to Japan and Europe.

Low commodity prices have generally supported the outlook in developed economies.
The exceptions are the commodity-reliant economies of Australia, Canada and Norway,
where investment in the commodity sectors has stalled and economic prospects have deteri-
orated significantly. Low commodity prices have introduced deflationary pressures in many
developed economies, with annual inflation in 2015 expected to average just 0.3 per cent
in the developed-market economies. While the highly accommodative monetary policy
stances in developed economies have prevented deflation from becoming entrenched in
expectations, the persistent near-zero inflation will do little to boost consumer spending or
ease the debt burden that remains a legacy of the financial crisis.

North America

The United States: monetary policy stance is shifting

Economic conditions in the United States have strengthened sufficiently for the Fed to
signal its intention to raise its policy rates. As monetary accommodation is withdrawn,
the fiscal stance will become slightly less restrictive, signalling a gradual shift towards a
more balanced policy mix. Gross domestic product (GDP) growth in the United States is
expected to be 2.4 per cent in 2015, the same rate as in 2014. However, the contribution of
the external sector has shifted, as export growth is expected to have decelerated from 3.4
per cent in 2014 to 2.7 per cent in 2015, while import growth accelerated from 3.8 per cent
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to 5.5 per cent over the same period. This shift reflects both the appreciation of the United
States dollar and the deteriorating demand from major emerging economies. The shift in
net trade is offset by a less restrictive fiscal position.

In the outlook period, GDP is expected to grow by 2.6 per cent and 2.8 per cent in
2016 and 2017, respectively (see annex table A.1). This modest improvement will be sup-
ported by somewhat stronger expansions in private fixed investment and in government
spending. Following several years of austerity, the stance of fiscal policy has become mar-
ginally expansionary and this is expected to continue in the near term. The accord reached
between the legislative and executive branches of the United States Government in October
2015 made this possible. The expected increase in government consumption is concentrat-
ed at the state and local level, reflecting an improvement in their fiscal balance. In total, real
government consumption is assumed to increase by 0.9 per cent in both 2016 and 2017. At
the federal level, government consumption growth will remain tepid, allowing the federal
deficit to stabilize relative to GDP. Publicly held federal debt is expected to remain at about
74 per cent of GDP over the outlook period.

The sharp appreciation of the United States dollar (vis-a-vis almost all major curren-
cies) that started in mid-2014 has stabilized in recent quarters; no significant reversal of the
appreciation is expected for the outlook period. As a consequence, growth of real imports
is projected to remain higher than real export growth. Meanwhile, the appreciation of the
United States dollar has led to a significant drop in the dollar value of non-oil merchandise
goods; the non-oil import price declined year on year by more than 2.5 per cent in the first
nine months of 2015. At the same time, the lower oil price has pushed down the value of
crude oil imports, which have also fallen in volume terms. As a result, the trade deficit is
expected to stabilize at about 2.5 per cent of GDP through 2017.

By late 2015, the unemployment rate had declined to about 5 per cent, close to the
pre-crisis level. However, nominal wage growth actually slowed marginally in 2015, posing
a challenge to the Fed regarding the speed and timing of interest-rate normalization. The
belief that reduced slack in the economy (including the labour market) would cause higher
inflation has served as a key foundation for monetary policy decisions. However, statistics
for 2015 do not fully support this relationship (figure IV.1), contributing to uncertain-
ty about the anticipated path of interest-rate increases. In the outlook period, the labour
force participation ratio is expected to stabilize, and the unemployment rate is expected to
remain broadly stable in 2016 and 2017.

Inflation has been weak in 2015 as a result of the decline in the prices for oil and
imported goods. However, with the relative stabilization of both the oil price and the dollar
exchange rate, year-over-year inflation became slightly positive again in the second quarter
of 2015, and risks of deflation had receded. Average consumer price inflation is expected to
accelerate to 1.6 per cent and 2.3 per cent in 2016 and 2017, respectively.

Canada: lower oil price hampers GDP growth

The sudden drop in the crude oil price has been associated with a sharp decline in private
fixed capital formation in the oil production sector in Canada. As a result, growth in the
Canadian economy slowed to an estimated 1.2 per cent in 2015, the lowest growth rate
since the Great Recession. This reflects an expected decline in total private fixed invest-
ment of 3.5 per cent in 2015, despite the continuous growth in residential investment. As
commodity prices stabilize and the economy of the United States strengthens, GDP growth
is expected to recover to 2.2 per cent and 2.9 per cent in 2016 and 2017, respectively.
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Figure IV.1
United States unemployment rate and wage inflation, January 1990-October 2015
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The recovery in 2016 and 2017 is expected to be broad-based. Private consumption
will expand by about 1.9 per cent on average in 2016 and 2017. The drag from non-resi-
dential investment on growth is expected to fade out in 2016. Export growth is expected
to increase from the estimated 3.0 per cent growth in 2015, supported by the sharp depre-
ciation of the Canadian dollar vis-a-vis the United States dollar and sustained growth in
the United States. A new Government was formed in late 2015, which plans to reduce the
income tax rate for middle-income bands, financed by increasing the rate for higher income
bands. It is expected that growth in government consumption and investment will increase
to 1.7 per cent in 2017. Employment growth is predicted to outpace the labour force
growth, leading to a slight reduction in the unemployment rate from 6.8 per cent in 2015.
The wage rate is expected to increase by close to 3 per cent per year during the outlook
period, maintaining upward pressure on inflation.

Developed Asia and the Pacific

Japan: policy-induced downturn anticipated in 2017

The Japanese economy slumped immediately after the introduction of a higher consump-
tion tax rate in April 2014. Recovery since then has been sluggish; GDP declined again in
mid-2015 as both private consumption and exports fell sharply. The growth rate for 2015 as
a whole is expected to be only 0.5 per cent, increasing to 1.3 per cent in 2016 before drop-
ping again to 0.6 per cent in 2017, reflecting the planned tax hike in April 2017.

The most important factor impeding growth of the Japanese economy is the feeble
private consumption expansion. Growth in household employment income has been slow,
although the general situation in the labour market has been relatively solid. Employment
has been growing at a slow but persistent pace since 2013, allowing the unemployment rate
to recede gradually to 3.4 per cent in 2015. Nevertheless, low wage growth has held back
household buying power.
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Japanese merchandise export volumes have yet to recover their pre-crisis levels (figure
IV.2). A shortlived expansion in exports started in early 2014, but lost its momentum in
early 2015, as a result of a slowdown in many of Japan’s export markets, including China.
At the annual level, export growth is expected to be only 1.8 per cent in 2015, in contrast
to 8.4 per cent in 2014. For the outlook, exports are expected to grow by 3.3 per cent in
both 2016 and 2017.

Private fixed capital formation has been expanding since 2011, although the pace
has diminished over time. While corporate profits remain strong, actual investment in
the expansion of domestic production capacities has been relatively mild. Instead, large
Japanese corporations have been expanding their production facilities overseas since 2011.
Domestic fixed capital formation is expected to grow by about 1.5 per cent per annum on
average during 2015-2017.

Although the 2014 hike in consumption tax caused extreme disruption to econom-
ic activity, it also increased government revenue. This has allowed the primary balance
to improve, and the government to increase spending, while issuing much less debt. It is
assumed that real government consumption will grow slightly faster than GDP in the peri-
od of 2015-2017.

The accommodative monetary policy of the Bank of Japan and the increase in con-
sumption tax helped the headline consumer price index (CPI) reach 2.7 per cent. However,
inflation is predicted to be 0.7 per cent in 2015 and will decline marginally to 0.5 per cent
for 2016.

Australia: lower commodity prices impede investment and income growth

In Australia, GDP growth decelerated to an estimated 2.3 per cent in 2015, mainly owing
to the continuous decline in fixed investment in the natural resource sectors and weaker
export growth. Although export growth is expected to recover by 2017, the sustained low
prices for major commodities in Australia’s export basket will continue to hold back invest-

Figure IV.2
Key monthly indicators for Japan, January 2010-September 2015
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ment and will dent the growth of household income and private consumption. Government
consumption is expected to increase by less than 2 per cent per annum, owing to efforts
to balance the budget. For 2016 and 2017, GDP growth is expected to be 2.5 per cent and
2.2 per cent, respectively. During 2015-2017, employment is expected to remain stable. As
the economy will not be in a position to absorb the total expansion of the labour force, the

unemployment rate is predicted to remain above 6 per cent in both 2016 and 2017.

Europe

Western Europe: economic prospects improving despite global slowdown

Despite a broad deterioration in global economic activity, economic prospects in West-
ern Europe have generally improved. The European Union (EU) is one of the few major
global regions, where the forecast for 2015 GDP growth has not been downgraded from
the growth rate projected in 2014. The European policy environment has become more
supportive, with expansive monetary stimulus programmes and some easing of the pres-
sure for fiscal consolidation. Meanwhile, the unexpected drop in energy prices has boosted
household spending and reduced production costs. This has supported solid retail sales and
rising confidence indicators. The EU is now the driving force behind world trade growth,
supported by the high level of intraregional trade and also by competitiveness gains relative
to the United States. Bank lending conditions have softened and the demand for new loans
is rising. While the crisis in Greece overshadowed the broad-based improvement during the
first three quarters of 2015, an agreement reached in August on a third bailout programme
has dispelled the risk of a Greek withdrawal from the European Monetary Union, removing
an important source of uncertainty.

Against this backdrop, GDP growth in the EU-15 is expected to accelerate from 1.8
per cent in 2015 to 2.0 per cent in 2016 and 2.1 per cent in 2017. The growth has been fairly
broad-based across countries. While Germany and the United Kingdom of Great Britain
and Northern Ireland were at the forefront of the recovery, there has also been a strong
rebound in Denmark, Ireland, the Netherlands, Spain and Sweden. Even the beleaguered
Greek economy expanded at an annualized rate of 3.2 per cent in the second quarter of
2015. However, given the severe political and economic turmoil that ensued, including a
three-week closure of Greek banks and the imposition of stringent capital controls, much
of this apparent revival was reversed in the third quarter of the year.

The economic performance of Austria, Finland, France and Italy has lagged behind
other EU-15 members, partly reflecting the overhang of bank fragility related to the finan-
cial crisis. Existing fragilities have been accentuated by exposure to the Russian Federation.
Austrian banks have the highest relative level of exposure, while French and Italian banks
are also relatively exposed compared to banks from other developed economies (Internation-
al Monetary Fund, 2014a); Finland’s exposure is instead through the trade channel, with
more than 10 per cent of Finnish exports destined for the Russian Federation (figure IV.3).

Outside the EU, Norway and Switzerland have experienced a sharp slowdown in
economic activity. In Switzerland, the decision in January 2015 to delink the Swiss franc
from the euro led to a shock appreciation of 16 per cent against the United States dollar and
18 per cent against the euro over a two-day period. While much of the sudden adjustment
was subsequently corrected, the Swiss franc remains nearly 10 per cent stronger against
the euro, which is its biggest trading currency, and net trade impeded growth in 2015. In
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Figure IV.3
Share of exports to the Russian Federation in total exports of
goods and services, 2012
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Norway, the slowdown reflects the low oil price, which has hit export revenues and stalled
investment in the oil sector.

While GDP growth is recovering in many European countries, the unemployment
rate in the EU-15 stood at 10 per cent in mid-2015, compared to an average of 7.1 per cent
in 2007. The aggregate figures mask stark differences across countries, with double-digit
unemployment rates in France, Greece, Italy, Portugal and Spain, compared to just 4.5 per
cent in Germany. The economic rebound in Spain has allowed the unemployment rate to
recede by more than 2 percentage points relative to a year ago, although more than 22 per
cent of the labour force still remains unemployed. France, on the other hand, has seen the
unemployment rate edge up in recent months. The job vacancy rate in the EU is at its high-
est level since 2008, pointing to improving labour market opportunities going forward.
However, opportunities remain uneven across countries, with job openings concentrated in
Belgium, Germany and the United Kingdom. For the EU-15 as a whole, the unemployment
rate is expected to fall to 9.2 per cent as GDP growth accelerates in 2016 and 2017, but will
remain uncomfortably high in many parts of Europe.

While euro area inflation dipped below zero again in September, core inflation has
edged up to 1 per cent, and labour cost inflation has accelerated relative to 2014. If glob-
al oil prices do not fall further, the impact of low energy prices on inflation will become
more muted by early 2016, and deflation is unlikely to become entrenched in expectations.
Nonetheless, inflation of just 0.9 per cent in the euro area is forecast for 2016, well below
the European Central Bank (ECB) inflation target.

Responding to prolonged economic weaknesses and deflation risks, the ECB
announced a significant loosening of the monetary stance in January 2015. The latest Bank
Lending Survey by the ECB suggests that there has been some pass-through from the quan-
titative easing programme to easier bank lending conditions and an increasing demand
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for new loans from both enterprises and households. The central bank of Switzerland has
set the lowest interest rates in the world in response to the appreciation of the Swiss franc,
at -0.75 per cent. The central banks of Norway and Sweden have cut interest rates three
times since December 2014. All of these measures provide a more accommodative policy
environment to sustain the recovery, and have put downward pressure on exchange rates.

The euro began depreciating against the United States dollar in June 2014, following
the introduction of a negative interest rate target by the ECB. The associated gains in com-
petitiveness, coupled with the drop in commodity-related import values, have allowed the
current-account balance to continue to widen, reaching 3 per cent of GDP in mid-2015.
This is largely attributable to Germany, which is running the largest current-account sur-
plus in the world. Germany’s widening trade surplus outside the euro area may suggest that
the euro is undervalued from the perspective of the German economy.

Government investment remains restrained in many European economies, due to
commitments under the Stability and Growth Pact to balance public finances. However,
the pressure to consolidate has eased significantly in most countries, and in aggregate the
fiscal stance in the EU is expected to be broadly neutral in 2015 and 2016, with addition-
al corrective measures postponed until 2017. However, the Excessive Deficit Procedures
(EDP) will remain ongoing in France, Greece, Spain and the United Kingdom next year.
These economies remain under pressure to cut spending, which will hold back prospects
of revival of the French economy, in particular. In Greece, the net impact of the economic
adjustment programme attached to the third bailout, in conjunction with targeted funding
mobilized by the European Commission to support investment, is expected to be broadly
neutral in 2016.

Box IV.1
A preliminary assessment of the macroeconomic impact of the influx of refugees
and migrants in Germany

During the first 10 months of 2015, more than 800,000 refugees and migrants arrived in the European
Union (EU), nearly 82 per cent via Greece and nearly 18 per cent via Italy, with the remaining 0.8 per cent
via Spain and Malta. At least 3,455 refugees and migrants lost their lives in tragic circumstances in the
Mediterranean Sea during their journeys. The main country of origin is the Syrian Arab Republic (35 per
cent), with Afghanistan, Eritrea and Iraq accounting for at least another 17 per cent.

During the last quarter of 2015, arrivals accelerated sharply, with the total number of refugees
and migrants entering the EU in 2015 estimated to exceed 1 million persons—a dramatic increase over
the 5 preceding years, during which the EU-28 countries received a total of 1.8 million asylum applica-
tions. Between 2010 and 2014, Germany received nearly a quarter of all asylum applications in the EU-28,
with France and Italy together receiving another quarter of these applications. However, in response to
decisions taken by the German Government on humanitarian grounds, it is expected that the number
of persons seeking asylum in Germany by the end of 2015 will have risen to approximately one million.

In 2014, some 362,850 persons received asylum in Germany with a total public expenditure outlay
of €2.4 billion. The increased asylum support will lead to additional public expenditure in Germany to the
tune of €20 billion during 2015-17, and possibly even more, taking into account indirect expenditures on
education, security and accommodation.

Using the United Nations World Economic Forecasting Model, preliminary simulations indicate
that the macroeconomic impact of this sizable additional outlay of €20 billion is relatively modest. The

(continued)
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additional public expenditure is likely to reduce the budget surplus by 0.1 to 0.2 per cent of GDP, while
the current-account surplus would decline by 0.2 per cent of GDP. The projected impact on the GDP
growth of Germany would be small but positive at close to 0.1 percentage points during 2016 and 2017,
reflecting that the increased expenditure primarily stimulates aggregate domestic demand.

The simulations also indicate that real wage growth would slow down in response to the increased
labour supply, assuming that about half of the asylum applications will be granted and that a sizeable
share of these will meet the challenges of social integration and entering the labour market. These results
are similar to those published by the European Commission (2015, box I.1).

According to the baseline forecast, government debt in Germany was due to fall by 8.4 per cent
of GDP between 2014 and 2017. But because of the influx of refugees and migrants, it is more likely to
fall by 8.0 per cent, as Germany may pay off a smaller share of its debt than it might have done without
the influx.

Table IV.1.1
Estimated macroeconomic impact of the influx of refugees and migrants in Germany*

‘ 2015 ‘ 2016 ‘ 2017
Extra-government spending (billions of euros) 7.60 7.80 4.60
GDP growth (percentage point) 0.07 0.08 0.10
Government budget balance (percentage of GDP) -0.12 -0.23 -0.11
Current account (percentage of GDP) -0.10 -0.22 -0.24

* Changes relative to the WESP 2016 Baseline scenario.

The new EU members: recovery is more solid, but still facing challenges

All of the new EU members are expected to register positive GDP growth rates in 2015. The
Czech Republic is expected to record an impressive economic upturn at 4 per cent; Poland
and Romania may also approach that benchmark. In the outlook, growth in some of the
new EU members may ease in 2016 owing to moderation in investment.

In 2015, growing real wages, bolstered by low or negative inflation and improv-
ing labour market conditions, expedited a recovery in private consumption. At the same
time, low government bond yields, supported by the quantitative easing by the ECB and
the revival of cross-border capital flows, mitigated the pressure on public finances. This
has supported fiscal spending. Investment remained robust as the countries absorbed EU
funds. In some countries, foreign-currency-denominated debt of households still remains a
problem, aggravated by the strengthening of the Swiss franc in 2015. Croatia and Hungary
adopted measures to convert most of the loans into domestic currency. A similar action is
under consideration in Poland, which would pass the costs to the banks, and spread them
over time.

The Russian food import ban has led to an oversupply in domestic markets of some
new EU members, putting downward pressure on food prices. In conjunction with the low-
er energy prices, this drove annual inflation into a negative territory in several countries of
the region and to near-zero figures in the others. The deflation in parts of the region have
so far not had an adverse impact on consumer purchases, thanks to the rising real incomes
and the moderation in household deleveraging. However, its long-run risks, including the
impact on servicing the debt burden, cannot be discounted.
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Monetary conditions among the new EU members remain accommodative, while
stable growth, supported by the low oil price, has provided many countries with additional
fiscal space. However, several countries in the region still remain subject to the excessive
deficit procedure of the EU and have to reduce their budget deficit to a level below 3 per
cent of GDP. Even in those countries a serious fiscal drag is unlikely in the near term and
public investment programmes should continue.

Despite the positive outlook, the region faces several risks. Although the new EU
members’ direct exposure to trade with China is limited, the cooling of the Chinese econ-
omy may influence them through EU-15 industries. The prospective monetary tightening
by the Fed may inflate the dollar-denominated share of public debt, but should not signif-
icantly alter capital flows to the region, which predominantly come from Europe. On the
other hand, a serious unfolding of the political conflict between the Russian Federation
and Ukraine may have negative spillovers for the region. Europe’s migrant crisis has cre-
ated additional challenges. Spending by migrants passing through the new EU members
may somewhat strengthen aggregate demand and stimulate output, but increased domestic
security-related expenditures may divert funds from social programmes. As the new EU
members significantly depend on intra-industry trade, any disruptions in the free flow of
goods between them and their European partners can curb growth prospects.

Economies in transition

Aggregate GDP of the Commonwealth of Independent States (CIS) and South-Eastern
Europe contracted by 2.8 per cent in 2015 (see annex table A.2) and is forecast to expand
by only 0.8 per cent in 2016 and 1.9 per cent in 2017. The decline in output in 2015 is ex-
clusively attributed to the downturn in the CIS, driven by lower energy prices, geopolitical
tensions and precarious access to external finance. South-Eastern Europe, in contrast, saw
a pickup in growth in 2015, benefitting from the recovery in the European Union and
stronger domestic demand. In 2016, the upturn in South-Eastern Europe is expected to
strengthen, while the CIS is projected to see a return to mildly positive growth. Both re-
gions nevertheless face significant downside risks and economic policy challenges.

South-Eastern Europe: growth recovers, but fragilities persist

Economic activity in South-Eastern Europe picked up in 2015 and is expected to accelerate
further to 2.6 per cent in 2016 and 3.0 per cent in 2017. The region has benefited from a fa-
vourable external environment, including low energy prices and accelerating growth in the
EU. Domestic demand has provided a major impulse for the recovery. There are, however,
significant differences across countries; Serbia, the largest economy in the region, has seen
more subdued growth, constrained by fiscal austerity.

The economic recovery supported job creation, although unemployment levels
remain very high. In Bosnia and Herzegovina and the former Yugoslav Republic of Mac-
edonia, the unemployment rate is over 25 per cent. Unemployment is also above the levels
observed before the 2008 crisis, except in Montenegro and the former Yugoslav Republic of
Macedonia. The possible repatriation of asylum seekers from the EU may increase domestic
labour market tensions, in particular in Albania. Youth employment is a particularly acute
problem. High unemployment is accompanied by low activity rates, which limits growth
potential.
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The EU recovery has facilitated growth in exports, which have expanded faster than
imports. The region’s import bill has also benefited from low oil prices, while rising inflows
of remittances have supported net factor income. However, with the exception of Serbia,
these influences have been insufficient to make an impact on the large current-account
deficits in the region. Albania and Montenegro, which have the largest deficits, have even
seen a further deterioration. While strong foreign direct investment (FDI) inflows helped
finance the deficits, foreign debt has also grown in recent years.

The region will mostly continue to benefit from low oil prices but, given its reliance
on external financing, could suffer from a tightening of global financial conditions. The
high levels of non-performing loans need to be addressed to reduce financial fragility and
facilitate credit growth. Europe’s migrant crisis poses additional challenges for the region,
by raising fiscal expenditures and threatening to disrupt trade with the EU.

The Commonwealth of Independent States:
economic downturn and uncertain prospects

Economic activity in the CIS area contracted sharply in 2015, as the region suffered a dete-
rioration in the terms of trade, precarious access to external finance and high levels of un-
certainty. Contracting output in the Russian Federation, the largest economy in the CIS,!
had a depressing influence throughout the region; declines were also observed in other large
economies, including Belarus and Ukraine. The aggregate GDP of the CIS and Georgia is
estimated to have contracted by about 3.0 per cent in 2015, following an increase of 0.8 per
cent in 2014. A return to growth is expected in 2016, but the recovery will be limited, with
GDP increasing by about 0.7 per cent and 1.8 per cent in 2017.

The region has suffered from a combination of an adverse external environment and
powerful domestic contractionary forces. Falling real wages, eroded by inflation, and wors-
ened access to credit depressed household consumption. Investment suffered from poor
economic prospects and high financing costs, as well as the diversion of retained earnings
to more profitable financial assets. In the Russian Federation, investment contracted sharp-
ly, despite growing profits, which were mainly used to reduce corporate debt. Although
net private capital outflows from the economy moderated in 2015, they may still surpass
$70 billion (equivalent to 6 per cent of GDP). These capital outflows have been associated
with a substantial reduction in external debt as the corporate sector repays loans instead of
rolling them over. In Ukraine, the destruction of productive capacity due to the conflict in
the East of the country and the precarious access to the Russian market led to a sharp fall
of exports. However, with imports plummeting, net external demand partly offset the con-
traction of domestic demand—consumption, in particular. Public investment programmes
boosted growth in Azerbaijan, Turkmenistan and Uzbekistan. A decline in remittances,
which almost fell by half in dollar terms, and other spillover effects, including reduced
exports and investment from the Russian Federation, largely offset the impact of lower
energy prices in the region’s small energy-importing countries. A number of these countries
still managed to register decent growth rates in 2015; this may be explained by one-off
factors, such as base-year effects or ample agricultural output, but also increased linkages

with China.

1 Georgia’s performance is discussed in the context of this group of countries for reasons of geographic
proximity and similarities in economic structure.
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The sharp deterioration in economic performance took its toll on the region’s labour
markets. The unemployment rate has marginally increased in the Russian Federation,
despite the preference of cutting wages, rather than labour. Unemployment in Ukraine,
which increased sharply throughout 2014, continued to climb higher. As a lagging indica-
tor of economic activity, unemployment is expected to further increase in the CIS in 2016,
before declining in 2017.

Inflation rose throughout the region, driven by the sharp depreciation of national
currencies. In Ukraine, higher gas prices added to headline inflation, which is expected to
average about 50 per cent in 2015. Weak domestic demand partly offset the inflationary
pressures that resulted from the depreciation, while price controls remained in place in some
countries. As exchange rates are expected to stabilize somewhat in 2016, inflationary pres-
sures should moderate; however, in some countries inflation will remain in double digits.

Amid a more stable foreign-exchange environment, some CIS countries were able to
start reversing the tightening of monetary policy that had been initiated in late 2014 or early
2015 in order to contain depreciation pressures. In the Russian Federation, the authorities
started to ease monetary policy, but persistent fragility has mandated a gradual approach,
following a series of rapid cuts earlier in the year. The policy rate was also cut in Ukraine.
By contrast, the central banks in Georgia, Kazakhstan, and the Republic of Moldova tight-
ened monetary policy in the second half of 2015 to mitigate the pressure on their currencies.
Kazakhstan, in turn, switched to a free-floating exchange-rate regime. In many countries,
currency interventions to reduce exchange-rate pressures have depleted foreign-exchange
reserves.

The poor economic performance and falling oil prices have eroded fiscal revenues
and reduced fiscal space. This has been partially offset by weaker exchange rates, since a
significant part of fiscal revenues (related to the sale of oil and gas) is in dollars, while fiscal
spending is largely in domestic currency. In addition, the unexpectedly strong increase in
inflation has supported fiscal balances, as expenditure budgets have been fixed in nominal
terms. In Ukraine, a temporary import surcharge was introduced to boost revenues. Ener-
gy-exporting countries used their oil funds to offset lost revenue, support the banking sec-
tor, and, in the case of Kazakhstan, finance stimulus measures. In the Russian Federation,
these domestic resources also provided an alternative to external funding, although the
authorities have sought to avoid further depletion. In Azerbaijan, expansionary fiscal policy
has supported growth. By contrast, Belarus was forced to consolidate its public finances in
the face of growing external constraints.

The economies of the region face a difficult external environment, which will height-
en internal vulnerabilities. A persistent period of low commodity prices makes fiscal con-
solidation unavoidable. Low investment will constrain future growth and prevent progress
towards much-needed economic diversification. In many countries, the persistent fragili-
ties in the banking systems have been exacerbated by the weakening of exchange rates in
highly dollarized financial systems. Geopolitical tensions continue to weigh on business
sentiment. On the positive side, the Russian Federation is less exposed than other emerging
markets to growing financial uncertainty, given the lack of access to international capital
markets due to the sanctions. The establishment of the Eurasian Economic Union of Arme-
nia, Belarus, Kazakhstan, Kyrgyzstan and the Russian Federation on the basis of the former
Customs Union in January 2015 opens new possibilities for increased trade and investment
in the region, although many aspects of the regional integration still have to be negotiated.
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Box IV.2
Financial dollarization in the Commonwealth of Independent States

Financial dollarization is widespread among the Commonwealth of Independent States (CIS) economies,
although with significant cross-country differences. The use of foreign currencies as a store of value was
a result of very high inflation that followed the introduction of national currencies in the early years of
transition. Even though the extreme turbulences that characterized this early period have now disap-
peared, the memory of pastinflation has been reinforced by periodic bouts of macroeconomic instability
across the region. This high inflation volatility has contributed to the persistence of financial dollariza-
tion, as confidence in national currencies remains fragile. Foreign-currency assets provide an alternative
for savers in the absence of other instruments that provide a hedge against inflation. In the CIS, high lev-
els of financial dollarization are often associated with lower financial sector development (figure IV.2.1).

Figure IV.2.1

Foreign-currency deposits and total deposits in the CIS, as of end-2014
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Further drivers of dollarization often include limited exchange-rate flexibility and a policy bias
against depreciation, as they introduce asymmetric risks for holders of foreign assets. Expectations of
further depreciation of the national currency can also be a factor promoting higher levels of financial dol-
larization. In Kazakhstan, for example, the currency devaluation in February 2014 was initially followed
by a period of exchange-rate stability. However, given the dynamics of oil prices and the depreciation
of the currencies of major trading partners in the region, there was a widespread belief that the tenge
would weaken further.? As a result, the ratio of deposits in foreign currency to total deposits—which
had remained roughly stable at about 30 per cent, up to the second half of 2013—started to pick up
and increased to 53 per cent in March 2015. Nevertheless, in comparison with other Central Asian econ-
omies, Kazakhstan had made rapid progress in reducing financial dollarization since 2001 and, until the
2007-2008 crisis, had registered better macroeconomic performance. This phase of de-dollarization took
place in a context of rapid financial development but with limited presence of foreign banks, which often
promote the use of foreign currencies in their countries of operation.

Remittances inflows are also seen in the literature as contributing to financial dollarization in the
banking sector. In some countries in Central Asia and the Caucasus, remittances are very large relative to

(continued)
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GDP and have exhibited a generally increasing trend. In these countries, financial dollarization is particu-
larly significant. In Tajikistan, for example, remittances represent almost half of GDP and the country also
has the largest ratio of foreign-currency deposits to total deposits, at about 70 per cent (figure 1V.2.2).

Figure IV.2.2
Remittances and foreign-currency deposits in the CIS, as of end-2014
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The banking sector also plays an important role in driving dollarization. For example, in countries
where a significant part of deposits are held in foreign currencies and banks have often limited access to
long-term funding in domestic currencies, banks seek to avoid currency mismatching by lending in for-
eign currencies. Therefore, a close correlation between deposit and loan dollarization can be observed
(figure 1V.2.3). The fact that banks charge higher rates on loans in local currency in order to offset the risk
of depreciation also perpetuates financial dollarization.

National currencies in the CIS have experienced large depreciations since late 2014. The sharp fall
of the Russian rouble and the weakening of commaodity prices have prompted significant exchange-rate
declines. As a result, loans denominated in foreign currencies have become more expensive in national
currency terms. These loans are sometimes provided to borrowers who do not have foreign-currency
earnings and, therefore, are likely to face increasing difficulties to service their debt, especially in the
context of declining or slow growth in real earnings. Thus, currency depreciation might translate into
arise in non-performing loans, putting additional pressure on the banking system in the region. At the
moment, such risks appear to be higher in Azerbaijan, Belarus, Kazakhstan and Ukraine.

Dollarization is an important policy concern since the use of foreign currency reduces the demand
for national currency and, therefore, seigniorage revenue. Moreover, it has major implications for the
conduct of monetary policy and financial stability. It restricts the efficiency of the monetary transmission
mechanism by weakening the interest-rate pass-through from policy to market rates. In this context,
exchange rates acquire more importance for monetary policy than interest rates. At the same time, the
presence of large public and private foreign-currency liabilities leads to “fear of floating”, as the impact of
currency depreciation on the balance sheet can pose a threat to financial stability. It may also strengthen
the effect of exchange-rate variations on inflation.

International experience, including that of the CIS countries, shows that financial dollarization can
persist long after sustained declines in inflation. De-dollarization would require a monetary policy that

(continued)
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Figure IV.2.3
Shares of foreign-currency deposits and loans in the CIS, 2015
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ensures price stability, while allowing for some exchange-rate flexibility to discourage taking risks in for-
eign currencies. The development of deeper financial markets would also contribute to the increased use
of national currencies. Prudential banking regulations to reduce the relative attraction of foreign-cur-
rency assets, such as differential reserves and provision requirements, can also be useful instruments,
provided they are accompanied by supportive macro conditions. By contrast, outright administrative
restrictions may have a damaging impact on policy credibility and entrench negative expectations re-
garding national currencies’ values.

Developing economies

Aggregate growth of developing economies further slowed in the past year amid lower
commodity prices, large capital outflows and increased financial market volatility. On av-
erage, GDP in developing countries grew by 3.8 per cent in 2015, down from 4.3 per cent
in 2014 and only about half the rate recorded in the period 2004-07. The severe slowdown
in developing countries since 2011 reflects both cyclical and structural factors, with po-
tential growth estimated to be significantly lower than before the global financial crisis.
In the near term, the external environment for developing countries is expected to remain
challenging in the face of subdued import demand in developed economies and elevated
global financial risks. In addition, many large developing countries (such as Brazil, China
and South Africa) are grappling with structural economic challenges, including a sharp
downturn in productivity growth. This implies that any growth recovery in the outlook
period will likely be modest. In the baseline forecast, average developing-country growth
is projected to strengthen to 4.3 per cent in 2016 and 4.8 per cent in 2017. Even as China’s
economy will likely continue to slow, East and South Asia will remain the world’s most
dynamic and fastest-growing regions. The gap with other regions is, however, expected to
narrow as growth in Africa, Western Asia and Latin America is set to gradually recover.
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Africa: domestic demand drives accelerating growth

Economic growth in Africa has reached 3.7 per cent in 2015, about the same level as in
the previous year (excluding Libya), underpinned by private consumption and investment.
Government spending, in particular on infrastructure projects, has also been positively
contributing to growth over the period. However, the external balance has negatively im-
pacted growth in 2015 because of weak demand and volatile commodity prices, although
this impact is expected to soften in 2016. With forecasted growth of 4.4 per cent, the
prospects for Africa for 2016 look relatively favourable, despite the uncertainty in the glob-
al economy and the weakening of oil and commodity prices. The growth momentum is
set to continue, underpinned by increasing domestic demand, coupled with an improving
regional business environment, improving macroeconomic management, increasing public
investment (especially in infrastructure), a buoyant services sector and increasing trade and
investment ties with emerging economies.

East Africa maintained the highest growth rate in the region, at 6.2 per cent in 2015,
with a projected increase to 6.8 per cent in 2016. Growth decreased relative to 2014 as a
consequence of lower growth in Ethiopia. However, the political uncertainties and insta-
bilities in Burundi and South Sudan and terrorism threats in Kenya and Somalia have
weighed on the subregion’s growth.

Growth in West Africa decreased to 4.4 per cent in 2015, based on a considerably
lower growth rate in Nigeria, following a weaker oil sector and the uncertainty caused by
the elections of March 2015. The consequences of the Ebola outbreak in the most-affected
countries, namely Guinea, Liberia and Sierra Leone, also impacted their growth potential,
although Guinea and Liberia returned to positive growth. West Africa’s growth is projected
to increase to 5.2 per cent and 5.3 per cent in 2016 and 2017, respectively, driven mainly
by the improving economic performance of Nigeria, with its emphasis on the growing
non-oil sectors.

The overall growth rate decreased slightly from 5.7 per cent in 2014 to 3.4 per cent in
2015 in the Central Africa subregion, despite improved performance in the mining sector.
While most countries in the subregion maintained a relatively high growth path, security
concerns in the Central African Republic and the decrease in oil production in Equatorial
Guinea led to a decline in the subregion’s GDP growth. The subregion is expected to expe-
rience a rise in its average growth rate to 4.3 per cent in 2016, mainly driven by investment
in energy and infrastructure, strong performance of the service sector (notably in Came-
roon and Chad), and an increase in oil production, for example, in Chad.

Growth in North Africa accelerated from 2.8 per cent to 3.6 per cent over the 2014-
2015 period (excluding Libya), and is projected to increase further to 4.0 per cent in 2016.
The positive developments have been helped by some improvements in political and eco-
nomic stability in the subregion, and the subsequent increase in business confidence, espe-
cially in Egypt and Tunisia. The gradual recovery of export markets and improved security
should support growth, especially through tourism. Algeria’s oil production increased for
the first time in eight years and is boosting growth together with the non-oil sectors. Mau-
ritania continues to achieve the highest and steadiest growth in the region, supported by
favourable macroeconomic and structural policies. This was mainly boosted by develop-
ments in the mining and construction sectors, as well as increased private consumption
and investment. Ongoing political challenges in Libya continue to negatively impact both
political and economic governance in the subregion.

Southern Africa’s growth has remained flat at 2.5 per cent in 2014 and 2015, with an
increase to 3.0 per cent and 3.3 per cent forecast over the next two years. The subregion’s
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low growth performance—relative to previous years and also other subregions—was driven
by the relatively poor growth in the biggest economy, South Africa, where weak export
demand and low commodity prices for its key raw materials, as well as electricity shortages,
contributed to the subdued performance. In Angola, GDP growth remained strong despite
low oil prices, as the Government embarks on investing in strategic non-oil sectors such as
electricity, construction and technology. Mozambique and Zambia recorded the highest
growth in the region, driven by large infrastructure projects and FDI in the mining sector,
respectively.

African inflation ticked up to 7.5 per cent in 2015, but is forecast to decrease to 6.7
per cent in 2016 and 6.3 per cent in 2017. Inflationary pressure was reduced by lower glob-
al oil prices and the continuing fall of food prices (estimated to be 14 per cent for 2015),
while currency depreciations have increased the risk of imported inflation. Public spending
in Nigeria in the lead-up to the elections also contributed to inflationary pressure in the
subregion, together with the pressure on the naira caused by the lower oil prices. Inflation
in West Africa is expected to remain at about 8.4 per cent in 2016 and 2017. In other sub-
regions except North Africa, inflation rates increased in 2015 as well, driven by weather-
related shocks, currency depreciations and the removal of subsidies.

The fiscal deficit of Africa increased from 5.1 per cent of GDP in 2014 to an estimat-
ed 5.6 per cent of GDP in 2015 (figure IV.4). The continued decline of oil prices and vol-
atile commodity prices reduced fiscal revenue in most of the African countries, while high
spending on infrastructure and higher spending in the lead-up to elections contributed to
increased expenditure in some countries.

Figure IV.4
Africa: average budget balance as a share of GDP by subregion, 2012-2016
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The low oil prices have reduced public revenue in oil-exporting countries such as
Algeria, Angola, Nigeria and Sudan. At the same time, increased spending for large public
investments, continued subsidies for basic goods, in Morocco and Tunisia, for example, and
election-related expenditure in Morocco have continued to exert pressure on public expend-
iture. In West Africa, the widening deficit was driven by the deterioration of fiscal balances
mainly in Ghana and Nigeria. In Nigeria, the impact of low oil prices on fiscal balances is
limited because of the use of buffers from oil-revenue savings and improved performance
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of non-oil sectors. In East Africa, the deficit deterioration is mainly a reflection of expan-
sionary fiscal policies in Ethiopia, Kenya, Madagascar, Uganda and the United Republic of
Tanzania. The deterioration of the fiscal balance was greatest in Central Africa, where the
deficit widened from 3.1 per cent to an estimated 4.6 per cent, driven by expansionary fiscal
policies, including infrastructure development in Cameroon, Chad and Equatorial Guinea,
as well as election spending in Chad.

Africa’s current-account deficit increased to 5.0 per cent of GDP in 2015, with all eco-
nomic groupings and subregions reporting a current-account deficit. This was driven to a
certain extent by the declining oil prices. Oil-exporting African countries recorded a deficit
of 2.1 per cent of GDP in 2014, the first deficit since 2009. In 2015, the deficit increased to
5.1 per cent. For oil importers, the low oil prices led to a narrowing of the deficit. Among
the subregions, the current-account deficit was the largest for Central Africa (8.1 per cent),
followed by East Africa (7.4 per cent) and Southern Africa (5.7 per cent).

The expected improvement in the economic performance of the euro area will have a
positive influence on current-account balances of African countries in 2016 and 2017. The
depreciation of major currencies will also assist in promoting exports. However, the reli-
ance of many African countries on imports, particularly capital goods, and the faster rate
of growth of imports relative to exports may exacerbate external balances (box IV.3). At the
same time, the slowdown in China’s growth has also been a concern for African countries,
given the increasing importance of the Chinese market. Africa’s exports to China are still
dominated by commodities, although manufacturing exports have increased in importance
in the last five years (figure IV.5).

Figure IV.5
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The falling oil and commodity prices drew down the international reserves of Afri-
can countries to an estimated 15.8 per cent of GDP in 2015, down from 17.1 per cent in
2014. The oil-price decline also impacted the net debt of Africa, which increased from 5.8
per cent in 2014 to an estimated 9.9 per cent of GDP in 2015, compared to 2.9 per cent in
2013. From 2014 to 2015, total gross debt for Africa increased from 22.9 per cent to about
25.7 per cent of GDP.
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Box IV.3
Africa’s resource exports and product imports: the untapped potential

of value-added production

Intermediate products accounted for 60 per cent of Africa’s merchandise imports over the last decade
and significantly contributed to African countries’ growth (United Nations, Economic Commission for Af-
rica, 2015). Over the same decade, intermediate exports have constituted the most dynamic component
of Africa’s exports, mainly driven by fuel and mineral exports.2 Africa’s exports grew from an average of
$84 billion in 2000-2002 to $356 billion 10 years later. However, the region continues to account for only
a minimal proportion of global trade (World Trade Organization and IDE-JETRO, 2011).

The lack of global competitiveness of Africa’s manufacturing sectors and the extent of untapped
potential of domestic value-added production limit the continent’s participation in the global supply
chain. For example, Africa accounted for $3.9 billion—that is, roughly 16 per cent of global cotton ex-
ports in 2012—but only about one tenth of this was cotton fabric. At the same time, the region imported
$0.4 billion of cotton and $4 billion of cotton fabrics, suggesting that the continent was effectively trad-
ing raw cotton for cotton fabrics. Similarly, Nigeria exported $89.0 billion of crude oil but only $5.6 billion
of refined oil products in 2012, while importing $5.5 billion in refined oil (United Nations, Economic Com-
mission for Africa, 2015). Most African countries export the bulk of agricultural intermediates, but with
little domestic processing and value addition. For instance, more than 75 per cent of the cocoa exported
from West Africa is in the form of cocoa beans, the production of which requires far less value addition
than cocoa paste, cocoa butter or chocolate. Overall, African economies import 88 per cent of their inter-
mediates from the rest of the world, with minimal imports from the continent itself. Among intra-Africa
imports, the field is dominated by a handful of players—Algeria, Egypt, Morocco, Nigeria, Tunisia and
South Africa—which account for nearly 75 per cent of the total.

At the sectoral level, intermediate imports are concentrated in a few sectors such as manufactur-
ing, agriculture, mining and quarrying, with manufacturing being the main driver of imported intermedi-
ate demand. Manufacturing intermediates represent more than two thirds of intra-African exports, while
mining and quarrying constitute half of Africa’s intermediate exports to the rest of the world. With Egypt,
Ghana, Kenya, Nigeria, South Africa, the United Republic of Tanzania and Zambia recording gains in their
exports of manufacturing inputs within Africa, there is evidence of enhanced forward linkages with man-
ufacturing firms on the continent. However, the small size of Africa’s trade in intermediates and the geo-
graphical pattern of such trade suggest that there are persistent structural weaknesses in these sectors.

While evidence points to some backward linkages in mining and quarrying (where 25 per cent of
imported intermediates are sourced within Africa), the potential to establish regional value chains (RVCs)
in the textiles or agriculture sectors is still largely untapped, as less than 10 per cent of intermediates
are imported from the region. The extractive industries remain the main channel through which Afri-
can economies are connected to downstream global value chains, and linkages to the regional market
are weak (Organization for Economic Cooperation and Development, 2015g). Most African economies
remain mired in the low end of value chains, supplying raw materials and other intermediates that em-
body very limited domestic value addition (United Nations, Economic Commission for Africa, 2013). This,
in turn, fails to foster the establishment of forward linkages with the domestic economies, resulting in
minimal contributions to employment generation and growth.

The lack of intermediate exports in the manufacturing sector mirrors the persistently low intra-
industry trade in the region, and points to the low levels of African economies’ integration into regional
and global production networks. Most African countries continue to have poorly diversified structures
of production and have experienced premature de-industrialization, which further curtails the scope for
intra-industry trade.

African countries should thus develop and strengthen RVCs, as intra-African trade represents a
promising avenue to support industrialization. The experiences of selected African countries suggest
that an appropriate policy framework focused on enhancing industrialization could go a long way in
fostering value-added production in downstream activities, even in extractive industries. For instance,
Botswana has managed to foster the emergence of a viable diamond cutting and polishing cluster that
employs several thousand workers. Similarly, small and medium-sized Mozambican enterprises have en-
tered the aluminium value chain that is centred on the Mozal smelter.
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The weak recovery of the global economy continues to pose a challenge for Africa’s
economic performance through its impact on trade, investment and remittances. At the
same time, however, solid performances by the most dynamic export markets for African
countries—India and Africa itself—may buffer the impact on trade. Low oil prices continue
to pose a challenge, especially for oil-exporting countries, although they have been generally
beneficial for oil importers. The depreciation of major African currencies, while possibly
beneficial for exports, puts pressure on monetary stability through imported inflation.

While FDI flows are expected to remain steady at about 3 per cent of GDP, monetary
policy decisions by the Fed present a risk in the medium term. The low interest rates and
therefore returns in both the United States and the European countries have increased inves-
tors’ appetite for emerging markets. The likely rate increase by the Fed may divert invest-
ment flows from emerging markets back to developed countries, also negatively affecting the
African economies. This presents a risk, particularly for those countries that have introduced
sovereign bonds as an alternative source of finance, such as Gabon, Ghana and Zambia.

At the regional level, economic performance continues to be hampered by weather-re-
lated shocks. Droughts in East Africa in particular remain a challenge to the agricultural
sector, which is still the main employer on the continent. As a consequence, poor harvests
could also increase the risk of inflation through higher food prices in the drought- or
flood-affected countries. Security in some African countries also remains an issue. Security
concerns in Egypt and Tunisia have already had a negative impact on income from tourism.
The continuing presence of Boko Haram in West Africa and political unrest in countries
such as Burkina Faso and Burundi, and more recently Mali, can be a source of domestic
disruption and instability, leading to a decrease in investment in these countries.

East Asia: despite a weaker-than-expected performance
the region drives global growth

Given the subdued growth in most developed countries, domestic demand in East Asian
economies continues to play an important role in driving growth. The tepid performance
of the export sector is a key factor behind lower-than-expected GDP growth in 2015. With
policy support, primarily from the fiscal side, GDP growth is projected to accelerate in
2016 in most of the region’s major economies, while China continues on a slower growth
path as it seeks to achieve more sustainable growth. In aggregate, East Asian economies
are expected to grow by 5.6 per cent in 2016, similar to 2015, but down from an annual
average of 6.3 per cent in 2012-2014. Excluding China, however, growth is expected to
rebound to 4.1 per cent in 2016, from an estimated 3.4 per cent in 2015. Consumer price
inflation is at a multi-year low for major economies in the region, with the most notable
exception being Indonesia. As reflected in wider budget deficits, fiscal policy has generally
become more expansionary, with scaled-up health and infrastructure spending and stimu-
lus focused on jobs and small and medium-sized enterprises. Further monetary support is
expected to remain limited owing to already-low policy rates and anticipated increases in
the United States interest rates. Financial market and exchange-rate volatility increased in
August 2015, amid concerns about China’s outlook as well as the expectation of a United
States interest-rate hike. The weakening of the region’s currencies against the United States
dollar poses risks for external debt (United Nations, Economic and Social Commission for
Asia and the Pacific, 2016), and so far has done little to lift the region’s exports. Capital out-
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flows could lead to further volatility in asset markets, but bank capital and foreign-currency
reserves in most economies seem adequate, based on Basel standards and import cover.?

China’s economy is estimated to have grown by 6.8 per cent in 2015, down from
7.3 per cent in 2014. Growth is likely to have further moderated in the second half of the
year owing to weaker exports and restrained investment as the country is working through
excess inventories in the property market and overcapacity of heavy industries. Local gov-
ernment spending has also been constrained by fiscal drag resulting from the restrictions on
bank lending to local government financing vehicles and reduced land sales revenue (even
though revenue has shown signs of recovery in the second half of 2015). Consumer spend-
ing continues to expand, despite corrections in real estate and equity markets, but retail
sales growth has slowed down compared to previous years. GDP growth is expected to
ease further to 6.4 per cent in 2016. The Republic of Korea’s economy is estimated to have
grown by 2.6 per cent in 2015, down from 3.3 per cent in 2014, as net exports have declined
significantly (figure IV.6). The decline in exports is closely linked to the slowdown of the
Chinese economy given the Republic of Korea’s high trade exposure to China. However, as
consumer and business sentiment began to improve in the second half of 2015 and a $20
billion fiscal stimulus was announced in mid-2015, GDP growth is expected to improve to
3.0 per cent in 2016.

Figure IV.6
East Asia: contributions of expenditure components to real GDP growth,
January 2014-June 2015
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Growth estimates for 2015 have been revised downward from the previous forecasts
for the majority of Association of Southeast Asian Nations (ASEAN) economies, with the
notable exceptions of Myanmar and Viet Nam. Myanmar is projected to have grown by 8.4
per cent in 2015, driven by new investments, rapid credit growth and higher government
spending. Viet Nam is expected to grow by 6.4 per cent in 2015 as consumer spending
recovered and manufacturing exports remained strong. Similar levels of GDP growth are

2 For further discussion on reserve adequacy, see International Monetary Fund (2011) and Williams

(2005).
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foreseen for the two economies in 2016, as the aforementioned contributing factors should
remain at play.

The Indonesian economy is estimated to have grown by 5.1 per cent in 2015, as
commodity exports and investment remained subdued and consumer spending was hit by
higher-than-expected inflation. Expected improvement in investment and lower inflation
should lift GDP growth to 5.4 per cent in 2016. Thailand’s economy is projected to have
grown by 2.5 per cent in 2015, up from 0.9 per cent in 2014 when growth stalled amid polit-
ical unrest. Prolonged weakness in exports held back growth even as government expendi-
tures rebounded. Consumer spending is constrained by household debt and lower farm
incomes due to drought. A fiscal stimulus announced in September 2015 and the upcoming
large infrastructure projects are expected to improve Thailand’s growth prospect.

Malaysia’s economy is estimated to have grown by 4.5 per cent in 2015, down from 6
per cent in 2014, as exports fell, largely in the commodity sectors, and private investment
growth slowed. Consumer spending held up well, despite softening after April 2015 when
a new goods and services tax came into effect. A modest recovery in exports and ongoing
investment aimed at upgrading industry and infrastructure should support stronger growth
during the outlook period. The Philippines’ economy—one of the better performers in
ASEAN—is estimated to have grown by 5.8 per cent in 2015, as consumer spending and
investment remained robust. Weak exports of goods are partially offset by exports of servic-
es, including business process outsourcing. Continued strong domestic demand and public
spending that typically precedes elections should lift the Philippines’ growth. Singapore is
estimated to have grown by 2.3 per cent in 2015 as services and construction growth partly
offset manufacturing contraction. Investment will pick up speed in 2016-2017 and play an
elevated role in lifting Singapore’s growth.

Outside of ASEAN, weak performance of the export sector has significantly slowed
down the GDP growth rate of Taiwan Province of China to 1 per cent in 2015—one of the
lowest in the region. While projected to grow at a higher rate of 2.3 per cent, output growth
of the Hong Kong Special Administrative Region (SAR) of China has also been hit by weak
export performance in 2015. A moderate export recovery during the forecast period, cou-
pled with continued steady private consumption growth, is expected to moderately improve
the growth outlook of both economies.

Among major economies, the official unemployment rate is generally low, in the range
of 1 to 4 per cent, except in Indonesia and the Philippines where it stands near or above 6
per cent. The jobless rates for those aged 25 to 29 are much higher, ranging from 4.5 per
cent in Thailand to 21.5 per cent in Indonesia. The share of unpaid family workers and
own-account workers in total employment remains high, ranging from 21.3 per cent in the
Republic of Korea to 61.5 per cent in Viet Nam, based on International Labour Organiza-
tion estimates. Reflecting low wages and low productivity, two thirds of the employed in
Indonesia and the Philippines earn below $4 a day. For East Asian economies to rebalance
towards domestic demand (without relying too heavily on debt), it is important to improve
labour’s share in total income, which has declined or remains low in some economies (Unit-
ed Nations, Economic and Social Commission for Asia and the Pacific, 2016; and Interna-
tional Labour Organization, 2013).

Consumer price inflation is expected to pick up to 2.2 per cent in 2016 from an esti-
mated multi-year low of 1.6 per cent in 2015, in line with stronger economic activity in the
majority of the region’s economies and a modest rise in global oil prices. In 2015, economies
such as Singapore, Taiwan Province of China and Thailand experienced mild headline
deflation. Against the backdrop of low oil and commodity prices, inflation was below the
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Figure IV.7
East Asia: selected vulnerability indicators
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central bank’s target band in many major economies, with Indonesia being a notable excep-
tion. Core inflation declined in the Philippines, albeit from a high base, and in Thailand,
in line with weak domestic demand, but was stable in China and the Republic of Korea. In
contrast, inflation remained relatively high in Indonesia and accelerated in Malaysia, owing
to the phase-out of fuel subsidies, sharp depreciations against the United States dollar, plus
import restrictions in the former and a new consumption tax in the latter.

Monetary policy has been generally accommodative, although real interest rates have
returned to positive territory in all countries, owing to low inflation. In response to weak-
ening domestic demand, the central banks of China, the Republic of Korea and Thailand
lowered their policy rates more than once in the first half of 2015; in China and Thailand,
policy rates are now at a record low of 1.5 per cent. China reduced reserve requirements
and injected liquidity into the banking system through open-market operations and refi-
nancing facilities to support liquidity, which has roughly offset the decline of foreign-ex-
change deposits, a major source of liquidity. After a hike in response to the fuel subsidy cut
announcement, Indonesia’s central bank returned its policy rate to 7.5 per cent, while loos-
ening macroprudential measures to support lending for housing and car purchases. Central
banks in Malaysia, the Philippines and Viet Nam kept their benchmark rates unchanged
in 2015. Further monetary easing is expected to be limited due to anticipated increases in
the United States interest rates, low policy rates, and high household debt and asset market
speculations in some of the region’s economies.

Fiscal policy stances have become more expansionary amid slowing economic growth.
There is room to do even more as public debt levels are relatively low in a majority of the
region’s economies. Indonesia, the Republic of Korea and Thailand introduced stimulus
packages or countercyclical measures in 2015. All major economies except Malaysia had
wider budget deficits in 2015 compared to 2014, due to higher social and infrastructure
spending, although the deficits also reflected weaker natural resource revenues and, in
some cases, general taxation revenues. Both Indonesia and the Philippines increased their
deficit targets in 2015 to accommodate higher infrastructure investment and social service
spending, although budget disbursements were often delayed. In contrast, the fiscal deficit
narrowed in Malaysia, in line with its target to balance the budget and lower debt by 2020.
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Regardless of the fiscal stance, countries are reprioritizing expenditures, as seen in recent
fuel subsidy reforms in Indonesia and Malaysia. Countries are also strengthening their tax
revenues. Malaysia introduced a 6 per cent goods and services tax in April 2015. Thailand
will introduce an inheritance tax in early 2016. China is introducing the value added tax
(VAT) to more sectors—replacing the existing turnover tax—and plans to introduce a
nationwide residential real estate tax.

East Asia’s trade and currentaccount surpluses have narrowed since the global finan-
cial crisis that began in 2008. In 2015, exports remained weak, given the persistently moder-
ate economic recovery in most developed countries and the continued slowdown in China—
a top export destination. Net exports weighed on GDP growth in most of the region’s bigger
economies. Lower global oil prices have substantially reduced oil and gas revenues in Bru-
nei, Indonesia, Malaysia and Papua New Guinea. Short-term external debt is particularly
high in Malaysia, at 33 per cent of GDP as of end-2014 (figure IV.7). This poses risks,
especially in the context of much narrower current-account surpluses and tighter global
financing conditions. Larger capital outflows could lead to volatility in asset markets, but
regional banks are well capitalized and foreign-currency reserves are adequate. In addition
to the Chiang Mai multilateral swap arrangement of ASEAN+3 members,? East Asia has
a number of bilateral swaps, which in the case of Indonesia and Malaysia are equivalent to
about a third to nearly half of their own reserves (United Nations, Economic and Social
Commission for Asia and the Pacific, 2015a).

Risks to the regional forecast remain largely on the downside. One key risk is the
possible acceleration of the slowdown of the Chinese economy. Stabilizing China’s growth
would require the rebalancing of the economy towards consumption and managing the
challenges associated with the rapidly rising private debt. From a longer-term perspective,
the ageing population and the fact that China is now crossing the Lewis Turning Point—
meaning that room for productivity gains through rural-urban migration is increasing-
ly limited—will also pose considerable challenges. The Government’s announcement of
ending the one-child policy in October is a welcome step towards addressing the demo-
graphic challenge, but its effects will remain limited in the short and medium run. The
direct impact of a sharper-than-expected slowdown in China on East Asia would be mainly
felt through the trade and investment channels, given the close trade linkages and rising
Chinese investment in the region. Another key risk is the possibility of excessive market
reactions to the pending rate hike in the United States, which could result in further depre-
cations of East Asia’s currencies, significant capital outflows, and tightening of the liquidity
conditions in the region. However, since the market has already internalized some of the
anticipated interest-rate differentials in 2016 and the rate rise is expected to be modest, the

short-term impact of the rate hike is likely to be limited.

South Asia: growth expected to strengthen, driven by
private consumption and investment
Economic growth in South Asia is projected to accelerate in 2016-2017, contingent upon

steady progress on domestic policy reforms. South Asia’s GDP is expected to grow by 6.7

3 The +3 members of the Association of Southeast Asian Nations (ASEAN) are China, Japan and the
Republic of Korea.
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Box IV. 4
The potential impact of monetary policy normalization in the United States
on Asia and the Pacific

As the economy of the United States of America regains growth momentum and labour market indica-
tors improve, market expectations of imminent yet gradual increases in the federal funds rate are almost
universal; the only difference of opinion is related to their timing. In September 2015, the United States
Federal Reserve estimated that the federal funds rate could rise from the current rate of near zero to 3.4
per cent by end-2018. This will put pressure on other economies to follow suit, although the magnitude
of the rate increase in each economy will be determined by country-specific factors, such as macroeco-
nomic fundamentals and economic growth prospects.

This box examines the potential impact of these likely changes in the monetary policy stance of
the United States on developing Asia-Pacific economies. In the short term, the United States rate hike
could lead to financial market volatility, including further downward pressure on currencies; in the longer
term, it will result in higher borrowing costs, which could be particularly detrimental for small economies
that rely heavily on foreign borrowings.

In recent years, a mismatch between actual and anticipated announcements regarding the di-
rection of United States monetary policy has already affected global risk appetite and led to episodes of
financial turmoil, resulting in large capital outflows, sharp corrections in equity prices and steep currency
depreciations in many Asia-Pacific economies. In mid-2013, amid fears that the United States quantitative
easing programme would be tapered earlier than expected, the Indian rupiah quickly lost 15 per cent
against the dollar, and the currencies of Indonesia, Malaysia, the Philippines and Thailand weakened
by 7-9 per cent. While increases in United States interest rates are widely anticipated, the pace remains
uncertain and the actual announcement could still lead to financial market volatility in some of the re-
gion’s economies. The global stock market sell-off in August 2015, driven largely by concerns over slower
economic growth in China, illustrates how strongly investors sometimes react to developments that have
been generally expected.

A more fundamental, longer-term effect of the United States monetary policy normalization is
higher financing costs for developing economies. It is estimated that a one percentage point increase in
domestic short-term interest rates over 2016, in response to United States interest-rate increases, could
lower annual output growth in eight major Asia-Pacific economies by 0.3-0.7 percentage points.? As
expected, there is a positive association between the size of the estimated impact and the domestic
credit-to-GDP ratio. Economies that are more sensitive to higher borrowing costs, namely China, Hong
Kong Special Administrative Region (SAR) of China, the Republic of Korea and Singapore all have credit-
to-GDP ratios of at least 110 per cent.

While the estimated economic growth impact of higher financing costs in these major economies
is notable, a more worrying case is the impact on smaller developing economies that are particularly
vulnerable to higher interest rates. This includes economies where growth and financial stability could
be negatively impacted by higher borrowing costs, while room for macroeconomic policy responses is
limited.

Lao People’s Democratic Republic, Mongolia and Papua New Guinea are the three Asia-Pacific
countries that rely most heavily on foreign capital to finance their investment needs. During 2012-2014,
these countries had large current-account deficits, ranging, on average, from 16-30 per cent of GDP.P In
these economies, external debt stood at about 80-180 per cent of gross national income in 2013 and debt
service payments were substantial. In Mongolia, debt service amounted to almost 30 per cent of goods
and services exports and primary income in 2013. Since these economies exhibit low foreign-currency
sovereign ratings, borrowing on a non-concessional basis would also incur higher costs amid tighter
global financial liquidity. As credit default risks tend to rise with higher interest rates, a healthy bank-
ing sector is needed to maintain financial stability. However, in Lao People’s Democratic Republic, di-
rect exposure of banks to foreign-currency loans remains high (International Monetary Fund, 2015h).
In Mongolia, a stress test has revealed that some banks have inadequate capital positions in the case of
an economic shock (International Monetary Fund, 2015i). In both countries, banks’ balance sheets have
deteriorated recently after years of rapid credit growth.

(continued)
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In terms of fiscal policy space, the three countries face different situations. According to a joint
IMF-World Bank debt sustainability analysis, the risk of public debt distress in Mongolia is considered
high, with key debt indicators staying above the relevant thresholds for the coming years. In Lao People’s
Democratic Republic, the risk of distress is still moderate, but has risen in recent years and the public debt
profile is highly sensitive to currency depreciation. In contrast, Papua New Guinea appears to have a more
comfortable fiscal position (International Monetary Fund, 2014b; 2015j). In the case of an adverse shock,
such fiscal space can be used to implement countercyclical measures, such as temporary tax reductions
for households and small businesses that face higher debt burdens.

Taken together, rising international interest rates in the coming years tend to affect economies
such as Lao People’s Democratic Republic and Mongolia more than others because of the high degree of
exposure and the limited room for fiscal policy response. As both economies are commodity exporters,
their near-term growth outlook is further constrained by lower global prices of primary commodities and
sluggish import demand from China.

per cent in 2016, up from an estimated growth of 6.0 per cent in 2015.# The improved out-
look is likely to be broad-based. In most economies, including Bangladesh, India, Pakistan
and Sri Lanka, strong private consumption will continue to be the main driver of growth,
offsetting relatively tight fiscal policies and subdued exports. Consumer spending will be
supported by low commodity prices, moderate inflation, steady employment growth (espe-
cially in the service sector), and rising workers’ remittances. Some country-specific factors,
such as the lifting of international sanctions against the Islamic Republic of Iran and recon-
struction spending in Nepal, are also expected to help growth during the outlook period. A
significant downside risk for the region is deteriorating market confidence, should progress
on policy reforms fall short of expectations. Given the limited room for expansionary fiscal
policy responses, any adverse shock, such as lower-than-average monsoon rainfalls, could
have a sizable negative impact on output growth.

South Asia’s estimated growth of 6.0 per cent in 2015 is marginally lower than the
2014 growth of 6.4 per cent, but well above the average growth rate of 5.0 per cent recorded
in 2011-2013. As in recent years, growth in 2015 was largely driven by domestic demand.
Private consumption and investment were supported by relatively stable macroeconomic
conditions and easier monetary policy in several countries, including India and Pakistan.
Real exports, which account for a relatively small proportion of GDP in most countries,
performed poorly amid subdued demand in major trading partners. India’s economy, which
accounts for over 70 per cent of the regional GDD, is projected to grow by 7.3 per cent in
2016 and 7.5 per cent in 2017, slightly up from an estimated 7.2 per cent in 2015. The mac-
roeconomic environment in India has improved notably over the past two years, helped by
the sharp decline in the prices of oil, metals and food. Consumer and investor confidence
has risen even as the Government faces difficulties in implementing its wide-ranging reform
agenda. In other economies such as Bangladesh, Pakistan and Sri Lanka, robust consumer
spending, supported by lower energy prices and strong remittance inflows, continues to
drive the expansion of service sectors, in particular domestic trade activities. In the Islamic
Republic of Iran, the removal of international sanctions is expected to provide a boost to
economic activity, with oil production and exports forecast to recover gradually. In Nepal,
growth is projected to be supported by reconstruction efforts, following the devastating

4 The regional averages for GDP growth and consumer price inflation are based on data for the follow-
ing countries: Bangladesh, India, the Islamic Republic of Iran, Nepal, Pakistan and Sri Lanka.
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earthquake in April 2015; however, the damage caused to critical infrastructure will contin-
ue to negatively impact economic activity in 2016. In Bhutan, economic growth is expect-
ed to strengthen following the construction of large-scale hydropower projects. Given the
highly cyclical and volatile investment patterns in the hydropower sector, the authorities in
Bhutan face the challenge of stimulating investment in the productive non-hydropower and
non-construction sectors, while also improving the overall capital efficiency.

Available data point to generally stable labour markets in South Asia although
high-frequency data is limited. Moreover, official data does not fully reflect labour market
developments across the region. In India, official labour market surveys indicate signif-
icant employment gains in the industrial sector in late 2014 and early 2015, driven by
strong performances in the textile and information technology sectors. In Sri Lanka, total
employment expanded by 1.7 per cent in the first half of 2015 (year on year), while the
unemployment rate remained relatively low at 4.5 per cent. During this period, average real
wages rose by about 4 per cent, with even faster gains for agricultural workers. By contrast,
in Bangladesh and Nepal, nominal wages are estimated to have increased at about the same
rate as consumer prices, resulting in a stagnation of real wages. In the Islamic Republic of
Iran, the unemployment rate has been in double digits for the past several years, standing at
10.8 per cent in mid-2015. For all countries with available data, unemployment rates were
significantly higher among women than men. This is a concern given that the labour force
participation rate is much lower among women. Given the high number of new labour
market entrants each year, employment pressures will remain significant even as economic
growth in South Asia gains further strength in the forecast period.

As a net oil-importing region, South Asia has seen reduced inflationary pressures
owing to the sharp decline in international oil prices. Average consumer price inflation
slowed from 8.2 per cent in 2014 to 6.2 per cent in 2015, the lowest level in more than a
decade. All of the region’s economies recorded a decline in inflation. Besides the sharp drop
in international oil prices, the reduction in inflationary pressures can also be attributed to
domestic factors such as robust harvests, some easing of supply-side bottlenecks, and decel-
erations in rural wage growth. The relative importance of these factors varies from country
to country, as does the extent of the decline in inflation. In India, Pakistan and Sri Lanka,
inflation rates have fallen significantly and upward price pressures are expected to remain
limited in the short run. According to the forecasts, South Asia’s average inflation rate in
2016 will be below the average GDP growth rate for the first time since 2006 (figure I'V.8).

Lower inflation has allowed for monetary policy easing in several economies. The
policy interest rates have been cut by 50 to 300 basis points in India, Nepal, Pakistan and
Sri Lanka in the first three quarters of 2015 as central banks aim to support credit growth
and boost economic activity. However, interest rate cuts by the central banks have so far
had limited impact on credit growth, as there has been little pass-through to either bank
lending rates or lending conditions. For example, the Reserve Bank of India reduced the
policy rate by 125 basis points between January and September 2015, but this translated
into much smaller decreases in the base interest rate of the country’s major banks, and
commercial loan growth has not increased during the same period. Available data suggests
stable bank asset quality, even as the level of non-performing loans has remained elevated
in some countries, notably Pakistan. Going forward, monetary policy is projected to remain
accommodative in most countries. The room for further easing is, however, constrained
by an expected pickup in inflation and concerns that rate cuts could further weaken the

domestic currencies and push up the external debt burden.
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Figure IV.8
South Asia: annual GDP growth and consumer price inflation rates, 2010-2017
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Fiscal deficits narrowed to about 3-5 per cent of GDP in most economies in 2015.  Fiscal deficits are
declining owing to lower
oil prices, robust growth
and subsidy cuts

This improvement reflects lower oil prices, stronger economic activity and rationalization of
fuel subsidies in some economies. India abolished diesel subsidies, while Bangladesh, India,
the Islamic Republic of Iran and Nepal reduced subsidies on fuel and/or electricity. These
policy reforms should help to enhance the fiscal space in the region. Nonetheless, fiscal posi-
tions in most economies remain fundamentally weak owing to the small tax base, poor tax
administration, and the large expenditures required for closing the infrastructure and ener-
gy gaps and maintaining internal security. Afghanistan and Bhutan continue to rely heavily
on foreign aid inflows, which account for 70 and 30 per cent of total government spending,
respectively. Looking ahead, fiscal deficits are expected to moderate gradually in most econ-
omies as a result of still low energy prices and stronger economic growth. Fiscal reforms to
boost government revenues would support fiscal consolidation efforts, but such reforms
have experienced delays in most economies amid strong public and political opposition.

Merchandise exports were generally weak owing to subdued demand in the major ~Weaknessin
merchandise trade

trading partners. Intraregional trade is relatively small. Most economies in the region saw -
persists

their export revenues decline in 2015. In India, the dollar value of exports in the first three
quarters of 2015 fell by 15 per cent from a year ago and was at the lowest level since 2010.
In addition to sluggish external demand, this decline also reflects the sharp drop in the
prices of fuel and other commodities and the strong appreciation of the dollar. Despite the
weakness in exports, the trade deficits narrowed in most economies as import bills fell even
more sharply. The performance of service exports, particularly tourism, was mixed. Growth
in overseas visitors to India and Sri Lanka decelerated, while arrivals in Bhutan were more
buoyant. Meanwhile, workers’ remittances continued to increase in all countries where
remittances account for a sizeable proportion of GDP, namely Bangladesh, Nepal, Pakistan
and Sri Lanka. While remittance growth generally slowed, the weaker exchange rates in
these economies (except Bangladesh) have supported household incomes in local currencies.
In the wake of improved trade balances and steady remittance growth, the current-account
balances in South Asia generally improved in 2015. For 2016-2017, a mild recovery in mer-
chandise export growth is projected relative to the low base in 2015 as economic activity in
some major destination markets, particularly the United States and Europe, picks up. Some
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country-specific factors, such as the expected removal of international sanctions against the

Islamic Republic of Iran, are also expected to support export growth.

Western Asia: along with military conflicts, low oil prices weigh
on regional GDP growth

In addition to the ongoing military conflicts, the main factor influencing the region’s econ-
omies during the past year has been the slump in oil prices. This has created very different
prospects for countries, depending on whether they are net oil exporters or importers. But
for the region as a whole, given the weight of oil exporters in regional output, the overall
effect of lower oil prices is negative. Average GDP growth in the region is thus expected
to be weak, estimated at 2.0 per cent in 2015. A partial recovery in countries experiencing
conflicts is expected to help GDP growth to accelerate to 2.4 per cent in 2016, even though
this remains very weak when compared with GDP growth figures of the past 15 years. In
2017, oil-exporting economies are expected to benefit from a recovery in oil prices, leading
to a regional GDP growth figure of 3.0 per cent (figure IV.9).

Given the expectations of low oil prices in the near future, growth prospects in oil-ex-
porting countries will largely depend on non-oil economic activities. Despite low oil prices,
a moderate domestic demand expansion is projected in some economies of the Cooperation
Council for the Arab States of the Gulf (GCC), sustained by substantial fiscal spending on
infrastructure. Particularly in Qatar and Saudi Arabia, where financial reserves are suffi-
ciently large, fiscal spending continued to support GDP growth in 2015 and will, to some
extent, do so in 2016. However, fiscal consolidation is expected in most countries, especial-

Figure IV.9
GDP growth by economy groups in Western Asia, 2014-2017
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Box IV.5
The impact of the current oil-price shock on public finances for oil-exporting
countries in Western Asia

Oil prices are of central importance to many Western Asian economies, as oil-exporting countries rely
heavily on oil revenues to fund their budgets. The share of oil revenues in national budget revenues
ranges from 31.9 per cent in Qatar to 91.5 per cent in Irag.? As a share of gross domestic product (GDP),
oil revenues range from 14.6 per cent in Qatar to 59 per cent in Kuwait.

Given the strong dependence on oil-export revenues, the current oil-price slump has severe im-
plications. The consequent strain on Arab oil exporters’ public finances can be assessed by comparing
the Brent oil price of $43 per barrel (pb) (as of 16 November 2015) to the International Monetary Fund
(IMF) 2015 projections of countries’ fiscal break-even oil price: Kuwait, $49.1 pb; Qatar, $55.5 pb; United
Arab Emirates, $72.6 pb; Oman, $94.7 pb; Saudi Arabia, $105.6 pb; and Bahrain, $107.0 pb (International
Monetary Fund, 2015m). As a result of subdued oil prices, all these oil-exporting economies are expected
to register fiscal deficits in 2015 (figure IV.5.1).

Figure IV.5.1
Western Asia: budget balance for selected oil-exporting countries, 2012-2016
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At the same time, oil subsidies are also relatively high in the region, amounting to approximately
8.6 per cent of the regional GDP (Sdralevich and others, 2014), compared with only 2 per cent at the glob-
al level. Although the phenomenon prevails in oil-importing countries as well, the GDP share of subsidies
tends to be higher in oil-exporting countries. In terms of actual subsidy per capita, the five highest levels
in 2013 were observed in countries of the Cooperation Council for the Arab States of the Gulf (GCC): Qatar
$2,853; Kuwait, $2,721; United Arab Emirates, $2,378; Saudi Arabia, $2,155; and Bahrain, $1,888 (figure
IV.5.2). The specific combination of subsidized products differs across countries, but they generally focus
on food and oil products. The region’s average fossil-fuel subsidization rates are also among the highest
in the world, ranging from 53.3 per cent in Iraq to 78.5 per cent in Qatar.?

Against this backdrop, oil-exporting economies in Western Asia have different options, depend-
ing on their specific macroeconomic conditions. First, they may tap into their sovereign wealth funds
(SWF). However, even though all oil-exporters have SWFs,€ only Saudi Arabia has sufficient buffers (5660
billion) that would allow it to cover approximately 5.3 years of the projected 2015 fiscal deficit (Inter-
national Monetary Fund, 2015n). Indeed, the country is exercising this option, as Saudi Arabia’s SWF is
projected to shrink by $94.4 billion in 2015.

(continued)

Source: Economist
Intelligence Unit. Data for
2015 and 2016 are forecast.
Note: Budget balance is
defined here as central
government receipts minus
central government outlays.
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Box IV.5 (continued)

Source: International Energy
Agency (2014b).

Source: UN/ESCWA.

a Latest IMF Article IV
Consultations (International
Monetary Fund,

2015k; 2015I).

b Average fossil-fuel
subsidisation rate is defined
as the average fossil-fuel
subsidy as a share of the full
cost of supply (International
Energy Agency, 2014b).

c See Sovereign Wealth Funds
Asset Map, available from
http://www.swfinstitute.org/
sovereignwealthmap.html.
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Figure IV.5.2
Top 10 countries in the world with the highest fossil-fuel subsidy per capita, 2013

Dollars per person

3000
P I R
2000 - - Q Qe
oM.
(WOEES SEEE REEE [EEEN UM RGN SEh - -
soor- - B - - .-
O’ - T T T T T T T Q
= o v 5 .o < c Koo =i © ‘T (9]

] S c Y -g_Q I s o .© O _S‘ :% = S}

) 2 <0 =l = %) 25y = 2 =

< 2 <vE U< 3 c 3835 -~ &% =3

25 E §23 2 T2

= = >0 g © © @

=) 5 oc a 5 (e=

'_

The second option is to issue debt, which is particularly appealing in the current context of
ultra-low interest rates (and this applies to all countries, given that their currencies are pegged to the
United States dollar). Furthermore, the current levels of debt in the region are generally low: with the
exception of Irag, which has a total debt-to-GDP ratio of 70 per cent, total debt in oil-exporting countries
ranges from 1.2 per cent of GDP in Oman to 44 per cent in Bahrain. The debt option has been considered
by Saudi Arabia, for instance, which has announced that it will issue $27 billion in bonds. Other countries
such as Kuwait and the United Arab Emirates are also considering this option.

The third option is to reduce spending, which raises a number of vital questions. Countries can
postpone large capital projects, similar to what Saudi Arabia is doing with Riyadh’s metro system, or even
delay payments to contractors. However, this option may not suffice and cuts might have to include cur-
rent spending on some existing subsidies. For instance, Bahrain has reduced subsidies on common food
products such as beef and chicken, while Oman is lowering subsidies on rice, flour, and sugar. Cutting
subsidies is arguably the most viable option in the long term, but in the short term it can be politically
challenging, as it may provoke adverse public reactions. For instance, in 2014, Yemen undertook reforms
to cut fuel subsidies, only to be reversed months later owing to a spike in social unrests.

The traditional approach in oil-exporting countries has often been to direct their natural wealth
towards their citizens in the form of granting benefits and privileges (e.g., facilitating job creation for
their nationals, heavily subsidizing oil and food products, or massively investing public funds towards
public goods). These privileges are now at risk, at least partly, adding to pressures on the socioeconomic
models in the region. Therefore, countries will have to strike a delicate balance between the sustainabil-
ity of public finances and sociopolitical stability.

ly in 2016 (box IV.5), as revenues plummet along with lower oil prices, leading to a slower
economic expansion during the forecast period.

In the more diversified economies of the region, macroeconomic prospects are mixed,
despite the positive effect of lower oil prices. In Turkey, GDP growth is estimated to have
slowed down to 2.8 per cent in 2015 and the same rate is projected for 2016. The slowdown
reflects a number of factors, including efforts to consolidate fiscal spending, limited mon-
etary policy space, weaker domestic demand, currency volatility and capital outflows. In
Israel, the economic growth estimate for 2015 has also been revised down, to 2.3 per cent,
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as exports declined in volume, while private demand has been held back by the recent surge
in violence.

Conversely, economic prospects are expected to improve in Jordan and Lebanon dur-
ing the forecast period, even though these economies will continue to be constrained by the
conflict in the Syrian Arab Republic. In Jordan, large infrastructure projects already under
way and expansionary monetary policies will stimulate domestic demand. In Lebanon, the
tourism sector will continue to be an important economic driver, as long as the security
situation does not deteriorate. These economies are also benefiting from positive spillover
effects related to the dynamic non-oil sectors in GCC countries, where many national
emigrants are employed and continue to send remittances and transfer capital, helping to
sustain domestic demand.

Geopolitical turmoil, armed conflict and humanitarian crises remain a heavy burden
for the economies of Iraq, the Syrian Arab Republic and Yemen. In particular, Iraq and the
Syrian Arab Republic are engulfed in conflicts that have led to substantial destruction of
their economic structures. The consequences on public finances (through increased spend-
ing), foreign direct investments and tourism are being felt across the region. In terms of
social capital, the high cost of the conflicts has translated into large amounts of refugees
fleeing to Europe.

The region will continue to register some of the highest unemployment rates among
developing countries. Unemployment figures are not expected to improve during the fore-
cast period, as extremely high structural unemployment, particularly among youth, and
several armed conflicts will require longer-term solutions. In Turkey, for instance, the
unemployment rate reached 10.2 per cent in the second quarter of 2015, almost a full
percentage point higher than one year eatlier. Considering current macroeconomic devel-
opments, including tighter monetary policy and the expected growth in the working-age
population, unemployment is expected to increase in Turkey during the forecast period.

Besides oil, the continued decline in commodity prices—particularly of food items—
has eased inflationary pressures in the region, especially in Jordan and Lebanon. The main
driver of inflation in GCC countries remains real estate assets. Inflation has also been
contained in Iraq despite the armed conflict. Conversely, hyperinflation continued in the
Syrian Arab Republic in 2015 as a direct consequence of the current foreign-exchange con-
straints. Yemen also saw high inflationary pressures as the armed conflict intensified. The
inflation rate is now expected to reach about 22 per cent in 2015. In 2016, the upward
shift in real estate prices in GCC countries is expected to taper off, moderately lowering
consumer price inflation. Inflation in the Syrian Arab Republic and Yemen is expected to
remain high, owing to foreign-exchange constraints and ongoing sociopolitical instability,
which negatively affects supply chains.

Monetary policies in GCC countries have remained unchanged, as most countries
have their currencies pegged to the United States dollar and their monetary policies thus
mirror that of the Fed. The funding cost in terms of three-month interbank money market
rates in GCC countries stayed at about 1.0 percent, although it started to rise slowly in the
first half of 2015. Given that United States interest rates are projected to rise during the
forecast period, the monetary stance in GCC countries is expected to change accordingly.
Falling international commodity prices have created sizeable policy space for monetary
easing in Jordan and Lebanon: the Central Bank of Jordan took monetary easing measures
in February and July 2015, while Banque du Liban, the Lebanese central bank, has also
used monetary stimulus measures to boost domestic demand. In Turkey, monetary policy
is expected to tighten further during the forecast period, given relatively high inflation
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and the persistent depreciation of the Turkish lira (TRY). Between January and September
2015, the TRY lost more than 25 per cent against the dollar.

In oil-exporting countries, fiscal revenues have plummeted as oil prices have dropped,
leading to a process of fiscal readjustment, spending cuts and even reforms of subsidy pol-
icies. In parallel, fiscal consolidation in some countries has also entailed issuance of debt
securities. For instance, Saudi Arabia issued in July 2015 its first sovereign bonds since
2007. Conversely, low oil prices have alleviated balance-of-payment and fiscal constraints in
non-oil-exporting countries, notably Jordan, Lebanon and Turkey. Similarly, Israel has also
reduced its fiscal deficit, helped both by higher public revenues and fiscal consolidation in
2015. However, revenue prospects remain generally weak for both oil-exporting and more
diversified economies. For some countries, such as Jordan and Yemen, direct and indirect
external assistance has become essential to maintaining their capital spending levels.

With the exception of Kuwait and Qatar, countries are estimated to register cur-
rent-account deficits in 2015. Import levels in GCC countries are sustained by the growing
non-oil sector, while exports from GCC countries have weakened, owing to lower oil prices.
The current-account deficits of Iraq and Yemen are estimated to deteriorate significantly,
owing to the continuing armed conflicts. The Syrian Arab Republic remains under severe
foreign-exchange constraints, as the Syrian pound continued to depreciate sharply against
the dollar. At the same time, the current-account deficits are estimated to edge down in
Jordan and Lebanon, as their trade balances are improving and remittances continue to
support the current account.

There are downside risk factors to this outlook. The first is the expansion of conflicts
beyond Iraq, the Syrian Arab Republic and Yemen. The breakdown of social capital due
to the increasing displaced population, as well as the destruction of economic capital, are
fundamental concerns regarding the long-term economic prospects. The second factor is an
abrupt decline in demand for crude oil. Despite the low level of oil prices, global demand
for oil has been increasing only slightly. Concerns are growing about China’s economic
slowdown, which could inhibit oil demand further. This would impact GCC countries’
already weak fiscal positions, as well as business confidence in the region. The third factor
is the effect of United States monetary tightening, which can take two interrelated forms:
first, countries may suffer capital outflows as investors leave riskier markets in search of
rising returns in the United States; second, as many countries have their currency pegged

to the United States dollar, higher interest rates may hinder growth via lower investment.

Latin America and the Caribbean: on a “two-track” growth path

Latin America and the Caribbean entered into a period of economic difficulties amid do-
mestic weaknesses and less supportive external conditions. After experiencing robust growth
during the commodity boom period, with average regional growth above 4.0 per cent per
annum between 2004 and 2013, the region has seen growth fall sharply to 1.0 per cent in
2014 and then a contraction of 0.5 per cent in 2015 (figure IV. 10). The challenging global
context—including lower commodity prices and subdued global trade, the slowdown in
China and the expected normalization of United States monetary policy—is affecting the
region through different channels. As a result, several economies have experienced a dete-
rioration of their terms of trade, with negative effects on their fiscal accounts, investment
prospects and capital inflows. In the outlook period, economic activity in Latin America
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Figure IV.10
Latin America and the Caribbean: GDP growth rates, 2010-2016
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and the Caribbean is projected to expand by only 0.7 per cent in 2016; growth is forecast to
accelerate to 2.7 per cent in 2017, but this recovery is subject to significant downside risks.

This aggregate picture encompasses divergent subregional situations. The economies
of Mexico and Central America are projected to expand by 2.9 per cent in 2016, up from
2.5 per cent in 2015, benefiting from stronger domestic demand and the recovery in the
United States. By contrast, after an estimated contraction of 1.6 per cent in 2015, South
American economies are expected to contract more moderately—by 0.1 per cent in 2016—
with some large economies facing considerable difficulties in narrowing the output gap.
Meanwhile, the Caribbean economies are expected to expand by 3.6 per cent in 2016,
slightly above 2015, benefiting from a strengthening of tourism activity.

Among the largest countries, GDP growth in Mexico is expected to accelerate from
2.3 per cent in 2015 to 2.7 per cent in 2016, owing to a recovery in investment demand and
the strengthening of the United States. In South America, the Brazilian economy is expect-
ed to remain in recession, contracting by 0.8 per cent in 2016 amid continuing weakness in
investment and challenging fiscal and monetary conditions. Argentina is expected to grow
by 1.6 per cent in 2016, while facing strong pressures to implement a fiscal adjustment.
Meanwhile, the economy of the Bolivarian Republic of Venezuela is expected to contract
by 6.0 per cent in 2016, amid serious domestic imbalances and very high inflation. Smaller
economies such as Costa Rica, the Dominican Republic, Guyana, Honduras, Nicaragua
Panama and the Plurinational State of Bolivia are projected to continue to register relatively
robust growth rates in 2016, above 4.0 per cent.

At the regional level, the weakening aggregate demand has been driven by the con-
tinuing fall in investment and, to a lesser degree, by the slowdown in private consumption.
The contribution of gross capital formation to growth, which had been declining for several
years, fell more sharply by the end of 2013. Regional gross fixed capital formation con-
tracted by 1.9 per cent in 2014 and continued to decline in the first half of 2015. Efforts
to stimulate public investment and private-public partnerships across the region in recent
years have not succeeded in boosting private investment. The ongoing weak performance
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of investment is a serious concern because of its adverse impacts on the dynamics of the
business cycle and on the medium- and long-term growth prospects in the region.

The economic slowdown is gradually affecting labour markets across the region, par-
ticularly in South America. Since the second quarter of 2015, unemployment rates have
started to increase visibly, amid lower job creation and decreasing employment rates. Hence,
the regional unemployment rate is expected to increase from 6.0 per cent in 2014 to 6.6 per
cent in 2015, and even further in 2016. This upward trend in unemployment will be driven
by South American economies. For instance, in Brazil the rise in unemployment started
to become visible by early 2015 and it has strengthened since then. In addition, real wages
continue to rise modestly in most countries, which together with the expected increase in
unemployment will constrain households” consumption in the near term. Preliminary data
also point to a gradual deterioration in the quality of employment in the region, illustrated
by an incipient shift from salaried work towards self-employment.

The capacity of Latin American and Caribbean countries to stimulate aggregate
domestic demand is contingent on the space available for countercyclical policies. In this
regard, both fiscal and monetary authorities still seem to have some room for maneuvering,
but external shocks have reduced the space. In particular, the fiscal accounts have deterio-
rated in 2015, owing to a sharp fall in revenues in several economies resulting from lower
commodity prices. For instance, countries such as Brazil, Colombia, Ecuador and Mexico
have implemented important adjustments in public budgets for 2015 and 2016. Meanwhile,
tax revenues have shown signs of recovery in the wake of the reforms implemented by some
countries in the last few years.

Importantly, the higher deficits have not led to an increase in the central government
debt in Latin American economies—estimated at about 34 per cent of GDP—as financing
conditions remain favourable. However, the public debt levels continue to differ greatly
across countries. For instance, the public debt in Brazil is the highest in Latin America,
close to 65 per cent of GDP, and it has continued to rise owing to the economic recession.
At the other extreme, debt levels in Chile, Paraguay and Peru are only about 20 per cent
of GDP. It is important to note, however, that debt in the non-financial public sector has
increased strongly in some countries recently, especially among public sector firms.

In terms of monetary policy, most economies in the region have adopted a coun-
tercyclical approach since 2014. For instance, countries such as Chile, Mexico and Peru
significantly cut interest rates in order to stimulate economic activity. The most notable
exception was Brazil, which continued to raise interest rates in an attempt to contain infla-
tion pressures and capital outflows. Countries that use monetary aggregates as their main
policy instrument in Central and South America experienced faster growth in their mon-
etary base since the second half of 2014. In this context, domestic lending in the region
continued to grow in 2015, albeit at lower rates than in previous years. However, in the near
term, the region—particularly South American economies—will face increasingly complex
dilemmas regarding their monetary stances. In particular, growth remains subdued, while
inflation has visibly accelerated. In addition, expectations over the normalization of the
monetary policy in the United States could increase financial volatility and further reduce
capital inflows. For example, authorities in Chile, Colombia and Peru have already raised
interest rates moderately in recent months.

Overall, the countercyclical monetary policy stance was facilitated by relatively low
regional inflation. In Mexico and Central American countries, inflation remains stable and
low. By contrast, inflation in South American economies has visibly accelerated, mainly
because of the significant depreciation of domestic currencies in several economies. In Bra-
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zil, inflation remains relatively high and above the central bank’s target, but is expected to
slow down gradually in 2016. The extreme case is the Bolivarian Republic of Venezuela,
where consumer price inflation is expected to rise above 150 per cent in 2016, aggravated
by severe macroeconomic imbalances.

The regional economic slowdown, together with the expectation of an interest-rate
hike in the United States, lower commodity prices and the sharp contraction of capital
inflows, have led to a significant depreciation of domestic currencies in Brazil, Chile,
Colombia and Mexico. Mirroring the reduction in capital inflows—including not only
portfolio flows but also foreign direct investments, international reserves have started to
decline. So far, the sharpest declines in international reserves have been observed in the
Bolivarian Republic of Venezuela, Uruguay and Trinidad and Tobago.

In 2015, the value of exports fell for the third consecutive year, dropping by almost
14.0 per cent, owing to the lower commodity prices. In Mexico and Central American
countries exports edged up, benefiting from the recovery in the United States. By contrast,
South American commodity exporters have been seriously affected by the slowdown in
China and the lower prices for minerals and metals. In the first six months of 2015, Colom-
bian and Brazilian exports to China declined by more than 70 and 20 per cent, respec-
tively. The region’s trade balance has deteriorated further in 2015. Overall, the regional
current-account deficit, which stood at 2.7 per cent of GDP in 2014, is expected to have
increased to 3.0 per cent in 2015.

The downside risks to the baseline scenario for the region are a sharper-than-expected
slowdown in China and additional declines in commodity prices. An escalation of global
financial turbulences involving a sharp increase in external financing costs could also affect
the growth outlook for the region. Besides the short-term fluctuations, it seems that the
region will face serious difficulties in the medium-term to return to the economic growth
rates of the previous decade, particularly if commodity prices continue to be subdued.
In chis context, recent progress in some socioeconomic indicators, such as the significant
reduction in poverty, will be difficult to sustain.

Box IV.6
Commodity price volatility and its impacts on Latin American and
Caribbean economies

Since the 2000s, commodity prices have exhibited significant swings. After registering one of the most
intense, long-lasting and broad-based booms in history in the first decade of the 2000s, commodity
markets have subsequently declined sharply. The slump in prices is visible across all commodities (figure
IV.6.1), but it has been felt with greater intensity in energy and metals and minerals, with accumulated
declines of 52.6 and 46.5 per cent, respectively, between 2011 Q2 and 2015 Q3.

The sharp price declines are explained in part by economic fundamentals. The decline of growth
in China has been a key factor. China’s consumption accounts for roughly 11 per cent of global oil con-
sumption, with one third for coal, two thirds for iron ore, and more than half for copper. Large changes
in prices are required to adapt to changes in demand and supply in order to clear the market, due to the
relatively small short-run supply and demand price elasticities of commodities, in particular for energy
and metals.

Speculation is also an important factor behind commodity price movements. Commodities are
playing an increasing role as financial assets, with prices responding to changes in expectations about
future demand conditions, rather than to the actual supply and demand. The growing role of commod-
ities as financial assets is reflected in the growth in activity on commodity future markets, including
commodity derivatives. Between 1995 and 2012, the number of outstanding contracts on commodi-

(continued)
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Box IV.6 (continued)

Source: UN/ECLAC, based on
Pink Sheet Commodity Data,
World Bank, 2015, available
from http://www.worldbank.
org/en/research/commodity-
markets. Growth rates were
computed using geometric
averaging procedure.

Note: Data from 2015 Q3
refers to August 2015.

Source: UN/ECLAC.

Note: The chart depicts
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significant monthly pairwise
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Figure IV.6.1
Average quarterly growth of commodity indices, selected periods between
2000 Q1 and 2015 Q3
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Figure 1V.6.2

Share of statistically significant correlations between commodity indices and
equity indices (returns and volatilities), 1991-2000, 2001-2007 and 2010-2015
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ty exchanges increased from $36.6 million to $182 million for futures, and from $373.6 million to $2.1
billion for derivatives. Similarly, between 1998 and 2014, the volume of over-the-counter commodity
derivative contracts expanded from $4.3 billion to $2.2 trillion (notional amounts outstanding). Currently
commodity derivatives represent less than 0.5 per cent of the total across all asset classes (Financial Con-
duct Authority, 2014). Commodities have also become more closely correlated with traditional financial

(continued)
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assets such as equities. Available evidence indicates that the share of statistically significant monthly
correlations between the returns and volatilities for different commodity indices and equity indices has
increased since the 1990s (figure 1V.6.2).2

The changes in commodity prices have important real and financial effects on Latin America and
the Caribbean. Higher volatility in commodity prices can lead to greater uncertainty regarding world
demand and supply conditions (both of commodities and of economic activity), a postponement of in-
vestment decisions, difficulties for firms in strategic planning, and disruptions and uncertainties in the
implementation of fiscal budgets.

The recent commodity-price declines clearly benefit net-energy-importing countries such as
those of Central America. At the same time, falling commodity prices are detrimental to commodity-ex-
porting countries such as those of South America. In fact, commodities represent, on average, 71.4 per
cent of total exports in South America. In addition, commodities are also a main source of government
revenues. For mineral producing countries (e.g., Chile, Peru and the Plurinational State of Bolivia), the
fiscal income generated by the production of minerals is equivalent on average to 2.0 per cent of gross
domestic product (GDP) and 8.6 per cent of total revenues for the period 2010-2013. The contribution
from hydrocarbon production is even greater, accounting during the same period for more than 10 per
cent of GDP and 40 per cent of total revenues on average for Ecuador, Trinidad and Tobago, the Pluri-
national State of Bolivia and Venezuela (Bolivarian Republic of). In addition, the economic sectors that
depend on commodities explain a large share of the output, foreign direct investment inflows, and also
domestic investment.

Figure IV.6.3
Latin America (seven countries): average annual rate of investment growth
in real terms, 1991-2014

Percentage

1991-2000 2001-2008 2003-2008 2010-2013 2013-2014 2014

The decline and volatility of commodity prices have had a significant effect on the behaviour of
investment, which shows a marked decline for most economies since 2011, and in some cases contrac-
tions since 2014. The data available for seven Latin American countries (Argentina, Brazil, Chile, Colombia,
Peru, the Plurinational State of Bolivia and Venezuela (Bolivarian Republic of)) show that the unweighted
average investment growth rate for this group of countries peaked at 13.7 per cent in the period 2003-
2008. Since then, the investment growth rate has continuously declined with averages of 8.0 per cent,
-0.2 per cent and -3.2 per cent for 2010-2013, 2013-2014, and 2014, respectively (figure 1V.6.3).

The investment cycle is highly linked and synchronized with the GDP cycle. In fact, investment
volatility reflects specific characteristics of the region’s business cycle. The available empirical evidence
suggests that the dynamic of the investment cycle has been unfavourable to sustained, inclusive medi-
um- and long-term growth. Investment behaviour not only affects the speed and rate of capital accu-
mulation but also has a direct bearing on productivity, which is an important determinant of long-term
growth.
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Box IV.6 (continued)

Source: UN/ECLAC, based on
official quarterly data.

Note: The countries included
are Argentina, Brazil, Chile,
Colombia, Peru, Plurinational
State of Bolivia and Venezuela
(Bolivarian Republic of).

Source: UN/ECLAC.

a See Bliyiiksahin, Haigh
and Robe (2010). The rate of
return on the j* investable
index in period t is equal to
rle=100Log(P’; /P’ 1), where
P/ is the value of the index
at time t. The volatility of an
index in period tis (r/; - X)?,
where X is the mean value of
ri; over the sample period.
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Country classifications

Data sources, country classifications
and aggregation methodology

The statistical annex contains a set of data that the World Economic Situation and Prospects
(WESP) employs to delineate trends in various dimensions of the world economy.

Data sources

The annex was prepared by the Development Policy and Analysis Division (DPAD) of the
Department of Economic and Social Affairs of the United Nations Secretariat (UN/DESA).
It is based on information obtained from the Statistics Division and the Population Division
of UN/DESA, as well as from the five United Nations regional commissions, the United Na-
tions Conference on Trade and Development (UNCTAD), the United Nations World Tour-
ism Organization (UNWTO), the International Monetary Fund (IMF), the World Bank,
the Organization for Economic Cooperation and Development (OECD), and national and
private sources. Estimates for the most recent years were made by DPAD in consultation
with the regional commissions, UNCTAD, UNWTO and participants in Project LINK, an
international collaborative research group for econometric modelling coordinated jointly by
DPAD and the University of Toronto. Forecasts for 2016 and 2017 are primarily based on
the World Economic Forecasting Model of DPAD, with support from Project LINK.

Data presented in WESP may differ from those published by other organiza-
tions for a series of reasons, including differences in timing, sample composition and aggre-
gation methods. Historical data may differ from those in previous editions of WESP because
of updating and changes in the availability of data for individual countries.

Country classifications

For analytical purposes, WESP classifies all countries of the world into one of three broad
categories: developed economies, economies in transition and developing economies. The
composition of these groupings, specified in tables A, B and C, is intended to reflect basic
economic country conditions. Several countries (in particular the economies in transition)
have characteristics that could place them in more than one category; however, for purposes
of analysis, the groupings have been made mutually exclusive. Within each broad category,
some subgroups are defined based either on geographical location or on ad hoc criteria, such
as the subgroup of “major developed economies”, which is based on the membership of the
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Group of Seven. Geographical regions for developing economies are as follows: Africa, East
Asia, South Asia, Western Asia, and Latin America and the Caribbean.!

In parts of the analysis, a distinction is made between fuel exporters and fuel import-
ers from among the economies in transition and the developing countries. An economy is
classified as a fuel exporter if the share of fuel exports in its total merchandise exports is
greater than 20 per cent and the level of fuel exports is at least 20 per cent higher than that
of the country’s fuel imports. This criterion is drawn from the share of fuel exports in the
total value of world merchandise trade. Fuels include coal, oil and natural gas (table D).

For other parts of the analysis, countries have been classified by their level of develop-
ment as measured by per capita gross national income (GNI). Accordingly, countries have
been grouped as high-income, upper middle income, lower middle income and low-income
(table E). To maintain compatibility with similar classifications used elsewhere, the thresh-
old levels of GNI per capita are those established by the World Bank. Countries with less
than $1,045 GNI per capita are classified as low-income countries, those with between
$1,046 and $4,125 as lower middle income countries, those with between $4,126 and
$12,735 as upper middle income countries, and those with incomes of more than $12,736
as high-income countries. GNI per capita in dollar terms is estimated using the World
Bank Atlas method,? and the classification in table E is based on data for 2014.

The list of the least developed countries (LDCs) is decided upon by the United
Nations Economic and Social Council and, ultimately, by the General Assembly, on the
basis of recommendations made by the Committee for Development Policy. The basic cri-
teria for inclusion require that certain thresholds be met with regard to per capita GNI, a
human assets index and an economic vulnerability index.3 As at 30 November 2015, there
were 48 LDC:s (table F).

WESP also makes reference to the group of heavily indebted poor countries (HIPCs),
which are considered by the World Bank and IMF as part of their debt-relief initiative (the
Enhanced HIPC Initiative).# In September 2015, there were 39 HIPCs (see table G).

Aggregation methodology

Aggregate data are either sums or weighted averages of individual country data. Unless oth-
erwise indicated, multi-year averages of growth rates are expressed as compound annual
percentage rates of change. The convention followed is to omit the base year in a multi-year
growth rate. For example, the 10-year average growth rate for the decade of the 2000s would
be identified as the average annual growth rate for the period from 2001 to 2010.

WESP utilizes exchange-rate conversions of national data in order to aggregate
output of individual countries into regional and global totals. The growth of output in each
group of countries is calculated from the sum of gross domestic product (GDP) of individu-
al countries measured at 2010 prices and exchange rates. Data for GDP in 2010 in national

1 Names and composition of geographical areas follow those specified in the statistical paper entitled
“Standard country or area codes for statistical use” (ST/ESA/STAT/SER.M/49/Rev. 4).
2 See http://data.worldbank.org/about/country-classifications.

3 Handbook on the Least Developed Country Category: Inclusion, Graduation and Special Support
Measures, 2* ed. (United Nations publication, Sales No. E.15.IL.A.1). Available from htep://www.
un.org/en/development/desa/policy/cdp/cdp_publications/2015cdphandbook.pdf.

4 IMEF, Debt Relief Under the Heavily Indebted, Poor Countries (HIPC) Initiative. Available from
htep://www.imf.org/external/np/exr/facts/hipc.htm.
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currencies were converted into dollars (with selected adjustments) and extended forwards
and backwards in time using changes in real GDP for each country. This method supplies
a reasonable set of aggregate growth rates for a period of about 15 years, centred on 2010.

The exchange-rate based method differs from the one mainly applied by the
IMF and the World Bank for their estimates of world and regional economic growth, which
is based on purchasing power parity (PPP) weights. Over the past two decades, the growth
of world gross product (WGP) on the basis of the exchange-rate based approach has been
below that based on PPP weights. This is because developing countries, in the aggregate,
have seen significantly higher economic growth than the rest of the world in the 1990s and
2000s and the share in WGP of these countries is larger under PPP measurements than
under market exchange rates.

Table A
Developed economies

e oo dvelond
Other Europe Other countries economies (G7)

EU-15 Iceland Australia Canada
Austria
Belgium
Denmark

Finland
France United States Italy

Norway Canada Japan
Switzerland Japan France
New Zealand Germany

Germany United Kingdom
Greece United States
Ireland

Italy

Luxembourg

Netherlands

Portugal

Spain

Sweden

United Kingdom

New EU member States
Bulgaria
Croatia
Cyprus
Czech Republic
Estonia
Hungary
Latvia
Lithuania
Malta
Poland
Romania
Slovakia
Slovenia
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Table B
Economies in transition

South-Eastern Europe Commonwealth of Independent States and Georgia®

a Georgia officially left the

Commonwealth of Independent  Albania Armenia Republic of Moldova
States on18 August 2009 B cnia and Herzegovina Azerbaijan Russian Federation
However, its performance is .
discussed in the context of this ~ Montenegro Belarus Tajikistan
group of countries for reasons  Serbia Georgia? Turkmenistan
of geographic proximity  The former Yugoslav Republic Kazakhstan Ukraine
and similarities in economic of Macedonia Kyrgyzstan Uzbekistan

structure.

Table C

Developing economies by region?

Latin America
Africa and the Caribbean

North Africa Southern Africa  East Asia Caribbean
Algeria Angola Brunei Darussalam Barbados
Egypt Botswana China Cuba
Libya Lesotho Hong Kong SARP Dominican Republic
Mauritania Malawi Indonesia Guyana
Morocco Mauritius Malaysia Haiti
Sudan Mozambique Myanmar Jamaica
Tunisia Namibia Papua New Guinea Trinidad and Tobago
Central Africa South Africa Philippines Mexico and Central America
Zambia Republic of Korea
Cameroon Zimbabwe Singapore Costa Rica
Central African Republic . Taiwan Province of China  El Salvador
West Africa
Chad Thailand Guatemala
Congo Benin Viet Nam Honduras
Equatorial Guinea Burkina Faso - Mexico
Gabon Cabo Verde SEUIL A Nicaragua
Sao Tome and Prinicipe ~ Cote d'lvoire Bangladesh Panama
East Africa Catiiiale el ) ) South America
Ghana Iran (Islamic Republic of)
Burundi Guinea Nepal Argentina
Comoros Guinea-Bissau Pakistan Bolivia (Plurinational
Democratic Republic s Siilama State of)
of the Congo Mali Brazil
Djibouti Niger Western Asia Chile
;'i;‘rea‘ Nigerla Bahrain Eolor;bia
: iopia Semasg] Iraq Pcua or
enya Sierra Leone Israel araguay
Madagascar Toare Jordan Peru
Rwanda Kuwait Uruguay
Somalia Lebanon Venezuela (Bolivarian
Uganda Oman Republic of)
United Republic Qatar
of Tanzania . .
) ) Saudi Arabia
a Economies systematically . .
monitored by the Global Syrian Arab Republic
Economic Monitoring Turkey

Unit of DPAD.

b Special Administrative
Region of China.

United Arab Emirates
Yemen



Table D
Fuel-exporting countries

Developing countries

Economies

in transition
Azerbaijan
Kazakhstan

Russian
Federation

Turkmenistan
Uzbekistan

Latin America
and the
Caribbean

Bolivia
(Plurinational
State of)

Colombia
Ecuador

Trinidad

and Tobago

Venezuela

(Bolivarian
Republic of)

Africa

Algeria
Angola
Cameroon
Chad
Congo

Cote d'lvoire
Egypt

Equatorial
Guinea

Gabon
Libya
Nigeria
Sudan

Brunei
Darussalam

Indonesia
Viet Nam

Country classification

South Asia

Iran (Islamic
Republic of)

Western Asia

Bahrain

Iraq

Kuwait
Oman

Qatar

Saudi Arabia

United Arab
Emirates

Yemen
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Table E

Economies by per capita GNI in 20142

World Economic Situation and Prospects 2016

Upper middle income Lower middle income

Argentina ®
Australia
Austria
Bahrain
Barbados
Belgium

Brunei
Darussalam

Canada
Chile

Croatia
Cyprus

Czech
Republic

Denmark

Equatorial
Guinea

Estonia
Finland
France
Germany
Greece

Hong Kong
SAR €

Hungary P
Iceland
Ireland
Israel

Italy
Japan
Kuwait
Latvia

Lithuania
Luxembourg
Malta
Netherlands
New Zealand
Norway
Oman
Poland
Portugal
Qatar

Republic
of Korea

Russian Federation
Saudi Arabia
Singapore

Slovak
Republic

Slovenia
Spain
Sweden
Switzerland

Taiwan Province
of China

Trinidad and
Tobago

United Arab
Emirates

United Kingdom
United States
Uruguay

Venezuela
(Bolivarian
Republic of) P

Albania
Algeria
Angola
Azerbaijan
Belarus

Bosnia and
Herzegovina

Botswana
Brazil
Bulgaria
China
Colombia
CostaRica
Cuba

Dominican
Republic

Ecuador
Gabon

Iran (Islamic
Republic of)

Iraq
Jamaica

Jordan
Kazakhstan
Lebanon
Libya
Malaysia
Mauritius
Mexico
Montenegro
Namibia
Panama
Paraguay P
Peru
Romania
Serbia
South Africa
Thailand

The former
Yugoslav
Republic of
Macedonia

Tunisia
Turkey
Turkmenistan

Armenia
Bangladesh ®

Bolivia (Plurinational
State of)

Cameroon
Cabo Verde
Congo

Cote d'lvoire
Djibouti
Egypt

El Salvador
Georgia
Ghana
Guatemala
Guyana
Honduras
India
Indonesia
Kenya P
Kyrgyz Republic®
Lesotho

Benin
Burkina Faso
Burundi

Central African
Republic

Chad
Comoros

Democratic Republic
of the Congo

Eritrea
Ethiopia
Gambia
Guinea
Guinea-Bissau
Haiti

Mauritania
Morocco
Myanmar P
Nicaragua

Nigeria

Pakistan

Papua New Guinea
Philippines

Republic of Moldova

Sao Tomé and
Principe

Senegal

Sri Lanka

Sudan

Syrian Arab Republic
Tajikistan P

Ukraine

Uzbekistan

Viet Nam

Yemen

Zambia

Low-income

Liberia
Madagascar
Malawi

Mali
Mozambique
Nepal

Niger
Rwanda
Sierra Leone
Somalia
Togo
Uganda

United Republic
of Tanzania

Zimbabwe

a Economies systematically monitored for the World Economic Situation and Prospects report and included in the United Nations’ global economic forecast.

b Indicates the country has been shifted upward by one category from previous year’s classification.

¢ Special Administrative Region of China.



Table F

Least developed countries (as of November 2015)

Latin America
Africa South Asia Western Asia | and the Caribbean

Angola

Benin

Burkina Faso

Burundi

Central African Republic

Chad

Comoros

Democratic Republic of the
Congo

Djibouti

Equatorial Guinea

Eritrea

Ethiopia

Gambia

Guinea

Guinea-Bissau

Lesotho

Liberia

a Notincluded in the WESP discussion because of insufficient data.

Table G

Heavily indebted poor countries (as of September 2015)

Post-completion point HIPCs? Interim HIPCsP Pre-decision point HIPCs©

Afghanistan

Benin

Bolivia

Burkina Faso

Burundi

Cameroon

Central African Republic
Comoros

Congo

Cote D’lvoire

Democratic Republic of the Congo

Ethiopia
Gambia
Ghana

Guinea
Guinea-Bissau
Guyana

Haiti

Madagascar
Malawi

Mali
Mauritania
Mozambique
Niger
Rwanda

Sao Tome and Principe
Senegal
Sierra Leone
Somalia
South Sudan?
Sudan

Togo

Uganda

United Republic
of Tanzania

Zambia

Honduras
Liberia
Madagascar
Malawi

Mali
Mauritania
Mozambique
Nicaragua
Niger
Rwanda

Senegal
Sierra Leone
Togo
Uganda

Country classification

Cambodia? Afghanistan?®

Kiribati® Bangladesh

Lao People’s Bhutan?
Democratic Nepal
Republic?

Myanmar

Solomon
Islands®

Timor Leste?®

Tuvalu?

Vanuatu?

Chad

Sao Tomé and Principe

United Republic of Tanzania

Zambia

a Countries that have qualified for irrevocable debt relief under the HIPC Initiative.

b Countries that have qualified for assistance under the HIPC Initiative (that is to say, have reached decision point), but have not yet reached completion point.
¢ Countries that are potentially eligible and may wish to avail themselves of the HIPC Initiative or the Multilateral Debt Relief Initiative (MDRI).

Eritrea
Somalia
Sudan
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Table H
Small island developing States

Non-UN members/Associate members
United Nations members of the Regional Commissions

Antigua and Barbuda

Marshall Islands

American Samoa

Bahamas Mauritius Anguilla
Bahrain Nauru Aruba
Barbados Palau Bermuda
Belize Papua New Guinea British Virgin Islands
Cabo Verde Saint Kitts and Nevis Cayman Islands
Comoros Saint Lucia Commonwealth of Northern
Cuba Saint Vincent and the Marianas
B Grenadines Cook Islands
Samoa Curacao

Dominican Republic
Federated States of

Séo Tomé and Principe

French Polynesia

Micronesia Seychelles Guadeloupe
Fiji Singapore Guam
Grenada Solomon Islands Martinique
Guinea-Bissau Suriname Montserrat
Guyana Timor-Leste New Caledonia
Haiti Tonga Niue
Jamaica Trinidad and Tobago Puerto Rico
Kiribati Tuvalu Turks and Caicos Islands
Maldives Vanuatu U.S. Virgin Islands
Table |

Landlocked developing countries

Landlocked developing countries

Afghanistan Kyrgystan South Sudan
Armenia Lao People’s Democratic Swaziland
Azerbaijan e Tajikistan
Bhutan Lesdue The former Yugoslav Republic
Bolivia (Plurinational State of) Malawi of Macedonia
Botswana Mali Turkmenistan
Burkina Faso Mongolia Uganda

Burundi Nepal Uzbekistan
Central African Republic Niger Zambia

Chad Paraguay Zimbabwe
Ethiopia Republic of Moldova

Kazakhstan

Rwanda



Table J

International Organization for Standardization Country Codes

I1SO
Code

AFG
AGO
ALB
AND
ARE
ARG
ARM
ATG
AUS
AUT
AZE
BDI
BEL
BEN
BFA
BGD
BGR
BHR
BHS
BIH

BLR
BLZ
BOL

BRA
BRB
BRN
BTN
BWA
CAF

CAN
CHE
CHL
CHN
cv

CMR
coD

CoG
coL
coMm
CPv
CRI
cuB
Cyp
CZE
DEU
DJI
DMA
DNK
DOM

Country

Afghanistan

Angola

Albania

Andorra

United Arab Emirates

Argentina

Armenia

Antigua and Barbuda

Australia

Austria

Azerbaijan

Burundi

Belgium

Benin

Burkina Faso

Bangladesh

Bulgaria

Bahrain

Bahamas

Bosnia and
Herzegovina

Belarus

Belize

Bolivia (Plurinational
State of)

Brazil

Barbados

Brunei Darussalam

Bhutan

Botswana

Central African
Republic

Canada

Switzerland

Chile

China

Cote D'lvoire

Cameroon

Democratic Republic
of the Congo

Congo

Colombia

Comoros

Cabo Verde

Costa Rica

Cuba

Cyprus

Czech Republic

Germany

Djibouti

Dominica

Denmark

Dominican Republic

I1SO

Code

DZA
ECU
EGY
ERI
ESP
EST
ETH
FIN
Bl
FRA
FSM

GAB
GBR

GEO
GHA
GIN
GMB
GNB
GNQ
GRC
GRD
GTM
GUY
HND
HRV
HTI
HUN
IDN
IND
IRL
IRN

IRQ
ISL
ISR
ITA
JAM
JOR
JPN
KAZ
KEN
KGZ
KHM
KIR
KNA
KOR
KWT
LAO

Country

Algeria

Ecuador

Egypt

Eritrea

Spain

Estonia

Ethiopia

Finland

Fiji

France

Micronesia (Federated
States of)

Gabon

United Kingdom of
Great Britain and
Northern Ireland

Georgia

Ghana

Guinea

Gambia

Guinea Bissau

Equatorial Guinea

Greece

Grenada

Guatemala

Guyana

Honduras

Croatia

Haiti

Hungary

Indonesia

India

Ireland

Iran (Islamic
Republic of)

Iraq

Iceland

Israel

Italy

Jamaica

Jordan

Japan

Kazakhstan

Kenya

Kyrgyzstan

Cambodia

Kiribati

Saint Kitts and Nevis

Republic of Korea

Kuwait

Lao People’s
Democratic
Republic

I1SO

Code

LBN
LBR
LBY
LCA
LIE
LKA
LSO
LTU
LUX
LVA
MAR
MCO
MDA
MDG
MDV
MEX
MHL
MKD

MLI
MLT
MMR
MNE
MNG
MOz
MRT
MUS
MWI
MYS
NAM
NER
NGA
NIC
NLD
NOR
NPL
NRU
NZL
OMN
PAK
PAN
PER
PHL
PLW
PNG
POL
PRK

PRT
PRY
QAT

Country classification

Country

Lebanon
Liberia
Libya
Saint Lucia
Liechtenstein
SriLanka
Lesotho
Lithuania
Luxembourg
Latvia
Morocco
Monaco
Republic of Moldova
Madagascar
Maldives
Mexico
Marshall Islands
The former Yugoslav
Republic of
Macedonia
Mali
Malta
Myanmar
Montenegro
Mongolia
Mozambique
Mauritania
Mauritius
Malawi
Malaysia
Namibia
Niger
Nigeria
Nicaragua
Netherlands
Norway
Nepal
Nauru
New Zealand
Oman
Pakistan
Panama
Peru
Philippines
Palau
Papua New Guinea
Poland
Democratic People’s
Republic of Korea
Portugal
Paraguay
Qatar

I1SO

Code

ROU
RUS
RWA
SAU
SDN
SEN
SGP
SLB
SLE
SLv
SMR
SOM
SRB
SSD
STP

SUR
SVK
SVN
SWE
Swz
SYC
SYR
TCD
TGO
THA
TK
TKM
TLS
TON
110
TUN
TUR
TUvV
TZA

UGA
UKR
URY
USA

UzB
VCT

VEN

VNM
VUT
WSM
YEM
ZAF
ZMB
ZWE
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Country

Romania

Russian Federation

Rwanda

Saudi Arabia

Sudan

Senegal

Singapore

Solomon Islands

Sierra Leone

El Salvador

San Marino

Somalia

Serbia

South Sudan

Sao Tome and
Principe

Suriname

Slovakia

Slovenia

Sweden

Swaziland

Seychelles

Syrian Arab Republic

Chad

Togo

Thailand

Tajikistan

Turkmenistan

Timor-Leste

Tonga

Trinidad and Tobago

Tunisia

Turkey

Tuvalu

United Republic of
Tanzania

Uganda

Ukraine

Uruguay

United States of
America

Uzbekistan

Saint Vincent and the
Grenadines

Venezuela (Bolivarian
Republic of)

Viet Nam

Vanuatu

Samoa

Yemen

South Africa

Zambia

Zimbabwe
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Table A1

Developed economies: rates of growth of real GDP, 2007-2017

Annual percentage change
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200720142 2007 2008 2009 2010 2011 2012 2013 2014 2015® 2016 2017¢
Developed economies 0.8 2.5 0.1 -3.7 2.6 1.5 1.1 1.0 1.7 1.9 2.2 23
United States 1.1 1.8 -0.3 -2.8 2.5 1.6 2.2 15 24 24 2.6 2.8
Canada 1.6 2.0 1.2 -2.7 34 3.0 1.9 2.0 24 1.2 2.2 2.9
Japan 0.4 2.2 -1.0 -5.5 4.7 -0.5 1.7 1.6 -0.1 0.5 13 0.6
Australia 2.8 4.5 2.5 1.6 2.3 2.6 3.7 2.0 2.7 23 2.5 2.2
New Zealand 1.9 3.7 -0.8 0.5 2.0 1.4 29 2.5 33 25 24 2.5
European Union 0.5 3.1 0.5 -4.4 2.1 1.8 -0.5 0.2 1.4 1.9 2.1 2.2
EU-15 0.4 29 0.2 -4.4 2.1 1.7 -0.6 0.1 1.2 1.8 2.0 2.1
Austria 0.9 3.6 1.5 -3.8 1.9 2.8 0.8 0.3 0.4 0.7 1.7 1.8
Belgium 1.0 34 0.7 -2.3 2.7 1.8 0.2 0.0 13 13 1.7 1.9
Denmark -0.2 0.8 -0.7 -5.1 1.6 1.2 -0.1 -0.2 13 1.7 2.2 23
Finland 0.0 5.2 0.7 -8.3 3.0 2.6 -1.4 -1.1 -0.4 0.1 1.2 14
France 0.6 2.4 0.2 -2.9 2.0 2.1 0.2 0.7 0.2 1.2 15 1.5
Germany 1.1 33 1.1 -5.6 4.1 3.7 0.4 0.3 1.6 1.8 2.1 23
Greece -33 33 -0.3 -43 -5.5 -9.1 -7.3 -3.2 0.7 -2.4 -1.2 2.8
Ireland 0.9 5.5 -2.2 -5.6 04 2.6 0.2 1.4 5.2 6.0 4.5 3.8
Italy -1.0 15 -1.1 -5.5 17 0.6 -2.8 -1.7 -0.4 0.7 13 1.5
Luxembourg 2.2 8.4 -0.8 -5.4 5.7 2.6 -0.8 43 4.1 3.1 3.6 2.5
Netherlands 0.5 3.7 17 -3.8 1.4 17 -1.1 -0.5 1.0 2.0 2.4 2.1
Portugal -0.6 2.5 0.2 -3.0 1.9 -1.8 -4.0 -1.1 0.9 1.5 1.6 14
Spain -0.4 3.8 1.1 -3.6 0.0 -1.0 -2.6 -1.7 14 3.1 2.5 2.6
Sweden 1.2 34 -0.6 -5.2 6.0 2.7 -0.3 1.2 23 2.7 2.6 2.1
United Kingdom 0.9 2.6 -0.5 -4.2 15 2.0 1.2 2.2 2.9 2.5 2.4 2.6
New EU member States 1.9 6.4 3.6 -3.7 2.0 3.1 0.5 1.2 2.7 3.2 3.0 3.2
Bulgaria 1.7 7.7 5.6 -4.2 0.1 1.6 0.2 13 1.5 1.9 24 3.6
Croatia -0.8 5.2 2.1 -74 -1.7 -0.3 -2.2 -1.1 -0.4 0.8 1.1 2.0
Cyprus -0.4 4.9 3.7 -2.0 1.4 0.4 -2.4 -5.9 -2.5 1.2 1.8 1.9
Czech Republic 1.0 5.5 2.7 -4.8 23 2.0 -0.9 -0.5 2.0 4.0 2.5 29
Estonia 0.7 7.7 54 -147 2.5 7.6 5.2 1.6 29 1.9 2.5 3.0
Hungary 0.1 0.4 0.8 -6.6 0.7 1.8 -1.7 19 3.7 2.7 2.1 23
Latvia 0.2 10.0 36 -143 -3.8 6.2 4.0 3.0 24 25 2.8 3.1
Lithuania 1.9 11.1 26 -14.8 1.6 6.0 3.8 3.5 3.0 1.6 2.6 3.2
Malta 24 4.0 33 -2.5 3.5 2.1 25 2.6 3.5 3.9 3.0 2.2
Poland 3.6 7.2 3.9 26 3.7 5.0 1.6 13 33 3.5 34 34
Romania 1.8 6.9 8.5 -7.1 -0.8 1.1 0.6 3.5 2.8 3.8 3.8 4.0
Slovakia 3.0 10.8 5.7 -5.5 5.1 2.8 1.5 1.4 2.5 33 3.2 3.5
Slovenia 0.4 6.9 33 -7.8 1.2 0.6 -2.7 -1.1 3.0 2.7 3.0 2.6
Other Europe 1.5 3.7 1.5 -2.0 1.9 1.5 1.8 1.5 2.0 1.2 1.4 2.0
Iceland 1.4 9.5 1.5 -4.7 -3.6 2.0 1.2 3.9 1.8 5.0 4.0 3.7
Norway 1.1 2.9 0.4 -1.6 0.6 1.0 2.7 1.0 2.2 1.4 1.2 2.2
Switzerland 1.7 4.1 23 -2.1 3.0 1.8 1.1 1.8 19 0.9 1.4 1.8
Memorandum items
North America 1.2 1.8 -0.2 -2.8 2.6 17 2.2 15 24 23 2.5 2.8
Western Europe 0.5 3.1 0.6 -43 2.1 17 -0.3 0.3 14 1.8 2.0 2.2
Asia and Oceania 0.8 2.6 -0.4 -4.2 4.2 0.1 2.1 1.7 0.5 0.9 1.5 1.0
Major developed economies 0.8 2.1 -0.2 -3.8 2.9 1.5 1.4 1.2 1.6 1.8 2.1 22
Euro area 0.3 3.0 0.5 -4.5 2.1 1.6 -0.9 -0.3 0.9 1.6 1.9 2.0

Sources: UN/DESA, based on data of the United Nations Statistics Division and individual national sources.
Note: Country groups are calculated as a weighted average of individual country growth rates of gross domestic product (GDP), where weights are based

on GDP in 2010 prices and exchange rates.

a Average percentage change.
b Partly estimated.

¢ Baseline scenario forecasts, based in part on Project LINK and UN/DESA World Economic Forecasting Model.
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Table A.2

World Economic Situation and Prospects 2016

Economies in transition: rates of growth of real GDP, 2007-2017

Annual percentage change

2007-20142 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016¢ 2017¢
Economies in transition 2.8 8.8 53 -6.6 4.8 4.5 B 2.1 09 -2.8 0.8 1.9
South-Eastern Europe 1.8 6.2 58 -2.0 1.5 1.7 -0.6 24 0.2 2.1 2.6 3.0
Albania 3.5 5.9 7.5 34 3.7 2.5 1.6 1.4 2.1 3.0 3.2 3.8
Bosnia and Herzegovina 1.6 5.7 55 -29 0.8 09 -09 2.4 1.2 3.0 3.0 2.5
Montenegro 23 10.7 69 -57 2.5 32 -25 33 1.1 2.7 33 3.0
Serbia 1.2 5.9 54 -3.1 0.6 14 -10 26 -1.8 1.0 1.9 3.0
The former Yugoslav Republic
of Macedonia 29 6.5 55 -04 34 23 -05 2.7 3.8 3.2 3.6 25
Commonwealth of Independent
States and Georgiad 2.8 8.9 53 -6.8 4.9 4.7 34 2.0 09 -3.0 0.7 1.8
Net fuel exporters 3.0 9.0 54 -6.3 49 4.6 3.7 2.2 14 -26 0.7 1.8
Azerbaijan 7.1 255 106 9.4 46 -16 2.1 5.9 2.6 3.9 2.5 29
Kazakhstan 54 8.9 33 1.2 73 73 5.0 6.0 43 1.5 2.1 2.8
Russian Federation 24 8.5 5.2 -7.8 4.5 43 34 13 06 -38 0.0 1.2
Turkmenistan 10.9 1.1 147 6.1 92 147 1. 102 103 9.0 105 9.9
Uzbekistan 8.5 9.5 9.4 8.1 8.5 83 8.2 8.0 8.1 8.0 7.0 6.9
Net fuel importers 1.4 8.6 44 -104 5.0 5.5 1.3 1.2 -28 -6.1 0.7 24
Armenia 3.1 13.7 6.9 -142 2.2 4.7 7.2 35 34 3.8 2.5 3.0
Belarus 45 86 102 0.2 7.7 5.5 1.7 1.0 16 -3.8 0.0 2.0
Georgia 48 12.6 26 -37 6.2 7.2 6.4 33 48 25 2.5 2.7
Kyrgyzstan 49 8.5 84 29 -05 6.0 -01 105 3.6 6.0 438 5.0
Republic of Moldova 3.9 3.0 78 -6.0 7.1 68 -07 9.4 44 2.8 2.8 3.0
Tajikistan 6.2 7.6 7.6 4.0 6.5 24 7.5 74 6.7 6.0 5.0 6.0
Ukraine -0.5 8.2 22 -15.1 4.1 5.4 0.2 00 -68 -105 0.0 2.1

Sources: UN/DESA, based on data of the United Nations Statistics Division and individual national sources.
Note: Country groups are calculated as a weighted average of individual country growth rates of gross domestic product (GDP), where weights are based
on GDP in 2010 prices and exchange rates.

a Average percentage change.
b Partly estimated.

¢ Baseline scenario forecasts, based in part on Project LINK and the UN/DESA World Economic Forecasting Model.
d Georgia officially left the Commonwealth of Independent States on 18 August 2009. However, its performance is discussed in the context of this group of

countries for reasons of geographic proximity and similarities in economic structure.
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Table A.3
Developing economies: rates of growth of real GDP, 2007-2017

Annual percentage change

2007-20142 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016¢ 2017¢

Developing countriesd 5.4 8.0 5.5 28 7.6 6.0 47 46 44 37 4.3 4.8
Africa 4.2 6.1 5.8 3.2 5.2 1.0 5.5 3.3 34 3.7 4.4 4.4
North Africa 2.8 54 6.5 35 4.5 -5.7 7.3 1.1 0.7 35 4.1 4.1
East Africa 6.7 75 6.2 4.4 8.0 7.6 5.8 6.9 7.0 6.2 6.8 6.6
Central Africa 5.0 7.3 4.6 6.1 5.1 4.4 6.1 0.9 5.7 34 43 4.2
West Africa 59 5.8 6.3 6.0 7.2 4.9 5.0 5.7 6.1 4.4 5.2 53
Southern Africa 34 6.6 4.5 0.0 3.7 34 3.7 3.1 2.5 25 3.0 33
Net fuel exporters 43 6.6 6.8 4.6 57 -19 6.8 2.7 34 39 46 4.6
Net fuel importers 4.0 54 4.5 1.5 4.7 4.7 4.0 4.1 34 35 4.1 43
East and South Asia 7.1 10.2 6.5 5.8 9.1 7.2 5.8 6.1 6.2 5.7 5.8 5.8
East Asia 74 10.7 7.0 5.8 9.4 7.4 6.3 6.4 6.1 5.6 5.6 5.6
South Asia 6.1 8.6 4.5 5.8 8.2 6.5 3.8 4.9 6.4 6.0 6.7 7.0
Net fuel exporters 4.6 7.0 4.7 38 6.0 5.6 2.5 29 4.5 39 5.4 57
Net fuel importers 7.4 10.7 6.7 6.1 9.5 7.4 6.2 6.4 6.4 59 59 5.8
Western Asia 3.3 4.5 41 -1.0 5.8 6.4 2.5 2.0 2.6 2.0 24 3.0
Net fuel exporters 43 3.8 60 -09 45 8.0 6.7 37 2.6 2.4 2.5 34
Net fuel importers 2.3 53 2.1 -1.1 7.2 48 -20 0.0 2.6 1.6 2.2 2.7
Latin America and the Caribbean 3.2 58 4.0 -13 5.9 4.7 3.0 2.8 1.0 -0.5 0.7 2.7
South America 3.6 6.6 48 -03 6.4 5.0 2.7 3.1 05 -16 -0.1 24
Mexico and Central America 23 37 1.7 -43 5.0 4.1 4.1 1.7 2.5 2.5 2.9 34
Caribbean 29 6.3 30 -0.1 3.2 24 23 3.1 33 34 3.6 33
Net fuel exporters 3.2 7.3 47 -1 1.0 53 49 3.1 03 -23 -12 2.3
Net fuel importers 3.2 5.6 38 -13 6.9 4.6 2.7 2.7 12 -02 1.1 2.7
Memorandum items:
Least developed countries 5.9 83 74 55 6.1 37 53 5.1 5.6 45 5.6 5.6
Africa (excluding Libya) 4.5 6.1 54 34 53 3.8 38 4.0 4.1 3.7 43 44
North Africa (excluding Libya) 3.6 5.0 5.1 3.5 4.2 2.5 2.9 2.8 2.7 3.7 4.0 4.0
East Asia (excluding China) 43 6.2 33 0.9 7.7 44 4.1 4.0 3.9 34 4.1 43
South Asia (excluding India) 3.5 6.6 3.2 2.7 5.0 4.6 0.2 14 45 33 53 5.6
Western Asia 3.2 4.2 5.8 0.4 44 55 2.6 0.7 24 1.6 2.1 2.9
(excluding Israel and Turkey)
Arab States® 3.1 4.5 6.0 1.3 4.4 23 3.9 0.8 2.0 2.1 2.7 3.2
Landlocked developing economies 6.4 9.5 6.6 39 7.5 6.0 53 6.6 5.5 43 45 4.8
Small island developing economies 4.1 7.6 28 -0.1 8.8 44 2.8 35 3.1 2.8 3.1 34
Major developing economies
Argentina 4.1 8.0 3.1 0.1 9.5 8.4 0.8 2.9 0.5 1.0 1.6 2.0
Brazil 33 6.0 50 -0.2 7.6 3.9 1.8 2.7 0.1 -2.8 -0.8 2.3
Chile 3.8 5.2 33 -1.0 5.8 5.8 5.5 4.2 1.9 2.0 24 3.0
China 9.4 14.2 9.6 9.2 106 9.5 7.7 7.7 7.3 6.8 6.4 6.2
Colombia 4.5 6.9 35 1.7 4.0 6.6 4.0 4.9 4.6 2.7 3.0 4.0
Egypt 4.0 7.1 7.2 4.7 5.1 1.9 2.2 2.1 2.2 4.2 4.4 4.2
Hong Kong SARf 3.1 6.5 2.1 -2.5 6.8 4.8 1.7 3.1 2.5 2.3 2.7 2.9
India 7.3 9.7 53 7.4 9.8 7.5 55 6.5 7.2 7.2 7.3 7.5

Indonesia 5.8 6.3 6.0 4.6 6.2 6.2 6.0 5.6 5.0 5.1 54 5.6
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Table A.3
Developing economies: rates of growth of real GDP, 2007-2017 (continued)

Annual percentage change

2007-20142 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016¢ 2017

Iran (Islamic Republic of) 2.2 8.4 2.6 2.0 57 43 -44 30 3.0 0.5 4.8 54
Israel 3.7 6.1 3.1 13 55 5.0 29 33 2.6 2.3 2.8 3.2
Republic of Korea 34 5.5 2.8 0.7 6.5 3.7 23 2.9 33 2.6 3.0 3.1
Malaysia 4.8 6.3 48 -15 74 53 5.5 4.7 6.0 4.5 53 5.1
Mexico 2.0 3.2 14 47 5.2 3.9 4.0 1.4 2.2 23 2.7 33
Nigeria 6.0 6.5 6.3 6.9 7.8 4.9 43 54 6.3 43 5.1 53
Pakistan 34 3.2 23 2.2 2.2 3.1 4.0 4.9 5.4 5.1 5.0 5.0
Peru 5.9 8.5 9.1 1.0 8.5 6.5 6.0 58 24 2.5 35 4.0
Philippines 5.4 6.6 4.2 1.1 7.6 3.7 6.8 7.2 6.1 58 6.4 55
Saudi Arabia 4.0 1.8 63 -2.1 48 10.0 5.4 2.7 35 34 2.0 3.1
Singapore 5.2 9.1 1.8 -06 152 6.2 34 44 2.9 2.3 2.9 35
South Africa 24 5.4 32 -15 3.0 3.2 22 22 1.5 1.8 22 2.6
Taiwan Province of China 3.5 6.5 0.7 -16 106 3.8 2.1 2.2 39 1.0 24 3.5
Thailand 3.2 54 1.7 -0.7 7.5 0.8 7.3 2.8 0.9 2.5 3.7 3.9
Turkey 34 4.7 0.7 -48 9.2 8.8 2.1 4.2 29 2.8 2.8 34
Venezuela (Bolivarian Republic of) 2.0 8.8 53 32 -15 4.2 5.6 13 -40 -75 -6.0 0.5

Sources: UN/DESA, based on data of the United Nations Statistics Division and individual national sources.

Note: Country groups are calculated as a weighted average of individual country growth rates of gross domestic product (GDP), where weights are based
on GDP in 2010 prices and exchange rates.

a Average percentage change.

b Partly estimated.

¢ Baseline scenario forecasts, based in part on Project LINK and the UN/DESA World Economic Forecasting Model.

d Covering countries that account for 98 per cent of the population of all developing countries.

e Currently includes data for Algeria, Bahrain, Comoros, Djibouti, Egypt, Iraq, Jordan, Kuwait, Lebanon, Libya, Mauritania, Morocco, Oman, Qatar, Saudi
Arabia, Somalia, Sudan, Syrian Arab Republic, Tunisia, United Arab Emirates and Yemen.

f Special Administrative Region of China.
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Table A4
Developed economies: consumer price inflation, 2007-2017

Annual percentage change?

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017¢

Developed economies 2.1 33 0.1 1.5 2.6 1.9 1.3 1.2 0.3 1.2 1.9
United States 29 3.8 -0.4 1.6 3.2 2.1 1.5 13 0.2 1.6 23
Canada 2.1 24 0.3 1.8 29 1.5 0.9 1.9 1.2 1.7 2.0
Japan 0.1 1.4 -13 -0.7 -0.3 0.0 0.4 2.7 0.7 0.5 1.1
Australia 23 44 1.8 2.9 33 1.8 25 2.5 1.7 1.8 1.9
New Zealand 24 4.0 2.1 23 4.0 1.1 1.1 1.2 0.7 13 1.9
European Union 2.3 3.5 0.8 1.9 3.0 2.6 1.5 0.6 0.1 1.0 1.7
EU-15 2.1 3.3 0.6 1.9 2.9 2.5 1.5 0.6 0.2 1.0 1.7
Austria 22 3.2 0.4 1.7 3.6 2.6 2.1 1.5 0.8 1.4 2.0
Belgium 1.8 4.5 0.0 23 34 2.6 1.2 0.5 0.2 1.2 1.9
Denmark 1.7 3.6 1.1 2.2 2.7 24 0.5 0.3 0.4 1.4 1.9
Finland 1.6 3.9 1.6 1.7 33 3.2 22 1.2 -0.1 0.7 1.5
France 1.6 3.2 0.1 1.7 23 2.2 1.0 0.6 0.1 0.6 1.5
Germany 23 2.8 0.2 1.2 25 2.1 1.6 0.8 0.4 1.1 1.8
Greece 3.0 4.2 1.3 47 3.1 1.0 -0.9 -1.4 -0.8 0.2 0.8
Ireland 29 3.1 -1.7 -1.6 1.2 1.9 0.5 0.3 0.1 1.0 1.5
Italy 2.0 3.5 0.8 1.6 29 33 1.3 0.2 0.1 0.9 1.6
Luxembourg 23 34 0.4 23 34 2.7 1.7 0.6 0.2 0.8 1.4
Netherlands 1.6 2.2 1.0 0.9 25 2.8 2.6 0.3 0.5 1.1 1.7
Portugal 24 2.7 -0.9 1.4 3.6 2.8 0.4 -0.2 0.6 1.9 25
Spain 2.8 4.1 -0.2 2.0 3.1 24 1.5 -0.2 -0.3 1.0 1.8
Sweden 1.7 34 1.9 1.9 1.4 0.9 0.5 0.2 0.1 1.0 1.5
United Kingdom 23 3.6 2.2 33 4.5 2.8 2.6 1.5 0.0 1.0 1.8
New EU member States 3.9 6.0 3.1 2.7 3.8 3.7 1.5 0.2 -0.2 1.1 2.1
Bulgaria 84 12.3 2.8 24 4.2 3.0 0.9 -1.4 0.0 1.5 2.8
Croatia 29 6.1 24 1.0 23 34 22 -0.3 -0.2 1.1 23
Cyprus 24 4.7 0.4 24 33 24 -0.4 -1.4 -2.2 0.3 24
Czech Republic 3.0 6.3 0.6 1.2 2.1 3.5 1.4 0.4 0.6 1.5 2.0
Estonia 6.7 10.6 0.2 2.7 5.1 4.2 33 0.5 0.0 1.8 25
Hungary 7.9 6.0 4.0 4.7 3.9 5.7 1.7 0.0 0.0 1.5 29
Latvia 10.1 15.4 3.5 -1.1 44 23 0.0 0.6 0.4 1.9 2.1
Lithuania 5.7 10.9 44 1.3 4.1 3.1 1.0 0.1 -1.2 1.3 2.0
Malta 13 43 2.1 1.5 2.7 24 1.4 0.3 1.2 1.4 1.7
Poland 2.6 4.2 4.0 2.7 3.9 3.7 0.8 0.1 -0.5 1.2 2.0
Romania 4.8 7.8 5.6 6.1 5.8 33 4.0 1.1 -0.5 -0.2 1.5
Slovakia 1.9 3.9 0.9 0.7 4.1 3.7 1.5 -0.1 -0.2 0.9 1.9
Slovenia 3.8 5.5 0.9 2.1 2.1 2.8 1.9 0.4 -0.2 1.0 1.4
Other Europe 0.8 2.9 0.7 1.4 0.6 -0.2 0.9 0.8 03 1.0 1.6
Iceland 5.0 12.7 12.0 5.4 4.0 5.2 3.9 2.1 0.0 1.5 1.6
Norway 0.7 34 23 23 13 0.4 2.0 1.9 2.0 2.0 2.0
Switzerland 0.8 23 -0.7 0.6 0.1 -0.7 0.1 0.0 -1.0 0.2 1.3
Memorandum items
North America 2.8 3.7 -0.3 1.7 3.1 2.0 1.4 1.4 0.3 1.6 23
Western Europe 2.2 3.5 0.8 1.9 2.8 24 1.5 0.6 0.1 1.0 1.7
Asia and Oceania 0.5 2.0 -0.7 0.0 0.5 0.3 0.8 2.7 0.9 0.8 1.3
Major developed economies 2.1 3.1 -0.1 1.3 25 1.8 1.3 1.4 0.3 1.2 1.9
Euro area 2.1 33 0.3 1.6 2.7 2.5 14 0.4 0.2 0.9 1.7

Sources: UN/DESA, based on OECD, Main Economic Indicators; Eurostat; and individual national sources.

a Data for country groups are weighted averages, where weights for each year are based on 2010 GDP in United States dollars.
b Partly estimated.

¢ Baseline scenario forecasts, based in part on Project LINK and the UN/DESA World Economic Forecasting Model.
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Table A.5
Economies in transition: consumer price inflation, 2007-2017

Annual percentage change?
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016¢ 2017¢

Economies in Transition 9.4 150 109 6.9 9.6 6.2 6.4 78 16.1 10.5 7.1
South-Eastern Europe 4.3 9.4 4.3 4.1 7.2 4.8 4.4 1.0 1.1 2.2 2.5
Albania 29 34 23 3.6 35 2.0 1.9 1.6 2.0 2.5 25
Bosnia and Herzegovina 1.5 74 -04 2.2 3.7 2.1 -0.1 -09 -08 1.5 1.5
Montenegro 34 9.0 3.6 0.7 3.1 3.6 22 -07 1.0 1.5 2.4
Serbia 64 124 8.1 6.1 11.1 7.3 7.7 2.1 2.0 2.7 3.0

The former Yugoslav Republic of Macedonia 2.3 83 -07 1.5 3.9 33 28 -03 0.0 1.2 2.0

Commonwealth of Independent States

and Georgia“ 9.6 152 11.2 7.1 9.7 6.2 6.4 81 16.7 108 7.3
Net fuel exporters 9.5 145 109 6.9 8.4 5.1 6.7 75 145 9.9 6.8
Azerbaijan 166  20.8 1.6 57 7.9 1.0 24 14 5.0 35 35
Kazakhstan 108 172 7.3 7.1 8.3 5.1 5.8 6.7 5.8 6.5 4.5
Russian Federation 9.1 140 117 6.8 8.4 5.1 6.8 78 159 105 7.1
Turkmenistan 63 145 -27 4.5 53 53 6.8 6.0 6.0 6.3 5.9
Uzbekistan 123 127 1441 94 128 121 112 84 110 9.9 8.0
Net fuel importers 11.2 208 13.1 8.7 19.2 15.0 48 124 339 176 11.1
Armenia 44 9.0 34 8.2 7.7 2.6 5.8 3.0 54 438 2.9
Belarus 84 148 130 7.7 532 592 18.3 18.1 16.0 140 11.0
Georgia 9.2 100 1.7 7.1 85 -09 -05 3.1 5.8 5.1 3.0
Kyrgyzstan 102 245 6.9 80 165 2.7 6.6 7.5 6.5 6.0 4.5
Republic of Moldova 121 129  -0.1 74 7.6 4.6 4.6 5.1 8.6 8.0 4.8
Tajikistan 132 204 6.4 65 124 5.8 5.0 6.1 6.5 6.5 5.1
Ukraine 128 252 159 9.4 8.0 06 -03 122 486 222 132

Source: UN/DESA, based on data of the Economic Commission for Europe.

a Data for country groups are weighted averages, where weights for each year are based on 2010 GDP in United States dollars.

b Partly estimated.

¢ Baseline scenario forecasts, based in part on Project LINK and the UN/DESA World Economic Forecasting Model.

d Georgia officially left the Commonwealth of Independent States on 18 August 2009. However, its performance is discussed in the context of this group of
countries for reasons of geographic proximity and similarities in economic structure.
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Table A.6
Developing economies: consumer price inflation, 2007-2017

Annual percentage change?

2007 2008 2009 2014 2015P 2016 2017°
Developing countries by region 5.7 8.4 4.1 5.6 6.6 5.8 6.9 6.7 7.7 8.3 6.0
Africa 6.5 11.6 83 7.6 8.7 9.1 7.2 7.0 7.5 6.7 6.3
North Africa 6.0 107 7.0 6.8 83 9.3 83 8.5 83 6.9 5.8
East Africa 1.2 219 9.4 6.0 173 133 5.9 53 5.9 6.0 5.7
Central Africa 1.2 6.6 44 2.8 23 5.0 3.0 2.5 2.8 3.1 3.0
West Africa 55 114 104 116 9.7 106 7.7 7.5 8.6 8.4 83
Southern Africa 74 106 84 6.1 6.6 6.7 6.5 5.9 6.6 5.7 5.6
Net fuel exporters 63 116 95 100 100 108 8.6 8.6 9.2 8.0 7.2
Net fuel importers 6.7 115 6.9 4.5 7.0 6.8 5.5 5.0 53 5.1 5.1
East and South Asia 5.2 7.5 2.5 5.0 6.3 4.6 5.3 3.5 2.5 3.1 33
East Asia 43 6.2 0.3 33 5.1 2.7 2.8 23 1.6 2.2 2.6
South Asia 86 125 111 115 111 122 151 8.2 6.2 6.5 6.3
Net fuel exporters 10.1 16.3 7.6 7.1 116 122 171 9.7 8.3 7.1 6.7
Net fuel importers 4.6 6.5 19 47 5.7 3.8 3.9 2.8 1.8 2.6 3.0
Western Asia 79 105 3.5 4.8 4.9 78 120 117 7.8 7.5 6.2
Net fuel exporters 9.7 104 24 3.2 44 2.9 2.8 2.8 3.0 2.9 33
Net fuel importers 6.1 105 4.8 6.5 55 129 215 209 126 122 9.2
Latin America and the Caribbean 5.6 8.4 6.5 6.7 7.3 6.5 81 117 201 214 122
South America 6.0 9.0 6.9 75 85 7.2 96 143 261 275 151
Mexico and Central America 43 5.9 5.1 4.1 3.7 4.1 3.8 4.0 26 3.8 3.9
Caribbean 71 126 3.8 7.9 7.6 5.5 5.4 43 3.1 4.1 4.2
Net fuel exporters 120 191 157 155 150 124 215 356 89.6 992 4638
Net fuel importers 4.5 6.4 47 5.1 59 54 5.7 73 74 7.2 59
Memorandum items
Least developed countries 10.7 142 77 89 121 117 919 9.5 9.1 7.6 7.1
East Asia (excluding China) 3.6 6.6 2.1 33 45 3.0 29 2.8 1.9 2.6 3.1
South Asia (excluding India) 133 21.1 116 105 158 181 239 121 8.8 8.5 8.0
Western Asia 86 113 24 35 44 82 156 146 9.1 8.6 7.3
(excluding Israel and Turkey)
Arab Statesd 78 111 3.7 4.4 5.6 85 134 1238 8.9 8.1 6.9
Landlocked developing economies 9.7 165 6.5 6.1 9.8 7.1 5.9 5.9 5.9 6.0 5.1
Small island developing economies 35 7.8 17 4.0 53 45 3.1 1.9 0.7 2.1 2.8
Major developing economies
Argentina 8.9 8.5 6.2 105 98 100 106 239 165 216 180
Brazil 3.6 5.7 48 5.0 6.6 5.4 6.2 6.3 8.8 6.6 49
Chile 44 8.7 0.4 1.4 33 3.0 1.8 44 44 44 3.2
China 4.8 6.0 -07 33 5.5 2.6 2.7 2.0 1.4 2.0 23
Colombia 5.5 7.0 42 23 34 3.2 2.0 29 43 3.9 3.7
Egypt 93 183 118 113 10.1 7.1 94 101 11.0 8.9 7.0
Hong Kong SAR® 2.0 43 0.6 23 53 4.1 4.4 44 3.0 3.2 3.0
India 6.4 84 109 120 8.9 93 109 6.3 4.9 5.6 5.4
Indonesia 64 102 4.4 5.2 5.4 43 6.4 6.4 6.7 5.0 48

Iran (Islamic Republic of) 172 256 135 101 206 274 393 172 134 118 105
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Table A.6
Developing economies: consumer price inflation, 2007-2017 (continued)

Annual percentage change?

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017°

Israel 0.5 4.6 33 2.7 3.5 1.7 1.6 0.5 -0.5 0.8 1.4
Republic of Korea 2.5 4.7 2.8 2.9 4.0 22 1.3 13 0.7 1.8 23
Malaysia 2.0 54 0.6 1.7 3.2 1.7 2.1 3.1 2.2 34 2.7
Mexico 4.0 5.1 53 4.2 34 4.1 3.8 4.0 2.7 3.8 3.9
Nigeria 54 116 115 137 108 122 8.5 8.1 9.6 9.3 9.2
Pakistan 76 203 136 139 119 9.7 7.7 7.2 29 4.5 53
Peru 1.8 5.8 29 1.5 34 3.7 2.8 3.2 36 35 3.1
Philippines 2.9 83 4.2 3.8 46 3.2 3.0 4.1 1.8 2.8 3.5
Saudi Arabia 41 100 5.0 5.4 5.8 29 3.5 2.7 2.2 2.8 3.5
Singapore 2.1 6.5 0.6 2.8 53 4.5 24 1.0 -0.4 1.3 2.3
South Africa 6.1 10.1 7.3 4.1 5.0 5.8 5.8 53 5.9 54 54
Taiwan Province of China 14 1.7  -1.0 1.1 1.1 1.1 0.6 03 -06 0.3 1.8
Thailand 2.2 55 -0.8 33 3.8 3.0 2.2 1.9 -0.8 1.2 2.8
Turkey 88 104 6.3 8.6 6.5 8.9 7.5 8.9 74 7.2 54
Venezuela (Bolivarian Republic of) 187 304 271 282 261 211 406 681 1755 1951 89.8

Source: UN/DESA, based on IMF, International Financial Statistics.

a Data for country groups are weighted averages, where weights are based on GDP in 2010 prices and exchange rates.

b Partly estimated.

¢ Baseline scenario forecasts, based in part on Project LINK and the UN/DESA World Economic Forecasting Model.

d Currently includes data for Algeria, Bahrain, Comoros, Djibouti, Egypt, Iraq, Jordan, Kuwait, Lebanon, Libya, Mauritania, Morocco, Oman, Qatar, Saudi
Arabia, Somalia, Sudan, Syrian Arab Republic, Tunisia, United Arab Emirates and Yemen.

e Special Administrative Region of China.
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Table A.7
Developed economies: unemployment rates,>? 2007-2017

Percentage of labour force

2007 2008 2009 2015¢ 20169 20174
Developed economies 5.8 6.1 8.4 8.8 8.5 8.6 8.5 7.8 7.2 7.0 6.7
United States 4.6 5.8 9.3 9.6 9.0 8.1 7.4 6.2 53 5.2 5.1
Canada 6.1 6.1 8.4 8.1 7.5 7.3 7.1 6.9 6.8 6.6 6.5
Japan 3.8 4.0 5.1 5.1 4.6 44 4.0 3.6 34 3.3 33
Australia 44 4.2 5.6 5.2 5.1 5.2 57 6.1 6.2 6.3 6.3
New Zealand 3.7 4.2 6.1 6.6 6.5 6.9 6.2 5.8 6.3 6.2 6.1
European Union 7.2 7.0 9.0 9.6 9.7 105 109 10.2 9.6 9.2 8.9
EU-15 7.1 7.2 9.1 9.6 96 106 11.1 105 10.0 9.6 9.2
Austria 4.9 4.1 53 4.8 4.6 4.9 54 5.6 5.8 5.8 5.7
Belgium 7.5 7.0 79 8.3 7.2 7.6 8.5 8.5 8.5 8.3 8.0
Denmark 3.8 35 6.0 7.5 7.6 7.5 7.0 6.6 6.2 6.0 5.8
Finland 6.9 6.4 8.2 84 7.8 7.7 8.2 8.7 9.6 9.5 9.4
France 8.0 7.4 9.1 9.3 9.2 98 103 103 106 102 100
Germany 8.5 74 7.6 7.0 5.8 54 5.2 5.0 4.7 45 4.5
Greece 8.4 7.8 96 128 179 245 275 266 260 270 23.1
Ireland 4.7 64 120 139 147 147 131 11.3 9.5 8.4 8.1
Italy 6.1 6.7 7.8 8.4 84 106 121 127 123 118 114
Luxembourg 4.2 5.4 5.1 4.2 5.0 5.2 6.0 6.3 5.7 5.2 5.2
Netherlands 4.2 3.7 44 5.0 5.0 5.8 7.2 74 6.9 6.7 6.5
Portugal 9.1 88 107 120 129 158 164 141 12.3 11.8 115
Spain 82 113 179 199 214 248 26.1 245 221 205 198
Sweden 6.1 6.2 8.3 8.6 7.8 8.0 8.0 7.9 7.6 7.2 7.1
United Kingdom 53 5.6 7.6 7.8 8.1 79 7.6 6.1 5.6 5.5 54
New EU member States 7.7 6.5 8.4 9.9 9.8 10.0 10.1 8.7 8.2 7.9 7.5
Bulgaria 6.9 5.6 68 102 113 123 130 114 106 9.6 9.1
Croatia 9.6 8.4 9.1 118 134 158 173 173 164 160 152
Cyprus 3.8 3.6 54 6.3 80 118 159 16.1 169 17.1 16.2
Czech Republic 53 44 6.7 7.3 6.7 7.0 7.0 6.1 5.8 54 5.1
Estonia 4.6 55 136 167 124 100 8.6 74 7.1 6.5 6.2
Hungary 7.4 78 100 112 114 11.0  10.1 7.7 6.8 6.5 6.1
Latvia 6.0 74 171 187 16.2 15.0 119 108 10.1 9.7 9.2
Lithuania 43 57 137 178 153 132 118 113 104 9.9 9.5
Malta 6.3 5.7 6.7 6.6 6.4 6.3 6.4 5.9 53 53 5.2
Poland 9.6 7.0 8.1 9.7 9.7 10.1 10.3 9.0 8.2 8.0 7.8
Romania 6.4 5.6 6.5 7.0 7.2 6.8 7.1 6.8 6.2 6.0 5.6
Slovakia 11.2 96 121 14.5 13.7 14.0 14.2 13.2 11.2 104 10.0
Slovenia 4.9 44 5.9 7.3 8.2 89 10.1 9.7 8.9 8.2 7.8
Other Europe 3.2 3.1 4.0 4.2 3.8 3.8 4.0 4.1 4.3 4.3 4.1
Iceland® 2.2 3.2 7.1 7.5 6.9 5.8 5.2 4.6 4.0 4.1 4.2
Norway 2.5 2.6 3.2 3.6 33 3.2 3.5 3.5 44 4.6 4.2
Switzerland 3.6 33 43 4.5 4.0 4.1 43 4.4 4.2 4.1 4.0
Memorandum items
Major developed economies 54 5.8 8.0 8.2 7.7 74 7.1 6.4 5.9 5.7 5.6
Euro area 75 7.6 9.6 10.2 10.2 114 120 116 11.1 106 10.2

Source: UN/DESA, based on data of the OECD and Eurostat.

a Unemployment data are standardized by the OECD and Eurostat for comparability among countries and over time, in conformity with the definitions of
the International Labour Organization (see OECD, Standardized Unemployment Rates: Sources and Methods (Paris, 1985)).

b Data for country groups are weighted averages, where labour force is used for weights.

c Partly estimated.

d Baseline scenario forecasts, based in part on Project LINK and the UN/DESA World Economic Forecasting Model.

e Not standardized.
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Table A.8
Economies in transition and developing economies: unemployment rates,? 2006-2015

Percentage of labour force

2006 2007 2008 2009 2010 2011 2012 2013

South-Eastern Europe

Albania 13.8 134 131 13.8 140 140 134 159 175 169
Bosnia and Herzegovina 311 290 234 241 272 276 280 275 275 .
Montenegro 296 194 168 191 197 197 197 195 180 175
Serbia 209 181 136 161 192 230 239 221 194 188
The former Yugoslav Republic of Macedonia 36.0 349 338 322 321 314 310 290 280 27.1
Commonwealth of Independent States and Georgia‘“

Armenia 278 287 164 187 190 184 173 162 176
Azerbaijan 6.8 6.5 6.0 5.9 5.6 5.4 5.2 5.0 49
Belarus 1.1 1.0 0.8 0.9 0.7 0.6 0.5 0.5 0.5
Georgia“ 136 133 165 169 163 151 150 146 .
Kazakhstan 7.8 73 6.6 6.6 5.8 5.4 53 5.2 5.0
Kyrgyzstan 8.3 8.2 8.2 8.4 8.6 8.5 8.4 8.3 8.0 .
Republic of Moldova 7.6 5.1 4.0 6.4 74 6.7 5.6 5.1 3.9 45
Russian Federation 7.0 6.0 6.2 8.2 7.3 6.5 55 5.5 5.2 54
Tajikistan 23 25 2.1 2.1 22 2.1 26 25 25
Turkmenistand . 3.6 2.5 2.2 2.0 2.3 2.1 2.0 2.0 .
Ukraine 74 6.6 6.4 8.8 8.2 8.0 7.6 73 9.3 9.6
Uzbekistand 0.3 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2

Africa

Algeria 123 138 113 102 100 100 11.0 9.8 9.8
Botswana 176  20.2 . . 178 199 . 20.0 .

Egypt 10.7 8.9 8.7 9.4 9.0 120 127 132 13.0 .
Mauritius 9.1 8.5 7.2 73 7.8 7.9 8.0 8.0 7.8 8.1
Morocco 9.7 9.8 9.5 9.0 8.9 8.4 8.7 9.1 9.5 .
South Africa 255 233 225 237 249 248 249 247 251 256
Tunisia 125 124 124 133 130 186 174 158 151 15.2
Developing America

Argentina® 10.2 8.5 7.9 8.7 7.8 7.2 7.2 7.1 7.3 6.5
Barbados 8.7 74 81 100 107 112 116 116 123 118
Bolivia® (Plurinational State of) 8.0 7.7 6.7 7.9 6.1 5.8 . . . .
Brazilf 10.0 9.3 7.9 8.1 6.7 6.0 5.5 5.4 438 6.8
Chile 7.8 7.1 7.8 9.7 83 7.2 6.5 6.0 6.3 6.3
Colombia 120 112 113 120 118 108 104 9.6 9.1 9.2
Costa Rica 6.0 4.8 438 8.5 7.1 7.7 7.8 9.2 9.7 9.6
Dominican Republic 162 156 141 149 143 146 147 150 145
Ecuador9 8.1 73 6.9 8.5 7.6 6.0 4.9 4.7 5.7

El Salvador 5.7 5.8 55 7.3 7.0 6.6 6.2 . -
Guatemala . . . . 3.7 4.1 29 3.2 2.9
Honduras 4.6 3.9 4.2 4.9 6.4 6.8 5.6 3.6 - .
Jamaica 10.3 98 106 114 124 126 139 153 138 135
Mexico 4.6 48 4.9 6.6 6.4 6.0 49 49 4.8 44

NicaraguaP 5.2 5.9 6.1 8.2 7.8 5.9 59 5.7 6.8




Table A.8
Economies in transition and developing economies: unemployment rates,? 2006-2015 (continued)

Percentage of labour force
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2006 2007 2008 2009 2010 2011 2012 2013 2014 2015P
Panama 10.4 7.8 6.5 7.9 7.7 5.4 4.8 5.1 3.1 3.8
Paraguayf 8.9 7.2 7.4 8.2 7.2 7.1 8.0 8.1 8.0 7.0
Peru! 7.1 6.7 6.7 6.1 5.7 5.6 5.0 4.7 4.9 53
Trinidad and Tobago 6.2 5.5 4.6 53 5.9 5.1 5.2 3.8 . 3.7
Uruguay® 10.8 9.4 8.0 7.7 7.2 6.3 6.5 6.5 6.6 74
Venezuela (Bolivarian Republic of) 10.6 84 73 7.9 8.7 83 8.1 8.1 7.0
Developing Asia
China 4.1 4.0 4.2 43 4.1 4.1 4.1 4.1 4.1 4.0
Hong Kong SARI 4.8 4.0 35 53 43 3.4 33 34 33 33
Indiak . . . . . 38 47 49 . .
Indonesia 10.4 9.4 8.4 8.0 7.3 6.7 6.2 6.0 5.8 6.0
Iran (Islamic Republic of) 113 106 105 120 135 123 121 104 108 .
Israel 8.4 7.3 6.1 7.6 6.6 5.6 6.9 6.2 5.9 52
Jordan 140 1341 127 129 125 129 122 126 119 128
Korea, Republic of 35 33 3.2 37 37 34 3.2 3.1 3.5 37
Malaysia 33 3.2 33 37 33 3.1 3.0 3.1 2.9 3.1
Pakistan 6.1 5.1 5.0 5.2 53 5.7 . 6.0 . .
PhilippinesI 7.9 7.3 7.4 75 7.3 7.0 7.0 7.1 7.1 6.5
Saudi Arabia 6.3 6.1 6.3 6.3 6.2 5.9 5.6 5.6 5.8 .
Singapore 2.7 2.1 2.2 3.0 2.2 2.0 2.0 1.9 2.0 2.0
SriLanka™ 6.5 6.0 5.2 5.7 4.9 4.0 3.9 43 4.2 4.6
Taiwan Province of China 3.9 3.9 4.1 5.9 5.2 44 42 42 4.0 3.8
Thailand 1.5 1.4 14 1.5 1.1 0.7 0.7 0.7 0.8 0.9
Turkey™ 9.0 9.2 100 131 1.1 9.1 8.4 9.0 99 102
Viet Nam® 4.8 4.6 4.7 4.6 43 3.6 3.2 3.6 3.6

Sources: UN/DESA, based on data of the Economic Commission for Europe (ECE); ILO LABORSTAT database and KILM 9t edition; Economic Commission for
Latin America and the Caribbean (ECLAC); and national sources.

a
b
C

533—x——5Q +~0 o

As a percentage of labour force. Reflects national definitions and coverage. Not comparable across economies.

Partly estimated.

Georgia officially left the Commonwealth of Independent States on 18 August 2009. However, its performance is discussed in the context of this group of
countries for reasons of geographic proximity and similarities in economic structure.
End-of-period registered unemployment data (as a percentage of labour force).

Urban areas.

Six main cities.

Covers Quito, Guayaquil and Cuenca.

Break in series; new methodlogy starting in 2010.

Metropolitan Lima.

Special Administrative Region of China.

Data for fiscal year 2011/12, 2012/13 and 2013/14, respectively.

Partly adopts the ILO definition; that is to say, it does not include one ILO criterion, namely, “currently available for work”.

Excluding Northern and Eastern provinces.
Data based on a new methodology starting from February 2014 onward.
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Table A9
Major developed economies: quarterly indicators of growth, unemployment and inflation, 2013-2015

Percentage

Growth of gross domestic product? (percentage change in seasonally adjusted data from preceding quarter)

Canada 4.1 1.8 2.8 4.0 0.5 3.7 2.1 34  -07 -03 2.3
France 0.6 3.1 -0.4 0.7 -06 -05 1.0 0.5 29 0.2 14
Germany -1.1 3.7 1.5 13 29 -02 0.8 25 14 1.8 13
Italy -33  -07 02 -02 -05 -08 -03 -02 1.7 1.1 0.8
Japan 5.5 2.3 2.5 -0.9 4.7 -7.7 -1.1 1.2 46  -07 -0.8
United Kingdom 2.7 24 3.8 2.6 25 3.8 2.6 3.0 1.5 2.6 1.9
United States 1.9 1.1 3.0 3.8 -0.9 4.6 43 2.1 0.6 39 2.1
Major developed economies® 1.9 1.7 24 2.2 0.8 1.1 2.2 1.8 1.6 2.2 1.4
Euro area -1.0 1.6 0.9 0.9 0.8 0.3 1.0 1.6 2.1 1.4 1.2
Unemployment rate€ (percentage of total labour force)

Canada 7.1 7.1 7.1 7.1 7.0 7.0 7.0 6.7 6.7 6.8 7.0
France 103 104 103 101 102 102 103 105 104 104 107
Germany 53 53 5.2 5.1 5.1 5.0 5.0 4.9 4.8 47 4.5
Italy 11.9 121 122 124 127 125 127 128 123 124 119
Japan 4.2 4.0 4.0 39 3.6 3.6 3.6 35 35 33 34
United Kingdom 7.8 7.7 7.6 7.1 6.7 6.3 59 5.6 55 5.6 .

United States 7.7 7.5 7.2 7.0 6.6 6.2 6.1 57 5.6 54 5.2
Major developed economies® 73 7.2 7.0 6.8 6.6 6.4 6.3 6.1 6.0 5.9 .

Euro area 120 121 120 119 118 116 115 115 112 11.0 109
Change in consumer prices (percentage change from one year ago)

Canada 0.9 0.8 1.2 0.9 1.4 22 2.1 1.9 1.1 0.9 1.2
France 1.2 0.9 1.1 0.8 0.9 0.8 0.5 0.3 -0.2 0.3 0.1
Germany 1.8 1.5 1.7 13 1.0 0.9 0.8 04  -0.1 0.4 0.0
Italy 2.1 13 1.1 0.7 0.5 04  -0.1 0.1 -0.1 0.1 0.3
Japan -0.6 -0.3 0.9 1.4 1.5 3.6 34 2.5 23 0.5 0.2
United Kingdom 2.8 2.7 2.7 2.1 1.8 1.7 15 0.9 0.1 0.0 0.0
United States 1.7 1.4 1.5 1.2 1.4 2.1 1.8 1.2 -0.1 0.0 0.1
Major developed economies? 13 1.1 14 13 13 2.0 1.7 1.2 0.4 0.2 0.1
Euro area 1.9 14 13 0.8 0.6 0.6 0.4 02 -03 0.2 0.1

Source: UN/DESA, based on Eurostat, OECD and national sources.

a Expressed as an annualized rate.

b Calculated as a weighted average, where weights are based on 2010 GDP in United States dollars.
c Seasonally adjusted data as standardized by OECD.

d Calculated as a weighted average, where weights are based on labour force.
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Table A.10
Selected economies in transition: quarterly indicators of growth and inflation, 2013-2015

Percentage

Rates of growth of gross domestic product®

Armenia 7.3 0.9 1.7 5.1 29 2.0 5.5 27 25 5.1 .
Azerbaijan® 3.1 5.0 5.4 5.8 25 2.1 25 2.8 53 5.7 37
Belarus 40 -05 0.8 0.0 0.9 1.6 2.1 1.5 -21  -45

Bosnia and Herzegovina 2.3 1.8 3.2 2.3 26 -05 0.1 23 2.3 44
Georgia 24 1.5 1.4 7.1 7.2 4.9 5.6 1.7 33 25
Kazakhstan® 4.7 5.1 5.7 5.9 3.8 3.9 4.1 43 23 1.7 .
Kyrgyzstan® 7.6 7.9 9.2 131 5.6 4.1 3.0 3.6 7.0 7.3 6.3
Republic of Moldova 3.8 65 135 119 3.7 43 5.8 42 438 2.5 .
Russian Federation 0.7 1.2 13 2.1 0.6 0.7 0.9 04 -22 46 41
The former Yugoslav Republic of Macedonia 19 2.1 2.5 4.1 33 4.7 43 2.7 3.2 2.6
Ukraine -13 =12 -1.2 3.4 =12 -4.5 54 -148 -172 -146
Change in consumer prices?®

Armenia 3.0 5.2 8.7 6.4 4.6 33 0.9 3.1 5.1 5.1 3.7
Azerbaijan 1.2 2.8 3.0 2.8 2.1 1.7 1.5 1.5 1.7 33 3.7
Belarus 226 194 160 159 157 190 205 180 168 140 120
Bosnia and Herzegovina 0.8 0.4 00 -10 -6 -14 -05 -0.1 -05 -05 .
Georgia -19 05 -06 1.0 33 2.6 3.7 27 1.8 3.5 5.1
Kazakhstan 6.8 6.1 5.7 4.8 54 6.8 7.0 7.5 6.8 4.2 4.1
Kyrgyzstan 7.8 7.8 6.7 43 4.7 8.0 7.6 9.8 104 6.1 5.7
Republic of Moldova 44 5.2 4.0 49 54 5.2 5.1 48 6.1 80 11.1
Russian Federation 7.1 7.2 6.4 6.4 6.4 7.5 7.7 96 162 158 157
The former Yugoslav Republic of Macedonia 35 3.6 2.8 13 06 -10 -04 -04 -09 03 -02
Ukraine -05 -04 -03 0.2 1.7 99 148 222 365 589 503

Source: UN/DESA, based on data of the Economic Commission for Europe, European Bank for Reconstruction and Development and national sources.
a Percentage change from the corresponding period of the preceding year.
b Data reflect growth rate of cumulative GDP from the beginning of the year.
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Table A1
Major developing economies: quarterly indicators of growth, unemployment and inflation, 2013-2015

Percentage

Rates of growth of gross domestic product?

Argentina 13 5.2 33 1.7 0.8 0.7 -0.2 0.5 2.1 2.3 .
Brazil 2.6 3.9 24 2.1 27 12 06 -02 -20 -30 -45
Chile 54 4.0 4.8 2.8 2.7 2.1 1.0 1.8 25 1.9 2.2
China 7.8 7.5 79 7.6 7.3 74 7.2 7.2 7.0 7.0 6.9
Colombia 29 4.7 6.1 6.0 6.5 4.2 4.2 34 2.8 3.0
Ecuador 33 4.0 5.2 5.7 4.7 4.2 33 26 3.2 1.0 .
Hong Kong SARP 34 3.1 3.1 2.8 2.7 2.0 29 24 24 2.8 2.3
India 4.7 7.0 7.5 6.4 6.7 6.7 8.4 6.6 7.5 7.0 74
Indonesia 6.0 57 5.6 5.7 5.2 5.1 5.0 5.0 47 47 4.7
Israel 23 53 2.1 3.8 3.9 1.4 24 26 29 1.8 24
Republic of Korea 2.1 2.7 3.2 3.5 39 34 33 2.7 2.5 2.2 2.6
Malaysia 4.2 4.5 5.0 5.1 6.3 6.5 5.6 5.7 5.6 49 4.7
Mexico 1.0 1.7 1.6 1.1 2.3 1.8 2.2 2.6 25 2.3 2.6
Philippines 75 7.9 6.1 6.1 5.6 6.7 5.5 6.6 5.0 5.8 6.0
Singapore 0.3 4.2 5.0 49 4.8 24 2.8 2.1 2.7 2.0 1.9
South Africa 1.8 2.2 1.8 29 1.9 13 1.6 1.4 2.2 13 1.0
Taiwan Province of China 1.5 2.5 1.5 33 3.7 42 43 3.6 4.0 06 -06
Thailand 5.0 22 33 13 -07 0.8 1.0 22 3.1 2.7 2.8
Turkey 3.1 4.6 4.2 4.5 5.1 24 1.8 2.7 25 3.8
Venezuela (Bolivarian Republic of) 0.8 2.6 1.1 1.0 -48 49 -23

Unemployment rate©

Argentina 7.9 7.2 6.8 6.4 7.1 7.5 7.5 6.9 7.1 6.6 59
Brazil 5.6 59 5.4 47 5.0 49 49 4.6 5.8 6.7 7.6
Chile 6.2 6.2 5.7 5.7 6.5 6.5 6.6 6.0 6.1 6.5 6.4
Colombia 1.4 9.6 9.4 82 105 9.0 8.8 8.1 9.8 8.9 9.0
Ecuador 4.6 4.9 4.6 4.2 4.9 4.7 3.9 3.8 3.8 4.5 4.2
Hong Kong SARP 35 34 35 3.1 3.1 33 35 3.1 3.2 33 35
Israel 6.7 6.7 5.9 5.7 59 6.1 6.2 5.6 54 5.1 5.2
Republic of Korea 3.6 3.1 3.0 2.8 4.0 3.7 33 3.2 4.1 3.8 34
Malaysia 3.1 3.0 3.1 3.2 3.1 27 2.7 2.8 3.1 3.1 3.2
Mexico 49 5.0 5.2 4.6 4.8 49 53 44 4.2 44 4.6
Philippines 7.1 7.5 7.3 6.5 7.5 7.0 6.7 6.0 6.6 6.4 6.5
Singapore 1.9 2.0 1.8 1.9 2.0 2.0 1.9 1.9 1.8 2.0 2.0
South Africa 250 253 245 241 252 255 254 243 264 250 255
Taiwan Province of China 4.2 4.1 43 4.2 4.0 3.9 4.0 3.9 3.7 3.7 3.9
Thailand 0.7 0.7 0.7 0.8 0.9 1.0 0.8 0.7 1.0 0.9 0.9
Turkeyd 10.4 9.0 9.7 9.9 9.2 96 105 105 102 102 .
Uruguay 6.8 6.6 6.3 6.3 6.7 6.8 6.2 6.7 7.0 7.6 7.6

Venezuela (Bolivarian Republic of) 8.2 7.8 7.9 7.0 8.4 7.2
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Table A.11
Major developing economies: quarterly indicators of growth, unemployment and inflation, 2013-2015 (continued)

Percentage

Change in consumer prices?®

Argentina® . . . . 10.0 150 198 227 184 154 147
Brazil 6.4 6.6 6.1 5.8 58 6.4 6.6 6.5 7.7 8.5 9.5
Chile 1.5 13 2.1 2.3 3.2 45 47 53 44 4.2 4.7
China 24 24 2.8 29 2.3 2.2 2.0 1.5 1.2 14 1.7
Colombia 1.9 2.1 23 1.8 2.3 2.8 29 35 4.2 4.5 4.9
Ecuador 3.6 29 2.1 23 29 34 4.2 3.8 3.8 4.6 4.1
Hong Kong SARP 3.7 4.0 53 43 4.1 3.7 48 5.1 44 3.0 2.3
Indiaf 10.7 9.5 9.7 104 8.2 7.8 6.7 4.1 53 5.1 39
Indonesia 53 5.6 8.6 8.4 7.8 7.1 44 6.5 6.5 7.1 7.1
Israel 1.4 1.2 1.6 1.9 13 0.8 00 -02 -08 -04 -04
Republic of Korea 1.6 1.2 14 1.1 1.1 1.6 1.4 1.0 0.6 0.5 0.7
Malaysia 1.5 1.8 22 3.0 34 33 3.0 2.8 0.7 22 3.0
Mexico 3.7 45 34 3.7 4.2 3.6 4.1 4.2 3.1 29 2.6
Philippines 3.2 2.7 24 34 4.1 43 4.7 3.6 24 1.7 0.6
Singapore 4.0 1.6 1.9 2.0 1.0 2.2 1.0 -04 -03 -04 -06
South Africa 57 5.7 6.2 5.4 59 6.5 6.2 5.7 4.1 4.6 4.7
Taiwan Province of China 1.8 0.8 0.0 0.6 0.8 1.6 1.5 08 -06 -07 -03
Thailand 3.1 2.3 1.7 1.7 2.0 2.5 2.0 1.1 -0.5 -1.1 -1.1
Turkey 7.2 7.0 8.3 7.5 8.0 9.4 9.2 8.8 7.5 7.7 7.3
Venezuela (Bolivarian Republic of) 234 348 458 562 577 609 632 654

Sources: IMF, International Financial Statistics, and national sources.

a Percentage change from the corresponding quarter of the previous year.

b Special Administrative Region of China.

c Reflects national definitions and coverage. Not comparable across economies.

d Data based on new methodology starting from February 2014 onward.

e In December 2013, Argentina launched a new national consumer price index. The numbers reported correspond to the accumulated variation of the
index since that date. No matching data for the period before December 2013 were released.

f Data based on new statistics available from 2014 onward.
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Table A.12
Major developed economies: financial indicators, 2006-2015

Percentage

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Short-term interest rates®

Canada 4.2 4.6 33 0.7 0.8 1.2 1.2 1.2 1.2 0.8
France® 3.1 43 4.6 1.2 0.8 1.4 0.6 0.2 0.2 0.0
Germany* 3.1 43 4.6 1.2 0.8 1.4 0.6 0.2 0.2 0.0
Italy® 3.1 43 4.6 1.2 0.8 1.4 0.6 0.2 0.2 0.0
Japan 0.3 0.7 0.8 0.6 0.4 0.3 0.3 0.2 0.2 0.2
United Kingdom 438 6.0 5.5 1.2 0.7 0.9 0.8 0.5 0.5 0.5
United States 5.2 53 3.0 0.6 0.3 0.3 0.3 0.2 0.1 0.2
Long-term interest ratesd

Canada 4.2 43 3.6 3.2 3.2 2.8 1.9 23 2.2 1.5
France 3.8 43 4.2 3.6 3.1 33 2.5 22 1.7 0.9
Germany 3.8 42 4.0 3.2 2.7 2.6 15 1.6 1.2 0.5
Italy 4.0 4.5 4.7 43 4.0 5.4 5.5 43 2.9 1.7
Japan 1.7 1.7 1.5 13 1.1 1.1 0.8 0.7 0.5 0.4
United Kingdom 4.5 5.0 4.6 3.6 3.6 3.1 1.9 24 2.6 1.9
United States 48 4.6 3.7 33 3.2 2.8 1.8 24 2.5 2.1
General government financial balances®

Canada 1.8 15 -03 -45 -49 -37 31 -27 -16 -19
France 23 25 32 -72 -68 51 -48 -41 -39 38
Germany -1.7 02 -02 32 -42 -10 -01 -0.1 0.3 0.9
Italy 36 -15 -27 53 -42 35 -30 -29 -30 -26
Japan -3 -217 -19 88 83 88 -87 -85 77 67
United Kingdom 29 -30 -51 -108 -97 -77 -83 57 57 -39
United States -31 -37  -72 -128 -122 -108 -90 55 51 45

Sources: UN/DESA, based on OECD, Economic Outlook; OECD, Main Economic Indicators.
a Average for the first nine months for short- and long-term interest rates.

b Three-month Interbank or money market rate.

¢ Three-month Euro Interbank Offered Rate (EURIBOR).

d Yield on 10-year government bonds.

e Surplus (+) or deficit (-) as a percentage of nominal GDP. Estimates for 2015.
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Selected economies: real effective exchange rates, broad measurement,>® 2006-2015

2006

2007

2008

2009

2010

2011

2012

2013

2014

185

2015°¢

Developed economies

Australia 87.8 93.0 90.5 87.7 1000 106.7 108.1 102.5 97.7 824
Bulgaria 86.4 91.4 99.1 1035 100.0 101.7  100.1 100.7  100.1 89.2
Canada 96.7 99.5 96.3 91.9 1000 101.2  100.7 96.9 91.2 77.7
Croatia 97.4 983 1025 103.6 100.0 97.4 95.0 95.9 95.1 85.1
Czech Republic 87.9 909 1045 100.1 1000 1017 97.5 95.7 90.4 80.7
Denmark 1003 100.8 1020 1047 100.0 99.2 96.4 97.1 98.0 87.0
Euro area 1046 1068 1083 109.1 100.0 99.2 94.2 97.3 97.8 82.5
Hungary 920 1028 1058 99.6  100.0 99.5 96.6 95.6 92.0 81.4
Japan 90.2 82.4 88.4 99.5 1000 101.1 99.6 79.3 74.6 64.2
New Zealand 99.4  106.6 98.7 91.8 1000 1040 1067 1093 1125 96.3
Norway 99.8  100.0 99.3 96.4 1000 1004 99.5 98.0 933 78.8
Poland 99.8 1036 1133 95.6  100.0 98.0 94.9 95.5 96.0 84.5
Romania 1045 1131 106.7 99.0 1000 1024 96.2 100.7 1016 90.4
Sweden 106.0 107.3  104.6 946 1000 1052 1045 1056  100.0 85.7
Switzerland 93.2 89.2 92.6 962 1000 1093 1050 1032 1043 1015
United Kingdom 126.1 1279 1108 99.9 1000 1003  104.1 1026 1096 104.4
United States 111.0 1057 1008 1047 100.0 94.9 96.9 96.9 98.9 98.7
Economies in transition

Russian Federation 89.0 93.9 99.7 924 100.0 103.6 1044  106.3 97.1 74.2

Developing economies

Argentina 79.7 82.7 92.2 934 1000 1060 1229 1273 1197 1532
Brazil 814 87.1 89.8 888 1000 103.2 92.2 86.6 84.3 66.2
Chile 101.3 99.0 99.1 949 1000 1003  102.1 100.4 90.5 82.0
China 86.9 89.8 972 1013 1000 1021 1080 1147 1172 1164
Colombia 82.6 91.8 94.5 90.3  100.0 98.5 1039 99.6 94.9 73.8
Ecuador 104.2 97.1 952 1013  100.0 97.1 1003 1014 1048 106.5
Egypt 72,5 73.5 824 94.6  100.0 97.0 1028 97.0 1042 1054
Hong Kong SARY 1142 1076 101.0 103.1 100.0 96.1 983 100.7 1045 102.0
India 83.7 90.3 85.5 879 1000 100.2 95.5 94.4 96.1 94.5
Indonesia 94.9 93.9 89.4 88.7 1000 100.2 96.8 93.6 87.7 81.7
Israel 88.0 88.5 98.1 957 1000 1003 954 1013 1024 93.6
Republic of Korea 1320 1299 1049 92.7  100.0 99.8 993 1035 1093 1009
Kuwait 93.7 933 1006 100.0 100.0 1006 1040 1044 1068 1025
Malaysia 96.3 98.1 98.1 95.0 100.0 99.8 99.5 99.4 98.9 84.9
Mexico 1112 109.1 1059 93.1  100.0 99.0 96.1 101.5  100.6 84.6
Morocco 1040 1028 1029 1046 100.0 97.2 95.0 96.3 96.7 88.5
Nigeria 94.7 933 1013 923  100.0 99.7 1096 116.0 1200 106.4
Pakistan 103.8 1023 97.1 96.6 1000 1020 1032 100.7 1076 106.5
Peru 94.3 92.4 95.4 97.7  100.0 979 1052 103.8 101.6 93.0
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Table A13
Selected economies: real effective exchange rates, broad measurement, ® 2006-2015 (continued)

2006 2007 2008 2009 2010 2011 2012

Developing economies (continued)

Philippines 88.1 95.4 98.2 966 1000 1003 1052 1089 1088  105.9
Saudi Arabia 94.2 90.5 91.7 99.6  100.0 978 1005 1030 1054 1053
Singapore 92.0 924 97.0 970 1000 1052 110.0 1120 111.7 101.1
South Africa 99.2 92.6 80.3 87.1 100.0 97.8 91.7 813 76.2 69.6
Taiwan Province of China 1129 1064 1043 99.5 100.0 99.9 99.8 99.9 98.8 91.8
Thailand 929 105.1 98.7 949  100.0 98.9 99.3 1046 1013 94.9
Turkey 89.2 96.4 97.1 91.3  100.0 88.4 914 90.3 85.6 77.2
Venezuela (Bolivarian Republic of) 90.8 99.6 120.6 159.5 100.0 116.5 139.9 1344 2027 301.6

Source: JPMorgan Chase.

a Year 2010=100.

b Indices based on a “broad” measure currency basket of 46 currencies (including the euro). The real effective exchange rate, which adjusts the nominal
index for relative price changes, gauges the effect on international price competitiveness of the country’s manufactures owing to currency changes and
inflation differentials. A rise in the index implies a fall in competitiveness and vice versa. The relative price changes are based on indices most closely
measuring the prices of domestically produced finished manufactured goods, excluding food and energy, at the first stage of manufacturing. The weights
for currency indices are derived from 2000 bilateral trade patterns of the corresponding countries.

c Average for the first ten months.

d Special Administrative Region of China.
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Table A4
Indices of prices of primary commodities, 2006-2015

Index: Year 2000=100

Non-fuel commodities Combined index
Vegetable Agricultural Minerals Real prices
Tropical oilseeds raw and Manufactured of non-fuel Crude
Food beverages and oils materials metals Dollar SDR export prices commodities® petroleumb

2006 151 134 148 147 278 183 164 125 146 221.3

2007 164 148 226 164 313 207 178 135 153 2504

2008 234 178 298 198 332 256 213 142 180 342.2

2009 220 181 213 163 232 213 182 134 159 221.2

2010 230 213 262 226 327 256 222 136 188 280.6

2011 265 270 333 289 375 302 253 150 201 389.3

2012 270 212 307 223 322 277 239 146 190 396.6

2013 255 174 269 206 306 258 225 149 173 383.6

2014 240 214 253 186 280 243 21 148 164 348.9
2012

| 257 232 316 246 342 280 241 147 191 4254

Il 264 208 318 229 323 275 238 143 192 386.8

11l 285 21 318 205 306 278 242 143 194 386.2

v 276 198 277 21 319 274 236 146 188 388.6
2013

| 266 186 280 216 332 273 237 152 180 396.7

I 260 176 262 202 297 259 228 150 173 365.6

11l 251 169 258 202 296 252 220 148 170 3874

IV 243 164 274 203 297 250 215 151 165 385.7
2014

| 244 198 279 198 289 249 214 151 165 379.6

Il 245 220 270 191 281 248 212 150 165 383.6

11l 238 220 237 181 285 242 210 149 162 365.2

v 233 219 227 172 265 232 209 143 162 265.8
2015

| 218 201 215 164 235 214 201 133 161 182.3

Il 204 196 210 166 236 207 196 132 157 217.0

11l 200 197 194 160 209 196 185 . . 174.5

Sources: UNCTAD, Monthly Commodity Price Bulletin; United Nations, Monthly Bulletin of Statistics; and data from the Organization of the Petroleum
Exporting Countries (OPEC) website, available from http://www.opec.org.

a Combined index of non-fuel commodity prices in dollars, deflated by manufactured export price index.

b The new OPEC reference basket, introduced on 16 June 2005, currently has 12 crudes.
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Table A.15
World oil supply and demand, 2007-2016

2007 2008 2009

World oil supply< 9
(millions of barrels
per day) 846 847 839 856 869 890 893 915 936 943

Developed economies 159 155 157 159 161 170 181 201 21.0 208

Economiesin transiton ~ 13.0 129 134 137 137 137 139 140 141 139

Developing economies ~ 53.7 543 528 538 550 562 551 552 563 573

OPEC® 350 356 342 347 358 375 366 366 377 389
Non-OPEC 187 187 186 191 192 187 185 186 186 183
Processing gains 20 20 20 21 2.1 2.1 22 22 22 23
Global biofuels9 11 14 16 18 19 19 20 22 23 24

World total demandh 871 86.7 855 885 895 907 919 927 945 955

Oil prices (dollars per barrel)

OPEC basket 69.1 945 611 775 1075 1095 1059 963 533

Brent oil 727 976 619 796 1109 1120 1089 989 53.0 51.0

Sources: UN/DESA, International Energy Agency; U.S. Energy Information Administration; and OPEC.

a Partly estimated.

b Baseline scenario forecasts.

¢ Including global biofuels, crude oil, condensates, natural gas liquids (NGLs), oil from non-conventional sources and
other sources of supply.

d Totals may not add up because of rounding.

e Includes Angola as of January 2007 and Ecuador as of December 2007.

f Net volume gains and losses in the refining process (excluding net gain/loss in the economies in transition and China)
and marine transportation losses.

g Global biofuels comprise all world biofuel production including fuel ethanol from Brazil and the United States.

h Including deliveries from refineries/primary stocks and marine bunkers, and refinery fuel and non-conventional oils.

i The new OPEC reference basket, introduced on 16 June 2005, currently has 12 crudes.
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Table A.16
World trade:? changes in value and volume of exports and imports, by major country group, 2007-2017

Annual percentage change

2007 2008 2009 2010 2013 2014 2015 2016¢ 2017¢

Dollar value of exports

World 163 142 -19.6 196 18.1 1.3 2.7 1.3 -6.7 3.1 7.4
Developed economies 156 11.0 -19.6 14.1 15.4 -1.5 3.2 2.4 -3.6 4.5 6.3
North America 1.5 9.6 -16.7 17.4 143 3.7 24 3.1 -0.4 4.0 6.1
EU plus other Europe 17.6 11.0  -19.9 10.7 16.4 -3.0 5.1 24 -4.0 5.0 6.7
Developed Asia 1.2 139 -233 313 11.6 -2'5 -6.8 0.9 -8.5 24 3.6
Economies in transition 21.0 329 -324 278 3038 33 -0.6 -89 -36.3 -6.9 134
South-Eastern Europe 19.5 223  -187 13.7 21.6 -6.6 16.2 5.1 -9.4 44 5.1
Commonwealth of Independent States
and Georgia 21.1 333 -329 284 312 3.7 -1.1 95 -376 -76 140
Developing economies 169 177 -18.2 275 207 4.8 24 0.9 -8.3 1.8 8.6
Latin America and the Caribbean 129 152 -205 310 179 14 0.0 0.0 -9.0 24 7.1
Africa 120 294 -273 273 16.3 7.2 -9.0 41 213 04 124
East Asia 18.3 140 -15.1 284 183 4.6 4.0 3.0 -33 23 74
South Asia 24.1 15.7 -6.1 259 2438 -0.8 6.9 -3.1 -107 36 113
Western Asia 159 294 -264 208 349 9.9 2.1 -21  -20.1 14 124
Dollar value of imports
World 16.1 146 -20.0 19.2 184 1.1 2.5 1.0 -6.8 3.5 8.2
Developed economies 137 115 -219 145 162 -19 1.6 22 53 4.5 8.0
North America 6.6 76 -220 197 136 3.0 0.1 29 -33 5.5 7.6
EU plus other Europe 174 119 -215 11.1 16.2 -5.1 35 2.1 -5.3 47 83
Developed Asia 106 205 -248 241 23.1 5.5 -5.4 1.0 -10.7 0.2 6.6
Economies in transition 340 30.0 -30.2 222 282 8.1 34 -10.2 -225 -3.6 9.2
South-Eastern Europe 304 270 -27.0 2.3 19.9 -6.7 52 3.1 -8.7 5.6 9.0
Commonwealth of Independent States
and Georgia 344 303 -305 241 28.8 9.2 33 111 -235 -44 9.2
Developing economies 195 19.2 -152 27.0 21.0 5.0 3.8 0.4 -7.6 25 8.6
Latin America and the Caribbean 193 208 -202 284 197 5.6 47 -1.9  -10.2 24 83
Africa 28.1 26.3 98 118 154 4.1 26 1.8 -5.5 3.0 8.2
East Asia 157 169 -158 328 217 48 3.7 0.6 -8.1 33 8.9
South Asia 258 19.8 -27 226 247 44 0.1 29 -11.2 -1.3 10.2
Western Asia 289 223 -17.7 152 207 6.5 6.6 3.7 -1.3 13 6.9
Volume of exports
World 74 29 -9.8 120 6.4 3.0 3.2 3.6 2.7 4.0 4.5
Developed economies 6.7 20 -11.8 114 5.6 24 2.7 3.8 3.8 4.2 4.9
North America 7.2 33 -9.7 108 6.4 33 2.6 3.8 2.7 3.0 3.5
EU plus other Europe 6.4 16 -11.6 105 6.3 22 2.8 3.2 44 4.7 5.5
Developed Asia 74 18 -17.8 189 -0.2 1.4 24 7.8 26 3.5 3.7
Economies in transition 7.2 1.6 -6.7 6.8 2.9 1.2 2.7 -1.1 -2.7 0.2 1.7
South-Eastern Europe 2.4 5.4 -6.7 15.7 7.6 0.2 12.9 5.5 6.1 5.6 5.5

Commonwealth of Independent States
and Georgia 7.4 1.5 -6.7 6.4 2.7 13 23 -1.4 =3l -0.1 1.5
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Table A.16
World trade®: changes in value and volume of exports and imports, by major country group, 2007-2017 (continued)

Annual percentage change

2012 2013 2014°  2015¢ 2016 2017°

Developing economies 8.5 44 -71 133 7.9 4.0 3.9 3.8 1.7 4.1 43
Latin America and the Caribbean 35 0.8 93 8.5 6.7 2.5 1.0 1.8 2.8 3.8 47
Africa 3.2 82 -145 10.1 13 3.7 -6.2 2.6 4.5 4.8 4.2
East Asia 12.1 4.6 -64 171 7.7 3.7 6.3 45 0.0 34 4.1
South Asia 6.3 7.9 08 123 131 34 6.0 2.1 -13 5.0 5.7
Western Asia 5.1 3.6 -6.3 6.0 114 7.4 13 4.1 7.9 6.9 43

Volume of imports

World 8.1 29 -109 13.0 7.0 2.8 3.0 2.9 2.6 4.0 4.9

Developed economies 53 04 -12.1 10.8 5.0 1.0 1.8 3.8 4.6 4.5 4.7
North America 3.0 20 -135 12.9 55 2.5 1.1 35 4.7 4.6 4.1
EU plus other Europe 6.4 1.2 -11.2 9.7 44 -0.4 2.0 3.8 5.2 5.0 53
Developed Asia 4.6 25  -14.1 12.0 7.1 5.4 2.0 5.2 1.1 13 2.6

Economies in transition 228 118 -266 167 164 8.4 2.6 -8.0 -14.2 -2.7 6.4
South-Eastern Europe 12.7 10.5 -16.1 35 6.1 0.8 43 4.4 4.5 57 59
Commonwealth of Independent States ~ 23.7 119 -274 18.0 17.2 9.0 2.5 -89 -15.6 -3.5 6.5

and Georgia

Developing economies 12.3 6.6 -74 164 9.3 5.0 4.9 2.6 1.1 3.8 5.1
Latin America and the Caribbean 13.2 85 -148 212 11.6 44 24 0.5 -0.3 3.2 53
Africa 17.8 8.8 -5.7 7.5 1.5 6.8 3.9 3.5 3.5 42 5.0
East Asia 10.0 44 -57 193 84 44 6.6 33 1.0 3.9 53
South Asia 93 137 16  10.1 14.9 5.6 -1.6 -1.6 -1.7 4.1 5.3
Western Asia 19.6 81 -124 92 117 6.7 5.9 47 4.0 35 4.2

Source: UN/DESA.

a Includes goods and non-factor services.

b Partly estimated.

c Baseline scenario forecasts, based in part on Project LINK.
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Balance of payments on current accounts, by country or country group, summary table, 2006-2014

Billions of dollars
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2006 2007 2008 2009 2010 2011 2012 2013 2014

Developed economies -573.6 -556.9 -765.2 -250.8 -181.9 -2234 -190.2 -11.4 -44.6
Japan 174.5 212.1 142.6 145.2 221.0 129.8 59.7 40.7 244
United States -806.7 -7186  -690.8 -384.0 -442.0 -4604 -449.7 -3768 -389.5
Europe? 93.7 109 -157.0 76.0 143.7 203.6 3332 436.6 408.3
EU-15 41.6 208 -123.0 34.1 60.4 136.5 229.5 305.6 308.1
New EU member States -63.9 -1073  -118.9 -41.3 -48.8 -47.0 -27.7 14 1.2
Economies in transition® 88.5 53.8 89.7 353 63.2 99.4 58.9 12.2 50.1
South-Eastern Europe -5.4 -11.6 -18.6 -7.5 -6.0 -8.5 -8.5 -6.0 -6.6
Commonwealth of Independent States© 95.1 67.3 111.0 439 70.4 109.8 69.3 19.1 58.3
Developing economies 708.6 777.8 785.3 390.2 412.7 479.6 501.3 394.3 361.9
Net fuel exporters 3934 3443 437.8 75.6 221.1 493.2 479.3 379.5 196.6
Net fuel importers 315.2 4335 3474 314.6 191.6 -13.6 22.0 14.8 165.3
Latin America and the Caribbean 48.3 8.0 -37.2 -28.3 -93.8 -100.3 -135.7 -170.5 -1723
Net fuel exporters 339 18.5 37.9 0.3 3.5 174 23 -5.0 -7.6
Net fuel importers 14.5 -10.6 -75.1 -28.6 -97.3  -117.7  -138.0 -1654 -164.7
Africa 91.8 783 70.0 -30.3 11.1 0.6 -11.1 -43.7 -96.8
Net fuel exporters 108.1 103.6 1124 3.5 39.7 46.5 54.0 229 -35.1
Net fuel importers -16.3 -25.3 -42.4 -33.8 -28.5 -45.9 -65.2 -66.6 -61.7
Western Asia 188.2 148.7 224.6 41.5 95.1 283.0 348.8 279.1 187.5
Net fuel exporters 215.7 184.0 268.4 534 143.5 360.9 409.0 351.2 235.6
Net fuel importers -27.5 -35.3 -43.7 -11.9 -48.4 -77.9 -60.2 -72.0 -48.2
East and South Asia 380.3 542.9 527.8 407.4  400.2 296.4 299.3 329.3 443.5
Net fuel exporters 357 383 19.2 18.4 344 68.5 13.9 10.5 3.7
Net fuel importers 344.6 504.6 508.7 388.9 365.8 227.9 285.4 3189 439.8
World residuald 223.5 274.7 109.7 174.7 294.0 355.6 370.0 395.1 367.4

Sources: International Monetary Fund (IMF), World Economic Outlook, October 2015.
Note: IMF-WEO has adopted the sixth edition of the Balance of Payments Manual (BPM6).
a Europe consists of the EU-15, the new EU member States and Iceland, Norway and Switzerland.

b Includes Georgia.

¢ Excludes Georgia, which left the Commonwealth of Independent States on 18 August 2009.

d Statistical discrepancy.
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Table A.18
Balance of payments on current accounts, by country or country group, 2006-2014

Billions of dollars

2007 2008 2009 2010 2011

Developed economies

Trade balance -724.1 -705.2 -817.1 -398.8 -489.9 -675.6 -632.4 -488.0 -506.2
Services, net 225.0 3114 316.5 289.3 324.0 414.6 4134 471.8 510.5
Primary income 203.4 168.3 99.6 2179 353.6 4234 412.8 407.9 362.7
Secondary income -278.0 -331.4 -364.3 -359.3 -369.6 -385.8 -383.9 -403.0 -411.5
Current-account balance -573.6 -556.9 -765.2 -250.8 -181.9 -223.4 -190.2 -11.4 -44.6
Japan
Trade balance 94.9 120.9 55.6 57.8 108.5 -4.5 -53.9 -90.0 -99.3
Services, net -32.0 -37.0 -38.0 -34.9 -30.3 -35.0 -47.8 -35.7 -29.2
Primary income 122.3 139.8 138.1 134.6 155.1 183.1 175.6 176.4 171.9
Secondary income -10.7 -11.5 -13.1 -12.3 -12.4 -13.8 -14.2 -10.0 -19.0
Current-account balance 174.5 212.1 142.6 145.2 221.0 129.8 59.7 40.7 244
United States
Trade balance -837.3 -821.2 -832.5 -509.7 -648.7 -740.6 -741.2 -702.6 -741.5
Services, net 75.6 115.8 123.8 125.9 154.0 192.0 204.4 2242 233.1
Primary income 433 100.6 146.1 123.6 177.7 221.0 212.2 224.5 238.0
Secondary income -88.3 -113.9 -128.2 -123.8 -125.0 -132.7 -125.1 -122.9 -119.2
Current-account balance -806.7 -718.6 -690.8 -384.0 -442.0 -460.4 -449.7 -376.8 -389.5
Europe?
Trade balance -8.8 -24.5 -71.7 63.1 46.3 43.9 184.1 306.0 328.1
Services, net 186.4 2435 249.7 213.2 225.0 2883 2914 3193 3353
Primary income 93.2 -3.9 -112.2 19.9 99.8 105.4 96.3 77.1 14.4
Secondary income -177.1 -204.1 -222.7 -220.3 -227.4 -233.9 -238.6 -265.7 -269.6
Current-account balance 93.7 10.9 -157.0 76.0 143.7 203.6 333.2 436.6 408.3
EU-15
Trade balance -54 0.7 -51.2 47.0 7.7 -3.2 107.2 205.2 2393
Services, net 130.1 174.2 171.7 151.5 163.6 220.7 2252 248.0 260.7
Primary income 924 483 -27.6 474 109.3 144.4 124.4 103.5 544
Secondary income -175.5 -202.5 -215.8 -211.8 -220.1 -225.4 -227.4 -251.1 -246.4
Current-account balance 41.6 20.8 -123.0 34.1 60.4 136.5 229.5 305.6 308.1
New EU member States
Trade balance -71.7 -101.2 -125.8 -43.9 -45.3 -49.4 -32.6 -10.9 -12.7
Services, net 31.7 39.9 44.7 35.6 36.2 44.7 45.6 52.6 573
Primary income -31.8 -54.1 -44.3 -37.8 -47.1 -49.8 -45.0 -46.3 -46.7
Secondary income 8.0 8.2 6.5 4.8 74 7.5 43 59 33
Current-account balance -63.9 -107.3 -118.9 413 -48.8 -47.0 -27.7 14 1.2
Economies in transition®
Trade balance 1335 113.9 176.3 105.1 155.3 2219 205.5 184.5 205.0
Services, net -15.6 -23.7 -27.9 -24.0 -31.2 -36.7 -52.8 -65.3 -67.1
Primary income -41.9 -48.3 -72.4 -59.1 -74.5 -100.5 -106.1 -116.8 -98.0
Secondary income 12.6 11.8 13.6 134 13.6 14.7 123 9.7 10.1

Current-account balance 88.5 53.8 89.7 353 63.2 99.4 58.9 12.2 50.1
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Balance of payments on current accounts, by country or country group, 2006-2014 (continued)

Billions of dollars
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P 2007 2008 2009 2010 2011 2012 2013 2014
Economies in transition® (continued)
South-Eastern Europe
Trade balance -15.5 -22.7 -29.8 -19.8 -17.5 -20.8 -19.4 -17.0 -18.1
Services, net 13 2.0 23 2.3 24 3.1 2.8 3.0 3.6
Primary income 0.1 -0.5 -0.8 -0.4 -1.0 -1.2 -1.6 -1.9 -2.1
Secondary income 8.8 9.7 9.7 10.4 10.1 10.4 9.7 9.9 10.0
Current-account balance -5.4 -11.6 -18.6 -7.5 -6.0 -8.5 -8.5 -6.0 -6.6
Commonwealth of Independent States©
Trade balance 151.0 139.5 209.9 127.3 175.5 246.2 229.1 205.0 2273
Services, net -17.1 -25.9 -30.2 -26.7 -34.2 -40.5 -56.7 -69.7 -72.0
Primary income -42.2 -47.8 -71.5 -58.7 -733 -98.9 -104.4 -114.6 -95.7
Secondary income 33 1.4 29 2.0 24 29 1.2 -1.6 -13
Current-account balance 95.1 67.3 111.0 439 70.4 109.8 69.3 19.1 583
Developing economies
Trade balance 802.5 855.6 918.4 577.6 720.0 883.5 932.1 951.7 909.4
Services, net -125.7 -141.7 -186.5 -183.7 -207.3 -241.6 -272.9 -309.4 -365.3
Primary income -155.1 -149.2 -182.2 -210.7 -318.9 -382.6 -354.4 -426.4 -353.9
Secondary income 186.9 213.1 235.5 206.9 219.0 220.4 196.5 178.4 171.7
Current-account balance 708.6 777.8 785.3 390.2 412.7 479.6 501.3 3943 361.9
Net fuel exporters
Trade balance 517.8 521.0 707.1 341.1 540.6 877.6 889.0 819.0 652.4
Services, net -114.6 -157.7 -209.7 -192.7 -209.1 -242.1 -258.5 -270.2 -305.5
Primary income -23.8 -25.4 -64.2 -64.7 -97.2 -121.3 -123.1 -125.1 -110.5
Secondary income 14.0 6.4 4.6 -8.1 -13.4 -21.0 -28.2 -44.2 -40.3
Current-account balance 3934 3443 437.8 75.6 221.0 493.2 479.3 379.5 196.1
Net fuel importers
Trade balance 284.7 334.7 2113 236.5 179.3 59 43.2 132.7 257.0
Services, net -11.1 16.1 233 9.0 1.8 0.4 -14.5 -39.2 -59.8
Primary income -131.2 -123.9 -118.0 -145.9 -221.8 -261.3 -231.3 -301.3 -243.3
Secondary income 172.9 206.6 230.9 215.0 2323 2413 224.6 222.6 212.1
Current-account balance 315.2 433.5 347.5 314.6 191.7 -13.6 22.0 14.8 165.9
Latin America and the Caribbean
Trade balance 99.3 69.5 40.7 51.0 484 71.2 435 11.8 -3.8
Services, net -17.3 -24.9 -32.4 -33.9 -49.9 -65.2 -70.6 -74.5 -74.4
Primary income -97.5 -103.4 -112.5 -102.9 -153.7 -169.5 -170.6 -169.7 -159.3
Secondary income 63.9 66.8 67.0 57.4 61.5 63.2 62.0 62.0 65.1
Current-account balance 483 8.0 =S -28.3 -93.8 -100.3 -135.7 -170.5 -172.3
Africa
Trade balance 92.6 95.6 109.4 -0.8 54.7 60.0 48.8 14.7 -58.8
Services, net -16.1 -27.9 -47.2 -42.2 -45.0 -54.2 -52.0 -48.5 -53.8
Primary income -33.9 -46.5 -57.5 -47.6 -65.3 -78.0 -83.2 -87.0 -78.5
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Table A.18

Balance of payments on current accounts, by country or country group, 2006-2014 (continued)

Billions of dollars

2006 2007 pL[1]] 2009 2010 2011 2012 2013 2014
Africa (continued)
Secondary income 49.3 57.1 65.3 60.3 66.8 72.7 75.3 771 94.4
Current-account balance 91.8 78.3 70.0 -30.3 11.1 0.6 -11.1 -43.7 -96.8
Western Asia
Trade balance 232.3 217.6 347.1 170.2 2534 466.6 546.8 4994 4383
Services, net -45.0 -65.3 -85.8 -75.9 -89.6 -106.3 -115.0 -1254 -153.5
Primary income 16.3 23.3 -5.6 -12.4 -19.0 -16.9 -11.9 -9.4 -3.1
Secondary income -15.4 -26.9 -31.1 -40.3 -49.8 -60.3 -71.2 -85.6 -94.2
Current-account balance 188.2 148.7 224.6 41.5 95.1 283.0 348.8 279.1 187.5
East Asia
Trade balance 4304 544.8 537.9 479.7 481.5 4426 496.4 575.4 696.0
Services, net -65.2 -48.7 -57.0 -52.8 -52.6 -67.2 -87.0 -121.9 -147.1
Primary income -28.7 -13.5 5.4 -33.6 -58.1 -97.7 -62.1 -130.5 -81.2
Secondary income 384 51.0 62.9 49.1 55.0 43.3 23.5 14.7 -6.1
Current-account balance 374.8 533.7 549.2 4423 425.8 321.1 370.8 337.8 461.7
South Asia
Trade balance -52.0 -71.8 -116.6 -122.5 -118.0 -157.0 -203.4 -149.7 -162.3
Services, net 18.0 25.1 359 21.2 29.7 51.3 51.7 60.9 63.4
Primary income -11.3 -9.2 -12.0 -14.1 -22.8 -20.5 -26.7 -29.7 -31.7
Secondary income 50.8 65.0 714 80.5 85.4 101.5 106.9 110.2 1125
Current-account balance 5.5 9.2 -21.3 -35.0 -25.6 -24.7 -71.5 -8.4 -18.1
World residual?
Trade balance 211.9 264.4 277.6 283.9 385.4 429.8 505.2 648.2 608.1
Services, net 83.7 145.9 102.2 81.6 85.5 136.3 87.7 97.1 78.1
Primary income 6.4 -29.2 -154.9 -51.9 -39.9 -59.7 -47.7 -135.2 -89.1
Secondary income -78.5 -106.5 -115.2 -139.0 -137.0 -150.7 -175.1 -215.0 -229.7
Current-account balance 223.5 274.7 109.7 174.7 294.0 355.6 370.0 395.1 367.4

Sources: International Monetary Fund (IMF), World Economic Outlook, October 2015.
Note: IMF-WEO has adopted the sixth edition of the Balance of Payments Manual (BPM6).
a Europe consists of EU-15, new EU member States plus Iceland, Norway and Switzerland.

b Includes Georgia.

¢ Excludes Georgia, which left the Commonwealth of Independent States on 18 August 2009.

d Statistical discrepancy.
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Table A.19
Net ODA from major sources, by type, 1993-2014

ODAasa Total ODA Percentage distribution of ODA by type, 2014

Growth rate of ODA (2013 prices percentage  (millions
and exchange rates) of GNI of dollars) Bilateral Multilateral
Donor group 1993- 2003- Total (United United
or country 2003 2011 2012 2013 2014 2014 2014 Total Nations & Other) Nations Other
Total DAC countries 0.1 5.1 =37 5.7 -0.3 % 135172 69.2 30.8 4.9 25.9
Total EU 0.3 5.0 -6.9 6.0 1.6 - 73895 60.7 39.3 5.1 34.2
Austria 9.6 3.1 6.0 1.0 -3.8 0.26 1144 48.8 51.2 1.8 49.4
Belgium 4.2 43  -126 -5.2 33 0.45 2385 59.4 40.6 6.1 345
Denmark 25 0.3 -3.2 3.8 1.8 0.86 3003 71.0 29.0 13.1 16.0
Finland -2.2 8.0 -1.1 29 12.5 0.60 1635 574 42.6 14.4 28.2
France? -2.8 4.8 -1.2 -9.4 -9.2 0.36 10371 60.7 393 2.1 37.2
Germany -1.6 54 -2.2 43 12.0 0.41 16249 70.2 29.8 24 274
Greece . 09 -166 -27.7 6.3 0.1 248 18.6 814 6.1 753
Ireland 15.9 6.1 -5.5 0.3 -4.5 0.39 809 64.6 354 11.4 239
Italy -4.2 02 -326 19.6 -2.9 0.16 3342 223 77.7 5.9 71.8
Luxembourg 13.8 4.7 2.0 2.8 -2.0 1.06 423 71.0 29.0 12.8 16.2
Netherlands 24 1.9 -7.0 -5.7 1.6 0.64 5573 723 27.7 8.1 19.7
Portugal 13 26 -109 -204 -149 0.19 419 57.2 42.8 2.3 40.5
Spain 3.6 76 -473 121 -203 0.14 1893 26.1 73.9 34 70.6
Sweden 1.4 6.1 -34 5.9 11.0 1.10 6223 70.3 29.7 9.9 19.7
United Kingdom 4.0 85 -0.1 28.2 1.2 0.71 19387 57.5 425 4.4 38.1
Australia 0.6 6.8 8.3 -4.8 -7.2 0.27 4203 92.5 7.5 35 4.0
Canada -2.6 53 30 -109 -10.7 0.24 4196 771 229 4.5 18.5
Japan -1.5 -1.5 -1.1 344 -153 0.19 9188 64.7 353 6.4 28.9
New Zealand 2.6 5.2 39 -2.0 6.8 0.27 502 80.2 19.8 8.8 11.0
Norway 24 3.7 0.9 15.4 -4.3 0.99 5024 75.6 244 1.1 13.2
Switzerland 1.0 5.0 5.8 39 9.2 0.49 3548 79.1 20.9 6.8 14.1
United States 0.2 7.9 -2.8 0.6 3.0 0.19 32729 83.1 16.9 2.8 14.1

Source: UN/DESA, based on OECD/DAC online database, available from http://www.oecd-ilibrary.org/statistics.
a Excluding flows from France to the Overseas Departments, namely Guadeloupe, French Guiana, Martinique and Réunion.
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Table A.20
Total net ODA flows from OECD Development Assistance Committee countries, by type, 2005-2014

Net disbursements at current prices and exchange rates (billions of dollars)

2006 2007 2008 2009 2010 2011 2012 2013

Official Development Assistance 108.3 1054 1049 1228 1206 1284 1347 1269 1349 135.2
Bilateral official development assistance 83.1 77.5 73.7 87.1 83.9 90.6 94.5 884 935 93.5
in the form of:
Technical cooperation 20.8 224 15.1 17.3 17.6 18.6 17.7 18.2 16.9 .
Humanitarian aid 7.2 6.8 6.5 8.8 8.6 9.3 9.7 8.5 10.5 12.9
Debt forgiveness 26.2 18.9 9.7 11.1 2.0 42 6.3 33 6.1
Bilateral loans -0.8 -2.4 -2.2 -1.1 25 3.8 1.9 2.6 1.4 .
Contributions to multilateral institutions?® 25.2 27.9 31.2 35.7 36.6 37.8 40.2 38.5 413 41.6
of which are:
UN agencies 55 53 59 59 6.2 6.5 6.5 6.6 6.9 6.6
EU institutions 9.4 10.1 12.0 13.5 14.2 13.6 13.7 12.0 12.8 13.0
World Bank 53 7.2 6.2 8.6 7.6 9.1 10.2 8.6 9.3 10.0
Regional development banks 2.2 2.5 2.4 3.2 3.1 3.2 4.1 3.9 3.9 4.0
Others 2.7 2.7 4.7 44 54 5.7 5.8 7.5 8.4
Memorandum item
Bilateral ODA to least developed countries 15.9 174 19.7 235 243 28.2 30.7 274 30.1

Source: UN/DESA, based on OECD/DAC online database, available from http://www.oecd.org/dac/stats/idsonline.
a Grants and capital subscriptions. Does not include concessional lending to multilateral agencies.
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Table A.21
Commitments and net flows of financial resources, by selected multilateral institutions, 2005-2014

Billions of dollars
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Resource commitments? 71.7 64.7 745 1352 193.7 2454 163.8 1898 130.8 185.0

Financial institutions, excluding

International Monetary Fund (IMF) 51.4 55.7 66.6 76.1 1145 119.6 106.8 96.5 98.8 99.2
Regional development banksP 23.7 23.8 31.9 36.7 55.1 46.2 46.9 43.0 458 41.1
World Bank Group® 27.7 319 347 394 59.4 734 59.9 535 53.0 58.1

International Bank for
Reconstruction and Development 13.6 14.2 12.8 13.5 329 44.2 26.7 20.6 15.2 18.6

International Development
Association 8.7 9.5 11.9 11.2 14.0 14.6 16.3 14.8 16.3 222

International Financial Corporation 5.4 8.2 10.0 14.6 124 14.6 16.9 18.2 214 17.3
International Fund for

Agricultural Development 0.7 0.7 0.6 0.6 0.7 0.8 1.0 1.0 0.8 0.7
International Monetary Fund 12.6 1.0 2.0 48.7 68.2 114.1 45.7 82.5 19.6 72.7
United Nations operational agenciesd 7.7 8.3 6.3 10.5 11.0 11.6 11.3 10.8 124 13.1
Net flows -38.8 -24.7 -4.4 434 54.6 64.6 78.7 35.1 8.8 -5.1
Financial institutions, excluding IMF 1.6 6.3 13.6 24.5 22.6 27.2 38.0 26.3 22.2 25.0

Regional development banksP -1.5 3.2 6.2 214 15.7 9.9 10.5 8.6 5.7 11.2

World Bank Group* 3.1 3.1 74 3.1 6.9 17.2 27.6 17.7 16.5 13.8

International Bank for

Reconstruction and Development -2.9 -5.1 -1.8 -6.2 -2.1 83 17.2 8.0 7.8 6.4

International Development

Association 54 7.3 7.2 6.8 7.0 7.0 9.1 7.8 7.0 74

International Financial Corporation 0.6 0.9 1.9 2.4 2.1 1.9 1.2 1.9 1.6 0.1

International Fund for Agricultural

Development 0.2 0.2 0.2 0.2 0.2 0.2 0.3 0.3 0.2 0.2

International Monetary Fund -404 -31.0 -18.0 18.9 32.0 374 40.7 89 -134 -30.1

Sources: Annual reports of the relevant multilateral institutions, various issues.

a Loans, grants, technical assistance and equity participation, as appropriate; all data are on a calendar-year basis.

b African Development Bank (AfDB), Asian Development Bank (ADB), Caribbean Development Bank (CDB), European Bank for Reconstruction and
Development (EBRD), Inter-American Development Bank (laDB) and the International Fund for Agricultural Development (IFAD).

c Datais for fiscal year.

d United Nations Development Programme (UNDP), United Nations Population Fund (UNFPA), United Nations Children’s Fund (UNICEF), and the World Food
Programme (WFP).
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