
�� Global activity is showing tentative signs of 
improvement, with forward-looking indicators pointing to a 
gradual strengthening, supported by firmer services activity.

�� Inflation concerns persist, even as some recent readings 
have shown signs of easing, reflecting the decline in 
commodity prices in June and a moderation in supply chain 
pressures.

�� Global trade and financial markets remain resilient, 
although renewed uncertainty and geopolitical tensions 
continue to pose risks.

�� Brent oil prices dipped to around $72/bbl in early 
July, returning to levels last seen before the outbreak of 
the conflict in the Middle East.

�� Since then, renewed tensions—including 
disruptions of shipping through the Strait of Hormuz, 
have driven oil prices and volatility sharply higher.

�� Global financial conditions have eased since their 
March peak and are now near pre-conflict levels, though 
recent developments point to tightening pressures.Sources: Bloomberg; Goldman Sachs; World Bank. 

Note: FCI = Financial Conditions Index; RHS = right-hand scale. Lines show daily values of the FCI 
and Brent prices. A higher FCI value indicates tighter global financial conditions. Last observation is 
July 22 for the FCI and July 27 for Brent.

�� Amid a structural slowdown in global potential growth and productivity, a central question is whether artificial 
intelligence (AI) can help reverse this trend. Estimates of the possible impact of AI on aggregate productivity vary widely.

�� Illustrative scenarios suggest that sustained AI-driven productivity gains could substantially offset—and in a 
transformative case, reverse—the ongoing growth slowdown.

�� Compared with advanced economies, emerging market and developing economies (EMDEs) are less prepared to 
harness AI because of weaker digital infrastructure and skills gaps, making decisive policy action essential to fully realize the 
benefits.
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Monthly Highlights

Global activity: signs of improvement. Leading indicators point 
to a modest improvement in global activity, consistent with a 
slight upward revision to consensus global growth expectations 
for 2026. The Sentix survey conducted at the start of July pointed 
to an improvement in investor sentiment, with the index picking 
up for the third consecutive month, supported by easing tensions 
in the Middle East and receding oil prices in June (figure 1.A). 
The global composite PMI edged up to 52 in June from 51.9 in 
May, with signs of moderating inflationary pressures. The input 
prices sub-component of the global PMI retreated in June, having 
reached its highest level since 2022 in May. The services PMI rose 
to 51.7 from 51.3 in the previous month, supported by firmer 
new export orders, while the manufacturing PMI moderated to 
52.2 from 52.7 in May, as new orders and employment demand 
eased.

Global trade: continued momentum. Global goods trade 
growth strengthened to 5 percent (y/y) in April, up from 3.1 
percent in March (figure 1.B). The pickup was driven by 
advanced economies, where imports expanded by 5.4 percent, 
supported by strong import demand from advanced economies in 
Asia (14.8 percent) and a rebound in the United States following 
eight months of contraction in imports. By contrast, import 
growth in EMDEs slowed, reflecting a moderation in China’s 
imports following exceptionally strong growth earlier in the year. 
In June, PMI new export orders for both manufacturing and 
services remained in contractionary territory, despite some 
strengthening in the services sub-index from the previous month. 
Meanwhile, global supply chain pressures remained elevated 
despite some easing in June, reflecting long supplier delivery 
times, particularly in advanced economies. 

Commodity markets: volatile prices. Commodity prices fell 13 
percent in June (m/m), with broad-based declines across most 
commodity groups. Energy prices dropped 18 percent, with Brent 
crude prices receding to $72/bbl by the end of June, reflecting 
market expectations that disruptions to oil shipments through the 
Strait of Hormuz would ease durably (figure 1.C). In July, oil 
price volatility increased on shifting geopolitical conditions in the 
Middle East. Brent prices surged again amid heightened tensions, 
briefly exceeding $100/bbl, before expectations of renewed 
negotiations over shipping through the Strait of Hormuz eased 
price pressures. In July, European natural gas prices increased by 
about 50 percent on the need to refill depleted inventories in 
Europe, mounting geopolitical concerns, and a weather-related 
uptick in electricity demand in Europe and Asia, before easing 

FIGURE 1.A Consensus global growth forecast for 
2026 and Sentix expectations

FIGURE 1.B Global goods trade growth

FIGURE 1.C Brent and natural gas prices

Sources: Bloomberg; Consensus Economics; CPB Netherlands Bureau for Economic 
Policy Analysis; Haver Analytics; World Bank.
Note: EMDEs = emerging market and developing economies; RHS = right-hand scale.
A. Blue bars show monthly Consensus forecasts for global growth for 2026. The 
Sentix Index reflects perceptions about the global economic outlook, based on 
investor surveys. Values above zero indicate “optimism” while those below zero 
indicate “pessimism.” Last observation is July 2026.
B. Lines show monthly year-on-year growth in trade volumes for selected country 
groups. Last observation shows data for April 2026.
C. Blue, red and yellow lines show daily prices for Brent crude futures prices, 
European and U.S. natural gas prices, respectively. Values are indexed to 100 on 
February 27, the last market day before the onset of the conflict in the Middle East. 
Last observation is July 27. 



FIGURE 2.A Equity indexes

FIGURE 2.B U.S. Dollar index

FIGURE 2.C U.S. inflation and gasoline price

Sources: Bloomberg; FRED (database); MSCI; U.S. Energy Information 
Administration; World Bank.
Note: KOSPI = Korea Composite Stock Price Index; MSCI EM = Morgan Stanley 
Capital International Emerging Markets Index; Nikkei = Nikkei 225 Index; RHS = right-
hand scale.
A. Lines show three-day moving averages of daily equity price indexes for selected 
Asian markets and emerging markets as tracked by the MSCI EM. Data is indexed to 
January 1, 2026. Last observation is July 27.
B. Line shows the three-day moving average of daily U.S. dollar index, which 
measures the dollar against six major currencies (CAD, CHF, EUR, GBP, JPY, and 
SEK). Last observation is July 27.
C. Headline inflation is shown in percent change year-on-year, while gasoline prices 
are a weighted average in dollars per gallon of regular gasoline based on sampling of 
approximately 900 retail outlets. Last observation is June 2026.

more recently. U.S. natural gas prices, in contrast, moderated in 
late June and early July before rising at the end of the month. 
Agricultural prices declined 2 percent (m/m) in June, although El 
Niño-related concerns supported cocoa, Robusta coffee, and rice 
prices. Urea fertilizer prices fell 41 percent in the same period, 
returning to pre-conflict levels before rebounding in July as 
energy prices increased. Industrial metal prices weakened in July 
on easing supply concerns compared to earlier in the year, while 
precious metal prices also declined alongside a stronger U.S. 
dollar.

Global financial conditions: resilient amid risks. Global 
financial markets have largely looked through renewed 
geopolitical tensions in the Middle East and remain resilient 
despite rising oil prices. Equity markets have been volatile, driven 
by AI earnings and expectations for the path of U.S. interest rates. 
As a result, major equity indexes have been rangebound since 
mid-June, with some weakness in Asian markets (figure 2.A). 
Inflation risks have pushed up bond yields, especially in Europe. 
Yields in the United States remained above pre-conflict levels 
owing to recent hawkish communication from the Federal 
Reserve and continued labor market resilience. In parallel, the 
U.S. dollar strengthened, reaching its highest level this year 
(figure 2.B). In EMDEs, local currency bond yields rose slightly, 
albeit to varying degrees across countries, largely reflecting their 
energy exposure.

United States: upward momentum. Although U.S. growth in 
2026Q1 was revised up to 2.1 percent (q/q saar), the underlying 
data suggest greater weakness than previously assessed. Lower 
imports accounted for most of the upward revision, while 
consumption growth was revised down to 0.5 percent (q/q saar) 
on weaker services spending. Nonresidential fixed investment 
continued to rise sharply, growing by almost 11 percent (q/q saar) 
in 2026Q1, reflecting robust AI-related investment. More recent 
data indicate a pickup in consumption, with retail sales excluding 
gasoline rising 0.9 percent (m/m) in May and 0.7 percent (m/m) 
in June. Despite the shock to energy prices, the labor market 
appears to remain resilient, with nonfarm payrolls rising by an 
average of 139K positions in April and May, before slowing to 
57K in June. After a sharp increase in recent months due to a 
surge in gasoline prices, headline inflation fell to 3.5 percent in 
June as fuel prices declined (figure 2.C). Nevertheless, oil and 
gasoline prices have risen again in recent weeks as the conflict in 
the Middle East intensified. 

Other advanced economies: tentative signs of firming. In the 
euro area, consensus growth expectations for 2026 have softened, 
to about 0.5 percent, following a substantial downward revision 



to 2026Q1 (figure 3.A). Euro area GDP contracted by 0.2 
percent (q/q sa) in Q1, compared with a previous estimate of a 
0.1 percent expansion. Declines in investment and international 
trade—likely reflecting the impact of higher energy prices—more 
than offset positive contributions from private and government 
consumption. Headline PMI readings point to a rebound in 
services activity alongside ongoing expansion in manufacturing. 
PMI price sub-indexes eased in June, although the rise in oil and 
European natural gas prices over July has increased energy cost 
pressures. In Japan, high-frequency indicators suggest that the 
momentum observed in 2026Q1 extended into the second 
quarter, with retail sales volumes rising, services PMI remaining 
firmly expansionary, and manufacturing PMI readings continuing 
to improve. The Bank of Japan increased its policy rate from 0.75 
percent to 1 percent in June, its first hike in six months.

China: growth momentum easing. Growth moderated to 4.3 
percent (y/y) in 2026Q2 from 5 percent in Q1, reflecting soft 
domestic demand and the ongoing property sector adjustment, 
which were partly offset by technology-driven gains in exports 
(figure 3.B). The official manufacturing PMI edged up to 50.3 in 
June, driven by a rebound in the new export orders sub-index, 
reflecting strong AI-related demand. The non-manufacturing 
PMI also improved slightly, rising to 50.2, as firmer services 
activity offset weakness in construction. Consumer price inflation 
moderated to 1 percent (y/y) in June reflecting soft underlying 
demand, while producer price inflation rose to 4.1 percent 
(y/y)—its highest level in four years. 

Other EMDEs: softer activity; mixed prospects. The composite 
PMI for EMDEs excluding China eased in June but remained in 
expansionary territory. The moderation reflected a slight 
weakening in manufacturing activity and a nearly 1-point decline 
in the services component, driven mainly by a sharp decline in the 
index for India. Although monthly PMI readings were mixed 
across economies in June, price-related PMI sub-indexes broadly 
moderated in line with lower energy prices. Nevertheless, amid 
renewed tensions in the Middle East and continued uncertainty, 
the recovery in composite PMIs for EMDEs directly affected by 
the conflict appears to have plateaued (figure 3.C). Composite 
PMI readings remain below pre-conflict levels in Kuwait, Saudi 
Arabia, and the United Arab Emirates in June. Renewed 
geopolitical tensions and rising energy prices have added to 
headwinds facing EMDEs.

FIGURE 3.A Consensus expectations for euro area 
GDP growth in 2026

FIGURE 3.B Contribution to GDP growth in China

FIGURE 3.C Composite PMIs by exposure to the 
conflict in the Middle East

Sources: Consensus Economics; Haver Analytics; World Bank.
Note: EMDEs = emerging market and developing economies; PMI = purchasing 
managers’ index; RHS = right-hand scale.
A. Consensus Economics survey data calculated each qualifying business day as a 
moving average. Last observation is July 24.
B. Year-on-year real GDP growth and expenditure contributions. Last observation is 
2026Q2.
C. Red (blue) line shows a simple average of 5 (13) EMDEs directly (not directly) 
affected by the conflict in the Middle East. Readings above (below) 50 indicate 
expansion (contraction). Countries for which PMI data is available, and considered to 
be directly affected by the conflict are Kuwait, Lebanon, Qatar, Saudi Arabia and 
United Arab Emirates. Last observation is June 2026. 



The global economy is experiencing a structural slowdown.
Potential growth fell from 3.6 percent per year in the 2000s to 
2.8 percent in the 2010s, and is on track to average around 2.2 
percent this decade (figure 4.A). Weaker productivity has played a 
major role. Global total factor productivity (TFP) growth has 
decelerated from 1.4 percent per year in the 2000s to 1.1 percent 
in the 2010s, and is projected to average just 0.8 percent in the 
2020s (figure 4.B).

Against this backdrop, a key question is whether AI can 
meaningfully boost global growth. The June 2026 Global 
Economic Prospects report explores this question. In the near term, 
AI is likely to lift growth mainly through investment, especially in 
advanced economies. Over the medium term, the more important 
contribution would be through faster productivity growth—if the 
technology delivers economy-wide gains comparable to earlier 
general-purpose technologies such as electricity or information 
and communications technology (ICT). How the impact of AI 
compares with that of other technologies will depend on how 
deeply it is adopted, how far its gains spread beyond a narrow set 
of tasks, and whether firms and workers make the complementary 
investments needed to take full advantage of them.

Evidence at the task level is encouraging but uneven. AI can 
raise productivity in cognitive and information-processing tasks 
by 50 percent or more in some settings, and less-experienced 
workers often see larger improvements than more-experienced 
workers. So far, most of the evidence comes from studies in 
advanced economies. Some of the gains extend to workers in 
EMDEs: for example, customer support agents in the Philippines 
using AI assistance have raised their productivity by roughly 15 
percent. But adoption today is concentrated among highly-
educated professionals, with gains varying widely across 
occupations and productivity improvements sometimes failing to 
materialize. 

Because much of the evidence is based on early-adopter firms 
and cannot be generalized, estimates of AI's aggregate 
productivity effect span a wide range. For the United States, 
optimistic assessments put the annual boost at around 1 
percentage point; more cautious ones at less than 0.1 percentage 
point, with a median estimated impact in the literature of 0.6 
percentage point per year over 10 years. Historical benchmarks 
fall within this range—electrification eventually added roughly 
0.9 percentage point to annual productivity growth in Europe 
once widely diffused, and the ICT revolution contributed about 
0.5 percentage point in the United States (figure 4.C).

FIGURE 4.A Potential output growth

FIGURE 4.B Productivity growth

FIGURE 4.C Estimated productivity impact of 
general-purpose technologies

Sources: Aghion and Bunel (2024); Kose and Ohnsorge (2024); World Bank.
Note: AI = artificial intelligence; EMDEs = emerging market and developing 
economies; ICT = information and communications technologies; TFP = Total factor 
Productivity. All bars show annual averages.
A. Averages, weighted by gross domestic product (GDP), of production function-based 
estimates of potential growth. Sample includes 31 advanced economies and 52 
EMDEs. Data for 2022 and later years are projections.
B. Productivity refers to TFP. Bars show GDP-weighted averages of estimated, 
potential TFP growth, by decade. Data for 2022 and later years are projections.
C. Productivity refers to TFP. Bars show the impact of the electricity and ICT 
revolutions on productivity growth in Europe and the U.S., respectively, taken from 
Aghion and Bunel (2024). Labor productivity estimates were converted to TFP 
estimates assuming a capital share of one-third. For AI, bar shows the median impact 
estimated in the literature for the U.S, and the whisker shows the range of estimates. 
Impacts for electricity and ICT cover 12-year periods, while AI estimates generally 
span 10 years.
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Illustrative scenarios show what these differences imply for 
global growth. A 0.6 percentage point annual lift to productivity 
would meaningfully raise potential growth in the 2020s and 
2030s, though not back to 2000s growth rates. A more optimistic 
1 percentage point boost would come closer to fully reversing the 
slowdown. A transformative scenario, in which AI replicates the 
strongest ten-year productivity surge across countries and lifts 
global productivity growth to about 2.7 percent per year, would, 
all else equal, make the 2030s the strongest decade for global 
potential growth since the 1970s (figure 5.A). These scenarios 
apply common productivity assumptions across country groups 
and therefore represent illustrative upper-bound exercises.

EMDEs face a steeper growth slowdown than advanced 
economies, and their ability to benefit from AI may be more 
limited without significant policy intervention. AI 
preparedness—capturing digital infrastructure, human capital, 
and regulatory quality—is markedly lower in EMDEs than in 
advanced economies (figure 5.B). Effective use of AI also relies on 
an enabling ecosystem. Yet as of mid-2025, EMDEs hosted less 
than one-quarter of global data-center capacity, and low-income 
countries hosted less than 0.1 percent. Human capital is a further 
constraint. Vacancies for AI-skilled workers are rising fast in 
EMDEs, yet only a small share of workers have above-basic digital 
skills (figure 5.C). Closing these gaps will require sustained 
investment in connectivity and skills, adaptable regulation, local 
data ecosystems, and AI solutions—including “small AI” tools 
designed for low-bandwidth, mobile-first environments that 
reflect local needs. 

Employment effects add further uncertainty. About 60 percent 
of jobs in advanced economies are exposed to AI, compared with 
40 percent in EMDEs and just 26 percent in low-income 
countries. Exposure is not the same as displacement: with the 
right policies, historical evidence suggests that labor-augmenting 
technologies can raise overall labor demand even as they automate 
specific tasks. But early evidence points to slower hiring in some 
entry-level roles and larger productivity gains at the upper end of 
the income distribution. The net impact on jobs, wages, and 
inequality will depend on the pace of reskilling, labor mobility, 
and policies that support worker transitions.

AI could offer a path out of the global growth slowdown, but 
only if productivity gains prove large, persistent, and widely 
shared. Policy choices made now on infrastructure, skills, 
regulation, and inclusion will determine whether AI becomes a 
broad-based engine of growth or a narrowly captured efficiency 
tool. If AI becomes a transformative general-purpose technology, 
historical experience indicates that its broader economic effects 
are likely to unfold gradually. Projections of AI-driven growth 
should therefore be interpreted with caution.

FIGURE 5.A Global potential growth scenarios

FIGURE 5.B AI Preparedness Index

Sources: Cazzaniga et al. (2024); International Telecommunication Union; Kose and 
Ohnsorge (2024); World Bank.
Note: AI = artificial intelligence; EMDEs = emerging market and developing 
economies; ICT = information and communications technologies; TFP = total factor 
productivity.
A. Averages, weighted by gross domestic product (GDP), of production function-based 
estimates of annual potential growth. Sample includes 31 advanced economies and 
52 EMDEs. Markers show the predicted impact of each scenario on global potential 
growth. Data from 2022 onward are projections.
B. Panel shows scores on the AI Preparedness Index (AIPI) as of 2023 by Cazzaniga 
et al. (2024), covering 174 economies. Higher values represent more favorable AI 
preparedness. Country groups are as defined by the International Monetary Fund and 
aggregated using averages.
C. Bars show the median share of individuals with above basic ICT skills in advanced 
economies and EMDEs. Sample includes 21 advanced economies and 16 EMDEs 
using the latest available data for each economy. Above-basic ICT skill level is defined 
as an individual having done more than one of a list of ICT-related activities over the 
past three months.
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