CHAPTER 1

GLOBAL OUTLOOK
Divergences and Risks
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Growth prospects have weakened throughout the world economy. Global growth for 2016 is projected at 2.4
percent, unchanged from the disappointing pace of 2015, and 0.5 percentage point below the January forecast.
Emerging market and developing economies (EMDEs) are facing stronger headwinds, including weaker growth
among advanced economies and persistently low commodity prices, as well as lackluster global trade and capital
flows. Divergences between commodity exporters and importers persist. Conditions remain markedly challenging
for commodity exporters, which continue to struggle to adjust to the new era of depressed prices. In contrast,
commodity importers are showing greater resilience to headwinds, although the expected growth windfall from
low energy prices has been surprisingly modest. Global growth is projected to pick up slowly to 3.0 percent by
2018, as stabilizing commodity prices provide support to commodity exporting EMDEs. Downside risks have
become more pronounced. These include deteriorating conditions among key commodity exporters, softer-thanexpected activity in advanced economies, rising private sector debt in some large emerging markets, and
heightened policy and geopolitical uncertainties. While policy space for monetary and fiscal stimulus is narrow,
structural reforms could boost growth both in the short and the long term.

Summary and key
messages
Since the publication of the January 2016 Global
Economic Prospects, weakness in the global
economy has persisted and risks have become
more pronounced. Among emerging market and
developing economies (EMDEs), the divergence
in economic conditions between commodity
exporters and importers has widened. Some of the
downside risks identified in January have
materialized,
including
softer-than-expected
growth in advanced economies and further
declines in commodity prices that have only
partially reversed in recent months. These
developments have been accompanied by
heightened political uncertainties, concerns about
the effectiveness of monetary policy stimulus in
some advanced economies, the pace of monetary
policy normalization in the United States, and
policy makers’ ability or willingness to use
expansionary fiscal policy if needed. In addition,
for oil importers, the sizable positive terms of trade
shock represented by falling prices has not
translated into the large boost to growth initially
expected, as other headwinds and uncertainties
have held back activity.
Global growth this year is likely to remain
unchanged relative to the disappointing pace of
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2015. Growth for 2016 is now forecast at 2.4
percent, down 0.5 percentage point from January
projections (Figure 1.1). EMDEs account for
about half of this downward revision, in large part
due to a significant downgrade to the growth
forecasts for commodity exporters, amid
heightened domestic uncertainties and a more
challenging external environment.
Advanced economies are expected to expand by
1.7 percent in 2016, 0.5 percentage point below
January projections. Investment continues to be
soft amid weaker growth prospects and elevated
policy uncertainty, while export growth has slowed
reflecting subdued external demand. Despite an
expected boost from lower energy prices, and the
ongoing improvement in labor markets, growth is
projected to level off in 2016 rather than
accelerate.
EMDEs started 2016 with weaker manufacturing
activity. Investment growth has also slowed
substantially, especially in commodity exporters,
partly reflecting tightened domestic policies and
weak capital inflows. In China, a gradual domestic
rebalancing is under way, with robust growth in
services and policy support measures mitigating
the slowdown in industrial activity. Brazil and the
Russian Federation are still mired in recession.
Global merchandise trade remains subdued,
reflecting rebalancing in China and weaker
demand from commodity exporters, which
together contributed to an outright contraction in
overall EMDE merchandise imports in 2015.
For 2016, EMDE growth is forecast at 3.5
percent, 0.6 percentage point below previous
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TABLE 1.1 Real GDP1
(percent change from previous year)
Percentage point differences from
January 2016 projections

World
Advanced economies
United States
Euro Area
Japan
Emerging and developing
economies (EMDEs)
Commodity exporting EMDEs
Other EMDEs
Other EMDEs excluding
China
East Asia and Pacific
China
Indonesia
Thailand
Europe and Central Asia
Russia
Turkey
Poland
Latin America and the Caribbean
Brazil
Mexico
Argentina
Middle East and North Africa
Saudi Arabia
Iran, Islamic Rep.
Egypt, Arab Rep2
South Asia
India2
Pakistan2
Bangladesh2
Sub-Saharan Africa
South Africa
Nigeria
Angola
Memorandum items:
Real GDP1
High-income countries
Developing countries
Low-income countries
BRICS
World (2010 PPP weights)
World trade volume3
Commodity prices
Oil price4
Non-energy commodity price
index
Capital inflows to EMDEs
(percent of GDP)5

2013
2.4

2014
2.6

2015e
2.4

2016f
2.4

2017f
2.8

2018f
3.0

2015e
0.0

2016f
-0.5

2017f
-0.3

2018f
-0.1

1.1
1.5
-0.3
1.4

1.7
2.4
0.9
-0.1

1.8
2.4
1.6
0.6

1.7
1.9
1.6
0.5

1.9
2.2
1.6
0.5

1.9
2.1
1.5
0.7

-0.1
-0.1
0.1
-0.2

-0.5
-0.8
-0.1
-0.8

-0.2
-0.2
-0.1
-0.4

-0.1
-0.1
-0.1
-0.6

4.7

4.2

3.4

3.5

4.4

4.7

0.0

-0.6

-0.3

-0.2

3.2
5.9

2.1
5.9

0.2
5.9

0.4
5.8

2.4
5.7

3.0
5.8

0.1
0.0

-1.2
-0.1

-0.8
-0.1

-0.3
-0.1

3.9

4.3

4.7

4.7

4.9

5.0

0.0

-0.2

-0.2

-0.2

7.1
7.7
5.6
2.7
2.3
1.3
4.2
1.3
2.9
3.0
1.4
2.9
2.0
2.7
-1.9
2.1
6.1
6.6
3.7
6.0
4.8
2.2
5.4
6.8

6.8
7.3
5.0
0.8
1.8
0.7
3.0
3.3
1.0
0.1
2.3
0.5
2.9
3.6
4.3
2.2
6.8
7.2
4.0
6.1
4.5
1.5
6.3
3.9

6.5
6.9
4.8
2.8
-0.1
-3.7
4.0
3.6
-0.7
-3.8
2.5
2.1
2.6
3.4
1.6
4.2
7.0
7.6
4.2
6.5
3.0
1.3
2.7
2.8

6.3
6.7
5.1
2.5
1.2
-1.2
3.5
3.7
-1.3
-4.0
2.5
-0.5
2.9
1.9
4.4
3.3
7.1
7.6
4.5
6.3
2.5
0.6
0.8
0.9

6.2
6.5
5.3
2.6
2.5
1.4
3.5
3.5
1.2
-0.2
2.8
3.1
3.5
2.0
4.9
4.2
7.2
7.7
4.8
6.8
3.9
1.1
3.5
3.1

6.1
6.3
5.5
3.0
2.8
1.8
3.6
3.5
2.1
0.8
3.0
3.0
3.6
2.3
4.7
4.6
7.3
7.7
5.1
6.0
4.4
2.0
4.0
3.4

0.1
0.0
0.1
0.3
0.0
0.1
-0.2
0.1
0.2
-0.1
0.0
0.4
-0.2
0.6
-0.3
0.0
0.0
0.3
0.0
0.0
-0.3
0.0
-0.6
-0.2

0.0
0.0
-0.2
0.5
-0.4
-0.5
0.0
0.0
-1.3
-1.5
-0.3
-1.2
-1.1
-0.5
-1.4
-0.5
-0.2
-0.2
0.0
-0.4
-1.7
-0.8
-3.8
-2.4

0.0
0.0
-0.2
0.2
-0.1
0.1
0.0
-0.4
-0.9
-1.6
-0.2
1.2
-1.0
-0.9
-1.8
-0.2
-0.3
-0.2
0.0
0.0
-0.7
-0.5
-1.8
-0.7

-0.1
-0.2
0.0
0.3
0.0
0.3
0.2
-0.4
-0.3
-0.7
-0.2
0.0
-0.5
-0.6
-1.3
-0.2
-0.2
-0.2
0.3
-0.8
-0.3
0.4
-1.3
-0.4

1.2
5.3
6.5
5.7
3.2
3.3

1.7
4.9
6.1
5.1
3.4
3.8

1.6
4.3
4.5
3.8
3.1
3.1

1.5
4.3
5.3
4.2
3.1
3.1

1.9
4.9
6.3
5.1
3.6
3.9

1.9
5.1
6.6
5.3
3.7
4.1

0.0
0.0
-0.6
-0.1
0.0
-0.5

-0.6
-0.5
-0.9
-0.4
-0.5
-0.7

-0.2
-0.4
-0.3
-0.2
-0.2
-0.4

-0.2
-0.2
0.0
-0.1
-0.2
-0.4

-0.9

-7.5

-47.3

-25.7

32.5

6.5

-0.8

-17.2

25.3

-0.7

-7.2

-4.6

-15.0

-12.2

10.5

2.3

-0.2

-10.4

8.6

0.4

5.4

4.3

1.8

3.2

3.8

4.2

-0.5

-0.1

-0.4

-0.2

Source: World Bank.
Notes: PPP = purchasing power parity; e = estimate; f = forecast. World Bank forecasts are frequently updated based on new information. Consequently, projections presented here may
differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not differ at any given moment in time. Country classifications and lists of
Emerging Market and Developing Economies (EMDEs) are presented in Annex Table 1. BRICS include: Brazil, Russia, India, China and South Africa.
1. Aggregate growth rates calculated using constant 2010 U.S. dollars GDP weights.
2. GDP growth values are on a fiscal year basis. Aggregates that include these countries are calculated using data compiled on a calendar year basis.
3. World trade volume for goods and non-factor services.
4. Simple average of Dubai, Brent, and West Texas Intermediate.
5. Balance of payments data for net capital inflows of foreign direct investment, portfolio investment, and other investment (BPM6).
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projections. However, these numbers mask
ongoing divergences between commodity
exporters and importers. Commodity exporting
EMDEs—in particular energy exporters—are
struggling to adjust to persistently low commodity
prices. In 2015, this group grew at a 0.2 percent
pace—the slowest since the global financial
crisis—and, for 2016, their growth forecast has
been reduced to 0.4 percent, 1.2 percentage points
below January projections. In contrast,
commodity importing EMDEs have shown
resilience to headwinds, reflecting solid domestic
demand. For this group, growth is expected to
remain steady at 5.8 percent throughout the
forecast period, a rate close to its long-run
average.1 Activity in commodity importing
EMDEs excluding China has picked up and is
expected to continue to accelerate.

FIGURE 1.1 Global prospects

In low-income countries (LICs), growth slowed to
4.5 percent in 2015. Although growth is projected
to pick up to 5.3 percent this year, lower
commodity prices and persistent security and
political challenges have trimmed 0.9 percentage
point from the previous forecast. While the
difficult external environment confronting LICs
will likely continue, projected growth is supported
by resilience of domestic investment and the
expected implementation of reforms.

C. Contributions to global growth
revisions

1Annex Table 1 presents the list of commodity exporting and commodity importing EMDEs.

Weak global growth is persisting in 2016. The recovery in major advanced
economies has stalled. Further commodity price declines have worsened
the prospects for commodity exporting emerging and developing
economies (EMDEs). These factors have contributed to downgrades of
global growth forecasts since January, and continue to dampen global
trade. In contrast, commodity importing EMDEs are showing greater
resilience and steady growth. A large proportion of low-income countries
(LICs) register slower growth than their long-term average as they face a
combination of external and domestic headwinds.
A. Global growth

B. Commodity price forecasts

World
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Emerging and developing economies
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2002
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Downside risks to the outlook have become more
pronounced. Rising policy related and political
uncertainties, geopolitical risks and eroding
confidence in policy effectiveness could set back
global growth and trigger financial market
turbulence. A synchronous slowdown in major
advanced or key emerging market economies
could have large negative spillover effects across
EMDEs (Figure 1.2), while the impact of financial
market stress could be acute among EMDEs with
elevated private sector debt. Prolonged stagnation
in advanced economies and weaker growth
potential in EMDEs could exacerbate protectionist
sentiments. The materialization of some of these
risks could slow the catch-up of EMDE income
per capita relative to advanced economy levels and
set back poverty alleviation.

5
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Sources: World Bank, Haver Analytics.
A. B. Shaded area indicate forecasts.
B. Solid lines show the current forecasts, dotted lines show the World Bank January 2016 GEP
assumptions.
C. Contribution to global growth revisions measured in constant 2010 U.S. dollars. Cumulative contributions from individual country growth revisions can differ from global growth revisions reported in
Table 1.1 due to decimal rounding.
D. 2016 is a forecast.
F. Long-term growth averages calculated over the period 1996-2008. Sample includes 28 low-income
countries.

Slow growth is eroding policy buffers to
counteract shocks, leaving the global economy less
prepared to confront these downside risks. There
is also a degree of divergence in policy buffers
between commodity exporters and importers.
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FIGURE 1.2 Global prospects (cont.)
An unexpected growth decline in advanced or key emerging economies
could have substantial negative spillovers to EMDEs. Financial market
stress could be associated with a significant slowing of activity in those
countries, particularly where the private sector is highly leveraged. Such
shocks could slow the catch-up of EMDEs’ income per capita toward
advanced economy levels. Amid weak growth, monetary and fiscal buffers
are eroding, particularly among commodity exporting EMDEs, while space
for further monetary policy accommodation in advanced economies has
narrowed.
A. Impact of 1ppt decline in G7 and
BRICS growth on other emerging
markets

B. Leverage and growth around
previous financial stress episodes
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Sources: World Bank, Conference Board, Haver Analytics, International Monetary Fund, Bank for
International Settlements.
A. Cumulative impulse responses of emerging market growth (excluding BRICS) to a 1 percentage
point decline in G7 and BRICS growth (World Bank 2016b).
B. GDP per capita relative to the base year of two crisis episodes: the 1997 Asian crisis and the 2008
global financial crisis. Countries with “rising leverage” are defined as those having experienced an
increase in private sector non-financial debt to GDP ratios of more than 15 percentage points during
the three years preceding the crisis episode. Sample includes 14 EMDEs and 24 advanced
economies. Unweighted average across countries.
C. Real GDP per capita. Figure shows the number of years needed to catch-up with 2015 real per
capita GDP level in the United States, assuming average growth rates over each period denoted for
each group. Excludes Qatar and Serbia due to data availability. LICs include 25 economies.
D. Last observation is April 2016. Sample includes 104 oil importers and 29 oil exporters.
F. Policy rate expectations derived from forward swap rates. Last observation is May 25, 2016.

Rapidly diminishing foreign reserves and fiscal
buffers have already forced many commodity
exporting EMDEs to tighten policy. In
commodity importing EMDEs, event though low
commodity prices have reduced fiscal and external
vulnerabilities as well as inflation, the scope for
expansionary fiscal policy remains limited because
of weak starting positions. In advanced economies,
actual and expected inflation remain below policy
objectives. Scope for further cuts to policy interest
rates is limited. Large-scale unconventional
monetary policy accommodation by major central
banks has succeeded to some extent in bolstering
demand, through its positive impact on financial
markets and lending conditions. However, these
tools may over time have diminishing returns and
raise financial stability risks. Expansionary fiscal
policy could provide support to activity in a
number of advanced economies in the event of
adverse shocks.
In an environment of weak growth, rising risks,
and limited policy buffers, growth-sustaining
structural policies are urgently needed. These
measures would boost medium- and long-term
growth, reduce vulnerabilities, and signal to
investors that authorities are committed to
reinforcing long-term prospects. If well targeted,
they could also support short-term aggregate
demand. Greater investment—in infrastructure,
productivity enhancing technology, and human
capital—could lay the foundation for stronger
growth. Policies should aim to fill public
infrastructure gaps, encourage foreign direct
investment, strengthen human capital, foster
diversification, and reduce barriers to trade.
However, countries with diminishing fiscal space
may have a limited ability to finance investments
in infrastructure and human capital. International
cooperation efforts could include commitments to
implement expansionary fiscal policy if large
downside risks materialize, channel pooled global
resources into infrastructure, and strengthen
international safety nets for the most fragile
countries. In a context mediocre global demand
and limited fiscal space across EMDEs, and amid
extremely low global interest rates, multilateral
organizations have an important role to play in the
financing of infrastructure and human capital
investment.
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Major advanced economies are at different stages
of their post-crisis recovery but are expected to
stabilize around a weak growth trajectory (Figure
1.3). Rising or high public debt and monetary
policy rates at or near the zero lower bound could
reduce the effectiveness of counter-cyclical
policies, leaving these economies more vulnerable
to domestic and external shocks. At the same
time, declining productivity growth and aging
populations exert a more fundamental drag on
potential growth.
United States: Growth stabilizing
Softer-than-expected activity since the start of
2016 has led to downward revisions to growth
projections. Sectors that rely on oil-related
activities or exports, have faced increasing
headwinds. Low oil prices, and associated financial
stress, has led to a collapse of capital expenditure
in the energy sector (Figure 1.4). As for external
trade, a strong U.S. dollar and weakening demand
from emerging markets contributed to stalling
exports.
In contrast, above-trend gains in real disposable
income, on the back of robust job creation and
falling energy prices, continue to support private
consumption as the main engine of growth. Labor
market slack is diminishing, but a cyclical recovery

Major advanced economies are at different stages in their post-crisis
recovery. Record-low interest rates limit the room for additional monetary
policy accommodation, and put greater emphasis on counter-cyclical fiscal
policy. However, large public debt stocks could constrain the effectiveness
of fiscal expansion.
A. GDP level

B. Public debt and nominal policy
rates in G3 countries
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Prospects for major advanced economies have
deteriorated, amid weak global trade and
manufacturing activity. Growth is now generally
expected to level off in 2016, rather than strengthen,
despite the positive effects on real incomes from lower
oil prices and improving labor market conditions.
With increasing downside risks to growth, and
inflation persistently below target, the European
Central Bank (ECB) and Bank of Japan are
pursuing further policy accommodation, while the
U.S. Federal Reserve will normalize policy interest
rates more slowly than expected in January. China
continues its gradual slowdown and rebalancing, as
reforms are implemented and their impact is
calibrated by policy easing.

FIGURE 1.3 Activity and policy space in major advanced
economies

2007

Major economies: Recent
developments and outlook
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Sources: World Bank, Haver Analytics.
A. GDP in constant 2010 U.S. dollar. Shaded area indicates forecast.
B. Public debt to GDP ratios and policy rates are GDP-weighted averages of the United States,
Japan, and Euro Area. Last observation is 2016Q1 for policy rates and 2015Q4 for public debt.

in labor participation and a still elevated number
of discouraged and involuntary part-time workers
suggests a persistent and sizable pool of
underutilized labor. Wage growth is expected to
gradually strengthen, in line with evidence of a
relatively flat slope of the Phillips curve in the post
-crisis period (Blanchard, Cerutti and Summers
2015; Kiley 2015). Evidence of an increasingly
entrenched slowdown in productivity growth
contributed to downward revisions to growth
projections. Labor productivity was recently
dampened by a deceleration in the capitalintensive manufacturing and energy-producing
industries (Van Zandweghe 2016), but around an
already weak post-crisis trend. This trend is
unlikely to reverse in the short-term, as corporate
investment remains low, employment growth has
mainly concentrated in services, and the benefits
of IT-related boost of the mid-1990s has faded. In
all, U.S. GDP growth is expected to step back to
1.9 percent in 2016, 0.8 percentage point lower
than projected in January, and to remain only
slightly above 2 percent for the rest of the forecast
period, providing modest support to global
growth.
Over the last two years, members of the Federal
Reserve Open Market Committee (FOMC) have
revised down their projections for the federal

8
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FIGURE 1.4 United States
Declining oil prices have led to a collapse of capital expenditure in the
energy sector, but supported resilient consumer spending, which will
remain the main engine of growth this year. Labor market slack continues
to diminish, pointing to a gradual strengthening of wage inflation. The U.S.
Federal Reserve revised the projected path of policy interest rates further
down, reflecting in part growing external risks.
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funds rate expected at the end-2016 by an average
of more than 180 basis points. Revisions to
FOMC projections for core inflation and
unemployment are estimated to account for about
a 50-basis point reduction in the appropriate level
of the federal funds rate over the same period.
This reinforces the view that rising external risks
and downward revisions to long-run projections of
the policy rate have been major drivers of the
delayed tightening cycle in the United States
(Yellen 2016). While monetary policy should
remain accommodative well into 2017, fiscal
policy has eased to a broadly neutral stance, but
uncertainty over the medium-term fiscal outlook
remains (Congressional Budget Office 2016). A
persistently low rate of potential growth is likely
over the medium term. Investment growth
remains modest, demographic pressures are
intensifying, and a significant turnaround in
productivity growth is unlikely in the short-term
(Gordon 2016; Byrne, Fernald, and Reinsdorf
2016).

Sources: World Bank, Haver Analytics, Bureau of Labor Statistics, Federal Reserve Economic Data
(FRED).
A. Last observation is 2016Q1.
B. Average since 1990 exclude recession periods (1990Q3-91Q1. 2001Q1-04, 2007Q4-2009Q2).
Last observation is 2016Q1.
D. "Marginally attached and underemployed" includes people currently not in the labor force but
wanting a full time job and having actively looked for work sometime in the past 12 months, as well as
those employed part-time for economic reasons (defined as the difference between the U6 and U3
rates of unemployment). The natural rate unemployment is the mid-point of the central tendency of
the FOMC's forecast of the unemployment rate in the longer run in the Summary of Economic
Projections. Last observation is April 2016.
E. Last observation is April 2016. Dotted line indicates 12-month moving average.
F. Forecast revisions for end-2016 Federal Funds rate levels from June 2014 to March 2016.
Decomposition is derived from the Taylor rule described in Yellen (2015) and the median of Federal
Open Market Committee (FOMC) forecasts for unemployment and core inflation. The Taylor Rule is
defined as R = RR* + p+ 0.5(p − 2) −(U − U*), where R denotes the Taylor Rule federal funds rate,
RR* is the estimated value of the real natural rate of interest, p is inflation (core PCE forecast in this
case), U is the unemployment rate, and U* is the equilibrium unemployment rate (longer-run FOMC
forecast of the unemployment rate in this case). RR* can also be considered the time varying
residual as it is done here, labeling it "Other Factors."

The recovery in the Euro Area is proceeding at a
moderate pace, supported by an exceptional level
of monetary policy accommodation, low oil prices,
and slightly expansionary fiscal policies. However,
weak external demand, renewed domestic
uncertainties and broader geopolitical risks
continue to weigh on confidence and activity.
Private consumption has been resilient, and
persistently low oil prices and improved labor
market conditions should help consolidate gains in
2016 (Figure 1.5).
Despite aggressive unconventional monetary
policy measures, bank lending to non-financial
corporations is only recovering slowly, particularly
among peripheral economies, where deleveraging
pressures and asset quality issues have kept
borrowing costs at higher levels. In addition,
inflation projections have continued to be
downgraded, complicating further deleveraging
efforts. Overall, a 1 percentage point
undershooting of inflation from target over a fiveyear period has been estimated to raise private
debt by around 6 percentage points of GDP
(Draghi 2016). The ECB announced additional
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Sources: World Bank, Haver Analytics, European Central Bank, Consensus Economics.
A. GDP level is measured in 2010 US$.
B. Last observation is March 2016.
D. Blue area shows 6-month changes in the Euro Area unemployment rate with an inverted scale.
Last observation is April 2016 for consumer confidence and March 2016 of unemployment rate.
E. Last observation for non-performing loans is 2014H1, and for borrowing costs is March 2016.
F. Last observation is April 2016.

business sentiment, a strengthened yen and
disruptions associated with the April earthquake in
Kumamoto, growth is expected to be 0.5 percent
in 2016, broadly unchanged from 2015 but
significantly weaker than previously envisaged.
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Japan continues to fluctuate between periods of
modest growth and contraction.
Private
consumption remains weak, falling short of the
gains in real income, which have themselves been
modest (Figure 1.6). Exports are also subdued,
dampened by weak external demand and limited
benefits of past yen depreciation. Despite weak
growth, labor market conditions continue to show
signs of tightening against the backdrop of an
aging population. The unemployment rate
remains slightly above 3 percent, the active job
openings-to-applicants ratio has risen steadily, and
the perception of labor shortages has heightened.
Jobs creation continues at a moderate pace,
supported by gains in the services sector, as
manufacturing employment continues to decline.
A shrinking and aging labor force remains a key
factor weighing on growth, investment and savings
patterns (Sher 2014, Kang 2014). Amid weak

A. GDP change since 2008Q2

2010

Japan: Continued stagnation

The recovery in the Euro Area is proceeding at a moderate but uneven
pace, with persistent differences in output growth and unemployment rates
across countries. Export growth is expected to moderate this year, but
domestic demand should help stabilize growth at 1.6 percent. Declining
unemployment is being accompanied by improved consumer confidence
and spending. A large stock of non-performing loans continues to keep
borrowing costs at higher levels in some countries. Inflation projections
have been further downgraded, and are below target, despite
extraordinary monetary policy accommodation.

GDP

Notwithstanding some progress since 2015, the
ongoing recovery in the Euro Area is subdued in
comparison with the recoveries following systemic
banking crises in other advanced economies, such
as the United States, the United Kingdom, and
Sweden in 2008-09 (Ruscher and Vašíček 2015).
Problems associated with structural rigidities and
persistent imbalances, although being gradually
addressed, are still significant. After a long period
of consolidation that dampened activity, fiscal
policy is also expected to be slightly expansionary
this year, reflecting in part additional public
spending associated with the refugee crisis, which
is projected to add about 0.2 percentage point to
2016 GDP growth. Rising flows of migrants to
the European Union are creating notable
challenges. E.U. countries have agreed to a
relocation plan to help countries most affected by
the influx, but implementation has been very slow
(Merler 2016).

FIGURE 1.5 Euro Area

Non-performing loans

monetary policy easing measures in March,
including cuts in its deposit rate further into
negative territory, and long-term refinancing
operations for banks at below-zero interest rates.
Overall, growth is expected to stabilize at 1.6
percent over the period 2016-18, broadly
unchanged from its pace in 2015.
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FIGURE 1.6 Japan
Private consumption remains subdued, falling short of modest real income
gains, while jobs continue to shift from industry to services. A shrinking and
aging labor force has been an important factor weighing on aggregate
investment and savings. Growth in GDP per capita has been closer to
advanced economy averages. Ongoing policy stimulus and falling energy
prices should help a gradual recovery in 2016, albeit at a subdued pace.
The recent appreciation of the yen, despite negative interest rates,
represents an additional headwind.
A. Consumption and income growth

B. Job creation since 2007 by sector
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about the effectiveness of monetary policy
measures. On the fiscal side, a supplementary
budget with additional stimulus measures is
expected to provide some support in 2016,
although further delaying a planned return to a
balanced primary budget. A decision by the
government to postpone the consumption tax hike
to 10 percent, scheduled for April 2017, could
lead to stronger growth in the short term but slow
fiscal consolidation.

Sources: World Bank, Haver Analytics, Consensus Economics.
A. Real income is defined as compensations of employee in constant 2005 yen. Last observation is
2016Q1.
B. Cumulative change in employment levels since January 2007. Industry includes construction. Last
observation is March 2016
D. GDP per capita in constant 2010 U.S. Dollar.
F. Real effective exchange rate calculated on the basis of relative consumer prices. Last observation
is May 2016.

Because of growth disappointments and
persistently low consumer price and wage
inflation, the Bank of Japan continued to ease in
2016, introducing a negative interest rate policy in
January. Market yields dropped, but measures of
inflation expectations remained low, and the
Japanese yen appreciated. This has raised concerns

Growth in China decelerated further, to 6.9
percent in 2015, and to 6.7 percent in the first
quarter of 2016, reflecting weak exports and
slowing investment. Gradual domestic rebalancing
is under way. A sharp slowdown in industrial
activity has thus far been mitigated by steady
growth in the services sector (Figure 1.7). In 2015,
the services sector accounted for half of GDP and
the majority of new urban jobs. This helped to
offset layoffs in shrinking industrial sectors and
kept urban labor markets tight (Lardy 2016). In
addition, consumption growth continued to be
robust, contributing 4.6 percentage points to
GDP growth in 2015, compared to a contribution
of 2.5 percentage points from investment.
As a response to the pronounced slowdown in the
industrial sectors and in real estate, a range of
expansionary policy measures were implemented
in the second half of 2015. These included cuts in
reserve requirements and interest rates, increased
public spending on infrastructure projects, and tax
cuts for small businesses. Further policy easing in
2016 has been increasingly focused on fiscal
measures. Policy accommodation has contributed
to a rebound in investment and a significant
turnaround in house prices, raising renewed
concerns about overvaluation in some market
segments (Chivakul et al. 2015). Fiscal support
measures and tax cuts widened the central
government deficit to a six-year high of 2.3
percent of GDP in 2015, and to an expected 3
percent of GDP in 2016.
China’s slowdown has been unfolding against the
backdrop of weak exports and increased financial
market volatility (World Bank 2016a). The
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FIGURE 1.7 China
A slowdown in industrial activity has thus far been mitigated by steady
growth in the services sector. Fueled by policy support, house price
inflation increased in some market segments. The renminbi has remained
broadly stable against the dollar and in real trade-weighted terms since the
start of 2016. Consumer price inflation picked-up at the start of 2016, while
producer price deflation showed signs of bottoming out. Reflecting gradual
rebalancing, consumption has become a major driver of growth. Capital
outflows in 2015 contributed to a depletion of about 20 percent of foreign
reserves, but these have stabilized in 2016.
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Baseline projections envisage that growth in China
will continue to slow moderately, to 6.7 percent in
2016 and to an average of 6.4 percent in 2017-18,
assuming reforms proceed as expected and their
impact is smoothed by additional policy action.
Positive tailwinds from lower oil prices and policy
stimulus will continue to offset further declines of
output in overcapacity sectors. Producer price
deflation, underway since 2012, showed signs of
bottoming out at the start of 2016, while
industrial profits recovered. The labor market is
expected to remain robust and support private
consumption growth. The shift toward services
will continue, facilitated by policies to ease
business regulations.

D. Inflation
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The pace of decline of foreign reserves slowed as
capital outflows, which had reached record levels
in 2015 (US$500 billion), eased in early 2016.
About 40 percent of capital outflows in 2015
reflected repayment of short-term external debt,
partly replaced by domestic debt, in an effort by
corporates to reduce net foreign currency
exposures. Some 10 percent of the outflows
reflected a continued increase in foreign direct
investment abroad as a result of new policy
initiatives.
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3rd tier
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Apr-10

deterioration in global growth prospects, a shift in
policy focus away from the bilateral exchange rate
with the U.S. dollar towards a basket of currencies
in December 2015, the expected expiration of
temporary market stabilization measures taken in
summer 2015, and the introduction of circuit
breakers, contributed to renewed stock market
turbulence in January 2016. Improved
communications on exchange rate policy (World
Bank 2016a), combined with the strong
commitment to the new, lower growth target
approved in early 2016 (6.5-7 percent in 2016
and at least 6.5 percent average growth for 201620), helped calm financial markets. The pressure
on the renminbi subsided and the difference
between onshore and offshore renminbi valuation
narrowed. The currency has remained broadly
stable against the dollar and in real trade-weighted
terms since the start of 2016.
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Sources: Haver Analytics, World Bank, International Monetary Fund.
B. The numeric system of tiered cities in China was classified by the government. 1st tier cities
indicate the most densely populated with significant economic, cultural and political influence. Last
observation is April 2016.
C. Last observation is 2016Q1. Real effective is the trade-weighted exchange rate deflated by relative
consumer prices. An increase denotes an appreciation.
D. Last observation is April 2016.

General government debt, including off-budget
liabilities, is estimated at around 60 percent of
GDP and is predominantly held domestically. The
net foreign asset position amounts to 14 percent of
GDP, at the end of the third quarter of 2015
(Prasad 2016). International reserves ($3.2 trillion,
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FIGURE 1.8 Financial markets
A worsened outlook for the global economy, and concerns about balance
sheet exposure and profitability of highly leveraged energy companies and
banks, led to a sudden re-repricing of credit risks, and a sharp stock
market selloff at the start of 2016. Subordinated bank debt came under
pressure in the Euro Area, where the stock of legacy assets and nonperforming loans is still elevated.
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commodity prices fell significantly in early 2016 and,
although they have retraced some of their declines, are
generally lower than anticipated at the start of the
year. Global trade prospects have been significantly
downgraded for 2016 and 2017, reflecting a
combination of cyclical and structural factors.

2012
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Sources: World Bank, Bloomberg, JP Morgan, Bank for International Settlements, Merrill Lynch,
ITraxx, Markit.
A. Bond spreads during January 2010 - May 2016. Global high yield includes both corporate and
sovereign debt rated below investment grade and is capitalization weighted. Emerging high yield
includes high yield corporate debt of issuers with primarily emerging market exposures. EMDE Oil
Companies is a 2013 total assets weighted average of the CDS spreads for Petroleos Mexicanos SA,
Petroleo Brasileiro SA, and Rosneft Oil Company. Current value is May 25, 2016.
B. Last observation is May 23, 2016.
C. Last observation is May 25, 2016.
D. Last observation is 2015.

or 30 percent of GDP) are still ample to meet a
spike in demand for foreign currency in case of
renewed financial market volatility. Capital
controls on portfolio investment and bank
lending, as well as a largely state-owned financial
system, limit the risk of financial instability arising
from disorderly capital outflows. However, they
are gradually being loosened in line with external
liberalization objectives.

Global trends
Following bouts of volatility at the start of 2016,
financial market conditions have improved, but
capital flows to emerging and developing economies
remain vulnerable to sudden changes in investors’
risk appetite. Oil and, to a lesser degree, other

Financial markets had a turbulent start of the year,
reflecting concerns for the global economic
outlook, amplified by a sudden re-repricing of
credit risks (Figure 1.8). The market sell-off was
short-lived but abrupt, affecting in particular
highly leveraged energy firms and banks.
Energy companies. A further sharp slide in oil
prices in early 2016 led to a notable increase in
credit spreads for companies in the oil and gas
industry, which briefly escalated to levels last seen
in 2008-09 on heightened concerns about default
risks. Energy sector companies are among the
most leveraged in EMDEs, with the build-up
driven by earlier expectations of high oil prices
and continued strong demand growth (IMF
2015a, Bank for International Settlements 2016).
Bond issuance from major state-run oil companies
in Latin America has surged 80 percent since
2010, and the share of bond issuance by energy
companies worldwide jumped from 16 percent to
32 percent over the same period. As plunging oil
prices have led to sharply lower revenues and
reduced collateral values, weakened balance sheets
could lead to a rise in default rates in the sector
(Caruana 2016). Creditor losses would be most
pronounced in bond markets where EMDE oil
and gas companies raised most of their external
funding. Exposures of banks’ balance sheets to the
energy sector remain on the whole limited. In the
United States, for example, the claims on the
energy industry account for up to 6 percent of
assets among the largest banks.
Banks. Beyond their exposure to credit risks in the
energy sector, concerns about bank balance sheets
at the start of the year mainly reflected fear of
slowing growth in advanced economies and
prospects of persistently low or negative interest
rates hurting profitability. For now, many
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Emerging market assets and capital flows.
Following a period of intense volatility at the start
of the year, financing conditions and capital flows
to EMDEs have improved, as major central banks
committed to keep interest rates low for longer,
and commodity prices and the U.S. dollar
stabilized. The correlations of EMDE asset
valuation with oil prices and the U.S. dollar have
been particularly elevated since the start of 2015
(Figure 1.9). A recovery of the former and
weakening of the latter have coincided with a
rebound in EMDE equity, bond, and currency
markets.
Additional
monetary
policy
accommodation in Europe and Japan has also
helped reduce pressures from the anticipated
normalization of U.S. monetary policy, and
provided additional funding opportunities
through euro-denominated credit markets.
Improved market conditions, which also reflected
a stabilization in China’s activity indicators, led to
a resurgence of international bond issuance by
both sovereign and corporate borrowers in
EMDEs, clearing a backlog accumulated in
previous months.
However, a sustained recovery in portfolio and
bank capital flows might prove elusive in the
absence of improving economic fundamentals.
Rating agencies are continuing to reassess credit
risks of EMDE borrowers, particularly of
commodity exporters, several of which have been

FIGURE 1.9 Financial markets (cont.)
The correlation of EMDE assets with oil prices and the U.S. dollar has been
particularly high since the start of 2015. A stabilization in commodity prices
and the U.S. dollar have triggered a renewed appetite for EMDE assets
and supported a rebound in capital inflows since February. However, risk
premia have been trending upwards, and the rebound in capital flows
could prove short-lived in the absence of improved economic
fundamentals, particularly for commodity exporters.
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international banks have been able to offset
declining interest revenues with higher lending
volumes, lower risk provisioning, increased fees,
and capital gains. But sustained low or negative
policy rates may begin to cut more deeply into
bank profits, particularly in the Euro Area and
Japan. Low interest rates account for a significant
proportion of the reduction in net interest margins
across advanced economies (Claessens, Coleman,
and Donnelly 2016). Stress at the start of 2016
was concentrated in bank equity and subordinated
debt markets. Concerns about Euro Area banks
were heightened by a large stock of legacy assets
and non-performing loans, whereas banks in the
United States implemented a more thorough postcrisis balance sheet restructuring. Among EMDEs,
bank profitability may be affected by the impact of
low growth and tighter financing conditions.
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Sources: World Bank, Dealogic, Bloomberg, Emerging Portfolio Fund Research.
A. “Currencies” is the J.P. Morgan EMCI and “Shares” is the MSCI Emerging Markets Index.
B. Last observation is May 23, 2016
C. Last observation is 2016Q1. 2016Q2 is estimated based on pipeline issuances.
D. CDS stands for Credit Default Swap. Emerging Market Bond Index spreads. “Oil companies’ CDS”
is the 2013 total assets weighted average of the CDS spreads for Petroleo Mexicanos SA, Petroleo
Brasileiro SA, and Rosneft Oil Company. Last observation is May 25, 2016.
E. Sample include 24 commodity exporters and 19 commodity importers. Last observation is May 18,
2016.
F. Sample includes 23 emerging market economies. Last observation is 2015Q4.

downgraded since the start of the year (including
Bahrain, Brazil, Kazakhstan, Oman, and Saudi
Arabia). Liquidity conditions in global financial
markets, including major advanced economies,
remain fragile, and leave markets prone to sudden
reversals (World Bank 2015a). Foreign direct
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FIGURE 1.10 Commodity markets
Commodity prices recovered from January lows but remain low on the
back of abundant supply and weak demand. U.S. oil production declined
for the first time in more than four years. Oil prices are expected to recover
slowly as supply is gradually cut back and demand strengthens later in the
year. Average oil production costs have been declining in recent years and
are currently below $40 per barrel across most producing countries.
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Sources: World Bank, International Energy Agency, Rystad Energy, U.S. Department of Agriculture.
A. Last observation is April 2016. Diamond dots represent World Bank forecasts for 2016 as of April
2016 Commodity Market Outlook.
B. Last observation is April 2016. Shaded area (from May 2016) denotes IEA forecast. Lower 48
indicates the rest of states in U.S. besides Alaska and Gulf of Mexico.
C. Last observation is April 2016.
D. Based on data from more than 15,000 oil fields across 20 nations. The production costs were
calculated by including a mix of capital expenditures and operational expenditures. Capital
expenditures included the costs involved with building oil facilities, pipelines and new wells.
Operational expenditures included the costs of lifting oil out of the ground, paying employee salaries
and general administrative duties.

investment (FDI) flows to EMDEs are generally
more stable and relatively less affected by short
term fluctuations in global financing conditions.
However, the low commodity price environment
has negatively impacted mining and exploration
investment and hence FDI prospects in EMDEs.
As in previous years, reinvested earnings and intercompany loans are expected to account for more
than half of FDI inflows in 2016, with a
particularly significant contribution in China.
Low commodity prices
The weakness of commodity prices, especially for
energy, persisted into 2016 (Figure 1.10), pushing
some prices to new lows at the start of the year.
Abundant supplies and stocks across most
commodity sectors, softening global growth

prospects, and a strong U.S. dollar have all
contributed to the weakness. Prices have since
generally recovered from their lows, on
expectations of reduced supplies going forward,
and some short-covering in futures markets.
However, most commodity markets remain well
supplied with large stocks, making significant
price increases unlikely.
Energy markets. Crude oil prices rallied from less
than $30 per barrel in mid-January to $46 per
barrel in May, reflecting rising investor sentiment,
a weaker U.S. dollar, strong crude import demand
in China, and supply disruptions in a number of
oil exporting countries (Iraq, Nigeria, the United
Arab Emirates). More importantly, December
2015 marked the first reported year-on-year
decline in U.S. oil production in more than four
years, and the U.S. Energy Information
Administration estimates that, in the fourth
quarter of 2016, U.S. oil production will be 12
percent lower than the previous year. On the
policy front, in mid-April, OPEC and several nonOPEC oil producers failed to agree to freeze crude
production at January 2016 levels. The oil market
remains well-supplied, with OECD stocks at
record levels, but is expected to rebalance
materially in the second half of 2016 due to falling
non-OPEC output.
Oil prices are expected to average $41 per barrel
for 2016 (down from an assumption of $51 per
barrel in the January Global Economic Prospects)
and $50 per barrel for 2017. Low and volatile oil
prices have taken their toll on investment and
drilling, particularly in the United States, despite
the industry’s efforts to reduce costs and improve
efficiency. Non-OPEC production is projected by
the International Energy Agency to fall by nearly
0.8 million barrels per day in 2016, with the bulk
of the decline in the United States. With the
notable exception of Canada and Russia, most
other oil producers are expected to record
moderate declines in 2016. As a result, global
production is expected to fall to a level more in
line with global consumption. Downside risks to
the price forecast include more resilient nonOPEC supply and weaker global demand growth,
while the main upside risk for oil prices is a
coordinated supply restraint by major producers.
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Agricultural commodity markets. Agricultural
prices continued their downward trend during the
first quarter of 2016, the seventh consecutive
quarterly decline. Ample supplies during the
current and past two seasons have kept most grain
and oilseed markets well-supplied (Figure 1.11).
Local supply disruptions due to El Niño
(especially in South America and East Asia) were
not strong enough to have a material impact on
global markets. Since agriculture is an energyintensive sector, weakness in agricultural prices has
also reflected the pass-through from lower energy
prices (Baffes and Haniotis 2016). A 10 percent
decline in energy prices is associated with a 1.5 to

Ample production during the current and past two seasons have kept most
grain and oilseed markets well-supplied. Since agriculture is an energyintensive sector, weakness in agricultural prices also reflect the passthrough from lower energy prices.
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B. Global grain production and
consumption

Percent
0
-5
-10

Billion metric tons
2.3
Production
2.1
Consumption

2011Q1-2015Q1

2015Q1-2016Q1

-15
-20
-25
-30
-35
-40

1.9
1.7
1.5

C. Energy intensity

D. Elasticity of food prices to oil
prices

Percent

Elasticity
0.30

China

0.25

Brazil

0.20

EU-12

0.15

United States

0.10

World

0.05

0

10

20

All food

Soybeans

Sub-Saharan Africa

0.00

Palm oil

Manufacture
Agriculture

Turkey

Maize

India

Wheat

Canada

2016

2014

2012

2010

2008

2006

2004

1.3

2002

Oils and Grains Beverages Other
Raw
meals
food materials

2000

Metals markets. Metal prices have also rallied
from January lows on expectations of stronger
demand, and ongoing supply rebalancing from
production cuts and lower investment in new
capacity. As with crude oil, production of metals
has held up better than expected because of lower
input costs and depreciating currencies in
producing countries. Iron ore and steel prices
increased on restocking at Chinese mills ahead of
the construction season. The government’s added
stimulus measures and revival of construction
activity could continue to provide support despite
the unwinding of seasonal demand. However,
markets remain oversupplied, with large stocks
and prospects for continued increases in capacity
resulting from earlier large investments, notably
for iron ore (Australia), copper (Peru) and
aluminum (China). The closure of large zinc
mines in 2015 (Australia and Ireland) is expected
to support zinc prices. Metal prices are projected
to decline 15 percent in 2016 and to rise
moderately in the medium term as the expansion
of capacity slows, but the timing will vary by
individual metals.

FIGURE 1.11 Commodity markets (cont.)

Rice

Natural gas prices continue to decline due to
ample supply, with exports from new liquefied
natural gas capacity in the United States and
Australia expected to keep prices low in the three
main markets (United States, Europe, and Asia).
Excess production is encouraging buyers to
increasingly import low-priced spot gas, to replace
gas delivered through pipelines on higher-priced
long-term contractual agreements.
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Sources: World Bank, International Energy Agency, U.S. Department of Agriculture, GTAP database,
Baffes and Haniotis (2016), Rystad Energy.
A. Price changes are based on quarterly averages.
B. Grain includes maize, wheat and rice. 2016 based on May 2016 USDA forecasts.
C. Calculations based on the GTAP database. The energy intensity reflects the share of energy in the
cost of agriculture and manufacturing industries and accounts for both direct and indirect use of
energy. Data are of 2007.
D. Elasticities are derived from a panel regression based on annual data (1960-2015) of real prices
which are regressed on stocks-to-use ratio (a measure of crop conditions), real GDP (as measure of
income), macroeconomic fundamentals (U.S. 3-month T-bill and the US$ against a broad index of
currencies) and energy prices. All variables (except interest rate) are expressed in logarithms (Baffes
and Haniotis 2016).

2 percent decline in agricultural commodity
prices. Input costs for agricultural commodities
have also eased because policy-driven demand for
biofuels, crops that compete with agricultural
commodities for land, has leveled off. Prices of
agricultural commodities are expected to decline
marginally in 2016, with favorable weather
conditions in the Southern Hemisphere for most
grains and oilseeds—except for rice, which has
been subjected to some El Niño-related
disruptions in East Asia. Upside risks arise from La
Niña, which may affect crop conditions later in
2016.2
2La Niña is characterized by unusually cold ocean temperatures in
the Equatorial Pacific, compared to El Niño, which is characterized
by unusually warm ocean temperatures in the same region. La Niña
often follows El Niño.
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FIGURE 1.12 Global trade
Global trade growth reached a post-crisis low in 2015, reflecting a marked
deceleration in import demand from EMDEs. Consumer goods and
services trade showed greater resilience, but global trade forecasts
continued to be downgraded, reflecting expectations of weak investment
worldwide, and a slower pace of supply chain integration and trade
liberalization.
A. Import volume growth
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Sources: World Bank, World Trade Organization , CPB Netherlands Bureau for Economic Policy
Analysis, UN Comtrade.
A. Goods and non-factor services import volume. 2016 is a forecast.
B. Major commodity importers are United States, China, and Euro Area. Consumer goods are defined
as Foods, Tobacco, Beverages, and Automobile Vehicles. Raw materials are defined as Crude
Materials, Mineral Fuels, Animals and Vegetable Oils, Chemical and Related Products. Industrial
goods are defined as Industrial Supplies and Materials, Manufactured Goods, Machinery and
Transport Equipment, Miscellaneous Manufacturing Articles, Commodities and Transactions. Last
observation is March 2016.
C. Selected emerging and developing economies are 6 commodity importers (Mexico, Turkey,
Philippines, Thailand, India, and China) and 5 commodity exporters (Russia, Brazil, Indonesia, South
Africa, and Malaysia). Average of growth for the period of 2013Q1- 2015Q4.
D. Global trade measured as the sum of import and export volumes of goods and non-factor services.

Weak global trade
Following years of weak performance, global
merchandise trade growth reached a post-crisis low
in 2015, largely reflecting a marked deceleration
in import demand from commodity exporters and
slowing activity and economic rebalancing in
China (Figure 1.12). The slowdown reflected a
combination of structural and cyclical headwinds,
with the latter accounting for about two thirds of
the observed deceleration in global trade last year
(Constantinescu, Mattoo, and Ruta 2016). Many
of the factors underpinning the recent slowdown
are expected to persist in 2016.

Weak intermediate and industrial goods trade.
Declining commodity prices; China’s shift
towards a slower, more sustainable, growth path;
and soft activity in advanced economies appear to
have been mutually reinforcing drivers for weaker
merchandise trade growth. Lower commodity
prices have reduced real incomes and led to
sharply depreciating currencies in commodity
exporters, which contributed to notably lower
imports. The import contraction was particularly
pronounced in Brazil and the Russian Federation,
but a broad-based slowdown was also observed
across most commodity exporters. Since
commodity exporters attract about 20 percent of
other EMDEs’ exports, this has had an adverse
impact on other emerging economies. The gradual
shift from investment to consumption and slowing
industrial activity in China lowered its import
demand for industrial commodities and
intermediate goods. This was compounded by
subdued industrial activity and capital expenditure
in the manufacturing sector in the United States
and the Euro Area. Feeble global investment—
reflecting mediocre growth, deleveraging pressures
in advanced economies, and a maturing credit
cycle in EMDEs—could continue to cap the
growth of goods trade throughout 2016.
More resilient services trade. Global services trade
appears to be more resilient than goods trade,
supported by strengthening consumer spending
and income growth among major oil importing
economies. Services trade now accounts for onefifth of global trade volumes and half of global
trade value-added (Hollweg et al. 2015). While
barriers to service sector trade have fallen globally,
they have remained stable across smaller
economies (Anderson et al. 2015). Over time, the
share of services trade should continue to increase,
especially in sectors related to information
technologies and data transfer (Freund 2016,
Manyika et al. 2016).
Despite the resilience of services, global trade is
expected to remain weak in 2016. Following a
pattern of repeated and significant downward
revisions, global trade forecasts for 2016-17 have
been downgraded again, consistent with evidence
of a persistent deterioration in the relationship
between global trade and activity. After growing
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Recent developments
Growth in EMDEs decelerated to 3.4 percent in
2015—about half of the pre-crisis average growth
rate, and in line with the rate expected in January
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The weakness in emerging market and developing
economies in 2015 has extended into 2016.
Aggregate growth for EMDEs is projected at 3.5
percent for 2016, marginally above the disappointing
pace of 3.4 percent in 2015. However, this forecast
masks a marked difference between commodity
exporters and importers. After stagnating last year,
growth in commodity exporting EMDEs for 2016 is
expected to be 0.4 percent—substantially below the
1.6 percent envisaged in January, reflecting further
downward revisions to commodity price forecasts,
weak global trade, volatile capital flows, and
persistent domestic challenges. In contrast, growth
projections for commodity importing EMDEs are
little changed, at 5.8 percent for 2016, and are
expected to be broadly stable at that level through
2018. In low-income countries, growth in 2016 is
projected at 5.3 percent. Policy buffers continue to
erode in commodity exporting EMDEs, especially in
oil exporting countries, reducing their ability to
withstand further downside shocks.

The weakness in EMDEs in 2015 was mainly accounted for by the growing
difficulties of commodity exporters. Brazil and Russia continue to face a
combination of external and domestic headwinds, which have resulted in
deep recessions. In contrast, commodity importing EMDEs have shown
resilience and steady growth. Excluding China, growth in commodity
importers has picked up, reflecting robust domestic demand growth.

Investment

Emerging market and
developing economies:
Recent developments
and outlook

FIGURE 1.13 Activity in EMDEs

Consum ption

roughly in line with GDP in 2015, global trade is
expected to marginally outperform global growth
over the forecast period. In the medium-term,
maturing supply chains, a slower pace of trade
liberalization, and persistent weakness in global
investment are expected to hold back global trade
growth. Lingering weakness in global merchandise
trade diminishes the scope for productivity gains
through increasing specialization and diffusion of
technologies in global value chains (Melitz 2003,
Ahn et al. 2016). As global value chains grow at a
slower pace, global trade is expected to expand
more in line with global output. A shortening of
global supply chains towards regional ones could
accentuate this process (Srinivasan et al. 2014).
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B. Share of commodity exporters and importers out of 151 countries in sample.
D. Commodity exporters exclude Brazil and Russia; Commodity importers exclude China.

(Figure 1.13). Overall, 2015 marked the fifth
consecutive year of declining growth for EMDEs,
which now account for about half of global
growth compared to more than 60 percent in
2010-14. About 90 percent of the countries that
have experienced this protracted slowdown were
commodity exporters, especially oil exporters.
Growth in commodity exporting EMDEs in 2015
was 0.2 percent—the slowest pace since the global
financial crisis—reflecting the persistent impact of
negative terms of trade shocks and, in many cases,
domestic challenges.
In contrast, growth in commodity importing
EMDEs in 2015 remained resilient to headwinds,
at 5.9 percent—close to its long-term average of
6.1 percent. Moreover, growth in commodity
importing EMDEs excluding China—a group
that accounts for about a third of EMDE
output—actually picked up in 2015 to 4.7 percent

2016
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from 4.3 percent the previous year, above its longterm average of 4.1 percent, reflecting generally
robust domestic demand. The difference between
the sharp slowdown in commodity exporters and
the muted growth pickup in importers partly
reflects the greater magnitude of the terms of trade
shock as a proportion of commodity exporting
economies (World Bank 2016f).
Following last year’s disappointing performance,
aggregate activity in EMDEs has been tepid thus
far in 2016. The external environment at the start
of the year continued to be challenging, with
subdued global trade and rising borrowing costs.
Manufacturing activity diverged, with commodity
importing EMDEs performing better than
commodity exporters. Brazil and Russia, which
together account for about two-fifths of
commodity exporting EMDE output, are expected
to contract again in 2016. External headwinds
these two economies face, particularly low
commodity prices, have combined with persistent
domestic challenges. In addition, República
Bolivariana de Venezuela is experiencing a deep
and worsening contraction.
Tighter policies put forward to adjust to lower
commodity prices are weighing on domestic
demand in commodity exporting economies,
especially in oil exporting economies, which have
come under significant pressure since mid-2014,
when oil prices began to collapse (World Bank
2016b). Investment in extractive industries
declined sharply in 2015 and continues to ease in
2016 amid tighter financing conditions. Many oil
exporters (Angola, Azerbaijan,
Colombia,
Ecuador,
Kazakhstan,
Nigeria,
República
Bolivariana de Venezuela) struggle with sharply
deteriorating current accounts, exchange rate
pressures, and falling fiscal revenues. Persistent
high inflation prompted several central banks in
oil exporting countries to continue hiking rates or
tightening foreign exchange restrictions (Angola,
Azerbaijan, Nigeria) in the first months of 2016.
Non-energy commodity exporters, whose terms of
trade have deteriorated more gradually since mid2011, are showing some signs of stabilization.
Growth remains broadly stable in this group as
adjustment to lower non-energy commodity prices
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seems to be well advanced, including for some
metal exporters (Indonesia, Peru) and agriculture
exporters (Tanzania, Senegal, Uganda). However,
performance varied considerably among the
countries reflecting country-specific vulnerabilities
and policy responses. Headwinds included sharply
falling
remittances
(Armenia,
Moldova,
Tajikistan), conflict (Burundi), unwinding
financial vulnerabilities (Mongolia), drought
damage to agricultural production (Botswana,
South Africa, Zambia), electricity shortages (South
Africa, Zambia), and natural disasters (Pacific
Islands).
Among commodity importing EMDEs, low
energy prices and modest but ongoing growth in
advanced economies are supporting activity,
particularly in parts of Europe and Central Asia
(Poland, Romania, Turkey), East Asia (the
Philippines, Vietnam), Middle East and North
Africa (Morocco), South Asia (Bhutan, India,
Pakistan), and Sub-Saharan Africa (Rwanda,
Senegal, Uganda). However, the sizable positive
terms of trade shock has been partly offset by
other headwinds, reducing some of the expected
windfall gains. These headwinds included political
instability in the region (Haiti, Lebanon,
Moldova), policy uncertainty (Maldives, Turkey),
spillovers from large oil exporting trading partners
(Georgia, Moldova), drought (Eritrea, Morocco),
and natural disasters (Dominica, Nepal).
The recent slowdown in EMDE growth partly
reflects an unwinding of cyclically strong, policysupported, post-crisis growth and the end of the
latest commodity super cycle (World Bank
2015a). However, it also has a considerable
structural component (World Bank 2016b; Didier
et al. 2015; Asian Development Bank 2016). In
addition to external factors, the slowdown reflects
adverse domestic factors—slowing productivity
growth related to supply side constraints,
demographic pressures, especially in parts of EAP,
ECA, and LAC, and several years of
underinvestment
(European
Bank
for
Reconstruction and Development 2016; World
Bank 2015b). Moreover, sharply lower oil prices
have contributed to a notable reduction in
investment in the oil and gas industry. More
generally, declining corporate profitability and
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Mounting vulnerabilities
Persistent weakness in activity has widened
vulnerabilities in commodity exporting EMDEs
(Figure 1.14). In 2015, current account and fiscal
balances deteriorated and government debt rose,
while inflation increased—in many cases to above
target levels. Investor concerns about growth
prospects and rising vulnerabilities have been
reflected in numerous recent sovereign rating
downgrades, as well as depreciations earlier in the
year despite foreign reserve interventions and use
of sovereign wealth fund assets.3
In contrast, in several large commodity importing
EMDEs, fiscal and current account deficits
narrowed in 2015 (Turkey, India, Pakistan).
3Sovereign rating downgrades in 2016 include Angola, Armenia,
Azerbaijan, Bahrain, Barbados, Brazil, Republic of Congo, Costa
Rica, Croatia, Gabon, Kazakhstan, Mozambique, Oman, Poland,
Saudi Arabia, Sri Lanka, and Surinam.

Weak growth in commodity exporting countries contributed to a
deterioration of external and fiscal buffers in 2015. Current account and
fiscal deficits widened and government debt and debt service costs rose in
many countries. In contrast, deficits and debt levels were declining or
stable in commodity importing countries. A spate of sovereign credit
downgrades was reflected in waning investor confidence.
B. External sustainability: commodity
importers
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Within the EMDE group, growth in low-income
countries (LICs) slowed in 2015, averaging 4.5
percent, down from 6.1 percent in 2014 and the
lowest since 2009 (see Box 1.1). The slowdown
has been especially pronounced in commodity
exporters (Chad, Eritrea, Sierra Leone,
Zimbabwe). In many of these countries, the
adverse impact of low commodity prices was
exacerbated by a severe drought, which curtailed
agricultural production (Haiti, Zimbabwe). In a
number of LICs, political tensions or electoral
uncertainties (Burundi, Haiti, Nepal), security
challenges (Afghanistan, Chad, Niger) and
terrorist attacks (Burkina Faso, Mali) have
weighed on activity. However, growth has
remained robust in some commodity exporters
with a diverse export base (Democratic Republic
of Congo, Mozambique, Uganda). Among net oil
importers, growth was strong in Ethiopia, Rwanda
and Tanzania, supported by public infrastructure
investment, construction, and a growing services
sector, while activity in Cambodia continued to
expand at a steady pace driven by garments exports
and construction.

FIGURE 1.14 External and fiscal buffers in EMDEs
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Sources: International Monetary Fund, Haver Analytics, Bloomberg, Standard & Poor’s, World Bank.
Note: Bars for current account balance, external debt, primary balance, government debt, and interest
on debt reflect data as of year-end 2014 and 2015. Bars for NEER (nominal effective exchange rate)
depreciation, foreign reserves, and sovereign credit ratings reflect the share of countries that
experienced changes of more than the indicated percentages during the course of the year. Based on
data for 44-87 commodity exporters and 21-62 commodity importers depending upon the data series.
C. D. For sovereign credit downgrades, 2016e refers to year-to-date downgrades.

Foreign exchange reserves are broadly stable or
increasing, and inflation below target levels, in
most commodity importers. These improvements
notwithstanding, corporate borrowing continued
to grow rapidly in some major oil importing
countries. While government debt to GDP and
inflation in commodity importers are well below
median levels in the mid-1990s, credit growth is
above the median of that period.
In many commodity exporting and importing
countries alike, high and rising credit to the
private sector has become an increasingly
important vulnerability (see Special Focus 1).
Fueled by low post-crisis borrowing costs and
rising financing needs, credit to the nonfinancial
private sector increased by 14 percentage points of
GDP, to 85 percent of GDP in the five years to
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BOX 1.1 Low-income countries: Recent developments and outlook
Growth in low-income countries (LICs) slowed sharply to 4.5 percent in 2015 as a result of persistently low commodity prices, a
severe drought in parts of Sub-Saharan Africa, and security and political challenges. Average growth in LICs is projected to rise to
5.3 percent in 2016 and above 6 percent in 2017-18. This forecast is predicated on strengthening global activity and successful
implementation of growth-sustaining reforms in LICs. Risks are heavily tilted to the downside.

This box was prepared by Gerard Kambou.
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In a number of LICs, political and security related
uncertainties held back activity. Afghanistan’s economy
continued to face headwinds from the gradual pullout of
NATO troops and decline in foreign aid. Sustained
insurgent attacks complicated the implementation of
reforms and undermined the government’s efforts to
develop the mining sector, a potential source of growth,
and improve regional trade linkages. In Nepal, despite the
passing of two constitutional amendments aimed at
reducing political inequalities, large-scale political protests
by minority ethnic groups continued to weigh on
economic growth, as did the closure of land trading routes
through India. In Haiti, activity slowed amid rising
political risk, with the indefinite postponement of the
second-round presidential election. Political tensions and
security threats intensified in several Sub-Saharan Africa
LICs, on account of electoral disputes (Burundi,
Democratic Republic of Congo), Boko Haram
insurgencies (Chad, Niger) and terrorist attacks (Burkina
Faso, Mali), with the resulting increase in uncertainty
adversely impacting activity.

Growth has slowed sharply in low-income countries
(LICs), to 4.5 percent in 2015 down from 6.1 percent in
2014. Persistently low commodity prices, a severe
drought in parts of Sub-Saharan Africa, and security and
political challenges took a toll on activity in low-income
countries. Current account positions weakened among
oil exporters, and deficits remain large among some
metal exporters.

2015

The slowdown has been pronounced in oil and metals
exporters (Figure 1.1.1). Growth in 2015 more than
halved in Chad, while GDP is estimated to have
contracted by more than 5 percent in South Sudan, as low
oil prices reduced government revenues. Several metalexporting countries (Niger, Sierra Leone, Zimbabwe) also
saw a sharp slowdown in economic activity. Sierra Leone,
emerging from the Ebola crisis, contracted by a fifth as low
commodity prices led to the closure of iron ore mining
operations. In several countries, the adverse impact of low
commodity prices was exacerbated by a severe drought
(Chad, Haiti, Niger, and Zimbabwe), which curtailed
agricultural production growth. In Guinea and Liberia,
activity was further affected by the Ebola crisis, which
began to recede in late 2015.

FIGURE 1.1.1 Recent developments and
outlook in LICs

2014

Growth setbacks. Growth in low-income countries (LICs)
slowed sharply to 4.5 percent in 2015, down from 6.1
percent in 2014. Persistently low commodity prices, a
severe drought in parts of Sub-Saharan Africa, natural
disasters, and security and political challenges are major
factors that took a toll on activity in low-income countries.
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Sources: World Bank, International Monetary Fund.
B. Metals exporting LIC includes Central African Republic, Guinea,
Mozambique, and Niger. For Central African Republic and Guinea current
account balances deteriorated. Oil exporting LIC includes Chad and South
Sudan. Other LIC includes 22 low-income countries for which data are
available.
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BOX 1.1 Low-income countries: Recent developments and outlook (continued)
FIGURE 1.1.2 Recent developments and
outlook in LICs (cont.)
Currencies have depreciated and fiscal positions have
weakened in many countries. Oil exporters and other
resource-rich countries faced a substantial decrease in
commodity revenues. In a number of countries, spending
increased, causing fiscal deficits to widen.
A. Exchange rate depreciation

Percent, year-on-year
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B. Fiscal balance, 2015
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Sources: World Bank, International Monetary Fund.
B. Metals exporting LIC includes Central African Republic, Guinea,
Mozambique, and Niger. For Central African Republic and Guinea current
account balances deteriorated. Oil exporting LIC includes Chad and South
Sudan. Other LIC includes 22 low-income countries for which data are
available.

In contrast, the slowdown has been less pronounced in
commodity exporters with relatively diverse export bases,
as well as in agricultural-exporting countries (Democratic
Republic of Congo, Mozambique, Uganda). Compared to
the LIC average, growth has remained robust in these
countries, helped in part by lower oil prices. Among net oil
importers, growth was strong in Ethiopia and Rwanda,

supported by public infrastructure investment, private
consumption and a growing services sector. Elsewhere,
activity continued to expand at a steady pace, driven by
garments exports (Cambodia), agriculture (Guinea-Bissau),
and construction (Tanzania, Togo).
Deteriorating current account balances. External positions
have weakened across LICs. The current account deficit
widened significantly among oil exporters, with oil price
declines compounded by production cuts. The current
account deficit also widened across non-energy exporters
(Democratic Republic of Congo, Ethiopia, Niger), in part
because of exports weakness but also due to stronger
import growth on the back of large public investment
projects. However, in many of these countries, the current
account deficit has remained well funded by FDI. In
Nepal, goods and services imports increased as a result of
post-earthquake reconstruction efforts. On average,
external debt levels increased moderately across LICs,
reflecting continued access to concessional financing.
However, external debt levels rose significantly in a
number of countries (The Gambia, Mozambique,
Tanzania, Uganda), driven in part by large currency
depreciations.
Reserve drawdowns and currency depreciations. Increased
external pressures were met with reserves drawdowns and
currency depreciations in many countries (Figure 1.1.2).
Reserve drawdowns were most pronounced among some
mineral exporters (Niger, Sierra Leone) and in countries
facing sharp currency depreciations (Burundi, The
Gambia, Rwanda). Monetary authorities in countries with
a flexible exchange rate regime responded to external
pressures by allowing depreciations (Haiti, Mozambique,
Tanzania, and Uganda), and by tightening monetary
policy through an increase in reserve requirements
(Cambodia) and policy rates (Mozambique). The
currencies of several LICs, including the Mozambican
metical and Ugandan shilling, sustained large depreciations
against the U.S. dollar. The pass-through of nominal
exchange rate depreciation contributed to a sharp rise in
inflation in some countries (Haiti, Madagascar,
Mozambique). However, reflecting strong external
disinflationary pressures from lower food and oil prices,
inflation has eased in many countries (Cambodia, Malawi,
Tanzania, Uganda), or turned negative in some
(Afghanistan). In the CFA zone, where the pegged CFA
franc remained broadly stable, inflation remained in single
low digits.
Weakening fiscal positions. Fiscal positions weakened in
many countries. Oil exporters and other resource-rich
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BOX 1.1 Low-income countries: Recent developments and outlook (continued)
countries faced a substantial decrease in commodity
revenues. Some countries (Chad, Mozambique, and
Rwanda) cut expenditures in response. However, the cuts
matched the reduction in revenues in only a few countries
(Chad, Rwanda). In a number of countries, spending was
increased even as revenues slowed or fell (Burundi,
Cambodia, Ethiopia, Madagascar, Malawi, Tanzania),
causing fiscal deficits to widen. In Guinea and Liberia,
which struggled with the Ebola crisis, fiscal deficits have
increased sharply. As a result, public debt burdens have
risen, most significantly in Malawi, Mozambique, Togo,
and Zimbabwe. In some countries (Mozambique, Niger),
the increase in government debt reflected rising
infrastructure spending or the construction of mining
projects that should support potential growth over the
medium term.
Softening outlook. The external environment confronting
low-income countries is expected to remain difficult in the
near-term. Commodity prices are expected to remain low
despite a gradual pickup in global activity. Against this
backdrop, average growth in LICs is projected to rise to
5.3 percent in 2016 and above 6 percent in 2017-18. This
forecast is predicated on strengthening global activity and
successful implementation of growth-sustaining reforms in
LICs. The implications for individual LICs will vary:
•

•

Oil and other commodity exporters are expected to
see a modest pickup in growth in 2016 as they
continue to adjust to low commodity prices. Growth
is expected to remain low in Chad as oil production
falls. In Mozambique, delayed investment into the
LNG sector and rising inflation will weigh on growth
in 2016. Growth is also expected to slow in the
Democratic Republic of Congo as the copper sector
continues to struggle and political uncertainty weighs
on investor sentiment.
Growth in countries emerging from the Ebola crisis
(Guinea, Liberia, and Sierra Leone) and natural
disasters (Haiti, Nepal) is expected to remain modest
in 2016. Aid-driven infrastructure investment and
some limited growth in iron ore exports should help
boost real GDP growth in Guinea, Liberia, and Sierra
Leone. Growth is expected to remain subdued in
Haiti in 2016 as the country’s elevated political risk
keeps investment growth low despite large postearthquake reconstruction needs. Activity is expected

to weaken further in Nepal as disruptions of crossborder traffic restrict access to critical inputs, the
tourism industry struggles to recover from the
earthquakes, and sub-optimal monsoon rainfalls
hamper agricultural production.
•

Political and security uncertainties and drought are
expected to remain a drag on economic activity in a
number of countries. In Afghanistan, growth in 2016
is expected to be marginally higher than that of 2015,
as attacks by insurgents continue to delay the
implementation of government’s reforms and
undermine private sector confidence. Political
uncertainty and threats of terrorist attacks will hold
back activity in Burundi, Burkina Faso, Mali, and
Niger. Drought is expected to weigh on growth in
Ethiopia.

•

For most other countries, growth is projected to
remain robust, supported by strong domestic
investment and lower oil prices. In some oil importing
countries – notably Cambodia, and Tanzania –
growth is projected to average 7 percent in 2016.

Risks tilted heavily to the downside. The balance of risks
to the outlook remains firmly tilted to the downside, with
both external and domestic risks.
•

External risks. A sharper-than-expected slowdown in
China, and rebalancing toward consumption and
services, would weigh against commodity prices and
investment in resource sectors and further weaken
activity in commodity exporters. Weaker-thanexpected growth in the Euro Area could further
weaken external demand for LIC exports, especially in
Sub-Saharan Africa, and reduce investment flows as
well as official aid.

•

Domestic risks. Delays in adjustment to external shocks
in affected countries would create policy uncertainties
that could weigh on investor sentiment and weaken
the recovery. A worsening of drought conditions
would dampen growth in agriculture, increase food
insecurity, and accentuate inflationary pressures.
Militant insurgencies and terrorist attacks remain a
concern in West Africa, while political risks are high
in Afghanistan, Burundi, Democratic Republic of
Congo, Haiti, and Nepal.
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BOX 1.1 Low-income countries: Recent developments and outlook (continued)
TABLE 1.1.1 Low-income countries: Real GDPa
(Annual percent change unless indicated otherwise)
Percentage point differences from
January 2016 projections

Low Income Country, GDPb

Afghanistan
Benin
Burkina Faso
Burundi
Cambodia
Chad
Comoros
Congo, Dem. Rep.
Eritrea
Ethiopiac
Gambia, The
Guinea
Guinea-Bissau
Haitic
Liberia
Madagascar
Malawi
Mali
Mozambique
Nepalc
Niger
Rwanda
Sierra Leone
South Sudan
Tanzania
Togo
Ugandac
Zimbabwe

2013

2014

2015e

2016f

2017f

2018f

2015e

2016f

2017f

2018f

6.5
2.0
5.6
6.7
4.6
7.4
5.7
3.5
8.5
1.3
10.5
4.8
2.3
0.8
4.2
8.7
2.4
5.2
1.7
7.3
3.8
4.6
4.7
20.1
13.1
7.3
5.1
4.4
4.5

6.1
1.3
5.4
4.0
4.7
7.1
6.9
3.0
9.0
1.7
9.9
0.9
-0.3
2.9
2.8
0.7
3.0
5.7
7.2
7.4
6.0
6.9
7.0
7.0
3.4
6.8
5.7
4.7
3.8

4.5
1.5
5.2
4.0
-2.5
7.0
1.8
2.3
7.7
3.0
9.6
-2.5
0.1
5.1
1.2
0.3
3.0
2.8
5.5
6.3
2.7
4.2
7.1
-21.5
-6.3
7.0
5.5
5.0
1.1

5.3
1.9
5.5
5.2
3.0
6.9
-0.4
2.4
6.3
4.0
7.1
-4.0
4.0
5.7
0.9
3.8
3.7
3.0
5.3
5.8
0.6
5.4
6.8
6.5
3.5
7.2
5.6
5.0
1.4

6.3
2.9
5.8
5.5
3.5
6.8
1.6
3.0
7.7
4.3
9.4
4.5
5.0
6.0
1.9
5.3
3.7
4.1
5.1
7.7
4.7
6.3
7.2
5.3
6.9
7.1
5.0
5.9
5.6

6.6
3.6
6.1
6.0
4.0
6.8
5.2
3.1
8.5
4.3
8.6
5.5
6.0
6.0
2.2
5.6
3.7
5.4
5.0
8.3
4.4
7.0
7.1
5.4
7.4
7.1
5.5
6.8
3.5

-0.6
-0.4
-0.5
-0.4
-0.2
0.1
-2.3
0.0
-0.3
2.1
-0.6
-6.5
-0.3
0.7
-0.5
-2.7
-0.2
0.0
0.5
0.0
-0.7
-0.2
-0.3
-1.5
-1.0
-0.2
0.4
0.0
0.1

-0.9
-1.2
0.2
-0.8
-0.5
0.0
-5.3
-0.1
-2.3
2.0
-3.1
-8.5
0.5
0.8
-1.6
-1.9
0.3
-2.0
0.3
-0.7
-1.1
0.1
-0.8
-0.1
0.0
0.0
0.7
0.0
-1.4

-0.3
-1.0
0.7
-1.5
-1.3
0.0
-4.5
-0.1
-1.3
2.1
0.4
-0.8
1.0
0.7
-0.9
-1.5
0.1
-1.7
0.1
0.5
-1.1
-3.0
-0.4
0.0
-0.1
0.0
0.3
0.1
2.6

0.0
-1.4
1.0
-1.0
-0.8
0.0
-1.3
0.0
-0.5
2.1
-0.4
0.2
1.8
0.7
-0.8
-1.2
0.1
-0.4
0.0
1.1
-0.1
1.3
-0.5
0.1
0.4
0.0
0.8
1.0
0.5

Source: World Bank.
World Bank forecasts are frequently updated based on new information and changing (global) circumstances. Consequently, projections presented here may differ from those
contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any given moment in time.
a. Central African Rep., Democratic People's Republic of Korea, and Somalia are not forecast due to data limitations.
b. GDP at market prices and expenditure components are measured in constant 2010 U.S. dollars.
c. GDP growth based on fiscal year data.
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FIGURE 1.15 Private indebtedness in EMDEs
Rising private sector indebtedness has become a major source of
vulnerability in some EMDEs. Historically, countries with rapidly rising
leverage in the years leading up to a period of financial stress have
experienced a more protracted slowdown or a deeper recession in its
aftermath. Current debt rollover risks remain limited in the short term but
could increase in 2017 as a greater stock of debt is due for refinancing.
A. Private sector credit in EMDEs
Percent of GDP
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In the past, credit booms over a sustained period
were sometimes followed by slowing growth and,
in the presence of financial stress, increased the
severity of the subsequent recession (Claessens,
Kose, and Terrones 2012; Jordà, Schularick, and
Taylor 2013). During both the Asian crisis in
1997-98 and the global financial crisis in 2008-09,
emerging economies with more rapid credit
growth in preceding years suffered larger GDP
declines. When external financing conditions
tightened and global trade slowed, capital flows
reversed, asset prices collapsed, non-performing
loans surged, and activity dropped (Kose and
Terrones 2015).

95
90
1997

E. GDP per capita around the global
financial crisis

some sectors (energy, metals and mining,
construction), increased indebtedness has partly
reflected rapid foreign currency borrowing in
recent years (Chui, Kuruc, and Turner 2016). A
broad-based decline in corporate profitability
would accentuate balance sheet vulnerabilities, and
might aggravate the impact of market volatility on
investment and growth.

2015

2016

2017

2018

Sources: World Bank, Haver Analytics, Bloomberg, Bank for International Settlements.
A. Sample includes 14 emerging economies. Data are the market value of private sector non-financial
credit to GDP. Last observation is 2015Q3. Average data are GDP-weighted.
B. Last observation is 2015Q3.
C. Debt service burden is calculated as the ratio of interest payments plus amortizations to income.
Gross disposable income (income after interest payments and, for non-financial corporations, dividends) is the default measure of income. Last observation is 2015Q3.
D., E. “Rising leverage” countries are defined as those that experienced an increase in private nonfinancial corporate credit to GDP ratios of more than 15 percentage points over the previous three
years. Countries with “rising leverage” are defined as those having experienced an increase in private
sector non-financial debt to GDP ratios of more than 15 percentage points during the three years
preceding the crisis episode. Sample includes 14 emerging and developing economies and 24 advanced economies. Unweighted average across countries.

September 2015 in the 14 largest EMDEs—and,
in some cases, by 30 percentage points of GDP or
more (Figure 1.15). In addition to rising private
sector debt, exchange rate depreciations and rising
risk spreads have increased debt service costs in a
number of countries (Hofmann et al. 2016). In

Current debt rollover risks appear limited in the
short term, given the modest stock of debt
maturing in 2016, but could increase in 2017 as
refinancing pressures intensify. In sectors where
state ownership is pervasive (e.g. energy),
deteriorating creditworthiness or financial stress
could weaken sovereign balance sheets and
propagate credit risks (Claessens, and Kose 2014;
Bachmair 2016; Jordà, Schularick, and Taylor
2016). This—combined with weak institutions,
shallow markets and under-developed debt
resolution mechanisms—could amplify the impact
of corporate deleveraging on growth.
Widening external, fiscal, and corporate
vulnerabilities are increasingly eroding EMDE
policy makers’ ability to support output should
one or more risks materialize. For commodity
exporters, rising inflation, weak exchange rates,
and financial stability risks would oblige their
monetary policy makers to adopt tighter stances.
Even if government debt currently remains
manageable in most countries, widening fiscal
deficits will constrain governments’ ability to
implement effective and sustained fiscal stimulus
(World Bank 2015c).
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The external environment confronting lowincome countries is expected to remain
challenging in the near term, with lower
commodity prices and a more subdued recovery in
global activity than previously projected, but it
will be somewhat offset by sustained investment
growth and falling oil prices that benefit the
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Among commodity exporting EMDEs, the
outlook has once again been downgraded (Figure
1.16). This reflects the sharp decline in oil and
other commodity prices, as well as weak
investment, soft global manufacturing trade, and
tightening financing conditions. At 0.4 percent,
growth in these countries will be well below the
1.6 percent projected in January. The expectation
of a further decline in the average price of oil, to
$41 per barrel for this year (versus $51 projected
in the January GEP) will weigh on growth in
2016. Although the slowdown in commodity
exporters has been less sharp so far than during
past episodes of steep oil price declines, a quick
rebound is unlikely. In contrast, the outlook for
commodity importing countries has been broadly
unchanged over the past two years, and the
expected pace of growth in these countries of 5.8
percent in 2016 is not much below their 19902008 average of 6.1 percent. The divergence in the
prospects for commodity exporters and importers
is also reflected in notable differences across
regional outlooks (see Box 1.2). While 2016
projections for EMDE regions with a large
number of importers (East Asia and Pacific, South
Asia) are broadly unchanged from January, those
for regions with a sizable number of exporters
(Latin America and the Caribbean, the Middle
East and North Africa, Sub-Saharan Africa) were
significantly revised down.

The outlook for commodity exporting and commodity importing EMDEs has
diverged appreciably over the past three forecasting cycles. Growth
expectations have deteriorated for exporters, but remained more stable for
importers. Compared to historical episodes of sharp declines in oil prices,
the current episode has seen a shallower decline in growth, which is likely
to be followed by a relatively weak recovery.

Argentina

Activity in EMDEs will likely remain subdued in
the short term, with growth expected to be 3.5
percent in 2016, down 0.6 percentage point from
January. Going forward, growth is projected to
firm to 4.4 percent in 2017 and 4.7 percent in
2018, reflecting an expected recovery in
commodity exporting countries, predicated on a
modest upturn in oil prices and the end of
recessions in Russia in 2017 and Brazil in 2018.

FIGURE 1.16 Growth outlook for EMDEs

Indonesia

Outlook
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LIC commodity
importers

Sources: World Bank, Haver Analytics.
A. B. Forecasts are preliminary for June 2016.
C. D. GDP growth is quarterly year-on-year growth. Gray areas show range of growth outcomes
during previous episodes. For all episodes, t=0 in the quarter prior to the start of the decline: 1997Q4,
2001Q3, 2008Q3, and 2014Q2. Sample includes 12 (1997Q4), 15 (2001Q3), 19 (2008Q3), and 22
(2014Q2) oil exporting countries, and 9 (1997Q4), 14 (2001Q3), 16 (2008Q3), and 17 (2014Q2) oil
importing countries.
E. F. Figures show five largest country members of each group in terms of GDP in 2010 U.S. dollar.

majority of LICs that are oil importers. Against
this backdrop, growth in LICs is projected to pick
up to 5.3 percent in 2016, 0.9 percentage point
below January projections. Growth is expected to
accelerate to an average of about 6.5 percent in
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BOX 1.2 Regional perspectives: Recent developments and outlook

Differences in recent developments and prospects across EMDE regions reflect in part the divergences between
commodity exporters and importers. Broadly speaking, the 2016 growth forecasts for East Asia and Pacific and South
Asia are little changed from the start of the year. In contrast, baseline 2016 forecasts for regions with major
commodity exporting economies—Europe and Central Asia, Latin America and the Caribbean, the Middle East and
North Africa, and Sub-Saharan Africa—have been downgraded since January .
East Asia and Pacific. Growth is estimated to have
slowed to 6.5 percent in 2015 from 6.8 percent in
2014, broadly in line with January projections. This
reflects the gradual slowdown in China. This offset a
very modest pickup in the rest of the region, which
showed signs of bottoming out in 2015. The
moderation of growth in commodity exporters was
offset by solid performance in commodity importers,
especially Vietnam and the Philippines, and a modest
recovery in Thailand on the back of robust domestic
consumption. While Chinese growth is expected to
continue to gradually slow down, growth in the rest
of the region is expected to pick up to 5 percent on
average in 2016-18, as commodity prices stabilize
and reforms are implemented to spur investment.
Downside risks include a sharper-than-expected
slowdown in China and tighter global financing
conditions against the backdrop of high corporate
and household leverage in the region. Key policy
challenges include strengthening medium-term fiscal
and macroprudential frameworks and structural
reforms to support long-term growth (World Bank
2016b).
Europe and Central Asia. Activity in EMDEs in the
region contracted by 0.1 percent in 2015 (as
estimated in January) from a 1.8 percent expansion in
2014, driven by the deep recession in the Russian
Federation. Excluding Russia, regional growth in
2015 was 2.5 percent, broadly unchanged from the
rate of expansion in 2014, as continued economic
dynamism in Turkey and several large oil importers
in Western Europe and Central Asia (Bulgaria,
Poland, Romania) offset a contraction in Ukraine
and slowing growth among commodity exporters. Oil
exporters (Azerbaijan, Kazakhstan, Russia) continue
to adjust to low oil prices as fiscal buffers erode
(World Bank 2016c). Subdued growth in the Euro
This box was prepared by Derek Chen, Allen Dennis, Christian Eigen
-Zucchi, Gerard Kambou, Ekaterine Vashakmadze, and Dana Vorisek.

Area and continued weakness of external demand
pose further headwinds. While low commodity prices
are helping importers in the western part of the
region, the benefits have yet to translate fully into
robust consumption and investment. Growth is
expected to pickup modestly to 1.2 percent in 2016,
as the Russian economy bottoms out. With a return
to positive growth in Russia and the Ukraine,
regional growth is expected to increase to an average
of 2.6 percent in 2017-18. Downside risks include
geopolitical flare-ups, lower oil prices, a deeper
recession in Russia, less favorable external financing
conditions as substantial bond repayments come due,
and political tension.
Latin America and the Caribbean. Regional output
shrank 0.7 percent in 2015, broadly in line with
January estimates, after expanding 1.0 percent in
2014. GDP was dragged down by depressed
commodity prices, tighter regional monetary
conditions, and domestic challenges among the
region’s largest economies. Brazil and, particularly,
República Bolivariana de Venezuela are both mired
in deep recessions, while Argentina has embarked on
macroeconomic policy reforms aimed at more
sustainable growth (World Bank 2016d). Mexico,
Central America, and the Caribbean expanded
steadily in 2015, boosted by robust growth in exports
and tourism. As regional weakness carries over to
2016, and with Brazil expected to experience another
year of severe contraction, economic activity in Latin
America and the Caribbean is expected to shrink 1.3
percent (excluding Brazil, regional growth in 2016 is
projected at 0.5 percent). A gradual recovery in 2017
-18 will be supported by strengthening net exports
and an easing of substantial domestic obstacles.
Significant domestic and external downside risks
persist, as the South American economy has yet to
bottom out and commodity prices could continue to
decline.
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BOX 1.2 Regional perspectives: Recent developments and outlook (continued)

FIGURE 1.2.1 Regional Growth
Differences in recent developments and prospects
across EMDE regions reflect in part the divergences
between commodity exporters and importers.
A. Regional growth (weighted average)
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Middle East and North Africa. Growth in the region
was an estimated 2.6 percent in 2015, slightly down
from 2.9 percent in 2014 and broadly in line with
January estimates. The sharp slide in oil prices over
the past two years has contributed to a deterioration
of buffers and a growth slowdown in most oil
exporting countries. The impacts of low oil prices are
necessitating significant policy adjustment that got
underway in 2015. Performance in oil importing
countries in 2015 was mixed. Growth in the Arab
Republic of Egypt and Morocco gathered pace but
was not expected to be sustained in 2016 and activity
slowed in most other countries. Conflicts in the
region have resulted in significant output losses in
domestic and neighboring economies (Devarajan and
Mottaghi 2016). Regional growth is projected to rise
slightly in 2016, to 2.9 percent, before recovering to
an average of 3.6 percent in 2017–18. The
improvement reflects an expected economic growth
spurt in the Islamic Republic of Iran following the
removal of sanctions in January, rapidly rising oil
sector activity in Iraq, and a recovery of oil prices in
2017. Risks to the outlook are mainly to the
downside and include a further slide in oil prices and
additional negative impacts of poor security
conditions.

South
Asia

SubSaharan
Africa

B. Regional growth (unweighted average)

Percent

1990-08 average

2003-08 average

10
8
6
4
2
2014
2015
2016
2017

2014
2015
2016
2017

2014
2015
2016
2017

2014
2015
2016
2017

East Asia
and
Pacific

2014
2015
2016
2017

0
2014
2015
2016
2017

South Asia. Growth in the region rose to 7.0 percent
in 2015, in line with previous projections. Thus far in
2016, economic activity—led by India—has
remained robust, supported mainly by domestic
demand. Inflation remains benign, even if picking up
in some countries. Net exports continue to exert a
drag on activity due to sluggish global growth;
however, remittance inflows to the region have held
steady. GDP growth is expected to be roughly stable
at 7.1 percent in 2016, and to pick up to 7.3 percent
by 2018, with strengthening global activity.
Domestic demand will continue to be the main
driver of growth. In the near term, consumption
spending will continue to benefit from low oil prices,
although this will wane over the medium term.
Further, an accommodative monetary stance, public
investments in infrastructure, and progress on
structural reforms, including new bankruptcy laws in
India, should support a pickup in private investment.
Risks to the forecast are weighted to the downside.

Europe
Latin
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and
America East and
Central
and the
North
Asia
Caribbean Africa

South
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SubSaharan
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Source: World Bank
A. Since largest economies of each region account for almost 50 percent of
regional GDP in some regions, weighted average predominantly reflects
developments in the largest economies in each region.
B. Unweighted average regional growth to ensure broad reflection of regional
trends across all countries in the region.

External risks include volatility in global financial
markets and significant declines in remittance
inflows. Domestic risks include slow progress in the
structural reform agenda (e.g., power sector reforms,
tax reforms, and land reforms), vulnerabilities in
corporate and banking sector balance sheets, and
fiscal challenges in some of the region’s economies.
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BOX 1.2 Regional perspectives: Recent
developments and outlook (continued)

Sub-Saharan Africa. Regional growth slowed
noticeably to 3.0 percent in 2015, down from 4.5
percent in 2014, and 0.3 percentage point lower than
January estimates. The slowdown was most severe in
oil exporters (Angola, Nigeria), where low oil prices
sharply slowed activity (World Bank 2016f). The
decline in metal prices led to a substantial fall in
revenues and exports in non-energy mineral
exporting countries. Other adverse developments
included drought (South Africa, Zambia), electricity
shortages (Nigeria, South Africa, Zambia), the Ebola
crisis (Guinea, Liberia, Sierra Leone), and conflict
(Burundi, South Sudan). Growth remained robust in
other oil importing countries, supported by ongoing
infrastructure investments, private consumption, and
increased agricultural production. Regional growth is
expected to slow further to 2.5 percent in 2016, amid
depressed commodity prices, rising to an average of
4.1 percent in 2017-18, reflecting a gradual
improvement in the region’s largest economies—
Angola, Nigeria, and South Africa. Domestic
downside risks include delays in implementing the
necessary adjustment to deteriorating terms of trade
or in the realization of reforms, and worsening
drought conditions. Political and security-related
risks remain high in several countries. On the
external side, a further decline in commodity prices,
weaker-than-expected
growth
in
advanced
economies, and tighter global financing conditions
could intensify pressures on fiscal and current
account positions and affect foreign direct
investment, aid, and other external flows.

2017–18, assuming global activity strengthens and
scheduled domestic reforms are successfully
implemented. Growth in countries emerging from
the Ebola epidemic (Guinea, Liberia, Sierra
Leone) and natural disasters (Haiti, Nepal) is
projected to remain modest. Political and security
uncertainties are expected to continue to weigh on
growth in Afghanistan, Burundi, Burkina Faso,
Mali, and Niger.
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Risks to the outlook
In a weak growth environment, the global economy is
facing increasingly pronounced downside risks. These
are associated with deteriorating conditions among
key commodity exporters, disappointing activity in
advanced economies, rising private sector debt in
large emerging markets, and heightened policy and
geopolitical uncertainties. Other major downside
risks over the medium term include increased
protectionism and slower catch-up of large emerging
markets toward advanced economy income levels.
The possibility of delayed benefits from lower energy
prices remains an upside risk.
Global headwinds have been consistently
underestimated in recent years, reflecting the
faster-than-expected slowdown in major emerging
markets and weaker-than-expected recovery of
advanced economies (Figure 1.17). Since the start
of 2016, some of the previously identified risks
have materialized, including additional headwinds
among commodity exporters and deteriorating
prospects among major advanced economies. The
terms of trade shock from low energy prices
among net exporters has been amplified by
domestic uncertainties and tightened policy.
Furthermore, incomplete deleveraging and weak
productivity growth continue to hamper aggregate
demand prospects in both exporters and
importers. With growth moderating in China,
stabilizing around a weak trajectory in advanced
economies, and stagnating in major commodity
exporters amid lingering vulnerabilities, the
expected global recovery could be weaker. Global
trade growth, which reached a post-crisis low in
2015, could remain depressed, further hampering
prospects across emerging and developing
economies. In this weak growth environment and
amid rising vulnerabilities, even an incremental
deterioration in economic conditions could lead to
sudden market adjustments and heightened risk
aversion.
Current uncertainty about global growth forecasts
is estimated to be slightly above the historical
median, having increased since the January GEP
(see Special Focus 2). The balance of risks is tilting
increasingly to the downside, as upside risks
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The outlook for global growth has been consistently overestimated in
recent years. A further deterioration in economic conditions could increase
financial market volatility. Uncertainty surrounding global growth forecasts
has increased since the January 2016 Global Economic Prospects and is
slightly above the historical median, while downside risks have increased.
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forecasts
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The realization of downside risks could set back
growth in EMDEs for a prolonged period, slowing
the pace of catch-up in GDP per capita to
advanced economies. About 85 percent of the
world’s population live in EMDEs, of which a
number are at risk of stalling progress or even
reversing in the case of some commodity exporters
(Eichengreen, Park, and Shin 2013; Gill and
Kharas 2015; Didier et al. 2015). Already since
2013, there has been a notable decline in the share
of EMDEs where GDP per capita continued to
catch up to U.S. levels—i.e. countries where the
gap in GDP per capita narrowed from last year
(Figure 1.18). Whereas, pre-crisis, the average
EMDE could expect to reach advanced country
income levels within a generation, the low growth
of recent years has extended this catch-up period
by several decades.

C. Risks to global growth prospects
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Commodity exporters remain particularly exposed
to risks of further growth setbacks and credit
rating downgrades (Figure 1.19). The adverse
impact of deteriorating terms of trade and procyclical policy tightening is amplified in some
cases by rising political uncertainty, which tends
to diminish confidence and increase financial
market volatility (Julio and Yook 2013). High
leverage of major energy companies has increased
their vulnerability to rising borrowing costs and,
to the extent it is foreign-currency denominated,
exchange rate depreciations. Acute financial stress
in one or more of the major emerging markets
could increase global risk aversion, with wider
repercussions for capital flows to EMDEs.
A continued deterioration in growth prospects
across major emerging markets and declining
commodity prices could be mutually reinforcing.
A further deterioration in growth prospects for key
commodity exporting EMDEs would negatively
affect regional trading partners. For instance, a 1
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FIGURE 1.17 Risks to global growth prospects

2010

(especially from lower oil prices) have receded.
That said, the probability that growth falls 1
percentage point below the baseline remains
broadly in line with the average over the past
decade.
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0
Current year (2016)

Next year (2017)

Sources: World Bank, Haver Analytics, Bloomberg.
B. Monthly data from 2005 to April 2016.
C. D. See Special Focus 2 “Quantifying Uncertainties in Global Growth Forecasts” for details on
methodology. “90 percent in January 2016” stands for the 90 percent confidence interval of the fan
chart based on information available at the cut-off date of the January 2016 Global Economic
Prospects report.

percentage point decline in growth in Brazil or
Russia could reduce growth in neighboring
countries by up to ½ percentage point on average
over two years (World Bank 2016b).
In the short-term, a sharper-than-expected
slowdown or more pronounced rebalancing in
China (although a low-probability scenario) could
have significant implications for both EMDE and
advanced economy prospects. China’s corporate
debt increased to new highs in early 2016,
reaching levels that surpassed those of most
advanced economies. Corporate indebtedness is
highly
concentrated
among
state-owned
enterprises, particularly those in industries that
have significant overcapacity and deteriorating
profitability (IMF 2015a). Financial distress
among highly-leveraged entities could cause rising
corporate defaults, and a sharper-than-expected

30

C H A P TE R 1

G L O B A L E CO N O MI C P R OS P E C TS | J U NE 2 0 16

FIGURE 1.18 Catch-up of EMDE income to advanced
economies
The materialization of downside risks to growth in EMDEs could setback
the catch-up of EMDE income per capita toward advanced economy
levels. The share of EMDEs where GDP per capita advanced relative to
2015 U.S. levels has already declined and the number of years needed to
close the gap lengthened.
A. Share of EMDEs catching-up with
U.S. GDP-per-capita levels

B. Years to catch-up with 2015 U.S.
GDP per capita levels
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Source: World Bank.
A. Real GDP per capita. Figure shows the share of EMDEs with the gap in GDP per capita with the
United States narrowing from the previous year. Sample includes 114 EMDEs for which data are
available from 1993 to 2015. Dotted line is the third order polynomial trend.
B. Real GDP per capita. Figure shows the number of years needed to catch-up with 2015 real per
capita GDP level in the United States, assuming average growth rates over each period denoted for
each group. Excludes Qatar and Serbia due to data availability. LICs include 25 economies.

slowdown in investment. For now, policymakers
have room to stem an undesirably sharp growth
slowdown by loosening monetary and fiscal policy,
but financial stability risks could render stimulus
measures less effective over time. Renewed capital
outflows could continue to erode reserve buffers.
A synchronous slowdown in major emerging
markets could sharply set back global prospects,
particularly if combined with rising global risk
aversion and bouts of financial market volatility.
For example, a 1 percentage point growth
slowdown across the BRICS countries (Brazil,
Russia, India, China, and South Africa) as a
whole, combined with a 100 basis points increase
in emerging market bond spreads, could result in a
reduction of global growth of 0.9 to 1.2
percentage points after two years (World Bank
2016b). The effect on other emerging and frontier
markets would be particularly pronounced,
reducing growth by 1.3-1.5 percentage points over
the same period.
Potential spillovers associated with weakening
prospects in major EMDEs could be larger than
previously estimated (World Bank 2016b).

Emerging markets where prospects have
deteriorated the most over the last two years had
previously made a sizable contribution to global
growth. In particular, BRICS countries accounted
for about 40 percent of global growth from 2010
to 2015, up from about 10 percent during the
1990s. They together now account for more than
one-fifth of global activity—as much as the
United States, and more than the Euro Area.
Rising policy uncertainty
Sustained policy related and political uncertainties
could significantly weigh on activity and
investment decisions in both advanced economies
and EMDEs (Figure 1.20). The debate
surrounding the U.K. referendum on European
Union membership has been accompanied by
softening activity in the United Kingdom, lower
confidence and pressure on the pound sterling.
The economic losses associated with leaving the
European Union have been estimated by the U.K.
government to amount to 6 percent of GDP after
two years in a scenario of severe financial
disruption, and up to 9.5 percent of GDP after 15
years in the absence of a negotiated bilateral trade
agreement with the European Union (H.M.
Treasury 2016). The United Kingdom represents
more than 15 percent of E.U.’s GDP, 25 percent
of the E.U.’s financial services activity, and 30
percent of the E.U.’s stock market capitalization.
The European Union, in turn, is a key export
market and source of FDI for many EMDEs.
International trade and financial market spillovers
could be significant, particularly for countries in
Europe and Central Asia and Sub-Saharan Africa
(OECD 2016, World Bank 2015a). Financial
market volatility around a decision to leave the
European Union could lead to heightened global
risk aversion, hampering already weak capital
flows to EMDEs. A build-up of protectionist
rhetoric during the U.S. general election, and
concerns about the effectiveness of Abenomics in
Japan, could also weigh on sentiment.
In large emerging markets, attention to policyrelated economic uncertainty increased or remains
elevated (Baker, Bloom, and Davis 2016). Across
EMDEs, domestic policy uncertainty increased in
2015 as a result of elections or political unrest,
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An unusual degree of uncertainty surrounding the
effectiveness of expansionary monetary policy
measures in major economies could contribute to
sudden adjustments in expectations and bouts of
financial market volatility. In Europe and Japan,
central banks have continued to implement
unconventional
policies,
complementing
expanded asset purchase programs with negative
interest rate policies. Some of these measures have
been met with mixed market reactions. In
particular, negative interest rates have raised
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A flaring up of geopolitical risks in the Middle
East is possible, as tensions have increased and non
-conflict countries have been affected by terrorist
activity (Egypt, Tunisia). Security concerns also
remain prominent in some Sub-Saharan countries
(Cameroon, Chad, Kenya, Mali, Niger, Nigeria)
as well as in Europe and Central Asia (Armenia,
Azerbaijan, Ukraine) and South Asia, where
Afghanistan remains afflicted by domestic security
and insurgency challenges. Waves of migration
generated by fragile security situations could be a
source of political tension in host countries
(Adhikari 2013; Davenport, Moore, and Poe
2003; Melander and Ӧberg 2006).

A. Sovereign ratings and commodity
prices

2003

The terrorist attacks in Brussels in March 2016,
following similar events in Paris in November
2015, have heightened security concerns.
Experience from past terrorist attacks in major
advanced economies suggests that isolated events
are unlikely to have lasting economic
consequences (World Bank 2016b). Repeated
threats, however, could undermine confidence in
an already-weak recovery and generate larger
growth setbacks.

Commodity exporters remain exposed to risks of further growth and credit
rating downgrades, with potential adverse trade and financial spillover
effects for other EMDEs. In China, high corporate indebtedness in sectors
with declining profitability heightens the risk of defaults, and of a sharper
slowdown in growth and investment. Capital outflows could continue to
erode reserve buffers in China, while a retrenchment of outward FDI could
affect many EMDEs.

2002

Persistent geopolitical risks

FIGURE 1.19 Risks: commodity exporters and China

2001

rising terrorist threats, and displacement of
population. In Brazil, political uncertainty might
delay the approval of key policy initiatives needed
to regain investors’ confidence. Counter-cyclical
fiscal and monetary policies may be harder to
implement when investors focus on rising
uncertainty and the potential for political tensions
to block structural reforms.
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Sources: World Bank, Bank for International Settlements, Bloomberg, United Nations.
A. Sample includes 44 EMDE commodity exporters. Unweighted average. Last observation is May
2016.
B. Time 0 = 1998Q1, 2000Q4, 2003Q1, 2004Q4, 2006Q2, 2008Q4, 2011Q3. The events are seven
slowdowns over the period 1997 to 2015.
C. Based on estimates of a structural VAR. Average cumulative impulse response after two years of
neighboring country’s real GDP growth to a 1 percentage point decline in Russia’s or Brazil’s growth.
For Russia, list of affected neighboring countries are Armenia, Kazakhstan, Romania, Slovak
Republic, Turkey, Poland and Ukraine. For Brazil, they are Argentina, Chile, Colombia, Ecuador,
Paraguay and Peru. For each country, the variables included in the model are: G7 growth, EMBI,
growth of source country, trade-weighted average commodity prices, growth of the affected countries,
the real effective exchange rate of the affected countries. The model includes a dummy that captures
the global financial crisis of 2008-09.
D. Last observation is 2015Q3.
E. Last observation is April 2016.
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FIGURE 1.20 Geopolitical risks and policy uncertainty
Bouts of policy or geopolitical uncertainty could weigh on prospects.
Among advanced economies, policy uncertainty has increased, and is
particularly elevated in Europe, reflecting challenges associated with large
flows of refugees, security concerns after the recent terrorist attacks, and
the referendum on U.K.’s European Union membership. In large emerging
markets, policy uncertainty increased in China and remains elevated in
Russia, despite the recent decline. In a number of EMDEs, conflict and
political unrest continue to affect confidence.
A. Impact of policy uncertainty
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earnings have been heightened by the expectation
that negative rates may prevail for longer,
squeezing interest margins if banks are not able to
pass on negative rates to depositors. A prolonged
period of very low, or negative, interest rates might
eventually reduce the effectiveness of monetary
policy and distort asset valuation in ways that
could breed future financial turbulence (World
Bank 2015a).
In the United States, the gap between policy
interest rate expectations by market participants
and members of the Federal Reserve Open Market
Committee remains significant. Investors could
abruptly revise their policy rate projections, and
require increased inflation risk premia over the
medium-term (World Bank 2016b, Abrahams et
al. 2015). This could trigger a sudden increase in
long-term interest rates and financial market
volatility, affecting in particular riskier assets,
including emerging market debt and currencies
(Arteta et al. 2015).
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Sources: World Bank, Bloom et al. (2015), Haver Analytics, Bloomberg, Wikipedia.
A. Estimates from Bloom et al. (2015) for 12 countries. Impulse response functions for industrial
production and unemployment to a policy uncertainty innovation with 90 percent confidence bands.
B. Data are a 12-month moving average of the underlying indices. Last observation is April 2016
C. Last observation is May 21, 2016.
D. Data are a 12-month moving average of the underlying indices. Last observation is April 2016
E. Data do not include state-sponsored terrorist attacks or what are believed to be targeted assassination. Google Trends search for “Terrorism” and “Terrorist Attacks.” Last observation is April 2016.
F. Sample includes 24 emerging market economies.

concerns about detrimental effects on banks’
profitability and financial stability (Genay and
Podjasek 2014, Hannoun 2015, World Bank.
2015a, Cliffe 2016, BIS 2016). On such concerns,
bank equity valuations dropped sharply in early
2016 (Figure 1.21). Uncertainty about banks'

In addition, divergent monetary policies between
the United States, Europe, and Japan could
contribute to further volatility in currency markets
and lead to renewed upward pressure on the U.S.
dollar, with significant repercussions for
borrowing costs. The broad-based appreciation of
the U.S. dollar since 2014 has already contributed
to higher cost of debt refinancing and balance
sheet pressures across EMDEs. Over the last two
years, countries that have experienced relatively
larger depreciations against the U.S. dollar have
faced rising credit default risks, which have
contributed to tighter credit conditions
(Hofmann, Shim, and Shin 2016). Continued
depreciation against the dollar might expose
balance sheet vulnerabilities in emerging market
banking sectors, particularly where the stock of
non-performing loans is already elevated.
Considering the inverse correlation between
commodity prices and the dollar, this effect could
be reinforced by a negative income effect for raw
materials exporters (Druck, Magud, and Mariscal
2015). In emerging markets, heightened
uncertainty could contribute to a greater
sensitivity to economic news, and fragile liquidity
conditions could amplify volatility in periods of
market stress.
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An alternative view suggests that low growth
mainly
reflects
deteriorating
supply-side
conditions, which might have become more
apparent in the post-crisis period. The
anticipation of lower future growth may lead to a
decrease in current consumption and investment,
hence depressing aggregate demand (Blanchard,
L’Huillier, and Lorenzoni 2013). Adverse supplyside factors include increased demographic
headwinds, which weigh on labor supply
and could also contribute to a lower rate of return
on capital and thus reduce productivity growth
(Baker, Delong, and Krugman 2005; Rachel and
Smith 2015). Declining returns on innovation
also raise the possibility that the widespread
slowdown in productivity growth over the last
decade could persist for a considerable period
(Gordon 2016). This second interpretation of sub

A. Bank equity prices around episodes of financial stress

Jun-15

One view suggests that advanced economies still
face the lasting consequences of the global
financial crisis, with ongoing deleveraging
pressures dampening investment and real interest
rates. This process could be protracted, as private
debt remains above pre-crisis levels in most
advanced economies (Figure 1.22). But the
deleveraging pressures could eventually subside,
implying a return to higher growth than that
extrapolated from recent performance (Lo and
Rogoff 2015). In this interpretation, aggressive
monetary policy should help the transition toward
more balanced growth, eventually stabilizing
output around potential, inflation around target,
and real interest rates close to pre-crisis levels
(Yellen 2015). This view implies a modest
likelihood of long-term stagnation. In the presence
of hysteresis in output and employment, a
shortfall in aggregate demand could potentially
inflict permanent damage to activity, reinforcing
the need for aggressive monetary and fiscal policy
in a downturn (Summers 2015).

Rising credit risks and very low or negative interest rates have contributed
to renewed concerns about bank balance sheets in the Euro Area. A
sizable gap in U.S. policy rate expectations between market participants
and Fed policy makers could cause a sudden increase in bond yields and
a retrenchment of capital flows from EMDEs. Fragile liquidity conditions
could amplify volatility in periods of market stress.

0

The causes and risks associated with a prolonged
period of weak growth, low inflation, and low
interest rates in advanced economies are a source
of debate. The two interpretations put forward in
the debate have starkly different policy
implications (Kose and Terrones 2015).

FIGURE 1.21 Financial market fragilities
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Stagnation in advanced economies
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Sources: World Bank, Bloomberg, U.S. Federal Reserve Board, European Central Bank, Standard
and Poor’s.
A. Episodes are defined as any sustained period of a 15 percent or more decline in the Standard and
Poor’s Global Financials Index, plotted from its local maximum. The 10 identified episodes begin on:
7/20/1998, 6/25/2001, 5/17/2002, 8/22/2002, 5/2/2008, 8/29/2008, 1/2/2009, 4/15/2010, 6/21/2011,
and 12/4/2015.
B. Net interest margin is proxied by net interest spread, without compensating for the fact that the
earning assets and the borrowed funds may be different instruments and differ in volume. Last observation is May 25, 2016.
C. FOMC is the Federal Reserve Open Market Committee. Median expectation of individual FOMC
members. Policy rate expectations derived from forward swap rates. Last observation for FOMC
expectations is March 2016. Last observation for market expectations is May 25, 2016.
D. Basis points difference in federal funds rate levels from the start of the tightening cycle (0) in:
February 1994, June 1999, June 2004, and December 2015. The forecast for the current tightening
cycle is implied by overnight indexed swap rate forwards. Last observation is May 25, 2016.
E. Last observation is May 25,2016.
F. Bid-ask is defined as the difference between the bid yield to maturity and the ask yield to maturity
for the given country's five-year government bonds. This spread can be seen as a measure of the
cost of transacting in the sovereign debt markets for these countries. The sample begins with 7
EMDEs and ends with 15 EMDEs. Last observation is May 25,2016.
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FIGURE 1.22 Stagnation in advanced economies
Persistently low interest rates are a symptom of a weak post-crisis recovery
in advanced economies. The ongoing process of deleveraging could
continue to cap aggregate demand in the short term. Demographic
pressures and weak productivity growth will increasingly weigh on
prospects over the medium term. A further decline in growth across
advanced economies would have pronounced negative effects for EMDE
growth.
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A. FOMC forecast is the median expectation of individual members of the FOMC in March 2016.
B. Latest value is 2015Q3.
D. Cumulative impulse responses of emerging market growth (excluding BRICS) to 1 percentage
point decline in G7 and BRICS growth (World Bank 2016b).

-par growth in advanced economies puts greater
emphasis on structural reforms and their l
ikely benefits for aggregate demand, while
pointing to the risk of excessively accommodative
macroeconomic policies.
Persistent stagnation in major advanced economies
could have broad-ranging consequences for
EMDEs. Advanced economies constitute about 60
percent of global import demand and remain a
substantial source of global financial spillovers.
Continued disappointments in those economies
could lead to significantly weaker outcomes for
EMDEs, further setting back global trade and
investment prospects.

Increased protectionism and
slower globalization
Persistently low growth could intensify
protectionist tendencies that would further
weaken growth prospects. Although there is no
clear evidence of an acceleration in trade
restrictions in 2015, past trade barriers are being
removed only slowly, and efforts to further reduce
trade costs are facing increasing opposition (Figure
1.23; Evenett and Fritz 2015, WTO 2015). Since
the global financial crisis, highly visible tariff
barriers have not been erected on a large scale, but
more subtle micro-restrictions such as local
content requirements, public procurement
discrimination against foreign firms, export taxes
and quotas, and trade distorting subsidies have
proliferated (Hufbauer and Jung 2016). New
discriminatory measures were most frequently
imposed on manufactured goods whose trade fell
most rapidly. Emerging markets are frequently
targeted by temporary trade barriers and import
protection measures (Bown 2014). The foregone
benefits of trade liberalization appear to be
significant, particularly for emerging and
developing countries. During the 1990s, GDP per
capita grew more than three times faster in
developing countries that lowered trade barriers
than in those that did not (World Bank 2010).
In the post-crisis period, financial globalization
also stalled, contributing to a growing “home bias”
in investment, as gauged by the correlation
between domestic investment and domestic
savings, which should be low with high capital
mobility. By 2007, home bias had fallen to
historic lows, but it increased significantly during
the crisis, and has thereafter remained near mid1990s levels. This has mainly reflected a
retrenchment of inter-bank lending across
different jurisdictions (Forbes 2014). Shrinking
cross-border bank flows may limit the propagation
of global financial stress. But it may also reduce
avenues for consumption smoothing during
country-specific stress, and may weaken the
efficiency of capital allocation and economic
specialization (World Bank 2016b; Islamaj and
Kose forthcoming).
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Policy challenges
Challenges in major economies
In
advanced economies,
monetary policy
accommodation will be needed until economic slack
has been absorbed and inflation moves back in line
with policy objectives. However, policy interest rates
are close to their lower bound, and unconventional
measures might yield diminishing returns. Limited
room for additional monetary policy accommodation
means that, in the event of a further negative shock,
fiscal stimulus would be appropriate for countries
that have the fiscal space. Redirecting public spending
toward infrastructure investment, and implementing
growth-enhancing tax, product, and labor market
reforms, could help raise income and restore fiscal
and monetary policy space. In China, policymakers
need to strike a balance between reducing high
leverage and other financial vulnerabilities and
promoting the reforms needed for sustainable and
balanced medium-term growth.
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There are two main reasons why the benefits of
lower oil prices to growth may yet materialize.
First, the abrupt decline in oil prices has put severe
strains on oil exporting countries, as investor
confidence worsened and fiscal or monetary
policies tightened (Figure 1.24; Baffes et al. 2015).
While adjustments to the negative terms of trade
shock will continue, the acute financial stress
associated with sharply declining prices might
diminish if some stability in oil prices is restored.
Second, consumers across major oil importers have
reacted to the positive terms of trade shock with
caution, increasing both spending and
precautionary savings. As uncertainties about
growth prospects are resolved, a delayed boost to
private consumption remains a possibility.

Past trade barriers are being removed only slowly, and efforts to further
reduce trade costs are facing increasing opposition. The cost of new
restrictions and the foregone benefits of trade liberalization can be
significant, particularly for EMDEs. Cross-border banking flows have also
diminished since the crisis, limiting the propagation of global financial
stress, but reducing avenues for smoothing country-specific stress.

2000

The expected positive effects of falling oil prices
on global activity has been surprisingly muted so
far, but could still become more visible over time,
as prices stabilize at a low level. This would
represent an upside risk to current projections.

FIGURE 1.23 Slower globalization and risk of
protectionism
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Sources: World Trade Organization, Bank for International Settlements, United Nations High
Commissioner for Refugees, World Bank, International Monetary Fund, United Nations Commission
on Trade and Development, CPB Netherlands Bureau for Economic Policy Analysis.
A. Pre-crisis trend is extrapolated from 2000-06 period. Last observation is March 2016.
B. Number of measures implemented through October 31, 2015.
C. Weighted averages taken using 2014 GDP in US$. Estimates from World Bank (2010).
D. Bank external liabilities. Pre-crisis trend is extrapolated from 2000-06 period. Last observation is
2015Q3.

Monetary and financial policy in advanced
economies
Monetary policies in major advanced economies
should remain accommodative. In the United
States, inflation and employment continue to
converge towards the Federal Reserve’s objectives,
justifying a gradual withdrawal of stimulus.
However, external risks and continued downward
revisions to the level of policy interest rates
expected to prevail over the medium term point to
a very gradual tightening cycle ahead (Figure
1.25). This could leave limited space for policy
accommodation during the next downturn. In
Europe and Japan, negative interest rates and
expanding asset purchase programs have been
implemented, contributing to a record-high share
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FIGURE 1.24 Unrealized gains from low oil prices
The speed of the decline in oil prices has put severe strains on major oil
exporting countries, where domestic demand, particularly investment, has
plummeted. Stress could wane as oil prices stabilize. In large oil importing
countries, consumers have been increasing their spending cautiously,
accumulating precautionary savings. Pent-up demand could support
stronger growth if uncertainty diminishes.
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of government debt trading at negative yields.
Large-scale
unconventional
interventions—
quantitative easing, negative policy interest rates,
and other credit easing measures—have helped
improve borrowing conditions, and have provided
needed support to demand (Draghi 2016; Engen,
Laubach, and Reifschneider 2015). However, the
benefit of these unconventional policies might
diminish over time, and financial stability risks
could emerge from prolonged use of such policies.
Banks in advanced economies have strengthened
their capital base and liquidity buffers, but their
profitability is generally low and they remain
vulnerable to market pressures—particularly in the
Euro Area, where an elevated stock of
nonperforming loans warrants close supervision.
Increased loss-absorbing capacities, reinforced
counter-cyclical buffers, and improved macroprudential supervision could enhance resilience,
and help a better transmission of monetary policy
accommodation to credit conditions and to the
real economy (IMF 2016b).
Fiscal policy in advanced economies
Low inflation and weak growth have adversely
affected debt dynamics in most advanced
economies, despite past consolidation efforts. The
average ratio of government debt to GDP remains
above 100 percent and is expected to remain

broadly unchanged in coming years (Figure 1.26).
Over the coming decade, slowing or shrinking
population growth and rising dependency ratios
will put pressure on fiscal revenues and social
spending. Nevertheless, in the event of adverse
shocks, the use of counter-cyclical measures to
confront slowing growth would remain
appropriate for a number of advanced economies,
in view of the environment of persistently low
interest rates and increasingly constrained
monetary policy. Some countries (Canada,
Germany, United States) retain fiscal room to
maneuver (European Commission 2016, U.S.
Congressional Budget Office 2016). Others
(France, Ireland, Spain) have more limited space
while some have exhausted it altogether (Greece,
Portugal).4
Irrespective of the available space for countercyclical policy, a more growth-enhancing mix of
spending and tax reforms is possible in virtually all
countries. Public investment has been on a secular
downward trend and suffered disproportionately
from fiscal consolidation plans after 2010. The
combination of low interest rates; positive returns
on public investment; and possible crowding in of
private investment in infrastructure, education,
and research makes the case for a significant
reorientation of public expenditure in that
direction (Ball, De Long, and Summers 2014).
Structural policy in advanced economies
Supportive macroeconomic policies and structural
reforms are mutually reinforcing and should be
implemented in tandem to maximize their
respective effects on growth (Bordon, Ebeke, and
Shirono 2016). However, following an initial post
-crisis uptick, structural reform efforts in advanced
economies have stalled recently, including in
countries facing important crisis legacies and
where unemployment is high (Figure 1.27). In the
current fragile environment, reforms that can
bolster long-term growth while supporting
aggregate demand in the short term should be
4Fiscal room is lacking particularly among economies where
demand support is most needed. In the context of the Euro Area, this
emphasizes the need for effective policy coordination and appropriate
use of European financial instruments to support countries with more
binding fiscal constraints (European Commission 2016; IMF 2016a).
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more actively pursued. Such measures include
filling public infrastructure gaps, reducing barriers
to entry in protected services, freeing up fiscal
space through entitlement reforms, facilitating
labor mobility through housing and labor market
reforms, and reducing skill mismatches and
barriers to business entry.

FIGURE 1.25 Monetary policy in advanced economies

Challenges in China

A. Real neutral policy rate in the U.S.
implied by FOMC forecasts

B. Share of government debt trading
at negative yields
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Fiscal policy. Short-term fiscal stimulus measures
to avoid a sharp slowdown in growth remain
adequate, provided they are undertaken within the
overall medium-term fiscal framework (World
Bank 2016a). Going forward, the planned threepronged approach will help reduce fiscal risks.
First, the prospect of persistent revenue weakness
may warrant accelerated tax reforms. The
extension of VAT to remaining services was
implemented in May 2016 (The State Council of
the People’s Republic of China 2016a), and the
government is planning to revise tax-sharing
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Monetary and financial policy. While China still
has the policy buffers and tools to support growth,
additional credit-based policy easing would further
raise corporate debt, and possibly delay the
unwinding of financial vulnerabilities (Figure
1.28). A focus on strengthening the financial
sector via prudential measures would help buttress
financial stability. Recent turmoil in domestic
equity and currency markets suggests that
accelerated financial market reforms could be
accompanied by volatility. Clear communication
of policy objectives and actions by the authorities
will help reduce policy uncertainty and foster
confidence.
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The key policy challenges in China are to ensure a
gradual slowdown and sectoral rebalancing, and to
reduce the financial vulnerabilities arising from
high debt. The reallocation of resources associated
with rebalancing creates risks of a sharper-thanexpected slowdown in overall activity. The
stepwise liberalization of financial and currency
markets might be accompanied by bouts of
investor uncertainty over prospects and policy
direction. Eroding repayment capacity in highly
leveraged and stagnating industrial sectors
generates financial stability risks (IMF 2015b).

The trajectory of future policy rates continued to be revised down by the
Federal Reserve, reflecting a number of factors including a reassessment
of the level of interest rates expected to prevail over the long run. In Europe
and Japan, negative interest rates and expanding asset purchase
programs have led to a rising share of government debt traded at negative
yields and held by central banks. Despite the extraordinary monetary
policy easing, inflation expectations generally remain below central banks
inflation objectives.

Sources: World Bank, Bloomberg, U.S. Federal Reserve Board, European Central Bank, JP Morgan.
A. Real neutral policy rates are derived from the Taylor Rule: R = RR* + p+ 0.5 (p − 2) − (U − U*),
where R denotes the Taylor Rule federal funds rate, RR* is the estimated value of the real natural rate
of interest, p is expected inflation, U is the unemployment rate, and U* is the equilibrium
unemployment rate (longer-run FOMC forecast of the unemployment rate in this case).
B. Europe aggregate includes bonds from Belgium, Denmark, France, Germany, Netherlands, Spain,
and Sweden. Current data reflects May 25, 2016.
C. Latest observation is 2015Q4 for Bank of Japan, 2015Q1 for U.S. Federal Reserve and the
European Central Bank.
D. Inflation expectations are the market implied five-year forward five-year level of inflation
compensation, derived from the inflation swaps market in the respective countries. Last observation is
May 25, 2016.

mechanisms with local governments. Second, a
shift in fiscal expenditure from public
infrastructure investment toward education,
health, and social assistance can help with
economic rebalancing, and reform of the social
security system should boost its sustainability (Li
and Lin 2016). Third, the pace of the government
-related debt buildup may be slowed through the
implementation of the new budget law and the
limitation of the use of local government financing
vehicles (LGFV). Efforts to restructure LGFV
debt to local government bonds (World Bank
2015d) and to better align local revenues with
expenditures should also continue.
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FIGURE 1.26 Fiscal policy in advanced economies
Weak growth and low inflation have adversely affected debt dynamics in
advanced economies, despite past consolidation efforts. Over the coming
decades, slowing population growth and rising dependency ratios will put
pressure on fiscal revenues and social spending. The combination of low
interest rates and well-planned public infrastructure spending could
support growth.
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SOEs (Leutert 2016; Peng, Shi and Xu 2016).
Some recent reforms aim to increase market entry
for private and international investors.6 Also, in
2016, the state will further deepen the reform of
key industries, such as electricity, and promote the
mixed-ownership reform of SOEs (The State
Council of PRC 2016b). Barriers to production
have also been lowered to stimulate private sector
activity, particularly through tax reforms.7 A series
of reforms have been implemented to cut red tape
and make operation easier for private companies.
This resulted in a boom in the registration of
private firms: in 2015, 3.6 million firms were
created, almost double the number in 2013.
Going forward, better corporate governance,
enhanced auditing and accounting standards, and
stronger regulatory frameworks will encourage a
more efficient reallocation of resources. Delays in
implementing the planned reform agenda could
set back growth, worsen the debt overhang, and
heighten risks to the financial system (Prasad
2016, Ross 2016).
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Sources: World Bank, International Monetary Fund, United Nations.
D. Quality of trade and transport-related infrastructure. Survey conducted by the World Bank in
partnership with academic and international institutions and private companies and individuals
engaged in international logistics. Respondents evaluate eight markets on six core dimensions on a
scale from 1 (lowest quality) to 5 (highest quality). The markets are chosen based on the most
important export and import markets of the respondent's country, random selection, and, for
landlocked countries, neighboring countries that connect them with international markets.

Structural policy. In 2013, the government
announced a comprehensive structural reform
agenda to support a sustainable long-term growth
path. Subsequent policy statements, including the
13th Five-Year plan adopted in 2016, have
reaffirmed the commitment to the main tenets of
the agenda—increased market mechanisms and
greater transparency to encourage reallocation of
credit, land and labor toward more productive
sectors.5 Cautious progress continues to be made
in implementing the planned reforms. For
instance, the government envisages opening
sectors dominated by state-owned enterprises
(SOEs) to competition, leveling the playing field
for SOEs, and encouraging the exit of inefficient
5The 13th Five-Year Plan for 2016-2020 envisages supply-side
reforms to encourage growth, restructure state-owned enterprises, to
reduce overcapacity in key sectors such as steel and coal, to create new
urban jobs, and to liberalize interest rates.

Challenges in emerging and developing
economies
Many EMDEs face reduced monetary policy space to
support growth, with substantial variation between
commodity importers and commodity exporters.
Commodity exporters are generally struggling to
maintain an accommodative monetary policy stance
amid weakening currencies and inflationary
pressures. In contrast, declining inflation is providing
central banks in some commodity importers scope to
ease. Similarly, fiscal policy challenges vary across
commodity importers and exporters; however, in most
countries the scope for expansionary fiscal policy
remains limited. Structural policies are needed to lift
growth prospects and rebuild policy buffers. In
particular, investment in infrastructure and human
capital would boost long-term growth, although
6For example, the People’s Bank of China issued new rules to
make it easier for international investors to access China’s interbank
bond market, which was a step toward opening its capital markets
and making the renminbi an international currency. The oil and gas
industry has seen moderate market-access openings for private capital
(and foreign investors through joint ventures) in exploration as well
as crude oil processing (Klein and Weill 2016).
7Preliminary evidence from pilot areas suggests that the transition
to VAT has led to a decrease in the tax burden of small- and medium
-sized enterprises (Lam and Wingender 2015).
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additional spending to that end may be challenging
amid eroding fiscal buffers. Efforts to pursue
diversification would improve resilience to large
commodity price fluctuations.

FIGURE 1.27 Structural reforms in advanced economies

Monetary and financial policy

A. Reform progress

B. Reform progress and
unemployment rate

Monetary policy has been diverging between
commodity importers and exporters, but most are
struggling to maintain a policy stance that allows
for counter-cyclical action. In commodity
importing EMDEs, low commodity prices are
putting downward pressure on inflation (Figure
1.29), as well as relieving pressure on the balance
of payments (Bangladesh, India, Turkey). This has
provided some scope for more accommodative
monetary policy, if needed (Baffes et al. 2015).
However, central banks face the risk that
disinflation might be transient, once the passthrough from lower commodity prices has
dissipated.
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A post-crisis uptick in structural reform implementation, particularly in
economies more severely affected by the crisis, has stalled recently.
Reducing skill mismatches and barriers to business entry raises the
promise of significant growth and productivity windfalls.
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In commodity exporting EMDEs, numerous
national currencies have come under intermittent
pressure, depreciating sharply in early 2016 before
recouping some of their losses. Currency pressures
have been accompanied by rising inflation,
growing debt service obligations of corporates, and
weak capital inflows, despite the recent rebound.
Several central banks (Angola, Azerbaijan,
Colombia, Nigeria, South Africa) responded by
raising interest rates in early 2016. Nevertheless,
inflation remains well above target in many
commodity exporters, while policy rates seem to
be below levels that would stabilize inflation.
While high interest rates might relieve some of the
inflation and depreciation pressures, they further
weigh on activity. Thus, policymakers in these
countries face difficult trade-offs between
monetary accommodation to support growth on
the one hand, and tightening to maintain stable
inflation, ease currency and capital account
pressures, and boost investor confidence on the
other. Going forward, the adoption of monetary
policy frameworks that enhance policy credibility
could help anchor inflation expectations (Svensson
2010; Carneiro et al. 2008).
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Sources: World Bank; Organisation for Economic Cooperation and Development.
A. The reform progress indicator is based on a scoring system in which each priority set in the
previous edition of the OECD’s Going for Growth takes a value of one if “significant” action is taken
the following year, and zero if not. Euro Area deficit countries are: Estonia, France, Greece, Italy,
Ireland, Portugal, the Slovak Republic, Slovenia and Spain.
C. Percentage of workers either over or under-skilled in 2012. Definition of skill mismatch as in
Pellizzari and Fichen (2013).
D. Ease of Doing Business score is relative to the best performance observed in each of the
indicators across all economies in the Doing Business survey.

corporate indebtedness in both commodity
exporters and importers (Claessens 2014).
Macroprudential measures can enforce greater
capital and liquidity buffers in financial
institutions exposed to leveraged corporates.
Strengthened governance practices in state-owned
enterprises can help contain the further buildup of
corporate debt. Reforms to solvency and
bankruptcy laws, such as the one recently enacted
in India, could help a more rapid and orderly
resolution of distressed companies.
Fiscal policy
Commodity importers and exporters are facing
increasingly divergent fiscal policy challenges but
both groups have limited fiscal buffers for
accommodative fiscal policy (IMF 2016c). The
lack of fiscal space—high debt, wide deficits, and
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FIGURE 1.28 China’s macroeconomic and structural
policies
While China still has policy buffers and tools to support growth, additional
credit-based policy easing would further raise corporate debt or delay the
unwinding of financial vulnerabilities. Short-term counter-cyclical fiscal
measures have helped avoid a sharper slowdown in growth. Better
corporate governance, enhanced auditing and accounting standards, and
stronger regulatory frameworks will encourage a more efficient reallocation
of resources.
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unsustainable fiscal paths—undermines the scope
for fiscal policy to stimulate the economy (World
Bank 2015c). In particular, the erosion of fiscal
space in commodity exporters has resulted in
much smaller fiscal multipliers relative to
commodity exporters (Figure 1.30).
For commodity importing EMDEs, smaller
outlays on fuel subsidies have reduced fiscal
pressures, though consistent implementation
remains a challenge (Kojima 2016). However,
given that many were starting from a position of
higher government debt and wider deficits, the
scope for expansionary fiscal policy is constrained.
Unless severe downside risks materialize, the
priority in many countries is therefore likely to be
the rebuilding of policy buffers and the
implementation of fiscal reforms. Efforts could
include actions to broaden tax bases and improve
the efficiency and transparency of tax collection, as
well as measures to improve in the quality of
public spending consistent with medium-term
expenditure frameworks.
Many commodity exporting EMDEs are facing
severe revenue shortfalls. While starting from a
position of stronger buffers (low public debt,
substantial sovereign wealth funds, and budget
surpluses), these buffers are swiftly eroding as

commodity prices fail to rebound. Policymakers
are recognizing the need for substantial
adjustment, especially in oil exporters that are
facing ratings downgrades or negative outlooks
(Hanusch and Vaaler 2015). Some countries have
room to borrow or draw down the fiscal savings
previously accumulated, while others might need
to frontload fiscal adjustments amid depleted
buffers and rising sovereign risk premia. The need
to reduce spending is also reflected in widespread
reforms of fuel subsidies among major oil
producers (Mottaghi 2016). Resource-rich
countries that heavily depend on commodity
based revenues need to improve their non-resource
tax system, broaden their tax base, and strengthen
their tax administration.
Several institutional arrangements can facilitate
the use of expansionary policy in commodity
exporting EMDEs (Budina et al. 2012, World
Bank 2015c). Many commodity exporting
countries operate sovereign wealth funds which
have helped reduce pro-cyclicality of fiscal policy
(Bleaney and Halland 2016, World Bank 2016d).
However, their current fiscal pressures suggest that
the rules governing these funds could be
strengthened to ensure greater counter-cyclicality
in the presence of temporary shocks. Chile has
been cited as an example of a success in insulating
commodity revenues from political considerations
in its practices related to copper mining (World
Bank 2015c). Stronger fiscal rules, to set and
govern procedures on revenues and spending over
a multi-year horizon would help establish fiscal
sustainability in commodity exporting EMDEs.
Structural policy
While expansionary macroeconomic policies are
useful in narrowing negative output gaps, they do
not ensure higher potential growth. Structural
policies and reforms are needed to lift mediumand long-term growth, reduce vulnerabilities, and
signal to investors that the authorities are
committed to strengthening long-term growth
prospects.
If
adequately
targeted
and
implemented, they can also support short-term
aggregate demand. Efforts to invest in
infrastructure, human capital, and productivity
enhancing new technologies, as well as actions to
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Investment in human capital. Improved
education and skills training can facilitate
reallocation of labor into the most productive
sectors, boosting productivity and long-term
growth, and contributing to economic
diversification (de la Torre et al. 2015). In many
EMDEs, government spending on education is
well below that in advanced economies, and
international testing outcomes are weak. Even
within existing resource envelopes, better quality
education and closer alignment with employers’

The fall in commodity prices has helped lower inflationary pressures in
commodity importers, providing some scope for monetary policy
accommodation. For commodity exporters, exchange rate depreciations
have contributed to keeping inflation above target, and have been met with
pro-cyclical monetary tightening in some cases. Macroprudential policies
could help manage vulnerabilities associated with elevated private sector
debt.
A. Inflation in commodity importers

B. Gap between inflation and inflation
target
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Infrastructure investment. The ongoing weakness
in investment across EMDEs highlights the need
to close infrastructure gaps (Figure 1.31). Closing
these gaps could help ease constraints that deter
capital formation and reduce bottlenecks that
impede trade (Kohli and Basil 2011, Bourguignon
and Pleskovic 2008, Calderon and Serven 2004).
However, in the current environment of
diminishing fiscal space, the financing of
infrastructure investment is an increasing
challenge, and attempts to close infrastructure
gaps have occasionally led to widening deficits and
increasing debt levels, particularly in low-income
countries. A thorough expenditure review may
reveal current expenditures that can be more
productively reallocated towards infrastructure
investment targeted to meet well-identified needs
(IMF
2016c).
Fostering
public-private
partnerships and creating incentives for the private
sector, such as institutional investors, to provide
longer maturity investment in investable
infrastructure projects (toll roads, power
generation and supply, water) could help ease
budgetary pressures (World Bank, 2015e). Public
infrastructure investment could be complemented
by renewed efforts to attract foreign direct
investment. As long as it is carefully managed,
FDI can bring productivity enhancing technology,
knowledge transfer, and better jobs (Echandi,
Krajcovicova and Qiang 2015).

FIGURE 1.29 Monetary policy in EMDEs

2010

pursue greater diversification and foster trade, can
lay the foundation for stronger and more equitable
future growth. Such efforts include well-designed
government spending (which can also provide
stimulus in the short run), as well as policies to
reduce the cost of doing business and attract
foreign investment.
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Latest

Commodity exporters Commodity importers

Sources: Haver Analytics, World Bank, Bank for International Settlements, Consensus Economics,
Central Bank Rates, International Monetary Fund.
A. Last observation is March 2016. Sample includes 56 EMDE commodity importers.
B. Figure shows data for all 22 EMDEs with formal or informal inflation target and with a gap between
actual inflation and inflation target of more than 1.5 percentage points; excludes Ukraine, where
inflation of 41 percent as of January 2016 was 32 percentage points above the target rate.
C. Last observation is April 2016. Simple average. Sample includes 42 commodity exporters and 25
commodity importers.
D. Last observation is May 2016. Simple average. Sample includes 29 commodity exporters and 21
commodity importers.
E. Number of countries adjusting rates at least once. The data for 2014 cover 21 commodity exporters
and 19 commodity importers. The data for 2015 cover 27 commodity exporters and 18 commodity
importers. The data for 2016 cover 13 commodity exporters and 9 commodity importers. Last observation is may 25, 2016.
F. Latest observation is 2015Q3. Commodity exporters include Argentina, Brazil, Indonesia, Malaysia,
Russia, Saudi Arabia, and South Africa. Commodity importers include China, Hungary, India, Poland,
Thailand, and Turkey.
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FIGURE 1.30 Fiscal policy in EMDEs
Counter-cyclical fiscal policy has been constrained by a decline in fiscal
space. Commodity exporting EMDEs, especially oil exporters, have
experienced rising fiscal deficits. Measures to improve fiscal buffers
include establishing fiscal rules that encourage surpluses during boom
years.
A. Fiscal balance in 2015

B. Implied fiscal multiplier in 2015
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C. Share of countries with fiscal rules

D. MENA oil producers fiscal
breakeven oil prices
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Sources: World Bank, International Monetary Fund.
A. Oct. 2014 forecast from the October 2014 World Economic Outlook. April 2016 estimate from the
April 2016 World Economic Outlook.
B. Based on estimates from an Interactive Panel VAR model where fiscal multipliers depend on fiscal
balances (Word Bank 2015c). Bars represent the fiscal multiplier at the two-year horizon implied by
the level of fiscal balances shown in A.
C. The data for 2000 cover 12 oil exporters and 88 oil importers, while the data for 2014 cover 15 oil
exporters and 85 oil importers.
D. Fiscal breakeven prices are oil prices associated with balanced budget.

needs can remove skill mismatches that contribute
to underemployment (Sondergaard and Murthi
2012). Despite some narrowing, gender gaps in
school enrollment persist in many EMDEs. Efforts
targeted at removing these gaps could
simultaneously make growth more equitable and
make available a new source of better-skilled labor
supply amid population aging (World Bank
2012). Such initiatives are especially critical in late
- and post-demographic-dividend countries where
the share of the working age population has
peaked and is now falling (World Bank 2015b).
Diversification. Amid persistently depressed
commodity prices, diminishing the overdependence on the production and export of
particular commodities is a major challenge in
resource-based economies. Diversification would
also help alleviate the over-reliance on volatile

commodity-based revenues. Encouraging highvalue added activities, promoting exports from
non-resource intensive sectors, and bolstering
education and worker training to boost privatesector employment are important steps toward
economic diversification (Gill et al. 2014).
Other policy actions include improvements of
the business climate, infrastructure, and trade
logistics to facilitate the entry of young, efficient
domestic and foreign firms in the non-resourcebased sector; and encouraging labor flows from
traditional, mostly nontradable, to modern parts
of the economy (Jaud and Freund 2015;
Hausmann, Hwang, and Rodrik 2007; McMillan,
Rodrik, and Verduzco-Gallo 2014; IMF 2016d)
The successful diversification experience of some
oil exporters (Malaysia, Mexico) points to the
importance of technological upgrading for
increased competitiveness (Callen et al. 2014).
Trade liberalization. In a context of subdued
global trade, it is critical for both advanced
economies and EMDEs to resist protectionism
and take additional steps to reduce harmful trade
barriers. This is particularly important given the
potential for increasing trade among EMDEs. The
empirical
literature
suggests that
trade
liberalization generally has positive effects on
growth and poverty alleviation (Kis-Katos and
Sparrow 2015; McCaig. 2011; Viet 2014;
Winters, McCulloch, and McKay 2004; Winters
and Martuscelli 2014; Zhu et al. 2016).8 A
renewed commitment to trade liberalization
should help promote production efficiency,
exploitation of economies of scales, technology
transfer, and competition (OECD, ILO, World
Bank, and WTO 2010). In particular, the
resilience of services trade and the available room
for further liberalization imply significant growth
opportunities for EMDEs (Mattoo, Rathindran,
and Subramanian 2006). Additional gains from
service trade liberalization for emerging and
developing economies include rising FDI and
transfers of technology and skills (Hodge 2002).
More generally, the pursuit of comprehensive
8However, empirical evidence on the impact of trade liberalization
on income inequality is more ambiguous (Lederman 2013; Goldberg
and Pavcnik 2007; Harrison, McLaren, and McMillan 2011),
suggesting that additional steps to ensure an adequate distribution of
the gains from trade are needed.
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regional trade agreements, such as the TransPacific Partnership, is a concrete policy step that
could potentially imply substantial economic
benefits for EMDEs, and foster other domestic
reforms (World Bank 2016b, Hoekman and
Javorcik 2006, Baccini and Urpelainen 2014a,b).9
Given the expected net gains from these trade
agreements, efforts should be made to identify and
support individuals who can be adversely affected
(Hornok and Koren 2016, Petri and Plummer
2016).

FIGURE 1.31 Structural reforms in EMDEs
Infrastructure investment gaps in EMDEs are sizable. In many EMDEs,
government spending on education is well below that in advanced
economies, international testing outcomes are weak, and education
enrollment gender gaps are large. Many EMDEs are overly dependent on
commodity exports. Structural reforms to boost infrastructure and human
capital and to pursue greater economic diversification are key to support
EMDE growth.
A. Global infrastructure investment
gap
Percent of global GDP

0.58

B. Education gap between EMDEs and
advanced economies

3.5

0.71

International policy coordination
In an environment of sluggish growth, reduced
policy buffers, and rising risks, there is scope for
international policy cooperation and coordination
9Other potentially beneficial integration initiatives include the
ASEAN Economic Community and the Regional Comprehensive
Economic Partnership.
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Poverty alleviation. These policy challenges come
in a context where the indirect impact of the sharp
growth slowdown in energy- and metal-exporting
EMDEs may outweigh the direct benefits from
lower consumer prices due to depressed
commodity prices. The commodity price slide
since 2010 has affected a wide range of EMDEs:
62 percent of EMDEs and 73 percent of LICs are
commodity exporters. Commodity exporting
economies are especially prevalent in Sub-Saharan
Africa and Latin America and the Caribbean
(Figure 1.32) whereas in South Asia, for example,
only two countries (Bhutan and Sri Lanka) are
commodity exporters. Although commodity
exporting EMDEs account for less than a third of
the global population, they are home to more than
half of the global poor. Growth remains the most
important source of poverty reduction. For
example, almost two-thirds of the cross-country
variation in incomes of the poorest 20 percent of
the population is due to growth in average
incomes (Dollar, Kleineberg, and Kraay 2013).
Thus, the pronounced deceleration in commodity
exporting EMDEs, if sustained, represents a
notable challenge to the objective of reducing
extreme poverty to below 3 percent by 2030
(World Bank 2015c). This underpins the critical
role of growth-enhancing policies and structural
reforms—and of appropriate pro-poor safety nets.
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Sources: World Bank, International Monetary Fund, Organisation for Economic Cooperation and
Development, McKinsey Global Institute.
A. This depicts global investment in infrastructure (share of GDP) required over 2015-30, as projected
by McKinsey Global Institute (2015).
B. Education gender gap index defined as the ratio of girls to boys in primary and second
school enrolment rates. A higher index denotes a narrower gap between girls’ and boys’ educational
enrolment. Educational score is unweighted country average of PISA scores for math. A higher score
indicates higher average test performance. Education spending indicates government spending on
education in percent of GDP. The orange markers are the median of each subgrouping.
C. The Export Diversification Index (DX) for a country is defined as: DXj = (sum |hij – hi |) / 2 where hij
is the share of commodity i in the total exports of country j, and hi is the share of the commodity in
world exports. A higher index denotes lower diversification.
D. Sample includes Algeria, Angola, Azerbaijan, Bahrain, Colombia, Ecuador, Egypt, Gabon, Ghana,
Indonesia, Islamic Rep. of Iran, Iraq, Kazakhstan, Kuwait, Libya, Malaysia, Nigeria, Oman, Qatar, Russia, Saudi Arabia, Turkmenistan, Uzbekistan, United Arab Emirates, and Venezuela, RB.

to respond to adverse shocks. This is particularly
important in a context of limited policy space that
limit individual countries’ ability to invest in
infrastructure and human capital. In the short
term, concerted actions could include increased
fiscal spending in countries that have fiscal space
to boost global aggregate demand (Furman and
Shambaugh 2016). They could also include
strengthened international safety nets for the most
fragile countries—particularly those with elevated
poverty rates—that are vulnerable to additional
growth setbacks or financial stress.
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FIGURE 1.32 Poverty in commodity exporting countries
Almost two-thirds of EMDEs—especially LIC countries and countries in
Sub-Saharan Africa, and Latin America and the Caribbean—are
commodity-exporters. Although commodity exporting EMDEs account for
less than a third of the global population, they are home to more than half
the global poor, with commodity exporting LICs accounting for a significant
share.
A. Share of commodity exporting
countries among EMDEs
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Sources: World Bank PovcalNet, United Nations, World Bank (2015c, 2016b).
A. Sample includes 87 energy, metals, and agricultural commodity exporting EMDEs. Commodity
exporters are countries for which commodity exports account for at least 30 percent of exports or
individual commodities account for at least 10 percent of exports.
B. Latest available data for the number of poor (typically 2012-2013); data for 2015 for population.
World Bank definition of LICs.

In the medium term, policy coordination could
include the mobilization of pooled resources—
for example, through international financial
institutions—to catalyze additional investment in
infrastructure and human capital, and the
decisive support of free trade of goods and
services. In a context of extremely low global
interest rates (and, in some cases, negative
yields), which limits global borrowing costs,
multilateral organizations could have an
important role to play in the coordination and
financing of infrastructure and human capital

investment, especially in EMDEs with narrow
fiscal space and deteriorating creditworthiness.
Policy makers representing the G20 countries have
recognized that the weak global growth
environment represents a shared challenge. They
have repeatedly affirmed their commitment to
inclusive and sustainable growth-enhancing
policies—to be implemented in a cooperative
manner (G20, 2016). This does not constitute the
type of urgent “internationally coordinated action”
seen at the height of the global financial crisis, but
it does communicate a fundamental message that
each country should do its share to support global
growth, and that coordination can support
improved outcomes (Frankel 2015). That said,
since countries are at different stages in their
business cycles, the appropriate policies to lift
growth will vary—and, as in the past, the
challenge lies in the effective implementation of
these policies at the national level.
The historically high number of refugees suggests
the need for a more coordinated response. While
large inflows of refugees are creating significant
challenges in Europe, host countries in Africa and
the Middle East are shouldering a heavy burden
(Aiyar et al. 2016). Supporting the welfare of
refugees constitutes a global public good. A more
effective development response will require
innovative approaches and close coordination
between humanitarian, development, and global
partners, including governments.
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ANNEX TABLE 1 List of emerging market and developing economies1
Commodity Exporters2

Commodity Importers3
Afghanistan

Algeria*

Malawi

Angola*

Malaysia*

Albania

Palau

Argentina

Mali

Antigua and Barbuda

Poland

Armenia

Mauritania

Bahamas

Romania

Azerbaijan*

Mongolia

Bangladesh

Samoa

Bahrain*

Mozambique

Barbados

Serbia

Belize

Myanmar*

Belarus

Seychelles

Benin

Namibia

Bosnia and Herzegovina

Solomon Islands

Bhutan*

Nicaragua

Bulgaria

St. Lucia

Philippines

Bolivia*

Niger

Cabo Verde

Swaziland

Botswana

Nigeria*

Cambodia

Thailand

Brazil

Oman*

China

Tunisia

Burkina Faso

Panama

Comoros

Turkey

Burundi

Papua New Guinea

Croatia

Tuvalu

Cameroon*

Paraguay

Djibouti

Vanuatu
Vietnam

Chad*

Peru

Dominica

Chile

Qatar*

Dominican Republic

Colombia*

Russian Federation*

Egypt, Arab Rep.

Congo, Dem. Rep.

Rwanda

El Salvador

Congo, Rep.*

Saudi Arabia*

Eritrea
Georgia

Costa Rica

Senegal

Côte d'Ivoire

Sierra Leone

Haiti

Ecuador*

South Africa

Hungary

Equatorial Guinea*

South Sudan*

India

Ethiopia

Sri Lanka

Jordan

Fiji

St. Vincent and the Grenadines

Kiribati

Gabon*

Sudan*

Kosovo

Gambia, The

Tajikistan

Lao PDR

Ghana*

Tanzania

Lebanon

Guatemala

Timor-Leste*

Lesotho

Guinea

Trinidad and Tobago*

Liberia

Guinea-Bissau

Togo

Macedonia, FYR

Guyana

Tonga

Maldives

Honduras

Turkmenistan*

Marshall Islands

Indonesia*

Uganda

Mauritius

Iran, Islamic Rep.*

Ukraine

Mexico

Iraq*

United Arab Emirates*

Micronesia, Fed. Sts.

Jamaica

Uruguay

Moldova

Kazakhstan*

Uzbekistan

Montenegro

Kenya

Venezuela, RB*

Morocco

Kuwait*

West Bank and Gaza

Nepal

Kyrgyz Republic

Zambia

Pakistan

Libya*

Zimbabwe

Madagascar
1 Emerging Market and Developing Economies (EMDEs) includes all those that are not classified as advanced economies. Advanced economies include Australia; Austria; Belgium;
Canada; Cyprus; Czech Republic; Denmark; Estonia; Finland; France; Germany; Greece; Hong Kong SAR, China; Iceland; Ireland; Israel; Italy; Japan; Korea; Latvia; Lithuania;
Luxembourg; Malta; Netherlands; New Zealand; Norway; Portugal; San Marino; Singapore; Slovak Republic; Slovenia; Spain; Sweden; Switzerland; United Kingdom; and United States.
2 An economy is defined as commodity exporter when, on average in 2012-14, either (i) total commodities exports accounted for 30 percent or more of total goods exports or (ii) exports of
any single commodity accounted for 20 percent or more of total goods exports. Economies for which these thresholds were met as a result of re-exports were excluded. When data was not
available, judgment was used. Energy exporters are denoted by an asterisk. This taxonomy results in the classification of some well-diversified economies as importers, even if they are
exporters of certain commodities (e.g. Mexico).
3 Commodity importers are all EMDE economies that are not classified as commodity exporters.
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