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Three Questions

Why is investment important? Investment is the foundation of long-term economic growth, a critical
driver for overcoming development challenges, and an engine of job creation.

How has investment evolved in EMDEs? Investment growth in EMDEs—including private
investment, public investment, and FDI inflows—has slowed sharply in the 2010s, leaving vast investment
gaps unaddressed. The frequency of transformative investment accelerations has declined.

H What are the policy priorities? Comprehensive policy reforms at national and global levels are needed

to strengthen institutions, improve the business climate, foster macroeconomic stability, and promote cross-
border trade and capital flows. Effects of reforms are multiplied when they are implemented in packages.

2 *EMDEs = emerging market and developing economies; FDI = foreign direct investment !VQSLQEB ANKPPB?E':WP
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Importance of Investment
Critical for output growth and income convergence

Contributions to GDP growth in EMDEs Contributions to potential Per capita income convergence
(Percent) output growth (Percent of advanced-economy
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Sources: Penn World Table; WDI (database); World Bank (2022a); World Bank.

Note: EMDEs = emerging market and developing economies; excl. = excluding; LICs = low-income countries; TFP = total factor productivity. Left Panel. Aggregates are calculated using real U.S. dollar

GDP weights at average 2010-19 prices and market exchange rates. Center Panel. Potential output growth is based on production function estimates. Sample includes 53 EMDEs. Right Panel. Lines show the WORLD BANK GROUP
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Importance of Investment
Vast investment gaps; substantial backlog of unmet infrastructure needs

Access to infrastructure Quality of transport infrastructure Investment needs
(Percent of population) (Index, 1-5, 5 = highest) (Percent of GDP per year)

mAEs mEMDEs = LICs mAEs mEMDEs = LICs 10

100 4
8
6
4
2
0

80

60

40

20

Access to Access to Access to Quality of Logistics Lower Upper
electricity drinking sanitation transport performance income middle middle
water  services infrastructure index income income

Sources: WDI (database); World Bank (2022a); World Bank.
Note: AEs = advanced economies; EMDEs = emerging market and developing economies; excl. = excluding; LICs = low-income countries; Left Panel. Bars show 2013-23 averages of the percent of the
population with access to electricity, access to minimally adequate drinking water, access to basic sanitation facilities, and 2013-23 averages of the number of hospital beds available per 1,000 people. Sample
includes 34 advanced economies and up to 104 EMDEs, of which 19 are LICs. Center Panel. Bars show 2013-23 averages. The indexes range from 1 to 5 (5 = highest). Quality of transport infrastructure
reflects perceptions of the quality of trade and transport related infrastructure. Logistics performance index reflects perceptions of the overall quality of logistics. Sample includes 34 advanced economies and
5 100 EMDESs, of which 19 are LICs. Right Panel. Investment needs for a resilient and low-carbon pathway. Estimates of the annual investment needs during 2022-30 to build resilience to climate change and WORLD BANK GROUP
put countries on track to reduce emissions by 70 percent by 2050. Depending on data availability, estimates include investment needs on transport, energy, water, urban adaptations, industry, and landscape. " | Prospects Group




Questions

How has investment evolved in EMDEsS? Investment growth in EMDEs—including private
investment, public investment, and FDI inflows—has slowed sharply in the 2010s, leaving vast investment
gaps unaddressed. The frequency of transformative investment accelerations has declined.
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Investment Trends in EMDEs

Sharp slowdown of investment growth in the past decade

Investment growth
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Sources: Haver Analytics; Investment and Capital Stock Dataset (IMF 2021a); WDI (database); World Bank.
Note: EMDEs = emerging market and developing economies. Left Panel. Investment growth averages are calculated using investment in constant U.S. dollars as weights. Sample includes up to 103
economies, including 68 EMDEs. Center and Right Panels. Average annual investment growth, calculated with countries’ investment in constant international dollars as weights. Sample includes 162
economies, of which 125 are EMDEs
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Investment Trends in EMDEs
Weakening FDI inflows and a larger share directed to services

FDI inflows to EMDEs FDI inflows, by sector
(Percent of GDP) (Percent of total FDI)
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Sources: UNCTAD; WDI (database); World Bank.
Note: EMDEs = emerging market and developing economies. Left Panel. Annual medians and interquartile ranges of FDI-to-GDP ratios. Balanced sample of 134 EMDEs. Right Panel. Sample includes up to 97
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Investment Accelerations
Sharp decline in frequency of investment accelerations since 2000s

Investment accelerations

Investment growth around investment accelerations .
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Sources: Feenstra, Inklaar, and Timmer (2015); Haver Analytics; WDI (database); World Bank.

Note: EMDEs = emerging market and developing economies. Left Panel. The sample includes 192 investment acceleration episodes in 93 economies, including 34 advanced economies and 59 EMDEs. Bars
show median annual investment growth during the six years before, the entire duration of, and the six years after an investment acceleration. Differences between before, during, and after periods are statistically WORLD BANKGROUP
significant at the 10 percent level unless otherwise specified. Diamond indicates the median investment growth rate during non-acceleration years in the sample. Right Panel. Bars and diamonds show the share Devel t E

of economies starting an investment acceleration during the indicated decade. Sample includes 192 investment accelerations in 93 economies, including 34 advanced economies and 59 EMDEs.
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Investment Convergence
Stalling investment per worker in EMDEs relative to advanced economies

Investment per worker in EMDE:s Investment per worker in EMDE:s
relative to advanced-economy levels relative to advanced-economy levels, by region
(Percent) (Percent)
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Sources: Feenstra, Inklaar, and Timmer (2015); Haver Analytics; WDI (database); World Bank.
Note: EAP = East Asia and Pacific; ECA = Europe and Central Asia; EMDEs = emerging market and developing economies; LAC = Latin America and the Caribbean; LICs = low-income countries; MNA = Middle East WORLD B ANK GROUP
1 0 and North Africa; SAR = South Asia; SSA = Sub-Saharan Africa. Sample includes up to 68 EMDEs and 35 advanced economies. EMDESs by region include 8 in EAP, 11 in ECA, 19 in LAC, 9 in MNA, 3 in SAR, and 18 o
in SSA. P oup




Questions

H What are the policy priorities? Comprehensive policy reforms at national and global levels are needed

to strengthen institutions, improve the business climate, foster macroeconomic stability, and promote cross-
border trade and capital flows. Effects of reforms are multiplied when they are implemented in packages.
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Investment in EMDEs Around Recessions and Financial Crises
Deep and lasting adverse effects of recessions and crises on investment

Investment around the 2009

Investment around recessions Investment around financial crises
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Sources: Haver Analytics; WDI (database); World Bank.

Note: EMDEs = emerging market and developing economies. Left Panel. Solid lines show mean investment growth; dashed lines indicate 90 percent confidence bands. Gray areas indicates recession years.

Sample includes 159 EMDEs over 1970-2019. Center Panel. Lines show Investment-weighted average (at 2010-19 average exchange rates and prices), indexed to 100 in the year before the global recession. WORLD BANK GROUP
12 Gray areas indicates recession years. Sample includes 70 EMDEs. Right Panel. Solid lines indicate mean investment growth. Gray areas indicates years when financial crises occurred. Sample includes 159 Development E ics | Pr
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Headwinds to Investment

Elevated policy uncertainty, weak trade, weak investment climate

Global trade growth
(Percent)
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Sources: Baker, Bloom, and Davis (2016); PRS Group’s International Country Risk Guide (ICRG); World Bank.
Note: EMDEs = emerging market and developing economies; Left Panel. Bars show 10-year averages. Trade in goods and services is measured as the average of export and import volumes. Trade growth
for 2025 is a forecast. Center Panel. Period averages of the monthly Baker, Bloom, and Davis (2016) economic policy uncertainty index. Right Panel. ICRG’s investment profile index. Sample includes 36
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Institutions, Reform Complementarity, and Investment
Structural reforms can significantly boost investment

Impact of reforms on the probability of an Impact of major structural reforms on private
investment acceleration investment
(Percentage points) (Percent)
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Sources: PRS Group’s International Country Risk Guide (ICRG); WDI (database); World Bank.

Note: EMDEs = emerging market and developing economies. LICs = low-income countries. Left Panel. Bars show the increase in the probability of an investment acceleration following a 1-standard-deviation

improvement in economic policy. Right bar shows the combined impact of increasing all three policy variables by one standard deviation. Right Panel. Line shows the cumulative increase in private investment, in WORLD BANKGROUP
D 1 + F,

14 percent, following a reform. Shaded area shows 90-percent confidence bands. The reform indicator is the average sum of the domestic and external financing, trade, and product market reform indicators. ics | Prospects Group
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Institutions, Reform Complementarity, and Investment
High-quality institutions amplify the effects of public investment and FDI

Impact of public investment Impact of institutional reforms Impact of FDI inflows on
on output in EMDEs on FDI inflows in EMDEs output in EMDEs
(Percent) (Percent) (Percent)

2.0 25

1.2 e==All EMDES

20 ===FMDESs with better structural
1.0 characteristics

15 0.8

1.5

e ®
ooooo.oo"’
..

1.0

©®00000000000°°

0.6
10

0.5 04 |

0.2

0.0

High public Low public
investment investment Law and order Investment 0 1 2 3 4 5

efficiency efficiency profile Year

Sources: PRS Group’s International Country Risk Guide (ICRG); WDI (database); World Bank.

Note: EMDEs = emerging market and developing economies. Left Panel. Bars show the peak increases over a five-year horizon of the output level relative to the year before the shock, in percent. High and low

investment efficiency samples correspond to the top and bottom quartiles of a public infrastructure efficiency index (IMF 2021b).Center Panel. Bars show marginal effects on FDI inflows of an increase from the

sample median to the top quartile of ICRG law and order and investment profile indexes, based on gravity model estimates. Right Panel. Lines show estimated average effects on output of a 10 percent increase in WORLD BANKGROUP
15 FDI inflows. Blue line: the effect for all EMDES; red line: the effect for the top quartile of countries with better structural characteristics. Dashed lines show 90-percent confidence bands. Development E ics | Prospects Group
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Policy Priorities for EMDEs
Comprehensive policy packages are needed at national and global levels

II Domestic policies
 Improve the investment climate

 Safeguard macroeconomic stability and rebuild fiscal space
» Promote trade and investment integration

H Global policies
» Preserve and strengthen a rules-based international system

 Expand global financial support for EMDEs, especially for LICs
 Provide technical support and policy advice to build capacity

II Reform synergies and sequencing
 Sequence for credibility and impact

 Bundle reforms to unlock crowd-in
 Leverage global support to sustain domestic momentum
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Questions and Comments

Thank you!



Accelerating Investment: Challenges and Policies

Book summary
Accelerating Investment
Challenges and Po
Edited by Amat Adarov

Overview. Investment in Emerging and Developing Economies

ICIeS Chapter 1. Investment Trends, Structure, and Drivers in EMDEs

Chapter 2. The Magic of Investment Accelerations
Chapter 3. Public Investment As a Catalyst of Economic Growth
Chapter 4. Reinvigorating Private Investment: Policy Options

Chapter 5. FDI in Retreat: Policies to Turn the Tide

Download here: https://www.worldbank.org/en/research/publication/accelerating-investment
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