
�� The conflict in the Middle East and the associated increase 
in energy prices are expected to drive global growth down, 
according to the latest edition of the Global Economic Prospects
report.

�� Before the signing of the U.S.-Iran memorandum of 
understanding, commodity prices had risen sharply due to 
supply disruptions in the Gulf region. 

�� Economies dependent on energy imports and those 
directly affected by hostilities are anticipated to see the most 
pronounced decelerations in activity.

�� The rise in commodity prices has led to a 
resurgence of inflationary pressures.

�� Surveys indicate that inflation is projected to 
increase across advanced economies and emerging 
market and developing economies (EMDEs) in 2026. 

�� As a result, markets expect monetary tightening in 
many major economies, with the European Central 
Bank (ECB) raising its policy interest rates in mid-June 
and odds of a hike by the Federal Reserve increasing 
this year.

Sources:  Consensus Economics; World Bank.

Note: EMDEs= emerging market and developing economies. Median headline consumer price 
index inflation expectations for 35 advanced economies and up to 53 EMDEs from Consensus 
Economics surveys.

�� Frontier market economies have issued sovereign bonds at scale in recent years, expanding their opportunities for future 
economic development but also generating risks.

�� Compared with emerging markets, frontier markets have less favorable currency and maturity structures of sovereign 
debt, as well as lower credit ratings and smaller foreign exchange reserves.

�� Over the past quarter century, almost 40 percent of frontier markets have had a sovereign debt default or restructuring, 
compared to about 10 percent of emerging markets. Frontier markets are also more likely than emerging markets to have 
experienced repeat default events.
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Global activity: weaker growth expectations. According to the 
June 2026 Global Economic Prospects, the global outlook has 
deteriorated, reflecting higher energy prices, disruptions to 
commodity markets, elevated uncertainty, and tighter monetary 
conditions. Global growth is expected to soften to 2.5 percent 
this year, with nearly two-thirds of economies facing weaker 
prospects (figure 1.A). Over 2027–28, global growth is projected 
to firm to 2.8 percent as energy prices decline, commodity 
markets normalize, financial conditions ease, and trade picks up. 
The downgrade this year is driven largely by emerging market and 
developing economies (EMDEs), especially commodity importers 
and those directly affected by the conflict (figure 1.B). 
Nevertheless, several sources of resilience remain, including solid 
growth in the United States, strong AI-related investment, and 
positive trade developments.

Global inflation: rising inflationary pressures. Before the 
outbreak of the Middle East conflict, global inflation had been 
broadly stable. Disruptions to the supply of oil and natural gas 
have resulted in rising energy and other input costs, pushing up 
global headline inflation (figure 1.C). Although the impact on 
core inflation has so far been relatively subdued, about one-
quarter of economies are seeing accelerating core prices. Global 
headline inflation is projected to reach 4 percent in 2026, then 
moderate to 3.1 percent in 2027 as crude oil prices decline. The 
outlook, however, remains highly uncertain.

Global trade: AI-driven resilience. While conflict-related 
disruptions are weighing on commodity trade flows, an improved 
trade policy environment and buoyant AI-related investment are 
providing offsetting support, leading to an improved trade 
outlook in 2026 (figure 2.A). Despite still-elevated trade policy 
uncertainty, several initiatives are set to support trade growth and 
diversification. These include recent free trade agreements 
between the European Union and Mercosur; agreements 
involving India and several advanced economies; and unilateral 
market access initiatives by several major economies. Global trade 
is expected to expand by 2.9 percent in 2026—0.7 percentage 
point above January forecasts.

FIGURE 1.A Share of economies by 2026 forecast 
revision relative to January

FIGURE 1.B Growth by country group relative to 
January

FIGURE 1.C Global headline and core CPI inflation

Sources: Haver Analytics; World Bank.
Note: EMDEs= emerging market and developing economies; excl. = excluding. 
A. The share of economies by group and type of forecast revision in the current 
edition of the Global Economic Prospects report compared to the January 2026 
report. The dashed line shows 50 percent.
B. Projected annual GDP growth by group from the current (bars) and January 2026 
(yellow) editions of the Global Economic Prospects report.
C. Panel shows median year-on-year CPI inflation reading from a sample of up to 136 
countries. Last observation is April 2026. 

https://openknowledge.worldbank.org/server/api/core/bitstreams/b8c5b084-9366-4ba8-a22a-68faba147a08/content


FIGURE 2.A AI-related trade and global computing 
equipment PMI

FIGURE 2.B Energy and fertilizer prices

FIGURE 2.C Change in EMDE local currency bond 
yields and sovereign bond spreads

Sources: Bloomberg; Haver Analytics; J.P. Morgan; UN Comtrade; World Bank. 
Note: AI = artificial intelligence; EMDEs= emerging market and developing 
economies; LNG = liquefied natural gas; PMI = purchasing managers’ index; RHS = 
right-hand scale; WTO = World Trade Organization.
A.  Five-month averages of (1) year-on-year growth in nominal global goods imports, 
and (2) PMI for global computing equipment. AI-related trade includes 13 HS 6-digit 
product codes. Last observation is January 2026 (trade) and April 2026 (PMI). 
Sample includes 48 countries.
B. Daily prices for Brent spot, European natural gas, and weekly prices of urea, 
indexed to 100 on February 27, the last market day before the onset of the Middle 
East conflict. Last observation is May 29, 2026.
C. Changes in average local-currency bond yields and foreign-currency sovereign 
bond spreads across 20 and 63 EMDEs, respectively, before (January 2 - February 
26) and after (February 27 - June 2) the start of the conflict this year.

Commodity markets: declining volatility. Disruptions to flows 
of energy and other commodity supplies from the Gulf region led 
to sharp increases in commodity prices (figure 2.B). According to 
June projections, commodity prices are expected to rise by 22 
percent in 2026, in contrast to the 7 percent decline expected in 
January. This reflects a baseline assumption that shipping through 
the Strait of Hormuz remains severely disrupted through July, 
with shipping volumes resuming haltingly thereafter, and 
approaching pre-conflict levels by the end of the year. These 
disruptions are projected to keep energy prices elevated. The 
conflict also triggered sharp increases in European natural gas 
prices and global fertilizer prices. However, since the signing of 
the memorandum of understanding between the United States 
and Iran in mid-June in an effort to end the conflict, oil prices 
have fallen sharply, closing in on the levels seen before the conflict 
began.

Financial conditions: volatility and net tightening. The conflict 
triggered an initial tightening of global financial conditions, 
though risk appetite partially recovered following the April 8th 
ceasefire. Rising inflation concerns pushed bond yields and 
breakeven inflation rates higher, while expectations for central 
bank easing have faded, with rate hikes now anticipated in some 
major economies. In mid-June, the ECB raised its policy interest 
rates, and the U.S. Federal Reserve left rates unchanged but 
struck a hawkish tone. Equity markets initially fell but rebounded 
in the United States after the ceasefire, while recoveries elsewhere 
have been more sluggish. In EMDEs, financial conditions initially 
tightened, with only a partial recovery for some commodity 
importers after the ceasefire. Investors have differentiated across 
EMDEs based on countries’ energy dependence and their ability 
to adjust to the shock. While bond spreads on foreign-currency-
denominated debt widened and local-currency bond yields 
increased during the conflict, the effects were more pronounced 
for commodity importers (figure 2.C).

United States: resilience despite shocks. In early 2026, U.S. 
private domestic demand remained steady, supported by AI-
related investment and solid consumer spending, with incomes 
boosted by new tax breaks. Following the outbreak of the conflict, 
energy prices surged, dampening consumer sentiment and 
prompting markets to price in some monetary tightening. Tighter 
monetary conditions are expected to weigh on consumption, 
especially for higher-income households. Business investment is 



likely to follow a two-track path, with sluggish non-technology 
investment and robust AI-related spending (figure 3.A). Overall, 
U.S. growth is projected to average 2.2 percent in 2026, amid 
higher energy prices and tighter financial conditions, with an 
offset from fiscal support and robust AI-related spending. 

Other advanced economies: energy-dependent weakness. 
Higher energy prices are set to weigh on euro area activity, 
particularly given the bloc's high dependence on energy imports. 
While labor markets have remained broadly resilient, services 
sector PMIs and consumer confidence have softened substantially 
(figure 3.B). The ECB raised policy interest rates in mid-June 
amid rising inflationary pressures. The outlook in the euro area 
has been downgraded for 2026, with growth projected to slow to 
0.8 percent, and potentially to be even weaker, given recent 
negative revisions to data. In Japan, rising energy prices are 
expected to weigh on near-term activity, more than offsetting 
additional fiscal support, with growth projected to decelerate to 
0.7 percent in 2026.

China: moderating but solid growth. After a solid start to the 
year, China’s growth is forecast to slow to 4.2 percent in 2026. 
Several factors are expected to cushion the impact of higher 
energy prices, including substantial oil reserves, a high share of 
renewable energy, low inflation, and fuel-price caps. Nevertheless, 
the ongoing property sector adjustment, a soft labor market, and 
subdued consumer confidence are anticipated to weigh on 
consumption, while export growth is also set to moderate. As 
energy prices ease, growth is forecast to edge up to 4.3 percent 
over 2027–28. 

Other EMDEs: overall deceleration. Growth in EMDEs 
excluding China is forecast to slow from 3.9 percent in 2025 to 
3.2 percent in 2026 and then average 4.1 percent over 2027–28. 
The extent of the deceleration across EMDEs this year is expected 
to reflect their degree of exposure to the conflict and its associated 
disruptions. In 2026, growth in economies directly affected by 
hostilities is forecast to fall to nearly zero from 3.9 percent in 
2025, while commodity-importing EMDEs are anticipated to 
experience a more moderate slowdown (figure 3.C). Over 2027–
28, moderating energy prices and renewed monetary easing are 
envisaged to support activity across EMDEs, with economies 
directly affected by the conflict receiving an additional boost from 
reconstruction and the normalization of exports. 

FIGURE 3.A Hyperscalers’ capital expenditure

FIGURE 3.B Consumer confidence in the euro area

FIGURE 3.C GDP growth in EMDEs, by country group

Sources: Bloomberg; Haver Analytics; World Bank.
Note: e = estimate; f = forecast. EMDEs = emerging market and developing 
economies; excl. = excluding.
A. Bars show annual total hyperscalers’ capital expenditure for five companies 
(Amazon, Google, Meta, Microsoft, and Oracle). 2026e data is based on company 
announcements through May.
B. Blue line shows the euro area consumer confidence indicator (percent balance of 
respondents reporting an increase less those reporting a decrease). Vertical lines 
indicate geopolitical events. Last observation is May 2026.
C. Panel shows projected annual GDP growth by group. Aggregate growth rates are 
calculated using GDP weights at average 2010-19 prices and market exchange rates. 
Bars show the projected growth rate reported in the current edition of the Global 
Economic Prospects report, yellow markers show that in the January 2026 report.



Frontier markets are a subgroup of EMDEs that have 
meaningful but still limited access to international financial 
markets. One measure of access to financial markets is inclusion 
in international equity or bond indexes, which offer opportunities 
for attracting financing, including through issuance of debt. As of 
2025, more than three-quarters of frontier markets—43 out of 56 
economies—were included in J.P. Morgan’s EMBI Global bond 
index. Sovereign bond issuance as a share of GDP in the median 
frontier market has risen, and in recent years has averaged around 
double the level in the median emerging market (figure 4.A). The 
ability to issue debt on international markets creates significant 
opportunities if put toward long-term economic development. Yet 
debt accumulation also brings risks. A rapid build-up of debt over 
a limited time horizon, for instance, may undermine 
macroeconomic stability. Recent work by the World Bank 
examines trends in debt issuance and sovereign default episodes in 
frontier markets over the past quarter-century.

Large deficits, growing debt, and rising debt servicing costs 
have been a feature of frontier markets in recent years.
Revenues as a share of GDP in the typical frontier market 
averaged 24 percent of GDP over 2020–24, while expenditures 
averaged 30 percent (figure 4.B). The result has been widening 
fiscal deficits and a sharp increase in government debt, to 64 
percent of GDP over 2020–24—a rise of about 20 percentage 
points compared to the averages of 2000–09 and 2010–19, and a 
larger increase than in emerging markets (figure 4.C). 
Accordingly, debt-servicing costs in frontier markets have risen 
since the early 2000s, with net interest payments exceeding 2.5 
percent of GDP, on average, in 2020–24, higher than in the 
typical emerging market (EM). Elevated government debt and 
large budget deficits constrain fiscal flexibility, limiting the scope 
to provide countercyclical support to demand and activity when 
adverse shocks occur.

The structure of debt in frontier markets suggests 
vulnerabilities. Although the average maturity of sovereign debt 
in frontier markets has increased since the early 2010s, 
approaching that of the typical emerging market by the early 
2020s, credit ratings have worsened and remain well below those 

FIGURE 4.A Issuance of sovereign bonds

FIGURE 4.B Government revenue and expenditures

FIGURE 4.C Total government debt

Sources: Dealogic (database); Kose et al (2022); World Economic Outlook 
(database); World Bank.
Note: EM = emerging markets; FM = frontier markets; ODE = other developing 
economies (i.e., neither EM nor FM).
A. Bars show the median value of sovereign bonds issued in percent of GDP for each 
country group. Sample includes up to 30 EMs and 26 FMs using 2012 classifications. 
B. Bars (dashes) represent period averages of median government revenue 
(expenditure) as a percent of GDP in each group. Sample includes up to 34 EMs, 39 
FMs, and 77 ODEs using 2012 classifications.
C. Bars show period averages of median general government gross debt as a share 
of GDP. Sample includes up to 34 EMs, 39 FMs, and 78 ODEs.
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in EMs (figure 5.A). Meanwhile, foreign currency-denominated 
government debt has risen to nearly 40 percent of GDP in 
frontier markets by the early 2020s, almost three times higher 
than in EMs. Further, frontier markets tend to have more limited 
foreign exchange reserves and have experienced more exchange 
rate volatility over the past quarter century compared to EMs. 
Short-term external debt has also surged in frontier markets in 
recent years, while their institutional capacity for managing debt 
may be weaker. These features increase the vulnerability of 
frontier markets to a variety of risks, including shifts in global 
financial conditions and balance sheet currency mismatches.

Frontier markets have experienced higher incidence of 
sovereign defaults than EMs. Over the past quarter century, 
almost 40 percent of frontier markets have had a sovereign debt 
default or restructuring, compared to about 10 percent of EMs. 
Frontier markets are also more likely to have experienced repeated 
defaults (figure 5.B). In the five years since 2020, frontier markets 
had more sovereign default or restructuring events than the rest of 
the world combined (figure 5.C). Sudden stops of capital inflows 
have occurred alongside most of these frontier market defaults, 
while more than one-third of defaults in frontier markets 
coincided with inflation of more than 20 percent annually. 
Sovereign defaults are associated with a range of negative 
economic outcomes, such as lower output growth, weaker 
investor confidence, and higher borrowing costs, all of which will 
weigh on development progress.

Credible fiscal policy and sound debt management are 
necessary conditions for maximizing frontier markets’ 
potential. Against a backdrop of large and rising investment 
needs, establishing sustainable revenue streams, good public 
financial management practices, and appropriate institutional 
frameworks are all important cornerstones of effective fiscal 
development, which can help create space for productive 
investment to drive job creation and economic progress. On the 
expenditure side, policy makers should aim to improve the 
efficiency of government services, replace broad subsidies with 
support targeted to the vulnerable, and focus on initiatives to raise 
potential growth. Sound fiscal management must be combined 
with other policies to advance financial development and 
integration, bolster macroeconomic stability, and catalyze private 
sector investment and productivity growth.

FIGURE 5.A Sovereign bond maturity and credit 
ratings

FIGURE 5.B Sovereign default events, 2000-24

Sources: Asonuma and Trebesch (2016); Erce, Mallucci, and Picarelli (2022); Fitch 
ratings (2025); Kose et al. (2022); Moody’s Ratings (2025); S&P Global (2025); World 
Bank.
Note: EM = emerging markets; FM = frontier markets; ODE = other developing 
economies (i.e., neither EM nor FM). 
A. Bars show median years to maturity for sovereign debt by group, derived from the 
J.P. Morgan EMBI Global index for sovereign and quasi-sovereign USD-denominated 
instruments (issue size at least $500 million, maturity at least 2.5 years at the time of 
entry), for up to 25 EMs and 18 FMs. Orange markers median sovereign ratings (index  
1-21, higher values indicate better ratings), averaged among Moody's, Standard & 
Poor's, and Fitch Ratings. Sample includes up to 30 EMs and 39 FMs.
B.C. Shows sovereign defaults and restructurings with private creditors that occurred 
between 2000 and 2024 from Asonuma and Trebesch (2016), Erce, Mallucci, and 
Picarelli (2022), Fitch Ratings (2025), Moody’s Ratings (2025), and S&P Global 
(2025). Sample includes 34 EMs, 39 FMs, and 80 ODEs, using 2012 classifications.
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