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CAMBODIA

Cambodia faces multiple shocks—real estate slowdown,
border tensions, and trade policy uncertainty. Domestic de-
mand slowed, pressuring fiscal policy and exposing banking
sector risks. Labor market strains and rising nonperforming
loans threaten macro-financial stability. While foreign direct
investment remains strong, poverty reduction is slowing.
Authorities have fiscal and monetary space but must act to
safeguard stability and support vulnerable groups.

Key conditions and challenges

The Cambodian economy is experiencing multiple shocks. An on-
going correction in the domestic real estate sector has led to de-
clining property investment and deteriorating labor market condi-
tions. An escalation in border tensions with Thailand has added to
labor market pressures with the return of 910,000 migrant work-
ers. Exports have temporarily spiked due to frontloaded shipments
ahead of anticipated trade restrictions, but this boom is expected
to normalize in the coming period.

Fiscal policy is under pressure as weaker domestic demand has led
to lower revenue collection. Monetary policy remains accommoda-
tive to support the economy, but deteriorating asset quality in the
banking sector calls for heightened vigilance over macro-financial
stability. The authorities have committed to safeguarding macro-
economic stability and living standards, while addressing short-
term structural bottlenecks and promoting diversification and
competitiveness over the medium to long term.

The growth outlook remains subdued. While the authorities have
fiscal space to respond to labor market shocks stemming from
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border tensions, they will also need to consider alternative mea-
sures to mitigate macro-financial risks. Rising nonperforming loans
(NPLs), with loan restructuring masking underlying distress, un-
derscore the need for bank-led resolutions and comprehensive
legal reforms.

Recent developments

Economic indicators point to a slowdown in domestic demand in
the first half of (H1) 2025. Investment in real estate has continued
to decline. Approved construction permit values declined 10.8 per-
cent y/y in January-July 2025, consistent with an ongoing market
correction, as property prices have trended down since 2023—in-
cluding a 4 percent y/y fall in the Property Price Index in July 2025.

Domestic demand conditions were further weighed down by the es-
calation of border tensions between Cambodia and Thailand in July.
Inthe very near-term, demand has been affected by declining remit-
tances, cross-border trade, and tourism flows. A temporary spike in
exports of manufacturing goods to the US has boosted external de-
mand. Exporters front-loaded shipments of garments, travel goods,
footwear, and bicycles ahead of anticipated trade restrictions.

FIGURE 1/ Real GDP growth and sectoral contributions to real
GDP growth
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Sources: Cambodian authorities and World Bank staff projections.
Notes: e = estimate; p = projection.

FIGURE 2 / Merchandise export growth, and contributions to
merchandise export growth
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year-to-date; y/y = year-on-year.
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The slowdown in domestic demand has contributed to a consistent
decline in core inflation since the beginning of the year. Headline
inflation has also declined due to easing pressures on food and en-
ergy prices. However, early indications are that supply chain dis-
ruptions due to border tensions have already started to fuel price
pressures in provinces bordering Thailand.

The spike in manufacturing exports contributed to a 10.5 percent
y/y increase in manufacturing jobs. But weak domestic demand
has weighed on non-tradable sectors with sluggish recovery in
the large informal sector, including retail and wholesale trade, as
well as construction sector workers. Labor market challenges have
been exacerbated by the return of 910 thousand migrant workers
from Thailand.

Ongoing conflict along the Cambodian-Thai border is exacerbating
poverty by displacing families, undermining livelihoods, and dis-
rupting economic activity. As of August 2025, the resulting tensions
impose additional financial hardship on affected households with
over 31,000 people including children still displaced, heighten the
risk of impoverishment, and hinder the country's efforts to advance
inclusive growth and poverty reduction. A combination of these
factors has contributed to a slowdown in poverty reduction.

The expansion of manufacturing exports fueled rapid growth in im-
ports, and a widening current account deficit. External pressures
however have been moderated by strong foreign direct investment
(FDI) inflows particularly in manufacturing—traditionally garments,
travel goods, and footwear (GTF)—with rising investments in ve-
hicle tires, home appliances, and furniture. FDI in the first half of
2025 grew by 28.4 percent y/y. This has supported a sustained ap-
preciation of the Riel since July 2024. It has also helped boost forex
reserves (equivalent to about 7 months of imports).

Domestic economic conditions have put pressure on fiscal policy,
though the government has prioritized continued consolidation.

The fiscal deficit in H1 2025 is estimated to have stood at 1.6
percent of GDP compared to 1.2 percent in the same period last
year. The higher deficit was driven by a 10 percent decline in rev-
enue collection, associated with the economic slowdown, and a
4 percent increase in spending on salaries and wages. Monetary
policy has remained accommodative with reserve requirements
for U.S. dollar deposits held at 12.5 percent amid accelerating
broad money growth, to support weak domestic demand and
due to low inflation. Credit growth, however, has slowed down,
reflecting economic conditions in non-tradable sectors.

Qutlook

Real GDP growth is projected at 4.8 percent in 2025 and 4.3 percent
in 2026 (estimates in April 2025 stood at 4.0 percent and 4.5 per-
cent respectively). The 2025 upgrade reflects front-loaded exports
of GTF products, whilst the moderation in 2026 is reflective of
weaknesses in domestic demand. Downside risks include growing
labor market pressures, higher inflation, rising NPLs, and renewed
border clashes. On the external front, risks include weaker global
demand and aslower-than-expected recoveryin China—Cambodia’s
main source of FDI and tourism.

The momentum in poverty reduction is likely to moderate, reflect-
ing uneven sectoral performance, persistent regional disparities in
economic opportunity, and ongoing disruptions in provinces bor-
dering Thailand. This challenge is compounded by the absence of
supplemental social assistance beyond the existing family package.

Cambodia has fiscal space to help mitigate labor market shocks
stemming from border tensions, targeting support to the hardest-
hit sectors and vulnerable groups. Monetary policy can remain ac-
commodative to sustain demand, provided it is complemented by
measures to curb macro-financial risks arising from weakening as-
set quality in the banking system.

Recent history and projections 2022 2023 2024 2025e  2026f  2027f
Real GDP growth, at constant market prices 5.1 5.0 6.0 4.8 4.3 5.1
Private consumption 5.2 -0.2 2.5 -0.5 1.2 1.3
Government consumption -1.2 35.1 -2.5 0.3 0.8 0.6
Gross fixed capital investment 5.4 -26.7 -0.2 10.3 7.5 9.6
Exports, goods and services 21.3 6.9 14.4 8.5 10.6 11.1
Imports, goods and services 18.6 -12.4 7.5 5.6 9.8 10.3
Real GDP growth, at constant factor prices 5.1 5.0 6.1 4.8 4.3 5.1
Agriculture 0.6 1.6 1.0 1.4 1.5 1.6
Industry 8.2 7.6 9.5 6.5 6.4 6.5
Services 3.6 3.4 4.0 3.9 2.6 4.6
Inflation (consumer price index) 5.5 2.1 2.2 2.7 3.0 3.0
Current account balance (% of GDP) -18.8 1.3 0.7 -1.8 -3.7 -3.6
Net foreign direct investment inflow (% of GDP) 8.7 8.5 8.7 7.6 7.7 7.8
Fiscal balance (% of GDP) -3.2 -3.9 -3.0 -3.4 -2.6 -2.1
Revenues (% of GDP) 17.2 15.9 15.3 14.8 15.5 15.6
Debt (% of GDP) 24.9 26.3 25.7 26.6 26.8 27.0
Primary balance (% of GDP) -3.0 -3.6 -2.8 -3.1 -2.3 -1.8
GHG emissions growth (mtCO2e) -3.8 1.2 1.6 1.1 1.0 1.0

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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CENTRAL PACIFIC
ISLANDS

Medium-term growth is expected to soften, with Kiribati and
Tuvalu maintaining comparatively stronger performance. In
Nauru, the Regional Processing Centre (RPC) renewal and
Nauru-Australia Treaty will help ease fiscal strain. However,
countries must manage the risks associated with limited
economic diversification and climate risks to induce growth
and reduce poverty. Asset price fluctuations could impact
fiscal and economic trajectories in Kiribati and Tuvalu.

Key conditions and challenges

Kiribati has an economy dominated by the public sector, with pub-
lic expenditure at 98 percent of GDP in 2024. Recurrent spending
on public wages, social protection, and the copra subsidy has con-
tinued to expand. This has helped reduce poverty but distorted
markets and heightened fiscal risks, as volatile fishing license fees
accounted for over two-thirds of revenues. To ensure fiscal sus-
tainability and mitigate the risk of sharp adjustments that could re-
verse progress in poverty reduction, it is important to curtail re-
current spending, foster private enterprise, and stabilize fiscal rev-
enues using the Revenue Equalization Reserve Fund (RERF), the
country's sovereign wealth fund.

Nauru relies on volatile revenues from fishing and revenues from
operating the RPC for refugees, with the latter accounting for 67
percent of fiscal revenues and 90 percent of GDP in 2024. With RPC
earnings uncertain, broadening growth drivers is urgent. Invest-
ments in port infrastructure could support future fish processing,
while improving the business environment would help foster the

KIR NRU TUV
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private sector. Nauru grapples with environmental challenges from
climate change and land degradation linked to phosphate mining.
Without diversification, the growth model and fiscal outlook will re-
main dependent on volatile resource rents.

Tuvalu remains highly exposed to climate-related risks, which pose
serious challenges to its development. Private sector development
is constrained by inadequate infrastructure and limited economies
of scale. As of 2010, 21 percent of the population is estimated
to have lived below the national poverty line. Structural reforms
are essential to build resilience, improve infrastructure, sustain
growth, and enable economic diversification.

Recent developments

In 2024, Kiribati's public wage expansion lifted growth to 5.3 per-
cent but increased the fiscal deficit to 22 percent of GDP, funded
by withdrawals from cash reserves and the RERF. Inflation remains
moderate at 2.5 percent due to global commodity price trends and
improved supply conditions. Poverty is projected at 14.3 percent

FIGURE 1/ Selected fiscal revenues, 2017-2023
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FIGURE 2 / Sovereign wealth funds, 2016-2024
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in 2024 (using the US$4.20 Lower Middle Income Country (LMIC)
poverty line) down from 22 percent in 2019/20. As the estimate
does not account for the expansion of social programs, including
the copra subsidy, unemployment benefits, and disability and old-
age payments, the actual rate is likely even lower. Public debt (12
percent of GDP) is sustainable but assessed at high risk of distress.
The RERF was valued at 340 percent of GDP in December 2024 after
a withdrawal worth 17 percent of GDP in 2024.

Nauru's economy grew by 1.8 percent in FY24, driven by higher
consumption, reflected in wholesale and retailed trade, financed
by the RPC revenues. Inflation was 4.7 percent due to supply-
side constraints. Grants increased sharply from 16 percent of GDP
in FY23 to 33 percent in FY24, including higher budget support
from China. This contributed to a fiscal surplus of 30 percent of
GDP. Prepayments boosted the Intergenerational Trust Fund to 152
percentof GDPinMarch 2024, upfrom 111 percentinjune 2022. Pub-
licdebt, around 20 percent of GDP, is sustainable, and liabilities have
beensignificantlyreduced. Poverty data are outdated, with the last
estimates (2012-13) showing 9.7 percent of the population is in ex-
treme poverty (below the US$3 per day international poverty line).
Further, 68.5 percent of the population were poor compared to Up-
per Middle Income Country standards (US$8.30 per day). A new
poverty estimate for 2024 is expected by the end of the year.

Tuvalu's economy is projected to grow by 3.1 percent in 2024, sup-
ported by infrastructure investments, public spending, and donor
assistance. Inflation eased to 1.2 percent. The current account sur-
plus narrowed sharply from 40 percent in 2023 to 7.3 percent in
2024 due to reduced fishing license revenue and lower grant in-
flows. Accordingly, the fiscal balance shifted from a surplus of 15.3
percent of GDP to a deficit of 8.2 percent of GDP. Public debt,
at 11.1 percent of GDP, remains sustainable, but is assessed at
high risk of debt distress due to climate vulnerability and revenue
volatility. Assets held by the country’s sovereign wealth funds rose
to 341 percent of GDP at end-2024, providing an important buffer.
Welfare and poverty data are scarce. An experimental longform
census in 2022 estimated a national “cost of basic needs” poverty
rate of 21.5 percent, but poverty using international poverty lines
has not been estimated.

Qutlook

In Kiribati, growth is expected to moderate to 3.9 percent in 2025
and further ease to around 2.5 percent in 2027, as growth in
household demand softens and investment projects stabilize. Infla-
tion is forecast to peak at 7.8 percent in 2025 due to delayed fuel

and electricity tariff adjustments, before gradually easing. The fis-
cal deficit is projected to narrow to 15 percent in 2025, reflecting
a nominal wage freeze and streamlined subsidies, but will remain
heavily financed through withdrawals from the RERF. This could
lead to substantial fiscal risk because the current RERF withdrawal
rule allows withdrawals only if nominal returns exceed 2 percent. A
rule based on the fiscal balance and not on volatile returns would
stabilize financing and grow the RERF's real value. Growth is pro-
jected to reduce poverty further to 12.3 percent by 2027. Updated
poverty estimates from a new 2023/24 HIES, which will capture the
impact of various expansions in government transfers introduced
during the COVID-19 pandemic, are expected by end of 2025.

Nauru's growth is expected to pick up to 2.1 percent in FY25, before
moderating to 1.9 in FY26 driven largely by public demand, sus-
tained donor support and the continuation of RPC operations. In-
flation remains elevated at 6 percent in FY25 due to supply-side
factors tied to shipment of imports and strong domestic demand.
The fiscal surplus is expected to fall to 3.6 percent of GDP due to
higher spending on healthcare, education, and social benefits, fi-
nanced partly by a large surplus carried forward from the year be-
fore. The fiscal responsibility framework weakened in 2024 mov-
ing from requiring a surplus every year to a surplus across a 3-year
rolling average. While this provides more flexibility, it weakens fis-
cal discipline and could reduce buffers against sudden shocks.

Tuvalu's growth is expected to moderate to 2.7 percent by 2027,
driven by construction, hospitality, finance, and public administra-
tion. The 2023 Australia-Tuvalu Falepili Union Treaty is expected
to boost remittances over the medium term, but outward migra-
tion could dampen productivity and long-term growth by reduc-
ing the supply of skilled labor. Inflation is projected to slow to
2.5 percent by 2027 as global inflation pressures subside. Weak-
er revenues will likely widen fiscal and current account deficits,
while sovereign wealth fund values are projected to fall to 311
percent of GDP by 2027, reflecting asset volatility and lower re-
turns. Despite strong sovereign assets, the economy's depen-
dence on volatile revenues and external migration creates long-
term risks for growth and fiscal sustainability.

The Central Pacific outlook faces several risks, including persistent
trade policy uncertainty and a slowdown in global growth, which
could weigh on exports, remittances, and donor financing. Rising
outward migration and unstable revenue streams pose economic
headwinds and threaten fiscal space. These challenges are com-
pounded by the increasing frequency and severity of climate-relat-
ed disasters that further threaten resilience across the region, eco-
nomic stability and poverty reduction.

Recent history and projections 2022 2023 2024e 2025f 2026f 2027f
Real GDP growth, at constant market prices
Kiribati 4.6 2.7 5.3 3.9 3.2 2.5
Nauru 2.8 0.6 1.8 2.1 1.9 1.7
Tuvalu -11.8 4.0 3.1 3.0 2.6 2.7
Poverty rates of Kiribati
International poverty rate ($3.00 in 2021 PPP)12 4.2 3.9 3.2 2.9 2.7 2.5
Lower middle-income poverty rate ($4.20 in 2021 PPP)*? 17.6 16.6 14.3 13.3 13.1 12.3
Upper middle-income poverty rate ($8.30 in 2021 PPP)!? 70.5 69.7 67.4 66.2 64.7 63.8

Source: Country authorities and World Bank, Poverty and Economic Policy Global Departments.
Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
Nauru data are based on the fiscal year ended June. Kiribati and Tuvalu are calendar years.

1/ Calculations based on EAPPOV harmonization, using 2019-HIES.

2/ Poverty rates for 2020-2025 are projections based on real GDP per capita growth.
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CHINA

China’s growth remained robust in the first half of 2025, but
headwinds persist from a protracted property sector down-
turn, weak domestic demand, and shifts in global trade poli-
cies. Growth is projected to ease from 5.0 percent in 2024 to
4.8 percent in 2025 and 4.2 percent in 2026, with balanced
risks. While fiscal and monetary easing have helped offset
headwinds, structural reforms are critical to restore confi-
dence, support job creation, and boost growth potential.

Key conditions and challenges

China’'s growth momentum remained robust in H1 2025, under-
pinned by accommodative macroeconomic policies and strong
exports. The country is navigating a challenging economic en-
vironment marked by a deep property sector contraction, sub-
dued confidence, and deflationary pressures from weak domes-
tic demand, alongside shifts in global trade policies. Higher fis-
cal stimulus and some monetary easing have partly offset head-
winds to growth.

The economy faces structural headwinds from slowing produc-
tivity growth, high debt, and an aging population. Productivity
growth has decelerated over the past 15 years despite ongoing
innovation, reflecting less efficient resource allocation. Reliance
on debt-financed stimulus is adding to already elevated debt,
heightening financial vulnerabilities. Meanwhile, an aging popula-
tion constrains growth by reducing the labor force and increasing
fiscal pressures.

To raise medium-term growth, China should complement
counter-cyclical stimulus with structural reforms—restructuring
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overleveraged property developers and subnational public debt,
expanding social protection, and fully liberalizing the hukou
(household registration system), as well as deepening business
environment reforms such as lowering entry barriers, especially
in the services sector, to raise investor confidence and support
job creation.

Recent developments

Real GDP expanded by 5.3 percent y/y in H1 2025, higher than
5.0 percent in the same period last year. Fiscal support through
consumer subsidies helped sustain consumption. Infrastructure
and manufacturing investment, supported by policy stimulus and
export strength, partly offset the contraction in the property sec-
tor. Weak domestic demand kept inflation low and labor market
conditions subdued.

Exports remained resilient partly driven by frontloading. Mer-
chandise exports grew 6.1 percent y/y in the first seven months,
with exports to non-US markets offsetting contractions in US-
bound shipments. Amid higher trade policy uncertainty, China
has pursued broader trade integration and openness within the

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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region and beyond, for instance, through an upgraded China-
ASEAN Free Trade Area 3.0. It also expanded zero-tariff imports
from 53 African countries while diversifying agricultural imports.

The government has deployed fiscal and monetary measures to
support domestic activity. A stimulus package focused on infra-
structure investment, along with higher social spending and ex-
panded subsidies for consumer goods and equipment upgrades,
has widened the budget deficit, with a fiscal impulse estimated
at 1.6 percent of GDP in 2025. The central bank cut policy rates
and lowered the required reserve ratio, injecting liquidity of 4.1
percent of GDP in Q2. Yet, credit demand has remained subdued
due to the property downturn, economic uncertainty, and high
real borrowing costs.

Progress with structural reform has been incremental. Social mea-
sures such as childcare subsidies and free pre-school education
aim to lower childcare costs and increase fertility rate, while grad-
ual retirement age increases and hukou reforms in smaller cities
have supported workforce participation and mobility. However,
limitations to social protection schemes keep household precau-
tionary savings high and consumption low. Property debt restruc-
turing remains slow, while the RMB 12 trillion (0.8 percent of GDP)
swap of off-budget for on-budget local government debt has eased
near-term refinancing pressure.

Poverty reduction has broadly kept pace with growth. In 2024, an
additional 28 million people attained a daily consumption level
above US$8.30/day, a benchmark used by the World Bank to com-
pare poverty reduction across upper middle-income countries.
This is fewer than 32 million people in 2023 amid slower growth.
Per capita household disposable income grew faster (6.2 percent)
in rural areas than in cities (4.7 percent) in H1 2025. For rural
households, income from transfers (7.3 percent) and wages and

salaries (6.5 percent) were among the fastest growing segments.
For urban households, net business income and wages and
salaries grew by 5.8 percent and 5.0 percent respectively while
income from property, which accounts for about 10 percent of
household incomes, grew at 1.5 percent.

Qutlook

Growth is projected at 4.8 percent in 2025 and 4.2 percent in 2026.
Export growth is expected to decelerate in the remainder of 2025,
following a period of export frontloading. Elevated uncertainty will
likely weigh on manufacturing investment and labor demand, but
fiscal policy is expected to partly offset these headwinds. The pro-
tracted property downturn will continue to dampen real estate
investment. Expanded policy support, including centrally funded
childcare and preschool education subsidies, will support house-
hold consumption, contributing to a marginal uptick in consumer
price inflation. Growth is expected to decelerate in 2026, driven by
slower export growth and less accommodative fiscal policy, but al-
so structural growth deceleration.

The pace of poverty reduction is expected to slow in line with
growth in 2025 and 2026. The poverty rate at the World Bank’s
benchmark of US$8.30/day is projected to fall to 13.4 and 11.9
percent, respectively, in 2025 and 2026.

Risks to the outlook are balanced but significant. Globally, uncer-
tainty around trade policy and growth poses downside risks. Do-
mestically, a longer-than-expected property slump could further
curtail investment. Further softening of labor market conditions
due to higher uncertainty and delayed corporate investment could
weigh on consumption. On the upside, higher-than-expected fiscal
spending could lift growth above baseline projections.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 3.1 5.4 5.0 4.8 4.2 3.9
Private consumption 1.7 9.0 5.2 5.1 4.9 4.8
Government consumption 5.3 7.3 1.0 4.5 4.3 4.0
Gross fixed capital investment 3.4 4.5 3.0 3.2 3.5 3.4
Exports, goods and services -1.9 1.1 11.5 5.1 2.5 1.7
Imports, goods and services -5.1 5.6 4.3 1.1 1.6 1.5
Real GDP growth, at constant factor prices 3.1 5.4 5.0 4.8 4.2 3.9
Agriculture 4.2 4.0 3.5 3.4 3.2 3.0
Industry 2.3 4.4 5.3 4.7 3.9 3.5
Services 3.6 6.3 5.0 5.1 4.6 4.4
Employment rate (% of working-age population, 15 years+) 62.0 62.3 62.3 62.3 62.1 62.2
Inflation (consumer price index) 2.0 0.2 0.2 0.3 1.4 2.0
Current account balance (% of GDP) 2.4 1.4 2.2 2.1 0.9 0.3
Net foreign direct investment inflow (% of GDP) -0.1 -0.8 -0.9 -0.5 -0.2 -0.1
Fiscal balance (% of GDP)* -6.1 -5.5 -6.5 -8.1 -7.6 -7.0
Revenues (% of GDP) 31.7 31.7 29.9 28.9 28.7 28.6
Debt (% of GDP) 49.4 54.7 60.7 70.8 77.9 82.5
Primary balance (% of GDP) -5.4 -4.7 -5.7 -7.1 -6.6 -5.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)*> 19.5 17.2 15.2 13.4 11.9 10.5
GHG emissions growth (mtCO2e) 0.1 3.3 3.2 3.0 2.6 2.5

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ The adjusted fiscal balance adds up the public finance budget, the government fund budget, the state capital management fund budget and the social security fund budget.
2/ Last grouped data available to calculate poverty is for 2021 provided by NBS. Actual data: 2021. Nowcast: 2022-2024. Forecasts are from 2025 to 2027.
3/ Projection using neutral distribution (2021) with pass-through = 0.85 based on GDP per capita in constant LCU.
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GDP growth is projected to soften to 2.9 percent in 2025,
supported by sustained tourism. Expansionary fiscal policy
is expected to persist through the 2026 election period,
supporting growth but slowing debt reduction. Risks include
elevated trade uncertainty, natural disasters, skilled labor
shortages, and commodity price shocks. Structural reforms
along with fiscal consolidation are critical to mitigate risks
and ensure sustainable growth and poverty reduction.

Key conditions and challenges

Fiji became an upper-middle-income country (UMIC) in 2014.
To reach the government objective of high-income status
within 20 years, it must overcome development challenges
linked to its small size and remoteness such as import de-
pendence and climate vulnerability. This requires implement-
ing reforms that enhance private investment, productivity,
workforce skills, and gender equality, including improving
business climate to support growth.

Output returned to pre-pandemic levels in 2023, led by a strong
tourism recovery following the reopening of international bor-
ders in late 2022. However, the pandemic left behind a substan-
tially higher public debt, limiting fiscal space for future shocks.
Tourism remains a key growth driver, but demand may be con-
strained by high destination costs and supply-side challenges
such as limited hotel capacity and labor shortages.

The economic recovery has bolstered Fiji's poverty reduction ef-
forts. Projections of poverty rates, as measured by the upper-mid-
dle-income country standard of living (US$8.30/day in 2021PPP),

Population' Poverty’
million millions living on less than $8.30/day

0.9 0.6

Life expectancy at birth’

School enrollment®

years primary (% gross)
67.3 107.6
GDP’ GDP per capita®

current US$, billion current US$

5.7 6085.5

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2019 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

estimate that poverty fell to 58.7 percent in 2024, which is be-
low the pre-pandemic level of 61.3 percent measured in the
2019/20 Household Income and Expenditure Survey. Extreme
poverty (US$3/day in 2021PPP) is very low in Fiji, at 4.7 percent
in 2019/20 and estimated at 3.8 percent in 2024.

Recent developments

The economy grew by 4 percent in 2024, above the 2010-19
average of 3.3 percent, driven by robust tourist arrivals that
exceeded pre-pandemic levels by 10 percent. Key growth sec-
tors include accommodation, transport, financial services, and
retail. Average inflation reached 4.5 percent in 2024, partially
attributed to VAT rate hike from 9 percent to 15 percent and
minimum wage increase in August 2024. A monthly panel sur-
vey by the World Bank showed that nearly all households felt
the pressures of inflation in 2024. Monetary policy remained
accommodative with the overnight policy rate held steady at
0.25 percent since 2020.

The current account deficit stabilized at 7.7 of GDP in 2024 due
to steady tourism receipts and remittance inflows, partially driven

FIGURE 1/ Real GDP growth and sectoral contributions to real
GDP growth
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Sources: Ministry of Finance, IMF, and World Bank staff estimates.

FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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by Fijians in labor mobility schemes in Australia and New Zealand.
Foreign reserves remain at a comfortable level, equivalent to six
months of retained imports as of end-2024.

The fiscal deficit narrowed to 2.3 percent of GDP in 2024 from
4.5 percent in 2023, driven by tax buoyancy reflecting FY24
Budget fiscal consolidation measures that include adjustments
to the VAT, corporate income tax, departure tax, water re-
source tax, and customs and excise duty rates. Gains from
these fiscal consolidation policies were partly offset by high-
er recurrent spending. The deficit was financed through exter-
nal concessional and domestic borrowing. Public debt declined
from 81.2 percent of GDP in 2023 to 80.9 percent in 2024, sup-
ported by a primary surplus of 1.6 percent of GDP and above
average economic growth.

Qutlook

The economy is expected to grow by 2.9 percent in 2025, up
from the 2.6 percent projection made in April during the peak
of the global tariff policy uncertainty. Growth is expected to
reach 3.1 percent by 2027, supported by stable tourism. Ro-
bust growth is projected to reduce poverty to 57.2 percent in
2025 and 53.5 percent by 2027 by upper middle-income coun-
try standards. The World Bank’s panel survey shows inflation
eased slightly in early 2025, and respondents felt it was a bet-
ter time to find work or start a business than in 2024. The
headline inflation is projected to decrease to around 3 percent
over the medium term.

The current account deficit is projected to reach 7.3 percent of
GDP in 2025, driven by a narrowing trade deficit and stable in-
flows from tourism and remittances. Remittances are projected
to stay above a tenth of GDP and tourism earnings to gradually
approach a fifth of GDP over the medium term. The deficit will
be largely financed by official borrowing. Foreign reserves are
projected to remain adequate over the medium term at above
4.5 months of imports, slightly below the International Mone-
tary Fund's (IMF) recommended threshold of 4.9 months which is
based on the Assessing Reserve Adequacy (ARA) metric for Fiji.

The FY26 Budget adopted an expansionary fiscal stance in
response to global tariff policy shifts, marking a departure
from the fiscal consolidation path pursued in previous years.
This is expected to continue through 2026, delaying the debt
reduction and keeping projected public debt close to 80 per-
cent of GDP by 2027. The IMF's 2024 Article IV Debt Sus-
tainability Analysis (DSA) rated Fiji's risk of sovereign stress
as moderate, considering its vulnerability to macroeconomic
shocks and contingent liabilities. The World Bank's 2024 DSA
also found Fiji's public debt sustainable but facing high risk
of debt distress.

The outlook faces downside risks, including a renewed spike
in global trade uncertainty, skilled labor shortages, international
price shocks, and natural disasters. To mitigate these risks, struc-
tural reforms are essential, particularly those that enhance invest-
ment, productivity, and fiscal consolidation. These efforts are es-
sential to strengthen resilience, preserve macroeconomic stability,
and advance poverty reduction.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 19.8 7.5 4.0 2.9 3.0 3.1
Real GDP growth, at constant factor prices 16.0 9.1 4.0 2.9 3.0 3.1
Agriculture 4.0 4.7 1.8 4.5 4.5 4.1
Industry 8.3 -4.9 7.9 3.6 5.0 5.8
Services 20.7 13.9 3.4 2.5 2.3 2.3
Inflation (consumer price index) 3.1 5.1 1.3 1.5 2.8 3.0
Current account balance (% of GDP) -17.3 -7.7 -7.7 -7.3 -7.9 -7.5
Net foreign direct investment inflow (% of GDP) 1.8 1.1 2.8 3.8 4.0 3.6
Fiscal balance (% of GDP) -10.3 -4.5 -2.3 -4.7 -5.2 -3.8
Revenues (% of GDP) 21.7 25.3 29.0 28.0 27.0 27.0
Debt (% of GDP) 86.5 81.2 80.9 81.4 81.6 80.7
Primary balance (% of GDP) -6.6 -0.5 1.6 -0.9 -1.7 -0.5
International poverty rate ($3.00 in 2021 PPP)"2 5.6 4.4 3.8 3.5 3.1 2.8
Lower middle-income poverty rate ($4.20 in 2021 PPP)'2 17.2 14.7 13.4 12.5 11.9 11.1
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 64.7 60.7 58.7 57.2 55.4 53.5
GHG emissions growth (mtCO2e) 19.8 7.5 4.0 2.9 3.0 3.1

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on EAPPOV harmonization, using 2019-HIES. Actual data: 2019. Nowcast: 2020-2024. Forecasts are from 2025 to 2027.
2/ Projection using neutral distribution (2019) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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INDONESIA

Supported by rising investment and fiscal stimulus, growth is
projected at 4.8 percent despite challenging global environ-
ment and slightly softening consumption. Poverty continues
to decline, underpinned by increased fiscal transfers, but
limited creation of quality jobs has fueled social pressures.
Sustaining robust growth and expanding better jobs will
require accelerating structural reforms.

Key conditions and challenges

Sustained strong growth has lifted 12 million out of poverty
since 2000, enabling the country to reach upper middle-income
status in 2023. Unemployment has halved and labor force par-
ticipation is steady at 70 percent. Rising labor earnings have
driven poverty reduction. However, jobs are concentrated in
low-productivity, informal services. Due to barriers to competi-
tion and policy distortions, manufacturing and high-value ser-
vices have not generated sufficient high-quality jobs, which
entrenched informality, hampered productivity and real wage
growth, and constrained opportunities for the growing work-
force. Real consumption growth among middle-class has lagged
both the poorest and richest groups, raising concerns about
social mobility.

Achieving the government goal of high-income status by 2045
calls for a reversal of these trends. Beyond investments in hu-
man and physical capital, a more predictable and competitive
business environment, and greater private capital mobilization
into productive, job-rich activities will be critical. Reforms in
licensing, investment liberalization, trade and logistics, digital

Population' Poverty’
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Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

services, and financial sector deepening, could raise potential
growth and foster better job creation.

Recent developments

The economy grew by 5 percent year-on-year (y/y) in the first half
of 2025 (H1-2025). Private consumption contributed more than
half of this growth, buoyed by government stimulus. Investment
added another 27 percent, driven by private construction and
public procurement of defense equipment. On the supply side,
growth was led by services such as tourism and transport (up 6.9
and 8.8 percent y/y, respectively), while tradable manufacturing
grew more slowly (up 4.3 percent).

Inflation rose gradually from 1.6 percent at end-2024 to 2.4 per-
cent y/y in July, partly driven by rice distribution delays and gold
price rallies, but remained within Bank Indonesia’s (BI) target
band. With inflation low and the Rupiah relatively stable, Bl cut
interest rates by a cumulative 125 basis points in 2025. Yet, shal-
low financial markets have limited policy transmission, keeping
lending rates elevated and private credit growth below Bl's 2025
target of 8-11 percent.

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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The fiscal deficit widened to 0.9 percent of GDP in H1-2025,
as revenues declined while spending was re-prioritized towards
social programs. Revenues dropped to 5.0 percent of GDP, re-
flecting lower commodity prices, forgone state-owned enterprise
(SOE) dividends redirected to the new holding company Danan-
tara, and VAT rate hike reversal. Meanwhile, spending fell to 5.9
percent of GDP, but shifted toward social transfers such as nutri-
tious meals, housing, and cooperatives programs (combined 1.1
percent of GDP), two stimulus packages, as well as energy and
food security. This helped support private consumption, but at
the cost of investment weighing on future growth.

The current account deficit (CAD) remained flat at 0.1 percent of
GDP in H1-2025. Tightening financial conditions led to a reversal of
portfolio investment in April, prompting Bl to intervene to stabilize
the Rupiah, resulting foreign reserves dropped by USD 3.1 billion
compared to end-2024 but remain adequate, covering 6.2 months
of imports and external debt service.

Amid robust growth and low inflation, the poverty rate declined
from 21.9 percent in March 2023 to 19.9 percent in March 2024
(USD 4.2 2021 PPP). However, the labor market remains soft,
with unemployment at 4.8 percent in February 2025 and high
informality. Job quality weakened further as real wages in high-
value services declined. Nationwide demonstrations in August,
highlight the risk of social unrest if growth does not deliver more
inclusive opportunities.

Qutlook

Growth is projected at 4.8 percent in 2025 and will be anchored
by private investment and private consumption supported through

lower interest rates, fiscal stimulus, and low inflation. Planned
investments through Danantara are expected to gradually ac-
celerate, further boosting domestic demand with growth pro-
jected to edge up to 5.0 percent by 2027. As the output gap
closes, inflation is projected to pick up but will remain within
Bl's target band.

The fiscal deficit is projected to reach 2.8 percent of GDP by
2027 with increased fiscal spending on priority programs part-
ly financed through higher revenue from improved tax admin-
istration. However, higher borrowing costs and budget deficits
will increase interest payments to 2.5 percent of GDP and raise
gross financing needs to 7.0 percent of GDP by 2027, financed
largely from domestic sources.

The CAD is expected to widen to 1.7 percent of GDP by 2027 as
commodity prices soften and growth slows in China. Downstream-
ing projects are expected to attract foreign direct investment (FDI),
the largest source of external financing.

The risks to the outlook are balanced. Downside risks include
global trade uncertainty, delays in implementing investment
projects, social instability and shifts in fiscal priorities. Upside
risks include a rebound in commodities prices, faster progress
on deregulation, and new trade agreements that could boost
exports and investment.

Sustained growth will drive continued poverty reduction
through 2027, with the poverty rate falling by 5.2 per-
centage points to 14.7 percent. Employment growth and
job quality, including expanding social insurance coverage,
is crucial to providing greater security for vulnerable and
middle-class households.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 5.3 5.0 5.0 4.8 4.8 5.0
Private consumption 5.0 4.9 5.1 4.9 4.9 4.9
Government consumption -4.4 3.0 6.6 -3.6 2.0 0.5
Gross fixed capital investment 3.9 3.8 4.6 6.1 6.2 6.3
Exports, goods and services 16.2 1.3 6.5 7.0 6.0 7.0
Imports, goods and services 15.0 -1.6 7.9 5.9 6.7 6.9
Real GDP growth, at constant factor prices 4.9 5.1 5.1 4.8 4.8 5.0
Agriculture 2.3 1.3 0.7 3.6 3.0 3.0
Industry 4.1 5.0 5.2 4.0 4.2 4.2
Services 6.5 6.1 6.2 5.9 5.8 6.1
Employment rate (% of working-age population, 15 years+) 64.6 65.8 67.2 67.7 67.7 67.7
Inflation (consumer price index) 4.1 3.7 2.3 1.7 2.6 2.6
Current account balance (% of GDP) 1.0 -0.1 -0.6 -1.3 -1.6 -1.7
Net foreign direct investment inflow (% of GDP) 1.4 1.1 1.1 1.2 1.3 1.5
Fiscal balance (% of GDP) -2.4 -1.6 -2.3 -2.7 -2.7 -2.8
Revenues (% of GDP) 13.5 13.3 12.8 11.9 12.2 12.4
Debt (% of GDP) 39.7 39.2 39.8 41.1 41.8 42.4
Primary balance (% of GDP) -0.4 0.5 -0.1 -0.5 -0.3 -0.3
International poverty rate ($3.00 in 2021 PPP)"2 7.9 6.7 5.4 4.5 3.8 3.2
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 23.7 21.9 19.9 17.9 16.3 14.7
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 70.3 69.6 68.3 66.6 65.2 63.7
GHG emissions growth (mtCO2e) 6.5 4.2 3.4 2.5 2.7 2.9

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on EAPPOV harmonization, using 2011-SUSENAS and 2024-SUSENAS. Actual data: 2024. Forecasts are from 2025 to 2027.
2/ Projection using annualized elasticity (2011-2024) with pass-through = 1 based on GDP per capita in constant LCU.
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LAO PDR

Macroeconomic imbalances persist despite policy tightening,
which has helped to stabilize the exchange rate and ease in-
flation. High public debt constrains growth and poverty re-
duction. GDP growth is projected to ease to 3.7 percent in
2025 while household income growth remains below infla-
tion. Poverty, measured at the international poverty line for
lower-middle income countries ($4.20, 2021 PPP), largely re-
mains unchanged relative to 2024 at 33.1 percent.

Key conditions and challenges

Despite recent improvements, macroeconomic imbal-
ances persist. Public and publicly guaranteed (PPG) debt
declined but remained high at 94 percent of GDP in
2024. Between 2020 and 2024, deferred external debt
repayments totaled around 15 percent of GDP, easing
short-term foreign exchange liquidity pressures but leav-
ing long-term solvency challenges unresolved. External
debt service is projected to average $1.2 billion (6 per-
cent of GDP) annually from 2025-2029, implying liquidity
and exchange rate risks.

Debt pressures weigh on exchange rate stability and infla-
tion. Large debt servicing requirements make it essential
to create fiscal space for human capital development and
other growth-oriented priorities. Declining real wages and
currency depreciation have fueled outward migration and
discouraged wage employment. Recent growth has been
driven by external demand, making it susceptible to slow-
down in main trading partners.
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Recent developments

Economic activity was resilient in early 2025, with real growth de-
celerating to 3.7 percent, supported by tourism, transport, min-
ing, and electrical manufacturing. Inflation fell sharply from 26.1
percent in July 2024 to 5 percent in August 2025, aided by ex-
change rate stabilization. The average official Kip/US$ exchange
rate appreciated 1.3 percent during January-july 2025 year-on-
year, and the parallel market gap narrowing to 1.1 percent in
July. These developments eased pressures on households and
firms but sustaining momentum will require addressing under-
lying structural imbalances.

Macro instability reshaped labor market dynamics, with wage
employment falling from 43.7 to 36.1 percent, while self-employ-
ment more than doubled from 27.6 to 58.6 percent and agri-
culture employment rose from 43.5 to 50.9 percent. Declining
real wages and currency depreciation fueled outward labor mi-
gration, with official numbers to South Korea doubling and to
Thailand rising by 25.2 percent between December 2023 and
December 2024.

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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Recently, however, the shift toward self-employment has
slowed and wage growth outpaced the growth of non-farm
business profit in December 2024. The share of commercial
farming households also increased from 55.4 to 60.2 percent
between mid-2024 and January 2025. These trends highlight
not only the costs of instability, such as reduced wage em-
ployment, heightened informality and labor outflows, but al-
so the potential for stabilization to gradually restore more
sustainable employment.

High inflation forced households to cut spending sharply: nearly
half reduced food consumption and a third cut health and educa-
tion spending in early 2025. Out-of-school rates increased to 7.4
percent in January 2025 from 6.6 percent a year earlier overall and
particularly among rural and low-income households. These devel-
opments underscore how macroeconomic volatility directly erodes
human capital and slows poverty reduction.

The external balance improved in the first half of 2025, with a larg-
er current account surplus. This was supported by a 35 percent
surge in exports, driven by front-loaded electrical equipment ex-
ports prior to anticipated trade barriers. Gross reserves rose to
$2.8 billion in May, but net foreign reserves, excluding the currency
swap, covered only 2.1 months of imports, highlighting foreign ex-
change liquidity risks.

Fiscal consolidation strengthened, with fiscal and primary surplus-
es rising to 3.3 and 3.6 percent of GDP, respectively, in Q12025
from 1.2 and 1.9 percent a year earlier. Domestic revenue grew
by 35 percent year-on-year, supported by hydropower royalties, in-
come tax, and VAT, while fiscal spending remained stable. Howev-
er, interest payments are projected to account for 19 percent of to-
tal expenditures in 2025, compared to only 10 percent for human
capital investment.

Higher monetary policy rate and issuance of securities in 2024
slowed broad money growth, helping to ease exchange rate and
inflation pressures. The introduction of the Treasury Single Ac-
count and repatriation and conversion requirements for foreign
exchange complement these effects. The central bank is now

signaling gradual monetary easing, balancing stabilization with
the need to support growth.

Qutlook

Growth is projected to ease from 4.1 percent in 2024 to 3.7 per-
cent in 2025, with inflation moderating as the Kip stabilizes. Di-
rect exposure to new trade barriers is limited (under 3 percent
of exports), but spillovers from slower growth in China, Thailand,
and Vietnam, destinations for over 80 percent of exports, pose
larger risks. The authorities plan to sustain fiscal surpluses,
through strengthening tax administration, restoring fuel excises,
and control spending growth.

Macroeconomic volatility will continue to hinder poverty reduction
efforts. Inflation, although easing, will continue eroding real wages
and household incomes, while cuts in household spending on food
and human capital spending threaten long-term poverty reduction.
About 44.8 percent of low-income households reported climate-re-
lated crop losses, compared with 38.8 percent of better-off house-
holds, underscoring rising vulnerability. The poverty rate is project-
ed to decline only marginally, from 33.4 percent in 2024 to 33.1
percent in 2025.

Risks remain significant. Global trade uncertainty and spillovers
from key partners could weaken external demand and under-
mine exports. Foreign exchange liquidity pressures, limited cap-
ital market access, slow structural reforms, weak bank balance
sheets, and rising financing needs pose vulnerabilities. Exchange
rate volatility, higher-than-expected inflation, natural disasters,
and emigration pose additional risks to growth.

Addressing macroeconomic instability requires five critical re-
forms: (i) revenue mobilization (curbing tax exemptions, restoring
fuel excises, and reforming health taxes); (ii) establishing a strong
institutional and legal framework for public-private partnerships;
(iii) finalizing debt negotiations; (iv) enhancing bank supervision;
and (v) modernizing registration, simplifying licensing process and
advancing electronic customs procedures.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 2.7 3.7 4.1 3.7 3.6 3.4
Real GDP growth, at constant factor prices 2.7 3.7 4.1 3.7 3.6 3.4
Agriculture 1.6 2.4 3.0 3.1 3.1 3.0
Industry 3.3 2.6 3.7 3.1 3.1 2.9
Services 2.5 5.5 5.0 4.6 4.3 4.0
Inflation (consumer price index) 22.7 31.2 23.3 8.4 7.9 7.5
Current account balance (% of GDP) -3.0 2.7 3.4 2.4 2.0 1.5
Fiscal balance (% of GDP) -0.2 0.7 2.3 1.5 1.0 0.8
Revenues (% of GDP) 14.7 16.5 19.1 19.5 18.9 18.9
Debt (% of GDP) 130.9 115.9 94.0 91.6 86.0 82.0
Primary balance (% of GDP) 1.3 2.7 5.3 4.6 3.5 3.0
International poverty rate ($3.00 in 2021 PPP)"2 15.1 14.9 14.6 14.4 14.2 14.0
Lower middle-income poverty rate ($4.20 in 2021 PPP)*2 34.2 33.8 33.4 33.1 32.8 32.5
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 74.5 74.2 73.8 73.5 73.1 72.8
GHG emissions growth (mtCO2e) -0.3 4.8 6.0 6.2 6.7 7.1

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on EAPPOV harmonization, using 2012-LECS and 2018-LECS. Actual data: 2018. Nowcast: 2019-2024. Forecasts are from 2025 to 2027.
2/ Projection using annualized elasticity (2012-2018) with pass-through = 0.7 based on GDP per capita in constant LCU.
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MALAYSIA

Malaysia’s growth is expected to ease to 4.1 percent in 2025,
reflecting external headwinds that are only partially offset by
robust domestic demand. Fiscal consolidation has relied on
spending cuts, yet high debt and weakening revenues high-
light the need for stronger revenue mobilization. Poverty
and inequality remain persistent challenges, requiring struc-
tural reforms and sustained efforts to create better jobs,
manage living costs, and foster inclusive, sustainable growth.

Key conditions and challenges

Malaysia’s economy faces headwinds as external sector ac-
tivity softened, while domestic demand remained the main
growth driver. Growth is expected to ease further amid
weaker global demand, heightened trade tensions, and per-
sistent policy uncertainty. Although inflation has moderated,
concerns about living costs remain, especially among low-in-
come households. Perceptions that essential prices are rising
faster than incomes are reinforced by the July 2025 elec-
tricity tariff hike, which adds further pressure on household
utility expenses.

On the fiscal front, elevated debt levels highlight the impor-
tance of continued fiscal consolidation to comply with statu-
tory debt ceiling limits. However, recent fiscal consolidation
efforts have relied primarily on expenditure reductions amid
declining revenues, with the 13th Malaysia Plan (13MP) envis-
aging development expenditure to average 3.3-3.4 percent of
GDP between 2026 and 2030, compared to 4.4 percent during
2021-2025. To meet future spending priorities, strengthening
revenue mobilization is critical.

Population' Poverty’
million millions living on less than $8.30/day

35.6 1.0

Life expectancy at birth’ School enrollment”
years primary (% gross)

76.7 98.8

GDP’ GDP per capita®

current US$, billion current US$

422.2 11874.4

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2021 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

Moreover, with 48 percent of workers at high risk of automation,
investments in skills, digital infrastructure, and social protection
are critical to ensure Al adoption supports quality jobs. Green
jobs—paying 3.1 percent more on average—are expanding, of-
fering inclusive growth but requiring fiscal space for reskilling
and safety nets.

Recent developments

Malaysia’'s economy expanded by 4.4 percent in 1H 2025,
sustained by domestic demand amid softer external ac-
tivity. Private consumption rose 5.0 and 5.3 percent in
1Q and 2Q, supported by improving labor market condi-
tions, higher minimum wages, and civil service pay adjust-
ments. Gross fixed capital formation (GFCF) expanded 9.7
and 12.1 percent, driven by higher private machinery and
equipment spending and stronger capital outlays by pub-
lic corporations. In contrast, net exports growth slowed
to 19.6 percent in 1Q before contracting 72.6 percent
in 2Q, weighed down by lower mining exports, under-
scoring the economy’s vulnerability to external shocks
despite solid domestic momentum.

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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Headline and core inflation averaged 1.4 and 1.8 percent in 1H
2025, respectively. The decline in headline inflation reflected lower
global commodity prices, the base effect from diesel subsidy ra-
tionalization, and improved domestic food supply chains. In July,
the central bank cut the overnight policy rate by 25 basis points
to 2.75 percent—the first adjustment since 2023—citing external
headwinds and lowered its 2025 inflation forecast to 1.5-2.3 per-
cent. These measures provide support to household purchasing
power and domestic demand in the near term, but they also high-
light reliance on domestic drivers as external trade weakens.

Labor market conditions improved modestly in early 2025, with
employment growing 1.6 percent year-on-year in 2Q and real
median wages rising by about 4 percent annually. Overall, aver-
age monthly household income increased to RM9,155 in 2024.
These gains supported a continued decline in poverty, with the
national poverty rate falling to 5.8 percent in 2024. Using the
international upper-middle-income line ($8.30/day, 2021 PPP),
poverty stood at 2.9 percent in 2021. Meanwhile, income in-
equality also improved slightly, as the Gini index declined from
40.7 in 2021 to 39.0 in 2024.

Qutlook

Growth is projected to ease to 4.1 percent in 2025. This 0.2 per-
centage point upward revision from the April 2025 forecast reflects
stronger-than-expected private investment and export growth in
1H 2025, alongside additional fiscal and monetary policy support.
Private consumption is projected to expand 5.0 percent on firm
labor markets, wage measures, and income support. Public con-
sumption is projected to expand 4.0 percent, partly supported by
civil servant salary and pension increases. GFCF is expected to

moderate to 7.2 percent, as investment realization is partly
weighed by weaker business sentiment. Export growth is pro-
jected to ease to 2.9 percent, weighed by higher tariffs, a
stronger currency, and lower commodity output, partly offset
by tourism and resilient electronics and electricals demand. In-
flation is projected to ease to 1.6 percent in 2025, as cost and
demand pressures moderate.

Risks to the growth outlook are tilted to the downside. Externally,
rising trade barriers, persistent policy uncertainty, and weaker
growth in major economies could dampen global trade and invest-
ment, with sizable spillovers to Malaysia. Lower commodity prices
could also weigh on terms of trade and commodity-linked fiscal
revenues. Domestically, higher-than-expected inflation from sub-
sidy rationalization may constrain household spending, while ele-
vated uncertainty could delay investments. Adverse weather and
extended maintenance could disrupt commodity output. Upside
risks include favorable trade outcomes, stronger global growth,
higher commodity prices, and more resilient household demand
and investment implementation.

Poverty and inequality have declined but remain persistent chal-
lenges that demand structural reforms. The 13 MP's focus on “En-
hancing Social Mobility” underscores the commitment to ensuring
growth translates into broader opportunities and shared pros-
perity. To address immediate cost-of-living pressures, the govern-
ment has introduced cash transfers, reduced retail fuel prices,
and plans to rationalize RON95 fuel subsidies in October 2025.
Over the longer term, sustained efforts to strengthen human cap-
ital, promote mobility, and broaden economic participation will
be essential—not only to ease living-cost concerns but also to
reinforce social cohesion and stability, laying the foundation for
more sustainable and inclusive growth.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 9.0 3.5 5.1 4.1 4.1 4.0
Private consumption 11.4 4.6 5.1 5.0 49 4.9
Government consumption 5.6 3.4 4.7 4.0 3.6 3.4
Gross fixed capital investment 6.8 5.4 12.0 7.2 4.7 4.0
Exports, goods and services 14.5 -7.9 8.3 2.9 2.9 2.8
Imports, goods and services 16.0 -6.8 8.2 4.5 3.7 3.7
Real GDP growth, at constant factor prices 8.9 3.5 5.1 4.1 4.1 4.0
Agriculture 1.3 0.2 3.1 1.6 1.7 1.7
Industry 6.7 1.3 49 3.6 3.2 3.2
Services 11.5 5.3 5.5 4.8 4.9 4.8
Employment rate (% of working-age population, 15 years+) 63.1 63.1 63.2 63.2 63.2 63.2
Inflation (consumer price index) 3.4 2.5 1.8 1.6 2.2 2.2
Current account balance (% of GDP) 3.2 1.1 1.4 1.2 0.8 0.4
Net foreign direct investment inflow (% of GDP) 0.7 0.0 0.6 0.5 0.5 0.4
Fiscal balance (% of GDP) -5.5 -5.0 -4.1 -3.8 -3.4 -3.2
Revenues (% of GDP) 16.4 17.3 16.8 16.4 16.6 16.3
Debt (% of GDP) 60.1 64.3 64.6 64.9 64.5 64.3
Primary balance (% of GDP)* -3.2 2.5 -1.5 -1.2 -0.9 -0.8
International poverty rate ($3.00 in 2021 PPP)? 0.0 0.0 0.0 0.0 0.0 0.0
Lower middle-income poverty rate ($4.20 in 2021 PPP)? 0.0 0.0 0.0 0.0 0.0 0.0
Upper middle-income poverty rate ($8.30 in 2021 PPP)? 1.8 1.6 1.4 1.2 1.0 0.9
GHG emissions growth (mtCO2e) 3.7 -1.0 1.1 1.2 1.6 1.3

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ The primary balance excludes interest payments received.

2/ Projection using annualized elasticity (2013-2021) with pass-through = 1 based on private consumption per capita in constant LCU.

Macro Poverty Outlook / October 2025 19



MONGOLIA

Mongolia’s economy is projected to grow 5.9 percent in
2025, driven by a rebound in agriculture, higher copper pro-
duction, and robust household consumption. Lower coal
prices are weighing on fiscal performance and the external
position, while global trade uncertainty could further weaken
mining exports and dampen investor sentiment. Elevated in-
flation and stagnant real wages are expected to slow welfare
gains, leading to a moderate decline in poverty.

Key conditions and challenges

Despite robust growth, Mongolia’s macroeconomic pressures have
mounted as falling coal-related revenues, persistent inflation, and
external imbalances eroded fiscal and external buffers. Prompted
by the revenue shortfall, Parliament approved a mid-year budget
amendment. Although expenditure cuts only partly offset revenue
losses, the adjustment signaled greater budget discipline than last
year. These developments highlight the risks of continued heavy
reliance on the volatile mining sector and the urgency of advancing
diversification and structural reforms.

After rapid progress in 2024, household welfare gains have
slowed, reflecting the impact of high inflation and stagnating real
wages on household purchasing power, particularly in the min-
ing and services sectors. At the $8.3 per day line (2021 PPP), the
poverty rate is projected to decline from 14.8 percent in 2024 to
13.1 percent in 2025. With headline inflation remaining above the
BoM's target (4-8 percent range) and expected to stay elevated
due to exchange rate pressures and the necessary upcoming en-
ergy tariff reforms, the scope for further welfare gains is likely to
be constrained.

Population' Poverty’
million millions living on less than $8.30/day

3.5 0.8

Life expectancy at birth’

School enrollment®

years primary (% gross)
72.1 95.8
GDP’ GDP per capita®

current US$, billion current US$

23.6 6709.5

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2022 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

Recent developments

The economy remained resilient, expanding by 5.7 percent
in the first half of 2025, driven by a strong agricultural
rebound after two years of dzud (harsh winter) related
losses. Growth was also supported by the construction of
major infrastructure projects and moderate gains in ser-
vices. Mining growth was subdued as lower coal produc-
tion offset gains from the Oyu Tolgoi (OT) copper and gold
mine expansion. On the demand side, weak net exports
were more than offset by robust private consumption and
investment, boosted by the recovery of the livestock in-
dustry and rapid growth of consumer loans. The rebound
raised rural incomes, spurring household consumption and
contributing to higher investment as the herd was rebuild-
ing. In contrast, government consumption and investment
slowed amid mining-related revenue shortfalls.

Inflation eased to 8.1 percent in July 2025, from 9.6 percent in Feb-
ruary, driven by slower food price increases. However, inflation
remains slightly above the BoM's target. Price pressures persist
from last year's energy tariff reform, both directly and from higher

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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production costs, with a significant adverse impact on urban ger
households reliant on electricity for heating.

While real household consumption surged in 2024 on the back
of strong employment gains and rising pensions and wages, mo-
mentum has recently slowed. Despite robust wage-driven income
growth and a dynamic labor market with low unemployment,
consumption growth decelerated to 5.3 percent y-o-y in H1 2025,
from 16.8 percent a year earlier.

During January to July 2025, the fiscal balance shifted to a
deficit of 0.3 percent of GDP, compared with a surplus of 3.0
percent a year earlier, as coal-related revenues fell sharply
due to weaker prices, slowing public debt reduction. At the
same time, external pressures intensified, with the current
account deficit widening to 6.6 percent of GDP in H1 2025,
mainly due to a sharp drop in coal exports. Sluggish growth
in imports of machinery and investment goods, combined
with a rise in copper concentrate exports from the OT mine,
helped cushion the impact. As a result, the BoM maintained
international reserves of US$5.5 billion, or about 3.7 months
of imports of goods and services.

In response to these pressures, the 2025 budget was amended
to revise down revenue and expenditure projections. To contain
external imbalances and demand pressures from elevated off-
budget spending and rapid consumption credit growth, the BoM
has gradually tightened monetary and macroprudential policies
since Q4 2024.

Outlook

Despite a weaker global outlook and subdued coal performance,
Mongolia’s economy is projected to grow 5.9 percent, supported
by a strong agricultural rebound and higher copper output from
the OT mine. Although the budget amendment reduced capital
spending, SOE- and off-budget-financed infrastructure projects
remain key growth drivers. Low coal prices are projected to result
in a narrow fiscal surplus and sustain a large external deficit.

The 2026-27 outlook remains stable, with GDP growth averaging
5.5 percent, supported by elevated copper mining, continued re-
covery in agriculture and food processing, and public infrastructure
construction. Inflation is projected to fall just below the upper
bound of the BoM's target, but slower wage growth is expected to
weigh on household consumption. Poverty, measured at the $8.3
per day (2021 PPP) line is projected to decline moderately, as lin-
gering price pressures constrain further progress.

Risks to the growth outlook remain significant. Prolonged global
trade policy uncertainty could further weaken demand in major
trading partners, depress commodity prices, and weigh on export
growth, fiscal revenues, and investor sentiment. Conversely,
stronger-than-expected growth in China could boost external de-
mand and commodity prices. Domestically, a prolonged drought
threatens the fall crop harvest and livestock resilience over win-
ter, raising risks of food shortages, higher prices, and a slower
agricultural recovery.

Recent history and projections 2022 2023 2024 2025e  2026f  2027f
Real GDP growth, at constant market prices 5.0 7.2 5.1 5.9 5.6 5.5
Private consumption 8.1 9.7 13.1 5.5 6.4 5.4
Government consumption 6.9 3.2 14.2 1.0 1.1 5.5
Gross fixed capital investment 13.2 5.3 22.4 8.6 3.4 6.5
Exports, goods and services 32.3 33.2 0.7 2.8 6.3 5.3
Imports, goods and services 29.1 18.9 17.5 3.7 4.9 5.6
Real GDP growth, at constant factor prices 4.2 7.5 3.2 5.9 5.6 5.5
Agriculture 12.0 -8.9 -28.7 30.0 6.3 5.2
Industry -4.5 12.9 6.0 4.5 6.2 5.9
Services 6.9 9.9 10.0 2.6 5.1 5.3
Inflation (consumer price index) 15.2 10.4 6.8 9.0 7.5 6.8
Current account balance (% of GDP) -13.2 0.6 -10.5 -13.1 -12.3 -10.9
Net foreign direct investment inflow (% of GDP) 13.9 10.6 11.5 8.0 7.1 6.3
Fiscal balance (% of GDP) 0.7 2.6 1.3 0.2 0.3 -0.6
Revenues (% of GDP) 33.8 34.3 39.1 35.1 33.9 33.3
Debt (% of GDP)! 62.0 44.4 42.8 42.6 37.6 34.3
Primary balance (% of GDP) 1.8 3.8 2.3 1.2 1.3 0.2
International poverty rate ($3.00 in 2021 PPP)*? 0.4 0.3 0.2 0.2 0.1 0.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)>> 2.3 1.6 0.9 0.8 0.5 0.5
Upper middle-income poverty rate ($8.30 in 2021 PPP)*> 24.4 20.2 14.8 13.1 11.1 9.7
GHG emissions growth (mtCO2e) 4.1 1.2 -2.7 3.9 5.0 4.8

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Debt excludes the BoM's liability under the PBOC swap line (3.8% of GDP as of the end of 2024).
2/ Calculations based on EAPPOV harmonization, using 2022-HSES. Actual data: 2022. Nowcast: 2023-2024. Forecasts are from 2025 to 2027.
3/ Projection using neutral distribution (2022) with pass-through = 1 (High (1)) based on private consumption per capita in constant LCU.
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MYANMAR

The economy suffered severe setbacks from conflict and dis-
asters, including a March 2025 earthquake that caused
$10.97 billion in damage (14 percent of GDP). Poverty rose
to 317 percent as job quality and incomes declined. Real GDP
is expected to shrink by 2.5 percent in FY2025/26, marking a
second consecutive year of decline; a modest 3 percent re-
covery is possible next year, but conflict and power outages
remain key risks.

Key conditions and challenges

Myanmar’s economy remains weighed down by conflict, with
natural disasters adding to severe structural weaknesses. The
March 2025 earthquake, coming only six months after Typhoon
Yagi caused a 1 percent contraction in FY2024/25, inflicted
damage on the order of 14 percent of GDP. Conflict remains
pervasive, with an estimated 3.5 million people displaced as of
August 2025, disrupting transport, agriculture, tourism, mining,
and border trade.

Poverty has climbed to 31 percent (based on the 2024/25 phone
survey), well above the official estimate of 24.8 percent in 2017.
Household consumption continues to be adversely affected by
declining job quality and falling real income, with nominal wages
failing to keep pace with inflation.

Labor is shifting back into low-productivity agriculture, even
among the highly educated, from industry and services, reversing
earlier gains in structural transformation. The share of college-ed-
ucated agricultural workers rose from 18 to 22 percent between
2023 and 2024, while service sector employment dropped from

Population' Poverty’
million millions living on less than $4.20/day

54.5 15.1

Life expectancy at birth’ School enrollment”

years primary (% gross)
66.9 118.9
GDP’ GDP per capita®

current US$, billion current US$

74.1 1359.3

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2017 (2021 PPPs). 3/ 2023.
4/2018. 5/ 2024. 6/ 2024.

70 to 62 percent. Firms face mounting hiring challenges, driven
by insecurity and conflict, natural disasters, and conscription.

These dynamics point to deepening structural vulnerabilities.
Persistent conflict and recurring natural disasters are under-
mining Myanmar's human capital, discouraging private invest-
ment, and entrenching reliance on subsistence agriculture.
Without greater stability and investment in resilience, the econ-
omy risks a prolonged period of stagnation, with limited pover-
ty reduction and a reversal of progress in diversification and
productivity growth.

Recent developments

The March earthquake caused an estimated USD 10.97 billion
in physical damages (14 percent of GDP) and a 4 percent loss
in GDP (USD 2.6 billion), disrupting manufacturing and ser-
vices sectors. The authorities’ relief and reconstruction commit-
ments, roughly USD 1 billion in total, cover only a fraction of
recovery and reconstruction needs. Household consumption, in
turn, is expected to decline by 3.9 percent, significantly above
the GDP loss.

FIGURE 1 / Real GDP growth and contributions to real GDP growth
by sector
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Economic activity has deteriorated across sectors. Manufacturing
output contracted sharply following the earthquake, with the Pur-
chasing Managers' Index (PMI) signaling steep declines in new or-
ders, output and employment. Agriculture suffered from flooding
and conflict, with rice production dropping by 6 percent to 16.3 mil-
lion in FY2024/25. Firms report operating at two-thirds of capacity
on average, while only one third of firms operate at full capacity.
Power outages have intensified, affecting three-quarters of firms
and constraining production.

The trade balance recorded a surplus of about 2 percent of GDP
in the six months to March 2025, but this reflects import com-
pression rather than stronger competitiveness. Imports fell 12
percent due to tighter import controls, trade restrictions and bor-
der conflict, while exports rose 7 percent, largely from stronger
agriculture exports. Firms faced shortages of imported inputs,
limiting production and fueling inflation.

Inflation, although easing, remains high. Headline inflation fell
from 26.9 percent in July 2024 to 21.3 percent in July 2025. As
both food and nonfood inflation moderated, due to more sta-
ble staple prices, and lower fuel, transport, and cement costs.
The kyat stabilized against the US dollar since October, aided
by Central Bank of Myanmar (CBM) foreign exchange interven-
tions, import restrictions, and stricter currency controls. How-
ever, multiple exchange rates continue to distort prices and
hinder investment.

Fiscal pressures have intensified. The budget deficit increased by
1.2 percentage points to 4.1 percent of GDP in FY2024/25, and is
projected to widen to 4.9 percent by FY2025/26. Budget financing
relies heavily on CBM given limited access to external borrowing.

Public debt is projected to remain around 63 percent of GDP,
as higher domestic borrowing and slow growth are offset by the
impact of inflation.

Qutlook

Real GDP is projected to contract by 2.5 percent in FY2025/
26, driven mainly by the impact of the earthquake which has
exacerbated existing fragilities, severely disrupting manufactur-
ing, services and construction. Consequently, the economy is
expected to be 13 percent smaller than its pre-pandemic size,
with the poverty rate anticipated to rise by 2.8 percentage
points, particularly in rural areas.

A modest, 3 percent rebound is projected for FY2026/27 sup-
ported by reconstruction and some recovery in business activity.
However, financing constraints, logistics bottlenecks, power and
labor shortages, trade restrictions, and weak domestic demand
will limit the rebound. Without stronger investment and stability,
growth is unlikely to restore the pre-crisis momentum.

Risks remain tilted to the downside. Delayed recovery in earth-
quake-hit areas, insufficient reconstruction support from the au-
thorities, and persistent insecurity, including election-related con-
flict, could stall progress in business activity. Additional disasters
or tighter trade restrictions and currency controls would worsen
shortages of key imports, raise inflationary pressures, and further
undermine business confidence and investor sentiment. In sum,
the combination of conflict, disasters, and policy distortions threat-
ens to lock Myanmar into a cycle of weak growth, rising poverty,
and increasing vulnerability.

Recent history and projections 2021 2022 2023e  2024e  2025f  2026f
Real GDP growth, at constant market prices -12.0 4.7 1.0 -1.0 -1.8 3.0
Real GDP growth, at constant factor prices -12.0 4.0 1.0 -1.0 -2.5 3.0
Agriculture -12.8 -2.2 2.0 -3.8 0.1 1.4
Industry -8.2 8.0 0.0 -0.2 -3.7 4.1
Services -15.5 3.1 1.6 -0.4 -2.5 2.6
Employment rate (% of working-age population, 15 years+) 52.8 53.5 53.6 53.5 53.5 53.5
Inflation (consumer price index) 9.6 27.2 27.5 28.8 26.5 22.1
Current account balance (% of GDP) -2.4 -3.5 -2.2 1.2 -2.4 -2.1
Fiscal balance (% of GDP) -1.4 -2.8 -2.8 -4.1 -4.9 -5.0
Revenues (% of GDP) 11.1 21.3 19.9 23.1 22.4 22.9
Public sector debt (% of GDP) 60.1 58.8 62.2 62.4 62.6 63.5
Primary balance (% of GDP) 0.0 -0.6 -0.9 -2.1 -2.9 -2.8
GHG emissions growth (mtCO2e) -3.3 -4.3 0.6 0.4 -0.3 0.9

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

Estimates and projections are for years ended March. The GDP growth forecast for FY25/26 will be revised once the earthquake's economic impact becomes clearer.
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NORTH PACIFIC
ISLANDS

The North Pacific sustained its recovery in FY24, driven by
robust fisheries activity, public investment, and tourism.
Growth will support a gradual decline in poverty, supported
by Compact funding. The outlook remains vulnerable to nat-
ural hazards, while unresolved structural constraints, espe-
cially labor shortages, cloud long-term growth prospects.
Maintaining fiscal buffers is crucial to respond to natural
hazards without compromising long-term economic stability.

Key conditions and challenges

The North Pacific's recovery is driven by robust fisheries activity,
strong public investment, and a gradual rebound in tourism, but
the momentum is uneven. A shrinking labor force and weak in-
frastructure constrain productivity, while climate shocks regularly
disrupt activity and divert fiscal resources. Without a stronger pri-
vate sector role and investment in diversification, growth will re-
main reliant on a narrow set of sectors and vulnerable. Enhancing
resilience through climate adaptation and infrastructure upgrades
is not only critical for sustaining stable growth but also for creating
employment opportunities.

Recent developments

In the Federated States of Micronesia (FSM), growth remained
modest at 0.7 percent in FY24, supported by fisheries activity
and public investment spending, but maybe too little for poverty
reduction. Inflation eased to 5.4 percent but stayed above the
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pre-pandemic average, weighing on household consumption. Fis-
cal surpluses remained large at 7.7 percent of GDP, reflecting the
renewal of Compact funds and slow implementation of several
public infrastructure projects. By end-2024, public debt remained
low, at 15.1 percent of GDP.

In the Republic of the Marshall Islands (RMI), growth was stronger
at an estimated 3.0 percent in FY24, supported by strong domestic
demand, resilient fisheries activity, and solid public investment,
and contributing to a decline in poverty. Inflation remained elevat-
ed at over 5 percent, reflecting the pass-through effects of mini-
mum wage increases on demand and prices. A fiscal surplus of 3.1
percent of GDP is estimated in FY24, supported by stronger rev-
enues, including grant inflows. Public debt declined to 17.9 percent
of GDP, and preliminary assessments suggest an improvement in
debt sustainability with the renewal of Compact grants.

In Palau, economic growth reached an estimated 7.1 percent in
FY24, driven by a rebound in tourism—a sector that accounted
for roughly 40 percent of GDP before the pandemic. However,
the recovery remains incomplete, with visitor arrivals still at just

FIGURE 1/ Real GDP, relative to 2019 GDP
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60 percent of FY19 levels, falling short of earlier projections. In-
flation decelerated to around 4 percent, reflecting reduced im-
ported energy and food prices, compared to double-digit rates in
the previous year. An overall fiscal surplus of about 4.1 percent
of GDP is projected for FY24, supported by new Compact grants
and higher tax revenues. The implementation of the new goods
and services tax is expected to boost tax revenues by roughly 20
percent compared to FY23. Public debt remains high at around
70 percent of GDP but is largely concessional and on a declining
path, helping mitigate sustainability concerns.

Qutlook

Growth prospects in the North Pacific remain positive, sup-
ported by public investment in FSM, fisheries and construction
in RMI, and a delayed but strengthening tourism recovery
in Palau. This outlook points to continued poverty reduction
across the three countries, although projections are only avail-
able for RMI due to data limitations. Downside risks, howev-
er, dominate and relate to natural hazard and climate-related
shocks combined with persistent global uncertainty. Structural
challenges, such as limited labor resources, human capital con-
straints, and reliance on external funding, particularly Compact
funds, add further to vulnerabilities. These factors could weigh
on the sustainability of growth, poverty reduction, and fiscal
outcomes across the region.

FSM's growth is projected to strengthen slightly to 1.0 percent
in FY25, supported by a rebound in public investment linked
to infrastructure development in Yap. Collaboration with the
Philippines on labor migration is expected to temporarily offset
labor shortages. However, growth is projected to gradually soft-
en to 0.8 percent by FY27 as human capital constraints remain

unaddressed, limiting implementation capacity. Inflation is pro-
jected to continue moderating but remain above the pre-pan-
demic average. The fiscal surplus is expected to narrow further
in FY25 and beyond, amid declining fishing revenues and de-
spite higher Compact funds disbursements.

In RMI, growth is expected to soften to a still robust 2.5
percent in FY25, supported by an expansionary fiscal policy,
income tax relief measures, and Compact-funded spending.
Inflation is projected to ease slightly to 4.5 percent in FY25
but remains elevated in FY26 due to wage-driven cost pres-
sures and the rollout of the Universal Basic Income (UBI).
While UBI is expected to reduce poverty, its inflationary ef-
fects may dilute its impact. Modest fiscal surpluses are pro-
jected over the medium-term, supported by continued Com-
pact funding, though rising expenditures will pressure fiscal
balances. With population decline, real GDP growth trans-
lates into even higher per capita income gains, which are
expected to contribute to poverty reduction through FY27.

In Palau, visitor arrivals are projected to increase, driving estimat-
ed growth of 5.7 percent in FY25. Arrivals are expected to reach
about 90 percent of FY19 levels, supported by flights from Taipei
and Australia. A full recovery to pre-pandemic levels is anticipated
from FY26 onward, with the potential resumption of flights from
Japan and the opening of a large hotel and resort. Thus, Palau’s
recovery hinges on expected tourism developments. Inflation is
forecast to decline to 2.6 percent and remain near that level over
the medium term. Following strong tax revenue growth in FY24,
the pace of increase is expected to moderate in FY25 but remain
positive, contributing to a projected fiscal surplus of 2.3 percent.
Over the medium-term, a modest surplus averaging 1.2 percent
of GDP is projected, supported by Compact funding and buoyant
tax revenues linked to economic activity and tourism.

Recent history and projections 2022 2023e 2024f 2025f 2026f 2027f
Real GDP growth, at constant market prices
Federated States of Micronesia -0.9 0.8 0.7 1.0 1.5 0.8
Republic of the Marshall Islands -1.1 -4.0 3.0 2.5 4.1 24
Palau -1.3 1.9 7.1 5.7 3.5 2.7
Poverty rates of the Republic of the Marshall Islands
International poverty rate ($3.00 in 2021 PPP)12 1.9 2.0 1.9 1.8 1.0 0.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)*? 6.3 6.3 6.3 5.5 4.5 3.8
Upper middle-income poverty rate ($8.30 in 2021 PPP)™? 33.6 34.8 34.1 32.2 28.8 25.5

Source: Country authorities and World Bank, Poverty and Economic Policy Global Departments.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

Values for each country correspond to their fiscal years ending September 30.
1/ Calculations based on EAPPOV harmonization, using 2019-HIES.

2/ Projection using neutral distribution (2019) with pass-through = 1 (High) based on GDP per capita in constant LCU.
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PAPUA NEW
GUINEA

PapuaNew Guinea's economy s projectedto growby4.7 per-
centin 2025, driven by the non-resource sector. Fiscal consoli-
dation progressed, andthe currentaccount surplus widened.
Many households continue to struggle with rising prices and
hardship. Achieving more inclusive growth and poverty re-
duction will require enhancing human capital via improved
access to quality services, prudent macroeconomic manage-
ment, and a more supportive business environment.

Key conditions and challenges

Since independence in 1975, the economy has more than tripled in
size, but real GDP per capita has grown by only 0.9 percent annual-
ly. This is significantly below other lower-middle-income, resource-
exporting peers. Growth has also been volatile, reflecting high ex-
posure to swings in international commodity prices. The benefits
of growth have not been broadly shared: the capital-intensive re-
source sector has limited spillovers, while the non-resource sector
has consistently underperformed.

Weak human development outcomes present missed opportuni-
ties for faster and more inclusive economic growth. Papua New
Guinea (PNG) has some of the poorest nutrition outcomes in the
world, with 48.2 percent of all children under the age of five being
stunted. Furthermore, one quarter of youth are not in training, ed-
ucation, or employment, representing a lost generation of poten-
tial workers. Weak governance undermines the government's ca-
pacity to address these challenges effectively, leaving the country
vulnerable to external shocks and fragility-related risks.

Population' Poverty’
million millions living on less than $4.20/day

10.6 5.1

Life expectancy at birth’

School enrollment®

years primary (% gross)
66.1 109.5
GDP’ GDP per capita®

current US$, billion current US$

31.5 29771

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2009 (2021 PPPs). 3/ 2023.
4/2018. 5/ 2024. 6/ 2024.

Large segments of the population remain excluded from socio-eco-
nomic progress. According to the last household survey (2009), 40
percent of the population lived below the national poverty line, and
more recent surveys show little change. In 2016/18, using close
monetary correlates, the estimated poverty rate was 39 percent
and 81 percent of the population were multidimensionally poor,
one of the highest rates globally. In 2022, only 59 percent had ac-
cess to safe drinking water and 15 percent to an electricity grid.
High-frequency phone surveys conducted from April 2023 through
June 2025 indicate persistently high food insecurity, a proxy for
continued high poverty.

Recent developments

Real GDP growth reached 3.8 percent in 2024, similar to the 2023
growth rate and slightly below the structural peer average of 4.2
percent. Growth was underpinned by strong activity in the non-
resource sector, which expanded 4.5 percent on the back of im-
proved access to foreign exchange, increased agricultural produc-
tion and higher agricultural commodity prices. This shows that

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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Sources: Country authorities, IMF, and World Bank staff estimates and projections.

FIGURE 2 / Key fiscal and debt indicators
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when foreign exchange constraints ease, the non-resource sec-
tors can contribute meaningfully to growth, underscoring the im-
portance of reforms that sustain private sector activity beyond
the resource sector.

Headline inflation moderated to 0.6 percent in 2024, mostly dri-
ven by lower prices for some locally produced food items (e.g.
betelnut). This more than offset the passthrough of the kina de-
preciation to domestic prices. Nevertheless, food inflation, partic-
ularly relevant for poorer households, remained high at 4.4 per-
cent yoy through to Q2-2025, straining poorer households that
spend most of their income on staples like rice.

Fiscal consolidation continued in 2024, resulting in a steady nar-
rowing of the budget deficit to 3.2 percent of GDP, a 1.1 per-
centage point improvement from 2023. This was achieved main-
ly through tighter controls on goods and services spending and
public wages. As a result, public debt continued declining to just
below 50 percent of GDP.

The current account surplus improved significantly to 15.1 percent
of GDP, approximately 6 percentage points higher than in 2023.
This reflected a strong mineral export performance due to the re-
opening of the Porgera gold mine, as well as soaring copper and
gold prices. Agricultural exports also benefitted from high cocoa
and palm oil prices.

However, robust growth and export windfalls have not translated
into broad welfare gains, emphasizing the urgency of reforms to
strengthen resilience and inclusion. During the early phase of the
COVID-19 pandemic, poverty likely increased temporarily as indi-
cated by high food insecurity, recorded in phone surveys conduct-
ed in 2020 and 2021. By June 2022, however, food insecurity had
significantly declined, with only 9 percent of households report-
ing that they had gone an entire day without eating in the past 30
days—down from 21 percent in June 2021. Nonetheless, survey da-
ta from 2023 to 2025 reveal that many individuals continue to face
significant challenges to their well-being.

Outlook

Economic growth is projected to accelerate to 4.7 percent in
2025, driven by both the resource and non-resource sectors.
Higher production at the Porgera gold mine and the Ok Tedi
copper mine will drive resource sector growth. Medium-term
growth is projected at 3 percent as mining production nor-
malizes. Inflation is expected to rise to 4.8 percent in 2025
due to base effects and the passthrough from the kina's de-
preciation, and converge towards its historical average over
the medium term.

The current account surplus will narrow modestly in 2025 as im-
ports rebound, due to improved access to foreign exchange re-
serves. Nonetheless, the surplus is expected to remain above 10
percent of GDP over the medium term.

Continued implementation of the authorities’ fiscal repair plan is
expected to narrow the fiscal deficit, with a balanced budget pro-
jected from 2027. Public debt is set to decline, assuming continued
fiscal discipline and successful implementation of the Medium-
Term Debt Strategy (2024-2028).

The economic outlook is broadly positive, but risks are tilted to
the downside. Slower growth could result from lower export de-
mand, further decline in commodity prices, reduced business con-
fidence, political and social instability, and the impact of droughts
and other climate-related events. Given PNG's dependence on re-
source exports, commodity price declines could amplify the im-
pact of trade uncertainty, while persistent conflict and violence
pose ongoing threats to economic stability. The brief but disrup-
tive episode of violence and looting in January 2024 underscores
these risks. An important upside risk is the potential development
of large-scale liquefied natural gas (LNG) projects. A positive final
investment decision and the start of construction would significant-
ly boost investment and growth prospects, but also reinforce the
economy's exposure to resource-driven volatility.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 5.7 3.8 3.8 4.7 3.5 3.1
Real GDP growth, at constant factor prices 5.8 3.1 5.3 4.8 3.6 3.1
Agriculture 3.1 1.0 7.1 3.5 3.4 3.4
Industry 6.6 1.6 0.6 4.1 1.6 0.0
Services 6.3 5.0 8.4 5.7 5.0 5.1
Inflation (consumer price index) 5.3 2.3 0.6 4.8 4.6 4.6
Current account balance (% of GDP) 14.4 9.1 15.1 10.8 12.7 11.3
Net foreign direct investment inflow (% of GDP) -4.0 -0.9 -3.1 -1.2 -1.2 -1.2
Fiscal balance (% of GDP) -5.3 -4.3 -3.2 -2.6 -1.2 0.0
Revenues (% of GDP) 16.6 17.9 17.1 17.9 18.6 18.8
Debt (% of GDP) 48.2 53.9 49.5 47.5 45.8 43.2
Primary balance (% of GDP) -2.9 -1.8 -0.7 0.3 1.1 2.2
GHG emissions growth (mtCO2e) 0.4 -0.1 0.1 0.3 0.2 0.2

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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PHILIPPINES

Economic growth remained robust in early 2025, driven by
solid consumption and resilient exports. Inflation eased, the
labor market remained strong, and poverty continued to fall.
Growth is projected at 5.3 percent this year, supported by
monetary easing and public investment. Sustaining growth
momentum amid global uncertainty requires continued in-
vestment in infrastructure and human capital, and structural
reforms to reduce business costs and boost resilience.

Key conditions and challenges

Since 2010, the economy has doubled in size, and unemploy-
ment has fallen to record lows. This rapid growth expansion
was driven by pro-investment reforms and public investment in
infrastructure that crowded in private investment. Growth and
job creation were particularly dynamic in lagging regions, help-
ing narrow, although not eliminate, regional disparities. Overall
productivity growth lagged regional peers, partly due to lower
technology adoption and leading firms failing to scale up. Most
new jobs were created in non-tradable sectors, while exports
lost momentum. To grow faster-for-longer, the economy re-
quires investing in infrastructure and future-ready skills, lower-
ing trade costs, and enhancing the competitiveness and global
integration of firms.

Recent economic activity has been underpinned by resilient goods
trade, low inflation, and more accommodative macroeconomic
policies. Sustained disinflation, largely from declining rice prices,
improved household welfare that supported an uptick in private
consumption and provided space for continued monetary policy
easing. Goods exports grew faster than expected in the first half

Population' Poverty’
million millions living on less than $4.20/day

115.8 19.4

Life expectancy at birth’ School enrollment”

years primary (% gross)
69.8 93.4
GDP’ GDP per capita®

current US$, billion current US$

461.6 3984.8

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2023 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

(H1) of 2025, but slower global growth and higher new tariffs taking
effect in August are expected to dampen export growth in the near
term. Even so, the medium-term growth outlook remains favor-
able, driven by resilient private domestic demand.

Recent developments

Economic growth remained robust at 5.4 percent year-on-year in H1
2025. On the demand side, low inflation, a strong labor market, and
steadyremittanceinflows buoyed private consumption. Goods trade
growth accelerated as firms frontloaded shipments amid height-
ened global trade policy uncertainty, temporarily boosting manu-
facturing. However, the pre-election spending ban reduced public
construction, and a slump in tourism weighed on services exports,
underscoring the unevenness of the recovery across sectors.

Headline inflation averaged 1.7 percent as of August 2025,
below the central bank’'s 2-4 percent target, due to rice and
transport price disinflation. With inflation subdued, the cen-
tral bank has cut its policy rate by 75 basis points in 2025
and signaled further easing, providing support to growth
while maintaining price stability.

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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The fiscal deficit narrowed to 4.6 percent of GDP in Q2 2025,
in line with consolidation efforts. This improvement reflected a
1.1-percentage-points decline in spending, both recurrent and
capital. Despite the narrowing deficit, public debt is expected to
rise marginally to 61.5 percent of GDP in 2025.

Labor market and welfare outcomes highlight progress but also
persistent gaps. Higher wages and shifts in employment from
agriculture to services precipitated a steady decline in poverty,
which fell to 15.5 percent in 2023, returning to pre-pandemic
poverty levels. Even so, an estimated 4.8 million Filipinos cannot
afford a basic food basket, and 16.9 percent lived on less than
$4.20/day (2021 PPP), the poverty line for lower middle-income
countries. In 2023, inequality fell below 40, the international
threshold identifying high income inequality, but remains among
the highest in the region. This points to the need for policies that
ensure growth translates more evenly into welfare gains.

Employment indicators were broadly stable: the employment rate
steadied at 63.3 percent in June 2025, reflecting a marginal in-
crease in unemployment and a decline in labor force participation.
The underemployment rate fell to 7.2 percent, suggesting some
improvement in job quality. Services dominate the economy, em-
ploying 61.4 percent of workers, while the primary sector accounts
for 20.9 percent. Wage employment accounted for 63.0 percent of
jobs, relatively high compared to regional peers, indicating a rela-
tively formal labor market structure.

Qutlook

Despite weak global activity, annual growth is projected to av-
erage 5.4 percent in 2025-2027. Softer global demand and

persistent trade policy uncertainty will weigh on exports and
manufacturing, but the economy is expected to remain one of
the fastest-growing in East Asia and the Pacific. Growth will
be underpinned by resilient domestic demand, supported by
low inflation, monetary easing, and a strong labor market that
will sustain consumption. Investment is also expected to re-
main robust, anchored by public infrastructure spending above
5 percent of GDP even as fiscal consolidation advances, and
reinforced by reforms liberalizing key sectors such as telecoms,
transport, logistics, and renewable energy.

Poverty is projected to decline to 14.5 percent in 2025 and
12.2 percent by 2027, driven by sustained growth in labor
income. Yet nearly 30 percent of Filipinos remain at risk of
falling into poverty due to low incomes and exposure to
shocks, highlighting the need for improved job opportunities,
stronger safety nets, and policies addressing climate shocks
and food inflation.

Risks to the short-term outlook remain tilted to the down-
side. Globally, trade policy uncertainty could further weaken
investment, trade, and confidence, while new trade restric-
tions may raise inflation in key economies and constrain
monetary easing. Persistent geopolitical tensions risk lifting
commodity prices or disrupting global shipping. Domesti-
cally, delays in fiscal and structural reforms could slow
consolidation and weigh on medium-term growth, while
adverse weather could disrupt supply, depress agricultural
output, and raise food inflation. These risks underscore
the importance of maintaining structural reform momen-
tum, strengthening social protection and investment for
climate adaptation, and safeguarding fiscal and monetary
space to buffer shocks.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 7.6 5.5 5.7 5.3 5.4 5.5
Private consumption 8.3 5.5 4.9 5.3 5.5 5.6
Government consumption 5.1 0.3 7.3 7.2 6.7 6.4
Gross fixed capital investment 9.8 8.2 6.3 6.3 6.7 7.2
Exports, goods and services 11.0 1.3 3.3 4.1 4.5 4.6
Imports, goods and services 14.0 1.0 4.2 5.9 6.4 6.6
Real GDP growth, at constant factor prices 7.6 5.5 5.7 5.3 5.4 5.5
Agriculture 0.5 1.2 -1.5 1.3 1.1 1.1
Industry 6.5 3.6 5.6 3.8 4.2 4.3
Services 9.2 7.1 6.7 6.5 6.4 6.5
Employment rate (% of working-age population, 15 years+) 59.8 60.0 59.7 59.7 59.7 59.7
Inflation (consumer price index) 5.8 6.0 3.2 2.1 2.7 2.9
Current account balance (% of GDP) -4.5 -2.8 -3.8 -4.3 -3.9 -3.8
Net foreign direct investment inflow (% of GDP) -2.3 -2.0 -1.9 -1.8 -1.7 -1.7
Fiscal balance (% of GDP) -7.3 -6.2 -5.7 -5.6 -5.2 -4.9
Revenues (% of GDP) 16.1 15.7 16.7 16.1 16.3 16.3
National Government Debt (% of GDP) 60.9 60.1 60.7 61.5 61.2 61.1
Primary balance (% of GDP) -5.0 -3.6 -2.8 -2.4 -2.1 -1.7
International poverty rate ($3.00 in 2021 PPP)2 53 4.7 4.1 3.5 3.0
Lower middle-income poverty rate ($4.20 in 2021 PPP)'2 16.9 15.7 14.5 13.3 12.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 - 58.7 58.3 57.9 57.5 57.0
GHG emissions growth (mtCO2e) 3.0 2.3 4.0 5.2 6.1 6.0

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on EAPPOV harmonization, using 2018-FIES and 2023-FIES. Actual data: 2023. Nowcast: 2024. Forecasts are from 2025 to 2027.
2/ Projection using annualized elasticity (2018-2023) with pass-through = 0.7 based on private consumption per capita in constant LCU.
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SOLOMON
ISLANDS

Real GDP is projected to grow by 2.5 percent in 2025, driven
by services, agriculture and mining, though contractions in
logging and fishing will offset some gains. Fiscal deficit
widened as infrastructure spending continued amid lower
grants. Inflation eased with moderating global food and en-
ergy prices, cushioning vulnerable groups. Yet, high informal-
ity constrains job creation and service delivery, increasing
vulnerability and risking setbacks in poverty reduction.

Key conditions and challenges

Geographic dispersion—across nine provinces and 90 inhab-
ited islands—combined with frequent natural disasters con-
strain economic growth and complicates effective public ser-
vice delivery. With low adaptive capacity (127th of 182 on
the 2020 ND-GAIN Readiness Index), the country faces mul-
tiple hazards—earthquakes, extreme temperatures, storm
surges, heavy rainfall, strong winds, and volcanic activi-
ty—that threaten coastal communities, over 80 percent of
whom live within 1.5 km of the shoreline. These challenges
limit trade, service delivery, and private sector activity, which
are key to sustainable development.

Overreliance on forestry—alongside weak regulatory oversight and
limited transparency—undermines fiscal sustainability and growth,
underscoring the urgency of economic diversification. Logging has
long been central to growth, exports, and fiscal revenues, but its
role has diminished sharply, with contributions to growth and fiscal
revenues roughly halving in recent years. The sector is in structural

Population' Poverty’
million millions living on less than $4.20/day
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Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2012 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

decline due to resource depletion and the exit of major operators.
Without accelerating diversification into agriculture, fisheries,
tourism, renewable energy, and responsibly developed mining,
fiscal revenues and jobs will continue to erode. Addressing bind-
ing structural constraints, such as enhancing governance and
public investment management, and reducing regulatory obsta-
cles to private sector development, will be key to catalyzing new
drivers of growth.

High unemployment, amounting to 7.9 percent in 2019, according
to the Population Census, signals the formal sector’'s limited ca-
pacity to absorb a growing workforce. This constrains poverty re-
duction: 62.9 percent of the population were poor in 2012 based
on the lower-middle-income poverty line ($4.20 per day, 2021
PPP). Furthermore, persistent urban-rural gaps in multidimen-
sional poverty (16 percent vs. 43 percent in 2019), highlight in-
equality of opportunity, while widespread deprivation in access
to basic services and productive assets constrain the ability of
low-income households to build resilience. Without stronger job
creation and investment in human capital, poverty and inequality
will remain entrenched, raising risks of instability.

FIGURE 1/ Real GDP and logging production
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FIGURE 2 / Total remittances and labour mobility remittances
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Recent developments

Economic activity was mixed in the first half of 2025. Mining, agri-
culture, and services expanded, while logging and fishing con-
tracted. Copra, cocoa, and palm oil production rose by double
digits, but these gains were offset by sharp declines in logging
and fishing. Services growth slowed as a result, although a 13
percent rise in tourist arrivals and ongoing government infra-
structure projects provided some support. Private sector credit
growth picked up by 3 percent, signaling tentative investment
and business expansion, while easing inflation bolstered domes-
tic demand. With price pressure subdued, the central bank main-
tained an accommodative stance, keeping the cash reserve re-
quirement at 5.5 percent in March 2025 to support economic ac-
tivity. Given these dynamics, real GDP growth in 2025 is estimat-
ed at a muted 2.5 percent, well below what is needed to generate
stronger job creation and poverty reduction.

The fiscal deficit widened in the first half of 2025 as the gov-
ernment continues with infrastructure projects, while devel-
opment partner support waned following the end of Pacific
Games-related assistance. Domestic revenue increased to 13
percent of GDP, with non-tax revenue outpacing tax revenue as
the government adjusted various fees. Expenditure expanded,
led by capital spending, but was partly constrained by lower
spending on goods and services. Public debt, at 23.7 percent
of GDP, remains elevated, and debt service costs have risen to
10 percent of government revenue, narrowing fiscal space for
social spending and investment.

The trade balance shifted to a surplus in the first half of 2025 as ex-
ports of minerals and agricultural commodities outpaced imports.
Mining exports (gold, nickel, and bauxite) recorded double-digit
growth, while higher production of copra, palm oil, and cocoa sup-
ported a more than 20 percent rise in exports year-on-year. Mean-
while, gross foreign reserves rose to 11 months of import cover
in June 2025 from 10.4 months a year earlier, providing a robust
buffer against external shocks.

Outlook

The economy is projected to recover, with growth averaging 2.7
percent in 2025-2027, supported by infrastructure investments in
transport, energy, and telecom, as well as increased mining activity.
Tourism will continue to rebound, and labor mobility programs will
boost household incomes through remittances. Easing global food
and energy prices and accommodative monetary policy will keep
inflation low, sustaining domestic demand. However, the decline in
logging will weigh on transport, exports, and fiscal revenues. With
rapid population growth, economic gains may not translate into
significant poverty reduction.

The current account deficit is projected to widen to an average
of 7.6 percent of GDP over 2025-2027, reflecting limited export
growth (weak log exports) and strong import demand for infra-
structure projects. Foreign reserves are expected to fall to 7
months of imports, remaining within the adequacy range. Howev-
er, this trend highlights the need for economic diversification and
prudent fiscal management to ensure external stability.

The fiscal deficit is projected to remain stable averaging 3.2 percent
over the medium term, as 2023 Pacific Games and 2024 election
spending eases and revenues rise. Ongoing tax and non-tax re-
forms are expected to offset part of the decline in aid and grants,
but spending pressures to complete infrastructure projects will
persist. Public debt is expected to continue rising with new borrow-
ing for infrastructure, thus rebuilding cash reserves is needed to
buffer future shocks and prevent debt stress.

Rising participation in Australian and New Zealand labor mobility
schemes is expected to support household welfare, though the do-
mestic social impacts remain uncertain. Subdued global growth,
heightened policy uncertainty, and trade tensions could weigh on ex-
ports, and public finances. High climate-related risks threaten sus-
tainability. Sustaining growth amid these headwinds requires pru-
dentfiscal management, stronger buffers, and economic diversifica-
tioninto agribusiness, fisheries, and tourismto build resilience.

Recent history and projections 2022 2023 2024  2025e  2026f  2027f
Real GDP growth, at constant market prices 2.4 2.7 2.5 2.5 2.6 2.8
Real GDP growth, at constant factor prices 2.3 4.3 2.5 2.5 2.6 2.8
Agriculture 3.3 1.8 1.0 0.8 0.7 0.8
Industry 1.0 12.8 7.2 6.5 6.3 6.5
Services 2.3 3.3 2.0 2.0 2.2 2.5
Inflation (consumer price index) 5.4 5.1 3.7 3.6 3.7 3.6
Current account balance (% of GDP) -13.9 -10.6 -4.3 -8.1 -8.0 -7.9
Net foreign direct investment inflow (% of GDP) 2.7 4.4 0.9 2.3 2.6 2.7
Fiscal balance (% of GDP) -2.4 -3.8 -3.0 -3.5 -3.3 -3.1
Revenues (% of GDP) 383 36.3 32.2 32.8 33.1 33.3
Debt (% of GDP) 15.5 20.3 22.0 24.4 26.2 28.1
Primary balance (% of GDP) -2.1 -3.5 -2.6 -3.0 -2.7 -2.5
GHG emissions growth (mtCO2e) 0.0 0.0 0.0 0.0 0.0 0.0

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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SOUTH PACIFIC
ISLANDS

Samoa and Tonga maintained solid growth in FY25, driven by
strong remittances that boosted household spending, rising
visitor arrivals, and higher public expenditure. Vanuatu's re-
covery was subdued following multiple shocks in FY24, while
poverty continued to rise. To unlock stronger and more in-
clusive growth, structural reforms and adaptive fiscal policies
will be critical for building resilience.

Key conditions and challenges

Tourism- and remittance-dependent South Pacific economies are
highly vulnerable to external shocks, which have hindered eco-
nomic growth and fiscal stability. Fiscal policy should be directed
towards building resilience to shocks by maintaining fiscal
buffers, diversifying revenue sources, and ensuring prudent ex-
penditure management. Sustaining growth requires structural re-
forms to enhance investment and private sector development,
which will create more and better livelihood opportunities in the
country. In the near term, reconstruction in Vanuatu from multi-
ple natural hazards should be prioritized to restore growth and
protect vulnerable households.

Recent developments

In Samoa, growth slowed to an estimated 2.1 percent in FY25, fol-
lowing the sharp post-pandemic rebound in FY23 and FY24. Eco-
nomic activity was supported by continued growth in remittances,
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tourism spending, and government outlays related to the Com-
monwealth Heads of Government Meeting (CHOGM) in October
2024. However, power outages in the first half of 2025 disrupted
production across all sectors, underscoring infrastructure vulner-
abilities. Annual average inflation has continued to decline to
around 2 percent in FY25 from 3.6 percent in FY24, largely due to
subdued growth in imported prices. Substantial current account
surpluses of 4 to 5 percent of GDP were recorded in FY24- FY25,
supported by tourism, remittances, and easing global commodity
prices. The latest poverty data show 21.9 percent of the population
living below the national poverty line in 2018; international poverty
estimates are not yet available.

InTonga, the economy grew by 2.7 percentin FY25, supported by do-
mestic demand, public infrastructure investment, and recovery in
agricultural production after El Nifio effects last year. Headline infla-
tion decreased to 3.8 percent in FY25, reflecting lower food and en-
ergy prices. Higher remittances continue, but higher goods imports,
includingthose related to construction, widened the currentaccount
deficitto 5.2 percentin FY25. The fiscal balance remained in surplus
at5.6 percentof GDPinFY25, despite the high publicinvestment. This

FIGURE 1/ Overall fiscal balance
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reflects stronger domestic revenues, temporary wage savings from
slower public-sector vacancy refilling, and record-high grants from
development partners, equaling more than 30 percent of GDP.
Povertyratesin2025are estimatedtobearound 23 percentbased on
the upper-middle income povertyline, declining from around 28 per-
centin 2022, reflectingthe economicrecovery.

In Vanuatu, growth slowed to 0.9 percent in FY24 as the economy
grappled with Air Vanuatu's voluntary liquidation in May 2024 and
the resulting tourism disruptions, weaker agricultural output, de-
lays in public investment, and a major earthquake in December
2024. Inflation eased to 1.2 percent in 2024, driven by lower global
food and energy prices. The current account deficit widened to 15.4
percent of GDP in 2024, largely due to a sharp drop in travel re-
ceipts. The fiscal deficit rose to 2.3 percent of GDP, reflecting weak-
er revenues and increased expenditures. Poverty worsened, par-
ticularly in Shefa Province, where the earthquake severely affected
livelihoods. Food security pressures were short-lived, but employ-
ment in Shefa declined by 14 percent between December 2024 to
February/March 2025 and remained weak for the next few months.
By June 2025, employment began to recover with the reopening of
the Port Vila Central Market, while tourism'’s gradual revival is ex-
pected to restore more jobs going forward.

Qutlook

Although uncertainties in trade policy may weigh on global growth,
the impact on the South Pacific's growth outlook is likely to be lim-
ited, given its modest export base. However, slower-than-anticipat-
ed growth in key trading partners such as New Zealand and Aus-
tralia could weigh on exports—particularly tourism—and reduce
remittances, a key source of income for many households. In Ton-
ga, the November 2025 elections may bring some uncertainty but
also mark a key moment for advancing reforms.

In Samoa, GDP is projected to grow by 2.5 percent in FY26 and over
the medium term. Growth in FY26 will be driven by a pick-up in

investment, continued remittance inflows, and steady growth in
tourism spending. While direct poverty estimates are not avail-
able, positive GDP per capita growth suggests further poverty re-
duction over the coming years. The FY26 budget has been de-
ferred until after the August 2025 elections, but additional work
on major public investment projects is expected to advance dur-
ing the year. The fiscal surplus is therefore expected to narrow.
Inflation is expected to rise to 3.0 percent in FY26, driven by in-
creases in imported prices. Risks to the outlook include election-
related uncertainty and the ongoing potential for global trade
and supply chain disruptions.

In Tonga, growth is projected to moderate to 2.3 percent in FY26,
supported by domestic demand and major infrastructure projects,
including the bridge, wharf, and hospital. Headline inflation is ex-
pected to remain contained below the 5 percent reference rate
in FY26 and subsequent years. However, underlying pressures are
emerging due to high core inflation at almost 10 percent in June
2025. This is driven by higher prices for imported goods such as
personal care products, clothing, and vehicles, as well as restau-
rants and hotel services. The current account deficit is projected to
gradually widen as grants and remittances normalize, while capital
spending remains elevated. The fiscal balance is projected to shift
to a deficit in FY26. The poverty rate, measured by the upper-mid-
dle-income poverty line, is likely to decrease to approximately 21.3
percent by 2027.

In Vanuatu, the economy is projected to expand by 1.7 percent
in FY25, supported by increased international flights that boost
tourism, stronger construction activity linked to post-earthquake
reconstruction and infrastructure development, and higher agri-
cultural production. The recovery, however, is being held back by
weak domestic connectivity, limited domestic accommodation, re-
duced cruise tourism, and uncertainty in trade policy. The fiscal
deficit is forecasted to widen further to 5 percent of GDP as rev-
enues decline and expenditures increase to support post-earth-
quake recovery. Poverty is expected to rise to 48.9 percent by 2027
as income growth remains weak.

Recent history and projections 2022 2023 2024e 2025e 2026f 2027f
Real GDP growth, at constant market prices
Samoa 2.3 15.2 4.6 2.1 2.5 2.5
Tonga -2.3 2.1 2.1 2.7 2.3 1.8
Vanuatu 5.2 2.1 0.9 1.7 2.8 2.7
Poverty ratel
Tonga (Upper-middle-income poverty rate, $8.30 in 2021 PPP) 28.1 26.8 25.1 23.1 21.8 21.3
Vanuatu (Lower-middle-income poverty rate, $4.20 in 2021 PPP) 44.2 45.0 46.7 47.9 48.3 48.9

Source: Country authorities and World Bank, Poverty and Economic Policy Global Departments.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise. Financial years for Samoa and Tonga are July-June, for Vanuatu it is January-December.
Tonga improved the methodology for GDP calculation and revised the historical data in late 2024 release. Samoa has recently revised its GDP estimates from 2021-2025 based on

improved source data.

1/ Calculations based on EAPPOV harmonization, using 2021 HIES for Tonga and 2019 NSDP Baseline Survey for Vanuatu.
2/ Projection using neutral distribution with pass-through = 1 (High) based on GDP per capita in constant LCU.
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THAILAND

Stronger-than-expected growth in the first half of 2025 due
to export front-loading masked weak underlying domestic
demand amid household debt deleveraging and a sluggish
tourism recovery. After accelerating to 2.5 percent in 2024,
growth is projected to slow further to 2.0 percent in 2025.
This slowdown is expected to hinder poverty reduction ef-
forts, following a modest decline in the poverty rate to 7.1
percent in 2025.

Key conditions and challenges

Despite sizable fiscal stimulus, including cash transfers to house-
holds earlier this year, private consumption growth slowed due to
weak sentiment, household debt deleveraging and tightened credit.
Inthe near term, fiscal rebalancing towards public investment, while
safeguarding fiscal and financial stability will be essential to mitigate
risksand supportamoreinclusive and sustainable recovery.

Thailand’s protracted post-pandemic recovery, the weakest among
peers, underscores mounting structural challenges. Medium-term
growth is projected to fall to 2.7 percent in 2022-30, down from
an average of 3.2 percent in 2011-21 driven by aging, slowing in-
vestment, and subdued productivity growth. At this pace, Thailand
is unlikely to reach its high-income aspirations by 2037. To navi-
gate these challenges, Thailand must prioritize structural reforms
to boost productivity in emerging growth engines—such as digital
services—while attracting quality investment and diversifying trade
partnerships. Strengthening human capital, improving the invest-
ment climate, and accelerating digital transformation are critical to
raising productivity and promoting better jobs across multiple sec-
tors including, for example, commerce, finance and public health.

Population' Poverty’
million millions living on less than $8.30/day
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526.1 7341.4

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2023 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

The drop in employment between 2024 and 2025—driven largely
by losses in agriculture and manufacturing —along with deteriorat-
ing household credit quality, indicates risks to sustained poverty re-
duction over the medium to long term.

Recent developments

Growth in H1 2025 was driven by temporary factors rather than
a broad-based recovery. While the economy expanded in H1 on
the back of buoyant frontloaded exports and surging public invest-
ment as public infrastructure projects resumed, tourism faltered,
and underlying domestic demand momentum slowed. Private con-
sumption slowed significantly due to tightened credit and house-
hold debt deleveraging, as well as the faded impact of fiscal cash
transfers. On the supply side, manufacturing improved slightly but
tourism recovery has slowed. In July, the arrivals reached only 79
percent of pre-pandemic levels as Chinese arrivals fell mainly due
to safety concerns.

In July, headline inflation remained the lowest rate among ASEAN
peers and emerging markets, falling to -0.7 percent. This was dri-
ven by lower energy prices, reflecting both falling global oil prices

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita

Poverty rate (%) Real GDP per capita (constant LCU)

40 180000
35 160000
30 140000

120000
25

100000
20

80000
1> 60000
10 oy 40000

‘>

20000

’ k..\’H
0 $=0-0-0-0-0-0-0-0-90-90-0-0-0 0
2008 2010 2012 2014 2016 2018 2020 2022 2024 2026

International poverty rate ee+®.. Lower middle-income pov. rate

e e®. .o Upper middle-income pov. rate Real GDP pc

Source: World Bank. Notes: See footnotes in table on the next page.

34 Macro Poverty Outlook / October 2025



and continued government subsidies as well as weak domestic de-
mand. Responding to persistently low inflation, BOT cut its pol-
icy rate further to 1.50 percent, to provide support for SMEs
and vulnerable households facing mounting challenges. The fiscal
stance became more expansionary, driven by higher current and
capital spending.

The current account surplus narrowed to 0.4 percent of GDP in
2025 Q2 with imports accelerating more than exports, dipping
tourism receipts, and falling repatriation of foreign earnings during
dividend season. The nominal baht effective exchange rate (NEER)
appreciated, reflecting a weaker U.S. dollar and an improved cur-
rent account balance.

Labor market outcomes remain fragile. Employment fell by 0.5
percent between Q1 2024 and Q1 2025 driven by agricultural
job losses. The labor force participation rate dropped from 99.4
to 98.2 percent. Gains in services were concentrated in hotels
and restaurants but may prove short-lived given slowing tourism.
The slightly weaker employment outlook threatens to constrain
poverty reduction.

Qutlook

Growth is projected to slow to 2.0 percent in 2025 and 1.8 per-
cent in 2026, down from 2.5 percent in 2024, amid intensifying
global and domestic headwinds. The deceleration is driven by the
negative impact of global trade shifts on exports in H2, following
significant front-loading in H1, alongside subdued tourism and
domestic demand. Private consumption is expected to moderate

amid household deleveraging, although fiscal stimulus will pro-
vide some cushion.

In 2025, the current account is projected to post an adequate sur-
plus of 1.9 percent of GDP, down from a surplus of 2.1 percent
in 2024, as global trade conditions soften and tourism earnings
remain weak. Inflation will remain subdued, mainly due to falling
global commodity prices. Core inflation remains low, highlighting
persistent demand-side weaknesses and providing room for con-
tinued monetary accommodation.

Household debt has remained high (88.4 percent of GDP Q1 2025),
while credit quality has deteriorated. Despite substantial fiscal cash
transfers, the combination of falling employment and weakening
household credit quality poses risks to sustaining poverty reduc-
tion in the medium to long term.

Downside risks to growth remain significant, stemming from glob-
al trade shifts and sluggish tourism, which can dampen exports
and services growth, respectively. While Thailand's external posi-
tion remains strong, the economy is increasingly exposed to glob-
al trade policy shifts due to a concentrated export goods bas-
ket. Continued border tension with Cambodia may result in labor
shortages due to repatriation of workers. Internally, potential po-
litical transition could result in delays to next year's budget. Fiscal
space is narrowing due to increased spending and slower rev-
enue growth. Public debt may approach the ceiling of 70 percent
of GDP in the next five years. In the near term, fiscal rebalancing
towards public investment while safeguarding fiscal and financial
stability will be essential to mitigate risks and support a more in-
clusive and sustainable recovery.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 2.6 2.0 2.5 2.0 1.8 2.5
Private consumption 6.2 6.9 4.4 2.0 1.9 2.9
Government consumption 0.1 -4.7 2.5 1.3 1.0 1.6
Gross fixed capital investment 2.2 1.2 0.0 1.6 1.4 2.3
Exports, goods and services 6.2 2.4 7.8 1.9 1.1 4.1
Imports, goods and services 3.4 -2.5 6.3 1.3 0.7 4.7
Real GDP growth, at constant factor prices 3.4 0.9 3.7 2.0 1.8 2.5
Agriculture 1.2 2.0 -1.1 2.3 1.6 1.8
Industry 4.1 -5.7 0.8 0.1 -0.4 2.0
Services 3.3 4.6 5.7 3.0 2.9 2.8
Inflation (consumer price index) 6.1 1.2 0.4 0.2 0.9 1.4
Current account balance (% of GDP) -3.5 1.4 2.1 1.9 1.8 1.5
Net foreign direct investment inflow (% of GDP) 0.8 -1.4 0.5 -1.1 -1.1 -1.1
Fiscal balance (% of GDP) -4.5 -2.0 -1.3 -3.2 -3.2 -2.8
Revenues (% of GDP) 19.8 20.8 21.2 21.4 21.4 21.6
Debt (% of GDP) 59.7 62.0 62.6 65.5 67.3 67.9
Primary balance (% of GDP) -3.6 -1.2 -0.4 -2.3 -2.3 -1.9
International poverty rate ($3.00 in 2021 PPP)/? 0.0 0.0 0.0 0.0 0.0 0.0
Lower middle-income poverty rate ($4.20 in 2021 PPP)2 0.2 0.1 0.1 0.0 0.0 0.0
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 9.9 9.9 8.2 7.1 6.3 5.2
GHG emissions growth (mtCO2e) 3.6 2.0 2.4 1.9 2.2 3.0

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on EAPPOV harmonization, using 2016-SES and 2023-SES. Actual data: 2023. Nowcast: 2024. Forecasts are from 2025 to 2027.
2/ Projection using annualized elasticity (2016-2023) with pass-through = 1 based on GDP per capita in constant LCU.
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TIMOR-LESTE

Real GDP grew by 4.1 percent in 2024, driven by infrastruc-
ture and services. Vulnerabilities persist, including lack of fis-
cal sustainability, high import dependence and informality.
Access to basic services has improved, but delivery is un-
even. Medium-term growth relies on infrastructure spending
ASEAN integration, and Greater Sunrise negotiations. Urgent
reforms are needed to address fiscal fragility, limited diversi-
fication, climate shocks, and Petroleum Fund depletion.

Key conditions and challenges

While recent growth has been positive, the economy still face struc-
turalvulnerabilities—regional disparities, large external imbalances,
a shallow financial sector, and unsustainable fiscal management.
High social protection spending and rising remittances—now ex-
ceeding 11 percent of non-oil GDP—support household welfare but
also raise reservation wages, discouraging labor force participation,
and slowingthetransition to a more diversified economy.

The Petroleum Fund (PF) has provided significant deficit financ-
ing—well above the Estimated Sustainable Income (ESI), jeopardiz-
ing fiscal sustainability. With oil production now halted, the Fund
could be depleted by 2038. Without alternative revenue sources
and stronger fiscal discipline, fiscal sustainability and the govern-
ment's capacity to deliver public services will be at risk.

Despite progress in poverty reduction and human development,
Timor-Leste remains among the poorest countries in East Asia
and Pacific. Access to sanitation, electricity, education, and
health services have improved, yet labor force participation is
stagnant, productivity has declined, and informality remains high
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at 77 percent (2021). Looking ahead, opportunities from WTO
and ASEAN accession in October could support growth, while
tourism, agriculture, and digital services show early momentum.
To seize these opportunities, Timor-Leste must prioritize produc-
tive public investment, advance land reform, improve access to
finance, and maintain political stability.

Recent developments

Non-oil GDP grew by 4.1 percent in 2024, the strongest pace in the
last decade, driven by a 48 percent surge in public investment and
28 percent rebound in foreigners' arrival. Travel exports grew 43
percent and private sector credit expanded 39 percent. Although
the financial sector is gradually deepening, it remains underdevel-
oped, with credit-to-GDP at 31.5 percent at end-2024—below the
regional average and concentrated in loans to individuals, leaving
firms underserved and growth still reliant on public spending.

Inflation plummeted in the first half of 2025 to 0.1 percent year-on-
year from 3.4 percent last year, reflecting lower global commodity
prices. Timor-Leste's real effective exchange rate (REER) apprecia-
tion reduced import costs, which helped ease inflation further but

FIGURE 1 / Real GDP growth and contributions to real GDP growth

Percent, percentage points
80

60
40
20

0

2000 2003 2006 2009 2012 2015 2018 2021 2024 2027

. GFCF
Private cons. Imports
— G D P

I Gov. cons. Exports
s Inventories
I Statistical disc.

Sources: Timor-Leste's Statistics Office (INETL) and World Bank staff calculations.

FIGURE 2 / Actual and projected poverty rates and real GDP per
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hurt external competitiveness. The current account deficit widened
in early 2025 amid lower Petroleum Fund revenues and higher im-
ports. Coffee exports edged up but remain too small to narrow the
trade gap. Secondary income remained strong last year, due to in-
creased remittance inflow while lower remittance outflow.

Fiscal outcomes show both progress and risks. In H1 2025, bud-
get execution improved, with 31.4 percent of budget disbursed,
but capital expenditure remains below pre-COVID levels. Financ-
ing still relies heavily on PF withdrawals. Excess withdrawals
above the ESI have financed widening fiscal deficits over the
last sixteen years, undermining fiscal sustainability and narrowing
policy space for future shocks.

The upcoming 2024 Living Standards Survey will shed light on
household income growth after a decade-long gap. The Popu-
lation and Housing Census suggests that electricity access im-
proved from 84 to 96 percent during 2015-22, but municipal dis-
crepancies in living conditions and service delivery remain stark.
The Labor Force Survey shows that labor force participation re-
mained at 30 percent since 2013, the lowest among peers. Labor
productivity declined at an average annual rate of 2.1 percent in
2013-21, with real wages declining. Non-agricultural employment
has been dominated by the public sector, underscoring weak pri-
vate sector dynamism. Without stronger private sector develop-
ment and higher productivity, growth will remain heavily state-
driven, with limited job creation and fragile welfare gains.

Qutlook

Growth is projected to average 3.7 percent in 2025-27, supported
by continued public investment, expansion of the service sector,

improved digital and transport connectivity, rising tourism, and
remittances that sustain private consumption. ASEAN accession
in October, along with progress in Greater Sunrise negotiations
could unlock new investment and trade opportunities. Neverthe-
less, growth remains heavily dependent on government spend-
ing, underscoring the need to strengthen budget execution, raise
investment efficiency, and further improve service delivery so
that fiscal stimuli translate into productivity gains and private
sector-led growth.

Inflation is expected to average around 2.1 percent over
2025-27, reflecting lower global inflation, but food prices and
external shocks remain key risks given Timor-Leste's reliance
on imports and limited monetary policy tools. While price
stability improves household welfare, heavy import depen-
dence leaves consumers highly exposed to global food and
fuel price volatility.

Fiscal policy is expected to remain expansionary. The 2026 Gen-
eral State Budget projects spending near 90 percent of GDP,
with deficits above 50 percent, financed largely through PF with-
drawals, far above the 3 percent ESI benchmark and set to rise
further. This trajectory heightens fiscal fragility and could deplete
the PF by 2038.

Risks to the outlook are tilted to the downside. A narrow
export base, high import dependence, weak institutions, lim-
ited diversification, climate vulnerability, and political uncer-
tainty all weigh on economic prospects. The most pressing
risk is fiscal: without reforms to mobilize revenue, improve
spending efficiency, and adopt a medium-term fiscal frame-
work, macroeconomic stability could be at risk as the PF
could be depleted by 2038.

Recent history and projections 2022 2023 2024e 2025f 2026f 2027f
Real GDP growth, at constant market prices 4.0 2.4 4.1 4.0 3.4 3.8
Private consumption 14.0 3.4 3.3 6.0 7.0 8.0
Government consumption -0.3 -0.8 2.6 2.0 0.8 0.3
Gross fixed capital investment 27.0 11.5 33.6 4.5 2.0 1.2
Exports, goods and services 30.3 31.9 34.0 9.5 10.0 10.0
Imports, goods and services 22.9 4.9 12.5 4.9 5.0 5.0
Real GDP growth, at constant factor prices 3.6 2.5 4.1 4.0 3.4 3.8
Agriculture 5.4 2.3 2.3 2.9 2.9 2.9
Industry 36.5 -22.4 10.0 2.4 2.4 2.4
Services 2.4 3.3 4.4 4.4 3.6 4.1
Inflation (consumer price index) 7.0 8.4 2.1 2.0 2.1 2.1
Current account balance (% of GDP) 24.3 -9.8 -29.3 -31.8 -32.3 -32.7
Net foreign direct investment inflow (% of GDP) -17.1 7.3 12.6 9.8 9.7 9.8
Fiscal balance (% of GDP)! -59.5 -40.9 -50.5 -54.0 -50.2 -47.0
Revenues (% of GDP) 43.6 41.2 40.8 41.3 41.4 41.3
Debt (% of GDP) 15.1 14.4 14.3 14.3 14.3 14.3
Primary balance (% of GDP) -59.3 -40.6 -50.2 -53.8 -50.1 -46.9
International poverty rate ($3.00 in 2021 PPP)>3 48.9 48.3 46.9 45.7 44.8 43.7
Lower middle-income poverty rate ($4.20 in 2021 PPP)>> 74.9 74.5 73.5 72.7 72.0 71.3
GHG emissions growth (mtCO2e) -0.4 -1.2 -1.6 -1.5 -1.5 -1.5

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ The sustainable income from Petroleum Fund (PF) is transferred to Government as annual fiscal revenue (above the line), known as ESI (Estimated Sustainable Income). However,
extra withdrawals from the PF are also used as the main source to finance the budget deficit (below the line).

2/ Calculations based on EAPPOV harmonization, using 2014-TLSLS. Actual data: 2014. Nowcast: 2015-2024. Forecasts are from 2025 to 2027.

3/ Projection using annualized elasticity (2007-2014) with pass-through = 1 based on GDP per capita in constant LCU.
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VIET NAM

Viet Nam'’s economy grew by 7.5 percent in the first half of
2025, boosted by frontloaded exports and domestic de-
mand. Real GDP growth is forecasted to slow to 6.6 percent
in 2025 as new trade restrictions take effect and external de-
mand softens. Poverty is expected to decline from 3.8 per-
cent in 2024 to 3.6 percent in 2025, supported by rising in-
comes and growing manufacturing employment. The out-
look remains dependent on further trade developments.

Key conditions and challenges

Viet Nam is targeting double digit growth by 2030 and a high-
income transition by 2045 through increased public investment
and domestic private sector development. However, the country
remains vulnerable to external shocks. Trade tensions have
sparked renewed concerns over transshipment for Viet Nam giv-
en substantial use of imported inputs for export. Labor market
inequities—rooted in limited foreign direct investment (FDI)-do-
mestic ties, skills gaps, and low-skilled job concentration—risk sti-
fling quality job growth and shared gains.

Financial sector risks persist due to loan forbearance, restructur-
ing, and declining loan-loss coverage. Reinforcing the resilience of
the banking system is needed, including tightening bank supervi-
sion, increasing liquidity and capital buffers.

The ambitious public investment plan aimed at boosting
growth requires effective implementation. Viet Nam has en-
gaged in a major institutional reform to enhance efficiency
(consolidating central ministries from 18 to 14, merging
provinces from 63 to 34, eliminating district-level authorities

Population' Poverty’
million millions living on less than $4.20/day

101.0 4.2

School enrollment®

Life expectancy at birth’

years primary (% gross)
74.6 122.5
GDP’ GDP per capita®

current US$, billion current US$

471.3 4667.1

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2022 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

towards a two-tier system, and reducing public headcount by
20 percent over 5 years).

Recent developments

Real GDP grew by 7.5 percent y/y in H1-2025 driven by the front-
loading of exports amid trade policy uncertainties, supporting the
expansion of manufacturing production and trade-related services.
Investment accelerated in H1-2025 thanks to large infrastructure
projects, while net FDI inflows remained resilient. Meanwhile, con-
sumption and private investments are recovering at a slower pace,
with growth remaining below pre-pandemic rates.

Headline inflation climbed to 3.6 percent by June 2025, driven by
construction materials and electricity costs, while core inflation
reached 3.5 percent in June 2025. Poverty rates using the low-
er middle-income country (LMIC) line of $4.2 in 2021 PPP (and
the upper middle-income country (UMIC) Line of $8.3 in 2021
PPP) are expected to have continued their decline driven by in-
creased employment and labor income during H1-2025. Formal
employment remained stable, and the unemployment rate de-
clined marginally from 2.3 percent in Q2-24 to 2.2 percent in

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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Q2-25. The average monthly real income of employees grew by 6.8
percent y/y in Q2-25. Nevertheless, global uncertainty and rising
food prices pose a risk particularly for lower income households.

Banking credit surged to 18.1 percent y/y in H1-2025, largely at-
tributed to the SBV front-loading credit quotas to banks at the
beginning of the year. Underlying risks persist due to loan for-
bearance, restructuring, and declining loan-loss coverage. The
systemwide non-performing loans (NPLs) were evaluated to have
risen from 5.0 percent in 2024 to 5.3 percent (on-balance sheet)
by February 2025. Rapid credit growth risks compromising credit
quality, highlighting the need for stronger prudential oversight.
The loan-loss coverage for non-performing loans has nearly
halved over the past three years, indicating a significant decline
in the banking sector’s loss-absorbing capacity.

The external position deteriorated slightly due to a smaller current
account surplus and larger financial account deficit. The current ac-
count surplus shrank in Q1- 2025 as increased imports lowered the
trade surplus. Large capital outflows turned the financial account
into a deficit, driven by the net outflow in money and deposits in
the banking sector, reflecting tighter foreign funding conditions or
shifts in portfolio liquidity preferences.

The fiscal balance was positive in H1-2025, reaching 3.9 percent of
GDP, due to faster revenue collection compared to government ex-
penditure disbursements. Public investment surged by 36 percent
y/y in H1-2025, reflecting both higher planned spending and higher
execution rates (32.5 percent by June, +3.1pp).

In sum, the strong performance in H1-2025 masks rising vulner-
abilities, aneconomy highly exposedtoglobal trade shifts, households
squeezed byfoodinflationandafinancial systemwith thinningbuffers.

The composition of growth marked by frontloaded exports and public
investment emphasizes the need to deepen domestic demand,
strengthen private sector confidence, and shoreupfinancialresilience.

Qutlook

Real GDP growth is forecast to moderate to 6.6 percent in 2025, as
export growth normalizes under new trade restrictions and softer
external demand. GDP growth is projected to ease to 6.1 percent
in 2026 before rebounding to 6.5 percent in 2027 supported by a
pickup in global trade and Viet Nam's continued appeal as a com-
petitive industrial base in global supply chains.

Headline inflation is projected to reach 3.8 percent in 2025 due to
continued housing price increases, before decelerating to 3.5 per-
cent by 2027. Poverty is expected to continue declining with sus-
tained growth, and by 2027 poverty at the LMIC line of $4.2 in 2021
PPP is expected to be 3.2 percent.

Downside risks are elevated. A prolonged period of policy uncer-
tainty or a further escalation in global trade tensions could reduce
FDI inflows and trade volumes. Fiscal policy should continue to take
the lead in supporting medium-term growth and resilience, given
limited monetary policy space due to persistent interest rate dif-
ferentials and exchange rate pressures. Low public debt allows for
increased investment, particularly to close infrastructure gaps in
energy, logistics and transport, with an emphasis on efficient pub-
lic investment management and prudent debt and risk oversight.
Mitigating financial sector risks and vulnerabilities remains crucial,
by improving banks' capital adequacy ratios and strengthening the
institutional framework for prudential supervision and early inter-
ventions by the central bank.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 8.5 5.1 7.1 6.6 6.1 6.5
Private consumption 7.9 3.4 6.7 8.0 7.5 7.5
Government consumption 3.0 4.6 5.8 5.3 5.6 5.1
Gross fixed capital investment 5.9 4.6 7.1 7.6 6.6 7.4
Exports, goods and services 6.2 -2.5 15.5 13.4 8.7 8.9
Imports, goods and services 3.5 -4.5 16.1 14.9 10.0 9.6
Real GDP growth, at constant factor prices 8.8 5.3 7.2 6.9 6.0 6.4
Agriculture 3.7 3.9 3.3 2.4 3.0 3.0
Industry 8.2 3.7 8.2 6.9 6.5 6.5
Services 10.7 6.9 7.4 7.9 6.3 7.1
Employment rate (% of working-age population, 15 years+) 73.3 72.9 72.6 72.6 72.6 72.6
Inflation (consumer price index) 3.1 3.2 3.5 3.8 3.7 3.5
Current account balance (% of GDP) 0.3 6.0 6.5 2.6 2.6 2.6
Net foreign direct investment inflow (% of GDP) 3.7 3.1 -4.2 4.2 4.3 3.9
Fiscal balance (% of GDP) 0.7 -1.6 -1.0 -2.1 -2.2 -1.8
Revenues (% of GDP) 18.9 17.2 17.8 16.2 16.0 15.8
Debt (% of GDP) 36.9 36.0 36.2 36.7 35.0 33.8
Primary balance (% of GDP) 1.7 -0.8 -0.1 -1.2 -1.3 -0.9
International poverty rate ($3.00 in 2021 PPP)"2 1.6 1.5 1.4 13 13 1.2
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 4.2 4.0 3.8 3.6 3.4 3.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 21.5 20.8 19.8 18.9 18.1 17.3
GHG emissions growth (mtCO2e) 0.1 3.9 5.5 5.1 5.2 5.4

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on EAPPOV harmonization, using 2016-VHLSS and 2022-VHLSS. Actual data: 2022. Nowcast: 2023-2024. Forecasts are from 2025 to 2027.
2/ Projection using annualized elasticity (2016-2022) with pass-through = 0.7 based on GDP per capita in constant LCU.
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ALBANIA

After two years of steady 4 percent growth, the economy
expanded moderately through mid-2025. Consumption
softened but remained a strong driver of growth, alongside
tourism and construction. Inflation stayed below 3 percent,
poverty declined amid stronger labor markets, and public
debt continued its downward path. Though external risks
persist, EU accession progress is likely to support investor
confidence, policy continuity, and long-term growth.

Key conditions and challenges

Albaniaisasmallopeneconomywith closelinkagestothe EUthrough
exports, investment, and remittances. Despite structural challenges,
it has maintained a steady growth, averaging 4.2 percent growth in
2022-2024. Tourism, while still the dominant growth engine, re-
quires strategic investment in sustainability and diversification. Per
capitaincomeis still one-third of the EU average, with long-term con-
vergence constrained by demographic pressures including outmi-
grationandanaging population, persistentskillgaps, and fiscal pres-
sures from climate events, such as the recent wildfires. Addressing
these challenges requires raising additional revenues, improving
spending efficiency, and accelerating EU-aligned reforms to boost
productivity, labor force participation, and market integration.
While poverty has declined, inclusive growth policies and stronger
social protection are needed to support vulnerable groups.

Recent developments

Albania’s economy grew by 3.4 percent year-on-year (y-o-y) in the
first quarter of 2025, slightly down from 3.7 percent in the same

Population' Poverty’
million millions living on less than $8.30/day

2.4 0.6

Life expectancy at birth’ School enrollment”
years primary (% gross)

79.6 93.7

GDP’ GDP per capita®

current US$, billion current US$

27.0 11377.8

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

quarter a year earlier, reflecting strong foreign demand and some
moderation of domestic demand. Services and construction drove
supply-side activity (despite a tapering of tourism growth), offset-
ting declines in agriculture and other parts of industry. Confidence
indicators point to a slight acceleration in the second quarter. Ser-
vice sector hiring offset job losses in agriculture in the first quarter
of 2025, lowering the unemployment rate to 8.7 percent and lifting
the employment rate (ages 15-64) to 69.5 percent for both men and
women. This increased demand for labor drove up private sector
wages by 9.6 percent y-o-y. Poverty (upper middle-income line,
USD 8.30/day) declined to 23.8 percent in 2024 from 26.4 percent
in 2023, reflecting the positive growth trajectory and improving
labor market conditions.

Moderation in consumption curbed demand-side pressures, while
rising wages were tempered by productivity gains and squeezed
profit margins. Low Eurozone inflation and a strong lek kept im-
ported prices in check, leaving overall pressures contained. Infla-
tion averaged 2.2 percent over the first seven months of 2025,
rising to 2.5 percent in July, driven mainly by higher food prices
and rents. Core inflation was higher at 2.9 percent in July. In re-
sponse, the Bank of Albania cut the policy rate to 2.5 percent in
July, reinforcing favorable financing conditions. This supported a

FIGURE 1/ Real GDP growth and contribution to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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12.9 percent y-o-y increase in private sector credit by June, led by
household loans for consumption and mortgages and robust small
and medium-sized enterprises (SME) lending, while lending to large
firms and construction slowed. Non-performing loans fell to 4.0
percent in June 2025, down from 4.7 percent a year earlier.

In the first half of 2025, fiscal policy supported demand through
moderate loosening, with the overall fiscal surplus narrowing to
2.7 percent of GDP from 4.3 percent a year earlier. Spending rose
by 14.1 percent y-o-y, driven by social security, wages, and invest-
ment, outpacing revenue growth of 6.7 percent. External debt re-
payments reduced net borrowing, but liquidity remained firm,
thanks to the Eurobond issued in the first quarter. As a result,
public debt fell to 54.0 percent of GDP by June.

The lek appreciated in recent years due to strong inflows from
exports, remittances, and foreign direct investment, signaling
strength but reducing competitiveness, before stabilizing in early
2025 as foreign currency flows balanced and the Bank of Albania
intervened. A 26 percent y-o-y rebound in goods exports narrowed
the current account deficit to 3.2 percent of GDP in the first quarter
of 2025 from 6.6 percent a year earlier. Modest goods imports
growth alongside more favorable primary and secondary income
balances added to the gains. Foreign direct investment held at 6.1
percent of GDP, and foreign currency reserves reached USD 7.7 bil-
lion by June, from USD 5.9 billion the previous year.

Outlook

Economic growth is projected to moderate to 3.7 percent in 2025
and 3.5 percent in the medium term, amid global trade uncertain-
ties and a shifting international outlook. Poverty is expected to de-
cline to 22.0 percent from 23.8 percent in 2024. Inflation is project-
ed to increase to the 3 percent target by early 2026 and to hover
around that level, as wage growth and a stabilizing exchange rate
offset easing international prices.

The fiscal deficit is expected to reach 1.8 percent of GDP in 2025 on
accelerated capital expenditures and election related spending. It
should narrow in 2026-27 as wage and interest pressures ease and
the Medium-Term Revenue Strategy (2025-2027) is implemented,
and the EU funds rise gradually. Public debt is expected to decline
further, reaching 51.5 percent of GDP in 2027. The current account
deficit is projected to stay below its historical average, narrowing to
2.3 percent of GDP in 2025 before stabilizing around 2.5 percentin
the medium term, as rising imports for public investment are off-
set by recovering goods exports and robust tourism revenues.

Geopolitical tensions and global policy uncertainty pose risks to Al-
bania's outlook, mainly through their impact on EU growth. How-
ever, strong tourism performance and progress on the EU Growth
Agenda could provide important offsets.

Recent higtory and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 4.8 4.0 4.0 3.7 3.5 3.5
Private consumption 6.0 2.9 3.5 3.2 3.0 3.0
Government consumption 2.2 4.4 6.0 3.5 2.4 2.5
Gross fixed capital investment 1.6 1.7 5.8 4.9 5.1 5.1
Exports, goods and services 17.0 8.6 0.1 6.8 6.0 5.7
Imports, goods and services 11.5 0.2 6.0 5.7 5.2 5.0
Real GDP growth, at constant factor prices 5.2 5.0 3.2 3.7 3.5 3.5
Agriculture -4.8 -1.4 -2.0 -1.5 -0.8 -0.8
Industry 9.0 4.4 0.4 0.4 0.9 0.9
Services 7.0 7.3 6.2 6.8 5.7 5.6
Employment rate (% of working-age population, 15 years+) 55.5 56.5 58.2 59.1 58.7 58.5
Inflation (consumer price index) 6.7 4.8 2.2 2.5 3.0 3.0
Current account balance (% of GDP) -5.9 -1.1 -2.4 -2.3 -2.6 -2.5
Net foreign direct investment inflow (% of GDP) 6.6 5.8 5.4 5.3 5.5 5.7
Fiscal balance (% of GDP) -3.6 -1.3 -0.7 -1.8 -1.4 -1.3
Revenues (% of GDP) 26.6 27.2 28.2 28.3 28.7 28.9
Debt (% of GDP) 64.1 57.6 54.2 53.4 52.4 51.5
Primary balance (% of GDP) -1.8 0.7 1.4 0.5 0.8 0.9
International poverty rate ($3.00 in 2021 PPP)2 2.7 2.1 1.6 1.4 1.1 0.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)%?> 6.9 5.7 4.7 4.1 3.5 3.1
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 29.2 26.4 23.8 22.0 20.4 18.9
GHG emissions growth (mtCO2e) -8.9 -4.5 -4.5 -3.6 -2.5 -1.4

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2017-SILC-C and 2019-SILC-C. Actual data: 2018. Nowcast: 2019-2024. Forecasts are from 2025 to 2027.
2/ Projection using point-to-point elasticity (2016-2018) with pass-through = 1 based on GDP per capita in constant LCU.
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ARMENIA

Growth is projected to moderate to 5.2 percent in 2025, as
consumption and investment growth soften. The fiscal deficit
is expected to widen to 5 percent of GDP, driven by greater
expenditure on defense, social security, and debt service.
Inflation is projected to converge to the Central Bank of
Armenia (CBA)'s 3 percent target by year-end. The ongoing
Peace Process with neighbors holds significant potential
economic benefits for Armenia.

Key conditions and challenges

Since 2020, Armenia’s economy has shown resilience, supported
by sound macroeconomic management. As some of the excep-
tional drivers that boosted growth in 2022 and 2023 (such as
net exports and financial inflows) have been fading, growth is
converging to potential.

To maintain and, possibly, accelerate growth, Armenia needs to ad-
dress structural challenges that hamper productivity and invest-
ment, including limited market competition, distortions from sec-
tor-specific taxes or regulations, barriers to trade and connectivity,
constraints in access to finance, restrictive labor market regula-
tions, and a shortage of skilled workers. Recent steps toward peace
with Azerbaijan are expected to help boost trade, investment and
productivity growth.

Recent developments

Following deceleration in 2024 (after two exceptional years), real
GDP growth continued to ease to 5.6 percent in H1 2025 (yoy).

Population' Poverty’
million millions living on less than $4.20/day

3.0 0.3

Life expectancy at birth’ School enrollment”
years primary (% gross)

77.5 93.8

GDP’ GDP per capita®

current US$, billion current US$

26.0 8556.2

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2023 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

Growth was mostly driven by private consumption (up 11.5 percent
in real terms, yoy), followed by investment (up 25.8 percent, yoy).

On the supply side, growth was led by Information and Commu-
nication Technology (ICT), financial services, and construction.
Growth in the agricultural sector picked up (6.2 percent, yoy),
whereas manufacturing contracted due to a fall in the production
of alcoholic beverages and base metals.

Unemployment fell to 14 percent in Q1 2025, down from 15.5 per-
cent in Q1 2024. In line with robust growth and supportive labor
market trends, poverty (at USD 8.3, 2021 PPP) is expected to de-
cline to 55 percent in 2025, down from 56.2 percent in 2024.

After risingin H1 2025, driven by increases in food and non-alcoholic
beverages, inflation stabilized at 3.2 percent(yoy) by the start of Q3.
In January-February, Armenia’s Central Bank reduced the policy
rate by 25 basis points, to 6.75 percent, and has kept it there since.

The trade deficit widened 26.8 percent in H1, as exports and im-
ports decreased by 52.8 percent (yoy) and 38.6 percent (yoy), re-
spectively, due to a 77 percent (yoy) collapse in the re-exports
of precious stones and metals (equal to a third of total exports).

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
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However, traditional export categories, such as ready foods and
agricultural products, rose 32 percent (yoy) and 36 percent (yoy),
respectively. Tourist arrivals increased by 11 percent (yoy) as of July
2025. Net foreign direct investment (FDI) reached 0.4 percent of an-
nual GDP in Q1, a fourfold increase (yoy) from a low base.

Over January-July, the AMD appreciated 3.5 percent relative to the
USD but depreciated 6 percent against the EUR and 28 percent
against the RUB. International reserves reached USD 4.1 bn as of
end-June, covering 3.3 months of imports.

Armenia recorded a fiscal deficit in H1 of 0.4 percent of projected
GDP, as expenditures rose 19.4 percent (yoy) in nominal terms, dri-
ven by high defense and social protection expenditure, while rev-
enue grew by 15.2 percent (yoy) in nominal terms, driven by VAT
and profit taxes. As of July, government debt was stable at 47.7 per-
cent of the annual GDP forecast.

Armenia’s financial system remains healthy. As of June 2025, ex-
change rate-adjusted deposits and loans were up 15.2 percent
(yoy) and 29.5 percent (yoy), respectively (in nominal terms). Credit
dollarization stood at 34 percent at end-June. The ratio of non-per-
forming loans (NPLs) remained at 1.3 percent. And the return on
assets was 4.3 percent.

Outlook

Growth is projected to ease to 5.2 percent in 2025 and converge
toward its potential rate of 4.5 percent in the medium term, as

consumption and investment growth moderate from their high
bases. Inflation is projected to remain stable at 3 percent for the
forecast period, in line with the CBA target.

The fiscal deficit is projected to widen to 5 percent of GDP in 2025,
driven by greater expenditure on defense, social security, and debt
servicing in the second half of the year, before gradually narrow-
ing to 3.7 percent by 2027 because of higher tax collection and re-
duced defense expenditures. Tax revenue is projected to increase,
reflecting the broadening of the regular tax regime and improve-
ments in tax administration. Public debt is estimated to rise to 55.4
percent of GDP by 2027, up from 51.3 percent of GDP in 2025.

The current account deficit is expected to widen to 5 percent of
GDP in 2025, with exports of goods weakening faster than imports,
amid the elevated consumption. Deterioration in the trade deficit
is expected to be partly offset by an improved services balance.

The poverty rate, as measured by the upper-middle-income pover-
ty line of USD 8.3 per day (2021 PPP), is projected to fall to 53.1 in
2027, down from 55 percent in 2025. However, slower growth in
agriculture and in services, the main employers of the poor, could
undermine the projected reduction in poverty.

Risks to the outlook include geopolitical tensions, weaker partner
growth, and election-related uncertainty, which could weigh on
exports, capital inflows, and business confidence. On the upside,
progress toward peace and regional normalization, deeper EU ties,
and regulatory reforms to foster investment and competition and
to facilitate trade and connectivity could lift long-term growth.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 12.6 8.3 5.9 5.2 4.9 4.7
Private consumption 5.6 6.1 8.0 6.0 4.7 4.0
Government consumption -2.2 10.2 -9.5 0.6 5.4 7.2
Gross fixed capital investment 14.0 9.0 11.2 10.1 8.9 7.8
Exports, goods and services 59.9 35.8 27.6 -30.0 2.1 2.7
Imports, goods and services 35.0 354 28.3 -24.8 4.1 3.9
Real GDP growth, at constant factor prices 13.1 8.0 6.8 5.2 4.9 4.7
Agriculture -2.8 -0.4 1.5 3.1 2.5 2.1
Industry 9.8 2.0 6.8 5.3 5.5 5.7
Services 18.1 12.3 7.6 5.5 49 4.7
Employment rate (% of working-age population, 15 years+) 50.9 52.8 50.7 51.5 52.0 52.2
Inflation (consumer price index) 8.6 2.0 0.3 3.0 3.0 3.0
Current account balance (% of GDP) 0.7 -2.8 -4.6 -5.0 -4.9 -4.8
Net foreign direct investment inflow (% of GDP) 4.7 2.2 0.3 2.1 2.4 2.7
Fiscal balance (% of GDP)! 2.2 -1.9 -3.5 -5.0 4.2 3.7
Revenues (% of GDP) 25.1 25.9 26.5 26.7 26.7 27.0
Debt (% of GDP)? 46.7 48.2 48.0 51.3 53.4 55.4
Primary balance (% of GDP) -0.5 0.1 -1.2 -2.0 -1.1 -0.4
International poverty rate ($3.00 in 2021 PPP)>* 1.9 1.9 1.9 1.9 1.9 1.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)>* 10.0 8.4 8.2 7.9 7.6 7.4
Upper middle-income poverty rate ($8.30 in 2021 PPP)>* 55.7 56.9 56.2 55.0 54.1 53.1
GHG emissions growth (mtCO2e) 2.3 6.9 6.5 8.4 8.5 8.3

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Represents the consolidated fiscal balance.
2/ Excludes CBA debt.

3/ Calculations based on ECAPOV harmonization, using 2011-ILCS, 2018-ILCS, and 2023-ILCS. Actual data: 2023. Nowcast: 2024. Forecasts are from 2025 to 2027.
4/ Projection using annualized elasticity (2011-2018) with pass-through = 0.69 based on GDP per capita in constant LCU.
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AZERBAIJAN

Growth is projected to decelerate to 1.9 percent in 2025,
reflecting the expected reduction in crude oil production
as well as moderation in non-hydrocarbon sector activity.
After rising in Q1, inflation has stabilized and expected
just below 5 percent in 2025. External and fiscal surpluses
have narrowed as energy prices have dropped. Sluggish
medium-term growth is expected to continue, hovering at
around 1.8 percent.

Key conditions and challenges

Continued reliance on hydrocarbons as a major source of export
and fiscal revenue remains Azerbaijan’s main vulnerability. Declin-
ing oil production, oil price volatility, and the global transition away
from fossil fuels are challenges to long-term growth prospects.

Private sector development is constrained by the economy's large
state footprint, an uneven playing field for companies, shallow
financial markets, and a weak human capital base. Despite a re-
duced gap with developed countries in terms of per capita capital
stock, convergence of per capita income has lagged, suggesting
low productivity. Reforms are needed to enable a better alloca-
tion of productive resources and technology across businesses
and sectors.

Recent developments

Economic activity decelerated sharply in H1, 2025, with real GDP
growth slowing to 1.5 percent, compared with 4.3 percent in H1
2024. Crude oil production fell 3.1 percent (yoy), while natural gas
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production remained stable. Non-hydrocarbon sector growth also
lost momentum, dropping from 6.9 percent in 2024 to 3.9 per-
cent in H1 2025, as activity normalized in construction, trans-
port, Information and Communication Technology (ICT), and retail
following strong gains in 2024. Construction, a major driver of
growth in recent years, lost momentum in H1 due to reduced
public investment in reconstruction. On the demand side, real
wage growth softened to 3.5 percent, with inflation constraining
household purchasing power and dampening private consump-
tion. Investment contracted 0.5 percent in real terms, largely due
to reduced investment in the hydrocarbon sector. The unemploy-
ment rate levelled at 5.3 percent in H1 2025.

Average inflation increased to 5.7 percent in H1 2025 due to a
hike in administrative prices and to higher imported inflation (from
higher global food prices) in Q1. Inflation stabilized toward the end
of Q2 and remains within Azerbaijan’s Central Bank (CBAR) inflation
target range of 4+/-2 percent. The CBAR has kept the policy rate
unchanged at 7.25 percent since May 2024.

The fiscal surplus decreased to 7.7 percent of GDP in H1 2025,
from 10.3 percent in H1 2024. Revenues fell 5.5 percent (yoy,
in real terms) to 33.6 percent of GDP, primarily due to reduced

FIGURE 1/ Non-oil and gas GDP growth and oil price
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FIGURE 2 / Official poverty rate, unemployment rate, and real
wage growth
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hydrocarbon sector receipts because of lower prices. Tax collec-
tion in the non-hydrocarbon sector decreased 3.4 percent in real
terms. Government expenditure in H1 rose 1.8 percent in real
terms, to 31.5 percent of GDP, driven by a real increase in capital
expenditure of 5 percent and a real decline in current expendi-
ture of 1.3 percent (yoy) as budget execution lagged.

Excluding gold imports by the State Oil Fund of the Republic of
Azerbaijan (SOFAZ) (8.7 percent of GDP), the trade surplus widened
to 12.4 percent of GDP in 2024, with exports levelling and import
growth remaining subdued, due to domestic demand easing. CBAR
reserves increased 2.1 percent to US$11.1 billion by the end of H1
2025, equivalent to 5.6 months of import cover.

Credit to the economy moderated in H1 2025, growing 5.8 per-
cent in real terms, with consumer and business lending growing
10.2 percent and 3.2 percent, respectively. The non-performing
loan (NPL) ratio increased slightly to 1.7 percent. Bank deposits
grew by 6.3 percent (yoy) in real terms, while banks' profits saw
a 6.4 percent (yoy) decline in H1 2025.

Qutlook

GDP is projected to grow by 1.9 percent in 2025, reflecting
the decline in hydrocarbon output. A modest recovery in non-
hydrocarbon sector growth is expected in H2 2025, as execu-
tion in public expenditure improves toward year-end. Real GDP

growth is expected to remain subdued in the medium term,
averaging 1.7 percent, with crude oil production contracting
further and fiscal space narrowing due to less favorable hy-
drocarbon prices. This outlook underscores the urgency of ad-
vancing structural reforms to foster private sector-led growth
in the non-hydrocarbon sector.

Inflation has already peaked and, in the absence of major external
shocks, is expected to edge downward for the remainder of 2025
and stay within the CBAR's target in the medium term.

With energy prices projected to moderate, budget revenues are ex-
pected to contract, resulting in a narrowing of the fiscal surplus to
an estimated 3.6 percent of GDP in 2025 and an average of 1.8 per-
cent of GDP in 2026-2027. As fiscal space tightens, public expen-
ditures (including investment) will need to decrease to ensure ad-
herence to fiscal rule targets.

The current account surplus is expected to narrow to an average of
3.4 percent of GDP over the period 2025-2027, due to declining en-
ergy prices. Lower demand for imports because of low growth will
partially offset the fall in exports, preventing further deterioration.

Downside risks to this outlook stem from subdued growth and
declining energy prices, which could impact macroeconomic sta-
bility. On the upside, progress towards peace with Armenia would
facilitate trade and attract greater foreign direct investment in
the non-hydrocarbon sector.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 4.6 1.1 4.1 1.9 1.8 1.7
Private consumption 4.9 4.0 7.0 4.4 4.3 4.1
Government consumption 6.3 8.1 11.3 3.8 2.5 1.9
Gross fixed capital investment 5.7 9.6 -0.7 -0.3 -0.4 -0.7
Exports, goods and services 3.3 -2.9 1.2 0.1 0.2 0.2
Imports, goods and services 3.2 1.9 3.1 1.8 1.7 1.6
Real GDP growth, at constant factor prices 4.6 1.1 4.1 1.9 1.8 1.7
Agriculture 3.4 3.2 1.4 2.5 2.6 2.6
Industry 2.4 -0.9 1.1 0.8 1.0 0.9
Services 8.5 3.8 9.1 3.4 2.7 2.6
Employment rate (% of working-age population, 15 years+) 60.4 60.0 59.4 59.4 59.4 59.4
Inflation (consumer price index) 13.8 9.0 2.1 4.6 3.0 2.8
Current account balance (% of GDP) 29.7 11.6 6.3 4.2 3.7 3.3
Net foreign direct investment inflow (% of GDP) -1.4 -1.1 -1.1 -1.0 -1.0 -0.9
Fiscal balance (% of GDP) 5.4 8.1 4.0 3.6 1.9 1.7
Revenues (% of GDP) 30.7 39.9 38.3 36.6 34.2 33.9
Debt (% of GDP) 11.7 21.8 21.7 22.4 23.8 23.7
Primary balance (% of GDP) 5.9 8.8 4.4 4.3 2.6 2.4
GHG emissions growth (mtCO2e) 4.5 1.4 0.9 0.3 0.8 1.2

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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BELARUS

Belarus's economy remains strained by sanctions, labor short-
ages, anddependence on Russia. GDP growth slowedin 2025
duetoweakexportsandinflation. Long-term growth prospects
arelimited by the effectiveness of stimulus policies, persistent
inflation, and currency pressures. Poverty declined modestly,
mainly in rural areas. Sustained high inflation and widening
external imbalances, driven by continued isolation from
global markets, further weaken Belarus's growth potential.

Key conditions and challenges

Belarus’s economy remains centralized, controlled and increas-
ingly isolated since Russia’s invasion of Ukraine. Western sanc-
tions have pushed it to reroute trade primarily through Russia
and seek new trade partners in Africa, Latin America, Southeast
and Central Asia, raising costs and causing payment delays. Im-
port substitution, backed by Russian investments and subsidies,
has strengthened a short-term economic resilience, but tightened
Belarus’'s economic ties with Russia, leaving it vulnerable to any
downturn in Russian demand.

Sanctions on Belarus continue to weigh on growth prospects, com-
pounding structural weaknesses such as labor shortages, econom-
ic overheating, and a worsening trade balance. Structural reforms
are needed to address labor market rigidities and limited economic
diversification to support sustainable growth. Inflationary pres-
sures have increased due to exchange rate volatility, worsening
current account, and inefficiencies in the state-dominated econo-
my. The government plans to ease price controls while maintaining
fiscal stimulus, including through the state-owned enterprises, to
sustain growth and preserve macroeconomic stability.
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Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2020 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

Recent developments

In the first seven months of 2025, GDP growth slowed to about 1.3
percent year-on-year, held back by weaker Russian demand and
adverse weather that reduced agricultural output by 12.4 percent
year-on-year. Construction expanded by 10.2 percent and the in-
formation and communications sector grew by 4.2 percent, both
recovering from severe declines in recent years. On the demand
side, private consumption and public investment remained the key
drivers of growth. As domestic demand strengthened, imports rose
faster than exports, leaving trade a drag on growth.

A widening trade gap drove the current account deficit higher in
early 2025. The total value of exports in dollar terms rose margin-
ally, helped by stronger demand from distant markets (Africa, Latin
America, Asia). Imports, however, rose strongly due to rising wages
and generous fiscal incentives. Consequently, the current account
deficit expanded by over 18 percent in the first quarter, despite a
15 percent rise in remittances. The deficit was primarily financed
through foreign direct investment—mainly reinvested earnings
from Russian firms—with smaller contributions from Chinese in-
vestors. External debt slightly increased to 40 percent of GDP due

FIGURE 1/ Quarterly real GDP growth and contributions to real
quarterly GDP growth
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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to trade credits, while foreign reserves rose to a record high of
US$11.5 billion by July 2025.

Despite price controls, inflation accelerated in January-July, rising
by 6.4 percent year-on-year, with food prices up by 8.5 percent. The
Belarusian ruble depreciated moderately against the Russian ru-
ble amid sanctions and weaker trade flows, remaining closely tied
to the fluctuations of the Russian ruble. In response, the National
Bank of Belarus tightened monetary policy, increasing the base in-
terest rate by 25 bps to 9.75 percent in June.

Labor market pressures led to a further decline in unemployment
and pushed real wages up by 10.5 percent year-on-year. This in-
crease in household incomes contributed to a further reduction in
poverty during the first half of 2025, albeit at a slower pace due to
rising inflation. According to official data, the decline in poverty was
modest and largely concentrated in rural areas, particularly in the
southern regions of the country.

Since the war in Ukraine began, regular publication of budget data
has largely ceased, replaced by occasional and sometimes conflict-
ing announcements from the Ministry of Finance. As a result, ob-
taining an accurate picture of the country’s public finances has be-
come increasingly challenging.

Outlook

Growth is expected to pick up in the second half of the year as agri-
cultural output rebounds. However, full-year GDP growth is pro-
jected to slow to 1.9 percent, below the 2024 level, primarily due to
subdued economic activity in Russia, which continues to dampen

demand for Belarusian exports. In 2026-27, expansion will be lim-
ited by capacity constraints and labor shortages unless investment
increases. Manufacturing will remain a key contributor to growth
but lose momentum with softer Russian demand, while construc-
tion will benefit from state-led infrastructure development. Domes-
tic trade should benefit from tight labor markets and generous fis-
cal support, and the IT sector is to rebound after recent declines.

Private consumption will remain the main growth driver but will
weaken as inflation erodes purchasing power. Consequently,
poverty, measured at the upper-middle-income poverty line of
US$8.30 (2021 PPP), is expected to continue declining, albeit more
slowly. Investment will support growth but remain constrained
by limited resources and absorption capacity. Net exports are
projected to continue weighing on growth, due to Russia's dom-
inance, ongoing sanctions, and persistent logistical challenges.
The trade and current account balances are expected to deterio-
rate, with the current account deficit projected to reach around
3.0 percent of GDP in 2025, followed by a gradual improvement
in the medium term.

Inflationary pressures are expected to stay high, with average an-
nual inflation projected at 6.7 percent year-on-year in 2025. Per-
sistently high prices, combined with falling corporate profits, rising
losses, and structural inefficiencies, could limit the impact of stim-
ulus measures. Even as price controls are eased, inflation is likely
to remain above 6 percent in the medium term.

Belarus’'s medium-term growth is likely to remain below potential,
held back by weak growth in Russia, and internal constraints. Ties
with Russia, and state support for key industries should sustain
short-term growth momentum.

Recent history and projections 2022 2023 2024 2025e  2026f  2027f
Real GDP growth, at constant market prices -4.7 3.9 4.0 1.9 1.3 0.8
Private consumption -1.2 8.2 12.6 5.9 2.9 1.8
Government consumption -0.1 0.2 0.1 0.1 0.0 0.0
Gross fixed capital investment -13.3 17.2 7.8 14.5 4.0 2.9
Exports, goods and services -12.3 19.0 2.9 -5.5 0.5 1.1
Imports, goods and services -11.4 22.7 5.3 3.2 3.1 2.9
Real GDP growth, at constant factor prices -4.7 3.7 4.1 1.9 1.2 0.8
Agriculture 4.4 0.0 2.2 2.5 3.1 2.3
Industry -6.2 7.0 5.9 3.1 2.1 0.8
Services -5.1 1.9 3.1 0.8 0.2 0.5
Inflation (consumer price index) 15.2 5.1 5.7 6.7 6.2 6.0
Current account balance (% of GDP) 3.6 -1.5 -2.5 -3.2 -1.2 0.7
Net foreign direct investment inflow (% of GDP) 1.9 2.7 2.1 1.5 1.5 1.5
Fiscal balance (% of GDP) -1.5 1.2 1.3 1.0 0.5 0.1
Revenues (% of GDP) 36.0 40.7 41.9 40.6 40.1 39.7
Debt (% of GDP) 38.7 37.4 37.3 38.4 39.5 40.3
Primary balance (% of GDP) -0.5 2.8 2.8 2.4 2.0 1.6
Lower middle-income poverty rate ($4.20 in 2021 PPP)%?> 0.1 0.1 0.0 0.0 0.0 o
Upper middle-income poverty rate ($8.30 in 2021 PPP)"2 2.1 13 0.7 0.5 0.5 0.4
GHG emissions growth (mtCO2e) -2.7 1.8 2.2 0.7 0.6 0.2

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2020-HHS. Actual data: 2020. Nowcast: 2021-2024. Forecasts are from 2025 to 2027.
2/ Projection using neutral distribution (2020) with pass-through = 0.87 (Med (0.87)) based on private consumption per capita in constant LCU.
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BOSNIA AND
HERZEGOVINA

GDP growth slowed to 1.7 percent in Q1 2025 from 3.0 per-
cent a year earlier, as industrial weakness, especially in
manufacturing, weighed on activity. Stronger consumption,
fueled by minimum wage hikes, couldn’t offset weak invest-
ment and exports, while higher food prices lifted inflation
to 3.4 percent in June. Looking ahead, growth is projected
to recover to 3.2 percent by 2027, with the fiscal balance
improving as reforms advance.

Key conditions and challenges

Over the past thirty years, Bosnia and Herzegovina's (BiH) macro-
economic stability has been underpinned by three factors: a cur-
rency board linked to the euro, efficient indirect tax collection and
the prospect of EU membership. Robust fiscal policy delivered bud-
get surpluses during 2015-2019, and while pandemic-driven
deficits followed, public debt has remained modest at approxi-
mately 34 percent of GDP, reflecting prudent fiscal management.

Average real income growth of just 3 percent per year since 2015
has been insufficient to close the gap with the EU27 average, leav-
ing per capita GDP at only one-third of the EU level in 2024. This
slow pace of growth has limited progress in reducing poverty. Al-
though the official poverty rate declined from 16.9 percent in 2015
to 13.5 percent in 2021, economic vulnerability persists—40 per-
cent of adults say they could not cover expenses for more than a
month if their main income is lost. Low labor force participation
and high vulnerability among elderly households and those with
multiple dependents remain pressing concerns.
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Poverty

To unlock Bosnia and Herzegovina's growth potential, the
country must shift from a consumption-driven model to one
driven by higher investment and improved productivity. It
will require accelerating key structural reforms, strengthen-
ing oversight of state-owned enterprises, improving the busi-
ness climate, reducing labor costs, and advancing the transition
to green energy.

Recent developments

Real GDP growth decelerated to 1.7 percent in Q1 2025 from 3.0
percent in 2024. On the supply side this was due to weaker perfor-
mance across key sectors, especially manufacturing (-5.3 percent)
and construction (-0.8 percent).

On the demand side, inflation eroded real disposable income,
hence consumption and investment softened in Q1 2025. Exports
grew only 0.4 percent in Q1 2025 while imports increased by 1.6
percent during the same period, further widening the trade deficit
by 1.3 percent in nominal terms.

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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In H1 2025, inflation accelerated to 3.6 percent from 1.7 percent
the year before, driven primarily by cost-push factors. Food prices
increased faster than prices of most goods and services, resulting
in core inflation (1.8 percent) falling behind food inflation (8.5 per-
cent). The acceleration in food prices was triggered by supply dis-
ruptions due to the 2024 floods, the global trends reflecting eco-
nomic uncertainty, and the FBiH Government’s decision to increase
the minimum wage by 60 percent that took effect in 2025.

Labor market conditions also softened in Q1 2025, amplifying the
impact of higher prices on households. Unemployment rose to
13.4 percent in Q1, up 0.8 pp from end-2024, while the activity
rate fell by 0.4 pp to 48.7 percent, suggesting fewer people are ei-
ther working or actively seeking jobs. Participation is especially low
among those with only primary education or less, who make up
nearly 30 percent of the working-age population but recorded an
activity rate of just 14.7 percent in Q1 2025. These shifts point to
growing challenges in the labor market, particularly for vulnerable
groups, and highlight the need for targeted policy interventions to
boost labor market inclusion and support economic resilience.

Meanwhile, the current account deficit (CAD) widened to 8.9 per-
cent of GDP in Q1 2025—0.6 pp higher than in Q1 2024 as the mer-
chandise trade deficit widened to 23.1 percent of GDP. In Q1 2025
almost three-fourths of the CAD was financed by the foreign direct
investment (FDI) inflows, which mainly went to the foreign-owned
banking sector (new loans). Despite this external imbalance, total
external debt remains relatively low, below 45 percent of GDP. Pub-
licdebtislower, atabout 35 percent of GDP, thanks to a modest bud-
get deficit. The deficit is projected to narrow further to 1.5 percent of
GDPin 2025, driven by slightly lower spending on goods and services.

Outlook

Real GDP growth is expected to decelerate modestly in 2025 (pro-
duction approach) as ongoing political tensions continue to weigh

on the pace of essential reforms. Inflation is likely to peak at 3.5
percent in 2025, reflecting pressures from rising food and service
prices, planned utility price increases, and ongoing global econom-
ic uncertainty. Despite these headwinds, consumption will remain
the main driver of growth, providing some resilience in the short
term. Unemployment remains unchanged, as the lack of consen-
sus on the growth plan and the recent increase in the minimum
wage have limited job creation.

From 2026 onward, growth is anticipated to regain momentum,
reaching 3.0 percent in 2026 and 3.2 percent in 2027, supported
by stronger investment, improving domestic labor markets, and
more favorable external conditions as the EU economy recovers.
Private consumption will continue to expand, while the introduc-
tion of the Carbon Border Adjustment Mechanism (CBAM) is ex-
pected to increase imports, leading to a slight deterioration in the
CAD, which should stabilize at 4.7 percent of GDP by 2027. Pru-
dent fiscal policy is set to return the balance to surplus in 2027,
driven by highway-related revenues and a stable VAT regime,
based on single VAT rate.

In this context, policymakers’ near-term priorities should focus on
finalizing the reform agenda for the EU Growth Plan, fulfilling leg-
islative requirements to begin EU accession negotiations, and la-
bor market reforms. These efforts, while likely to be delayed by
the October 2026 general elections, are expected to accelerate in
2027, helping to underpin improvements in living standards and
sustain growth.

The outlook has significant downside risks. A potential escalation of
global economic uncertainty and domestic political frictions could
lead to lower investments and delay essential economic structural
reforms. Ongoing conflicts in Ukraine and the Middle East could
also constrain the EU's economy, further affecting demand for
BiH exports, FDI and remittances. Inflation, reduced domestic de-
mand, and limited remittance inflows pose additional challenges
for poverty reduction.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 3.7 1.9 2.5 2.6 3.0 3.2
Private consumption 3.1 1.8 2.5 3.4 2.6 3.1
Government consumption 2.7 4.1 9.4 4.8 6.2 5.0
Gross fixed capital investment 16.9 2.1 2.3 0.0 1.8 1.6
Exports, goods and services 9.9 -6.0 -1.5 0.1 1.0 1.5
Imports, goods and services 12.0 -3.0 2.5 1.8 1.9 1.8
Real GDP growth, at constant factor prices 4.2 2.0 3.0 2.6 3.0 3.2
Agriculture 3.5 3.1 3.0 3.2 3.2 3.4
Industry 1.4 -3.4 0.5 1.0 1.5 1.5
Services 5.4 4.0 3.8 3.1 3.5 3.7
Employment rate (% of working-age population, 15 years+) 42.7 44.2 44.0 44.0 44.0 44.0
Inflation (consumer price index) 14.0 6.1 1.7 3.5 1.9 1.7
Current account balance (% of GDP) -4.4 -2.3 -4.0 -4.3 -4.5 -4.7
Net foreign direct investment inflow (% of GDP) 3.0 3.2 3.2 3.1 3.1 3.4
Fiscal balance (% of GDP) -0.4 -1.2 -1.8 -1.5 -0.7 0.3
Revenues (% of GDP) 39.9 40.7 41.9 42.4 42.2 42.5
Debt (% of GDP) 33.0 32.1 34.3 35.1 34.8 33.7
Primary balance (% of GDP) 0.2 -0.2 -0.4 -0.6 0.4 1.3
GHG emissions growth (mtCO2e) 0.0 0.3 -1.2 -2.4 -2.7 -1.8

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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BULGARIA

Against the backdrop of export underperformance, strong
domestic consumption propped up growth in the first half
of 2025. The improved medium-term outlook is under-
pinned by the upcoming adoption of the euro in 2026 and
the expected recovery of the eurozone economy. Global
trade and geopolitical uncertainties persist as downside
risks. Domestically, the ongoing real estate and mortgage
boom remains on the radar.

Key conditions and challenges

Bulgaria has been characterized by gradual convergence to av-
erage European Union (EU) incomes, but key development chal-
lenges remain. In 2024, Gross Domestic Product (GDP) per capita
in purchasing power parity terms reached 66 percent of the EU
average, the lowest in the EU. Similarly, the at-risk-of-poverty rate
and income inequality have consistently ranked among the highest
in the EU. Regional disparities—as evidenced by significant spatial
variation in prosperity measures and access to public ser-
vices—stand out as a major development challenge, too.

Vested interests, facilitated by governance weaknesses and politi-
cal disengagement, result in resource misallocation and constrain
productivity growth. Net outmigration of working-age population
after the start of transition, albeit reversing since the Covid-19 pan-
demic, further caps the country’s growth potential. While economic
growth is projected to decline to 1.3 percent by 2050 under a base-
line scenario, ambitious reforms that enhance productivity, human
capital and investment could accelerate Bulgaria’s growth rate,
reduce poverty and help the country converge to average real EU
incomes in the next decade.
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Despite its demographic and institutional impediments, Bulgaria
has maintained macroeconomic stability, underpinned by a cur-
rency board arrangement and fiscal prudence. This, together
with dedicated efforts since 2018, has enabled the country to
meet the Maastricht criteria and be invited to join the eurozone
from start-2026.

Recent developments

Real GDP gained 3.2 percent year-on-year in the first half of the
year, pushing the World Bank's projection for GDP growth for the
year up to 3.0 percent. Against the backdrop of export underper-
formance, it was final consumption and investment that sustained
headline growth. Private consumption has been fed by consumer
credit expansion, particularly in the mortgage segment, and un-
abating wage growth.

While domestic credit grew by 14-15 percent nominally year-on-
year in the four quarters up to Q2/2025, mortgage credit to house-
holds expanded at about twice that rate, mirrored by a real estate
boom. The rapid increase of property prices fuels concerns about
the formation of a real estate bubble and a potentially painful

FIGURE 1/ General government budget expenditure, revenue,
and balance
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita

Poverty rate (%) Real GDP per capita (constant LCU)

18 30000
16
25000
14
12 20000
10
15000
8
6 10000
A ./0"\ P
¢ 5000
2 e ) o @ . @
0 0

2008 2010 2012 2014 2016 2018 2020 2022 2024 2026

International poverty rate ee+®.. Lower middle-income pov. rate

e e®. .o Upper middle-income pov. rate Real GDP pc

Source: World Bank. Notes: See footnotes in table on the next page.

52 Macro Poverty Outlook / October 2025



correction. On the upside, real wage growth appears to have
slowed down, from 13.8 percent in H1/2024 to 7.4 percent on av-
erage in H1/2025, reducing the gap with productivity growth.

Strong domestic demand, albeit supportive of growth, might have
contributed to recent inflationary pressures. Following gradual de-
celeration until May 2025, year-on-year inflation rose to 5.3 percent
in July, driven by food, utilities, restaurants and entertainment
prices. Bulgaria's fiscal position continued to loosen in the first half
of 2025, as expenditure outstripped revenue growth. Payroll, pen-
sion and social spending, as well as capital expenditure grew rapid-
ly, with the 2025 cash-basis fiscal deficit now projected at 4 percent
of GDP, up from 3 percent in 2024.

Poverty (at $8.30/ day in 2021 Purchasing Power Parity [PPP]) is
projected to decline only slightly—from 4.4 percent in 2023 to 4.1
percent in 2025—as slowing real wage growth and rising food and
utility prices weigh on household purchasing power, especially for
vulnerable households that spend a significant share of their bud-
get on food and energy.

Qutlook

Following a decent acceleration in 2025 on the back of strong
domestic consumption, economic growth is forecast to adjust
marginally in 2026 as demand moderates while EU activity
slows down. The potential one-off effect on prices from upward

rounding after joining the eurozone in 2026—if any—would be
offset by the projected downward adjustment of global energy
prices in 2026. Thus, annual average inflation is set to deceler-
ate from 3.3 percent in 2025 to 3.0 in 2026. Given export weak-
ness amidst strong domestic consumption, the current account
deficit is expected to widen to 2.6 percent of GDP in 2025,
before consolidating moderately in 2026-2027. Bulgaria’s eu-
rozone accession in 2026 is anticipated to positively influence
the country’'s medium-term economic outlook and external fi-
nancial account. The expected reduction of transaction costs
related to currency conversion, and lower interest rate premia
are likely to enhance the overall investment climate, tourism,
and foreign trade. Yet, this positive impact may be overshad-
owed by a potential escalation of global trade and geopolitical
uncertainties, which could limit export recovery and take a toll
on growth.

The improved economic outlook for 2026-2027 will increase rev-
enues and support a reduction of the fiscal deficit, but measures
to improve tax collection and curb current expenditure would be
needed to bring the deficit below 3 percent of GDP by 2027. Budget
consolidation on the expenditure side will become more pressing
under a less favorable growth outlook.

With inflation expected to ease and economic growth projected to
accelerate in 2026-2027, poverty rates are likely to decline modest-
ly—assuming labor market gains and social protection measures
keep pace with the acceleration of growth.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 4.0 1.9 2.8 3.0 2.9 3.1
Private consumption 3.9 1.4 4.2 7.3 3.3 2.5
Government consumption 8.0 1.1 4.5 5.7 0.5 1.1
Gross fixed capital investment 6.5 10.2 -1.1 4.9 5.8 5.9
Exports, goods and services 12.1 0.0 -0.8 -4.1 0.6 1.4
Imports, goods and services 15.3 -5.5 1.3 2.6 2.5 2.3
Real GDP growth, at constant factor prices 5.5 1.3 2.5 3.0 2.9 3.1
Agriculture -7.2 -15.3 -7.0 0.4 0.9 1.0
Industry 12.8 -3.9 1.9 -1.5 0.6 1.2
Services 3.9 4.1 3.2 4.6 3.7 3.8
Employment rate (% of working-age population, 15 years+) 54.2 54.4 54.4 54.5 54.5 54.7
Inflation (consumer price index) 15.3 9.5 2.4 3.3 3.0 2.6
Current account balance (% of GDP) -2.7 -0.9 -1.8 -2.6 -2.0 -2.3
Net foreign direct investment inflow (% of GDP) 4.1 4.2 2.2 1.7 1.8 2.0
Fiscal balance (% of GDP) -0.8 -3.0 -3.0 -4.0 -3.6 -2.9
Revenues (% of GDP) 38.5 36.2 35.5 36.9 37.7 38.2
Debt (% of GDP) 22.5 22.9 24.1 30.5 32.4 33.6
Primary balance (% of GDP) -0.4 -2.6 -2.5 -3.6 -3.0 -2.3
Upper middle-income poverty rate ($8.30 in 2021 PPP)"? 5.5 4.4 4.3 4.1 4.0 3.8
GHG emissions growth (mtCO2e) 7.4 -1.9 -1.3 0.5 1.6 1.7

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2024-EU-SILC. Actual data: 2023. Nowcast: 2024. Forecasts are from 2025 to 2027.
2/ Projection using neutral distribution (2023) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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CROATIA

Economic activity in Croatia continued to expand during
2025, reflecting strong domestic demand. GDP growth is
expected to remain robust in the medium term as recovery
of external demand is likely to offset the slowdown in invest-
ment and private consumption. The fiscal deficit remains
below 3 percent, supporting a gradual decline in the public
debt-to-GDP ratio. Poverty is expected to marginally decline
to 1.9 percent in 2025.

Key conditions and challenges

Croatia's economic performance remains strong, with growth
rates surpassing the European Union (EU) average. This positive
trajectory is driven by resilient domestic demand, notably in-
creased public and private investment bolstered by EU funds, as
well as robust household consumption supported by significant
wage growth and historically high employment levels. However,
the Croatian economy continues to grapple with several struc-
tural challenges that may impact its competitiveness and the
sustainability of its growth model. Productivity gains have been
modest, while labor costs have risen considerably. The ongoing
tight labor market, characterized by record-low unemployment
and workforce shortages, has contributed to the upward pres-
sure on wages. These factors raise concerns regarding cost com-
petitiveness, particularly within export-oriented sectors such as
manufacturing and tourism.

Risks to growth remain on the downside. Although a recent trade
agreement between the US and the EU has alleviated some uncer-
tainty, external conditions remain complex and pose ongoing risks
to investment and export activities. Additionally, persistent labor
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shortages could increasingly constrain growth. As a result, ad-
vancing productivity and fostering economic diversification will be
essential for sustaining income convergence and enhancing eco-
nomic resilience over the near to medium term.

Recent developments

During the first half of 2025, Croatia's economic activity demon-
strated continued expansion, with annual real GDP growth record-
ed at 3.2 percent for the first six months. This growth was primarily
driven by robust domestic demand, which compensated for the
negative impact of net exports. While private consumption initially
declined amid retail chain boycotts, it subsequently rebounded,
supported by increasing employment and a significant rise in
wages and pensions. In contrast, although goods exports per-
formed well early in the year, their growth decelerated markedly in
the second quarter, due to global trade policy uncertainty and eco-
nomic challenges among Croatia’s main trading partners. Exports
of services, following a marked reduction in 2024, remained sub-
dued according to early third-quarter data on tourist arrivals, indi-
cating the continuation of this trend. Meanwhile, imports of goods
and services remained strong.

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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Labor market conditions remained stringent, as unemployment
rates declined to historic lows in conjunction with ongoing employ-
ment growth. Wage gains persisted, influenced by developments
in the private sector and substantial public sector pay increases
following reform implemented in 2024. These factors contributed
to continued inflationary pressures, and the average inflation rate
reached 4.5 percent in the first eight months—with a strong rise
in prices of food and services. Wages and social benefits rose in
early 2025, driving higher government spending and widening the
general government deficit. Although revenue growth helped off-
set some of these costs, it was not sufficient to fully balance them.
Even so, the deficit remained contained, and the public debt-to-
GDP ratio continued to decline.

Wage gains have not been evenly shared as the at-risk-of-poverty
rate for employees rose from 5.8 percent in 2023 to 6.5 percent
in 2024. Poverty ($8.3/day, 2021 Purchasing Power Parity [PPP])
declined modestly from 2.5 percent in 2022 to 2 percent in 2023,
yet about one-fifth of Croatians remain at risk of poverty. Income
inequality has inched up in recent years but remains below the
EU average.

Qutlook

Croatia's economic outlook remains positive, with average growth
projected to be around 3 percent annually for the 2025-2027 peri-
od. Domestic demand will continue to drive growth, but its pace is
expected to slow gradually. In 2025, nominal wage growth has al-
ready begun to ease, a trend likely to continue as inflation declines
and labor productivity gains remain modest. These factors should

support continued, albeit slower private consumption growth.
Moreover, with the completion of investments financed through
the Recovery and Resilience Facility in 2026, capital investment
growth is forecasted to slow. The reduced contribution from do-
mestic demand will be largely counterbalanced by the expected
strengthening of external demand, driven by continued economic
recovery in major EU economies, which should bolster exports of
goods and services. However, net exports is projected to weigh on
overall growth. Inflation is expected to remain elevated in 2025 be-
fore converging towards the European Central Bank's (ECB) 2 per-
cent target in subsequent years.

The budget deficit is projected to reach 2.5 percent of GDP in 2025,
then decline, to around 2 percent of GDP in 2026 and 2027, as the
effects of wage and social benefit increases fade and expenditure
growth slows. Although the primary balance will remain negative,
robust nominal GDP growth is anticipated to support a continued
reduction in the public debt-to-GDP ratio, which is expected to fall
below 55 percent by 2027.

Risks to the projected GDP growth are slightly negative, re-
flecting potentially weaker external demand than currently ex-
pected due to higher United States tariffs on EU products and
subdued tourism sector activity driven by challenges related to
price competitiveness.

Poverty is projected to decline marginally to 1.9 percent by
2026 and then to 1.6 percent in 2027. Slowing wage growth,
limited productivity gains, and stagnant non-wage incomes
risk reducing real household earnings, widening gaps between
groups and increasing inequality.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 7.3 3.3 3.9 3.1 2.9 2.7
Private consumption 6.9 3.0 5.6 3.5 2.7 2.5
Government consumption 2.2 7.1 7.0 3.3 2.9 2.5
Gross fixed capital investment 10.4 10.1 9.9 5.9 4.7 3.2
Exports, goods and services 27.0 -2.9 0.9 1.7 2.3 2.4
Imports, goods and services 26.5 -5.3 5.3 3.7 3.0 2.5
Real GDP growth, at constant factor prices 8.4 3.5 3.6 3.2 2.9 2.7
Agriculture 13 2.0 0.4 0.8 0.8 0.7
Industry 5.9 0.6 2.1 2.0 2.0 1.6
Services 9.6 4.5 4.2 3.6 3.3 3.2
Employment rate (% of working-age population, 15 years+) 49.0 49.1 49.4 49.7 49.8 49.9
Inflation (consumer price index) 10.7 8.4 4.0 4.1 2.7 2.2
Current account balance (% of GDP) -3.5 0.4 -1.2 -1.5 -1.4 -1.3
Net foreign direct investment inflow (% of GDP) 6.1 2.3 2.0 1.5 1.5 1.5
Fiscal balance (% of GDP) 0.1 -0.8 -2.4 -2.5 -2.0 -1.9
Revenues (% of GDP) 45.1 46.0 45.6 46.0 46.2 45.4
Debt (% of GDP) 68.5 61.8 57.6 56.8 55.5 54.5
Primary balance (% of GDP) 1.3 0.5 -1.3 -1.5 -0.9 -0.9
International poverty rate ($3.00 in 2021 PPP)2 0.4 0.3 0.3 0.3 0.2 0.2
Lower middle-income poverty rate ($4.20 in 2021 PPP)2 0.6 0.6 0.6 0.5 0.5 0.5
Upper middle-income poverty rate ($8.30 in 2021 PPP)? 2.4 2.0 2.0 1.9 1.8 1.7
GHG emissions growth (mtCO2e) 1.4 -1.9 1.0 0.8 0.3 -0.3

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2024-EU-SILC. Actual data: 2023. Nowcast: 2024. Forecasts are from 2025 to 2027.
2/ Projection using neutral distribution (2023) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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GEORGIA

Growth is expected to ease to 7 percent in 2025, driven by
private consumption and investment in public infrastructure.
Inflation picked up in early 2025 but has eased since and is
forecast at 3.5 percent in 2025. Fiscal performance remains
solid. The current account deficit is projected to widen
due to declining remittances from Russia and slower
goods exports. The political unrest during 2024-2025 has
hampered long-term investment.

Key conditions and challenges

Over the past two decades, Georgia has achieved significant eco-
nomic growth through market reforms, improved macroeconomic
policies, and a stable fiscal stance. This has led to rising incomes,
better living standards, and a steady decline in poverty rates.

Nevertheless, structural challenges persist, which notably in-
clude weak growth of firm productivity and limited creation of
high-quality jobs. About a third of the workforce remains en-
gaged in low-productivity agriculture. Firms face critical obsta-
cles, including in access to finance, particularly among small
and medium enterprises, as well as skills deficiencies and mis-
matches. Educational reform and institutional strengthening
are needed to boost growth and the creation of high-quality
jobs. A more diversified range of financial instruments and a
strengthened financial infrastructure could help broaden firms'
access to finance.

Since last year, delay of European Union (EU) accession talks until
2028 and political unrest have affected long-term investments and
business confidence.
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Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

Recent developments

Economic activity grew 8.3 percent (yoy) in H1 2025, driven by
private and public consumption. Domestic demand was bolstered
by rising real wages (up 7.8 percent, yoy, in Q1) along with strong
credit growth (up 14.6 percent in real terms, yoy, in H1). On the
supply side, Information and Communication Technology (ICT),
trade and construction were the main contributors to growth.
However, unemployment increased to 14.3 percent in Q2 from
13.7 percent a year earlier.

Annual inflation accelerated to 4.3 percent in July 2025, up from 1.8
percent in July 2024, driven mainly by rising food prices and robust
economic growth. The National Bank of Georgia has kept the policy
rate at 8 percent since May 2024.

Financial sector indicators remain healthy, with non-performing
loans at 2.5 percent of total loans; return on equity at 22 percent;
and return on assets at 3.7 percent.

The current account deficit widened to 8.6 percent of GDP in Qf,
reversing the improvement in 2024. This was driven by weaker

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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performance in goods exports and by lower remittances, although
exports of services remained strong. In H1, exports of goods grew
13.7 percent (yoy) in nominal USD terms, driven by a 20.7 per-
cent rise in re-exports; domestically produced exports grew 6.4
percent. Imports recorded an 8 percent (yoy) increase when ad-
justed for a one-off import of artworks. Gross money transfers
to Georgia grew by 3.6 percent (yoy) in H1 2025, as lower in-
flows from Russia were offset by stronger remittances from the
EU and the US. Proceeds from international visitors increased
3.8 percent (yoy) in H1 2025. On the financing side, gross foreign
direct investment inflows remained weak at 2 percent of GDP in
Q1, reflecting cautious investor sentiment and limited interest in
greenfield investments.

The Georgian Lari (GEL) appreciated against the USD by 0.5 percent
at end-July, compared with July 2024. Official reserves increased 7.5
percent (yoy) to USD 5 billion (equivalent to 3.2 months of imports),
supported by foreign exchange purchases and improved external
earnings from services.

Georgia's fiscal performance remains solid, with a deficit of 0.2
percent of projected GDP in H1 2025. Tax revenues increased 9
percent (yoy) in nominal terms, driven by robust economic activ-
ity and increased compliance because of digitalization, e-invoic-
ing, and gradual labor tax reforms. Current expenditure rose 13.4
percent (yoy, nominal terms), driven mainly by higher wages, so-
cial programs, and subsidies, whereas capital expenditure fell 13
percent (yoy, nominal terms) due to delays in project execution.
Public debt continued to decline and stood at 34 percent of GDP
at end-June.

In 2024, strong economic growth of 9.4 percent was accompa-
nied by an estimated 3.4 percentage point reduction in poverty

at USD 8.3 (2021 PPP), supported by higher employment and
gains in real wages.

Qutlook

Growth is expected to ease to 7 percent in 2025 from 9.5 percent
in 2024. Rising real incomes will sustain consumption growth and
public infrastructure projects are expected to drive investment. In
the medium term, growth is expected to moderate to 5 percent,
returning to its potential rate as consumption growth normalizes
once the temporary boost from immigration and related money in-
flows dissipates. Based on the growth projections, poverty is ex-
pected to continue to decline in the coming years.

Inflation is forecast to converge to the 3-percent target by 2026, as-
suming continued prudent monetary policy.

The current account deficit is projected to widen slightly in 2026,
due to slower growth in domestically produced exports, weaker re-
mittances, and higher imports. However, services and tourism ex-
ports will partially offset this pressure.

The fiscal position will remain robust, with stable tax collection
above 27 percent of GDP and a fiscal deficit close to the fiscal rule
target of 3 percent of GDP.

The main risks to this outlook come from domestic political uncer-
tainty and a slowdown in reform momentum including social dis-
content following local elections in October. Additional risks come
from the possible reversal of gains from migration and transit
trade in recent years. Global policy uncertainty may also hamper
exports and foreign investment.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 11.0 7.8 9.4 7.0 5.5 5.0
Private consumption -2.8 4.7 11.0 6.7 5.8 5.0
Government consumption -0.8 7.5 17.1 8.2 6.6 6.5
Gross fixed capital investment 9.9 29.4 5.7 5.9 6.8 6.6
Exports, goods and services 37.4 9.5 5.9 5.1 5.5 6.0
Imports, goods and services 16.9 10.0 8.5 4.8 6.7 6.8
Real GDP growth, at constant factor prices 9.8 8.4 9.4 7.0 5.5 5.0
Agriculture -1.8 -3.4 2.8 3.0 3.0 3.0
Industry 15.1 4.3 4.3 6.0 5.0 5.0
Services 9.6 10.9 11.5 7.6 5.8 5.2
Employment rate (% of working-age population, 15 years+) 42.9 44.5 47.1 48.1 49.1 49.8
Inflation (consumer price index) 11.9 2.5 1.1 3.5 3.0 3.0
Current account balance (% of GDP) -4.4 -5.6 -4.4 -4.7 -4.9 -5.1
Net foreign direct investment inflow (% of GDP) 7.7 5.2 2.7 2.4 3.5 4.0
Fiscal balance (% of GDP) -3.5 -2.8 -2.9 -2.9 -2.8 -2.5
Revenues (% of GDP) 26.6 27.4 28.0 27.7 27.6 27.6
Debt (% of GDP) 39.1 38.8 36.1 34.5 335 33.0
Primary balance (% of GDP) -2.4 -1.3 -1.3 -1.5 -1.3 -1.0
International poverty rate ($3.00 in 2021 PPP)"2 7.7 5.8 4.2 3.6 3.0 2.7
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 17.8 14.0 11.0 9.2 8.2 7.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 56.6 49.1 45.6 41.4 38.4 35.6
GHG emissions growth (mtCO2e) 6.8 -4.1 -1.0 -0.7 0.1 0.8

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2024-HIS. Actual data: 2024. Forecasts are from 2025 to 2027.
2/ Projection using neutral distribution (2024) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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KAZAKHSTAN

Growth is projected to increase to 5.5 percent in 2025,
driven partly by oil production. Inflation is expected to
increase to 11 percent despite monetary tightening, and
the fiscal deficit to increase to 3.6 percent of GDP. Poverty
is projected to decrease to 8.2 percent in 2025. In the
medium term, growth is projected to ease towards potential
and inflation slowly edging downwards.

Key conditions and challenges

Kazakhstan has set an ambitious target of doubling its economy
by 2030 from 2023 levels. To do so it needs to achieve higher
growth by improving productivity. Productivity driven growth
would also lead to creation of more and better quality jobs.
Reducing the state presence in the economy is needed to in-
crease contestability and encourage private sector investment.
Kazakhstan also needs to improve infrastructure, human capital,
and advance decarbonization to motivate diversification. Without
a more productive and dynamic private sector, gains in earnings
and job quality are likely to remain modest.

Recent developments

Real GDP expanded by 6.2 percent y-o0-y in H1 2025, up from 3.2
percent in the same period of 2024, driven by strong domestic
demand. Consumer spending gained momentum, with retail sales
rising 8.4 percent y-o-y—more than twice the pace of 2024—sup-
ported by increased household borrowing despite stagnant real in-
comes. Investment surged by 19.3 percent in real terms in 2025,
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rebounding from a 3.5 percent contraction a year earlier, led by
higher capital spending in manufacturing and public utilities. On
the supply side, H1 2025 industrial output grew by 6.5 percent, bol-
stered by 11.6 percent rise in volume of oil production, while ser-
vices expanded by 5.2 percent.

Inflation accelerated to 11.8 percent y-o-y in July 2025, up from 8.6
percent a year earlier, fueled by strong credit-driven domestic de-
mand. Price increases were broad-based, with food prices rising
11.2 percent, non-food by 9.5 percent, and services surging to 14.9
percent, the latter reflecting higher utility tariffs. In response, the
National Bank has kept the policy rate at 16.5 percent since March
to anchor inflation expectations.

Unemployment remained stable at 4.6 percent in Q2 2025, with
job creation concentrated in low-productivity service sectors. Real
wages showed no improvement. As high inflation fully eroded the
gains from nominal wage increases.

The currentaccountdeficitwidened to 2.9 percentof GDPin H12025,
upfrom 1.4 percentayear earlier, reflecting weaker oil exports amid
a 15 percent drop in global prices and continued FDI-related out-
flows. As a result, the tenge depreciated 11.5 percent y-o-y against

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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the US dollar in July. Since the beginning of the year, National Bank
reserves rose by US$6.3 bn to US$52.1 bn in July (largely due to
higher gold prices), covering about seven months of imports.

The fiscal deficit widened to 2.1 percent of GDP in H1 2025, up from
0.9 percent a year earlier, as lower oil prices dented oil-related rev-
enues. Expenditure held steady at around 24 percent of GDP but
quasi-fiscal activities outside the budget increased. Revenues de-
creased by 1.2 p.p. to 21.9 percent of GDP in H1 2025, reflecting
a sharp drop in oil-related receipts to just 3.2 percent of GDP (5.6
percent of GDP a year earlier). Government debt rose to an esti-
mated 24.5 percent of GDP, driven by domestic borrowing, while
external debt remained low at 6.2 percent of GDP. Debt servicing
costs increased to a record 2.7 percent of GDP.

Tight financing conditions slowed real credit growth to 7.9 percent
y-0-y in June 2025 (+13.8 percent in June 2024). Consumer lending
remained the key driver, expanding by 10 percent y-o-y, while cor-
porate credit growth decelerated to 4.6 percent. Lending activity
has been buoyed by the rise of installment-based purchases and
continued subsidized loan programs for households and firms. The
share of NPLs rose slightly to 3.4 percent in June (from 3.1 percent
in 2024). The banking sector retained record profitability, with 32
percent return on equity in June 2025.

Outlook

Growth is projected to accelerate to 5.5 percent in 2025, from 5.0
percentin 2024, rising above its potential rate, driven by temporary
stronger-than-anticipated oil production, continued fiscal stimulus,
including via quasi-fiscal operations, and resilient household bor-
rowing. Over the medium term, growth is expected to moderate to-
ward its potential rate (estimated at 3.5 percent) unless structural
reforms enable faster private sector driven growth.

Inflation is expected to ease only gradually over the coming years.
The positive output gap is expected to persist, keeping inflation
above the National Bank's target through at least 2027, as tariff
and fuel price liberalization, the VAT increase in 2026 under the
approved new Tax Code, and potential exchange rate volatility are
likely to fuel inflationary pressures.

Low oil prices and continued repatriation of investment income
from mining are projected to keep the current account in deficit,
averaging 2.9 percent of GDP over 2025-2027.

The fiscal deficit is projected to increase to 3.6 percent of
GDP in 2025 and narrow gradually to 2.3 percent by 2027,
supported by stronger revenue mobilization through a VAT in-
crease and improvements in tax administration. The govern-
ment's 2026-2028 spending plan outlines a gradual consolida-
tion path, with tighter transfers to local governments, while
keeping infrastructure as a priority through 2027. The deficit
is expected to be financed mainly through domestic borrow-
ing and further withdrawals from the National Oil Fund. Public
debt is projected to increase from 23.4 percent of GDP in 2024
to 27 percent in 2027.

The poverty rate is projected to decline gradually to 6.2 percent
by 2027 (at the US$6.85/day threshold). However, a spike in in-
flation could quickly erode purchasing power, hitting low-income
households the hardest.

The economic outlook remains subject to downside risks. A surge
in oil global supply could outpace demand, exerting pressure on oil
prices. Potential disruptions to the Black Sea pipeline, also pose a
risk to Kazakhstan's oil exports. Domestically, expansionary fiscal
policy and rapid credit growth could prolong elevated inflation,
worsen macroeconomic conditions and investor confidence and
erode real incomes for poor and vulnerable households.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 3.2 5.1 5.0 5.5 4.5 3.9
Private consumption 3.9 4.6 5.7 6.0 5.0 4.6
Government consumption 4.3 10.3 1.0 2.2 1.3 1.1
Gross fixed capital investment 3.8 20.7 6.5 6.1 4.8 4.0
Exports, goods and services 9.6 1.9 0.3 6.4 4.2 3.3
Imports, goods and services 13.1 14.7 2.1 5.8 4.3 3.9
Real GDP growth, at constant factor prices 2.9 4.9 5.2 5.6 4.5 3.9
Agriculture 9.1 -7.4 13.7 3.5 3.5 3.5
Industry 2.7 5.7 5.6 6.6 4.6 3.0
Services 2.5 5.6 4.2 5.2 4.4 4.6
Employment rate (% of working-age population, 15 years+) 68.3 67.9 67.3 67.3 67.3 67.3
Inflation (consumer price index) 20.3 9.8 8.6 11.0 9.7 8.5
Current account balance (% of GDP) 3.1 -3.6 -1.3 -3.0 -2.7 -2.7
Net foreign direct investment inflow (% of GDP) -3.5 -1.1 -0.4 -1.0 -1.0 -1.0
Fiscal balance (% of GDP) -0.1 -1.4 -3.3 -3.6 -2.7 -2.3
Revenues (% of GDP) 21.6 21.8 19.2 19.0 19.3 19.7
Debt (% of GDP) 22.5 22.1 23.4 24.8 25.7 27.0
Primary balance (% of GDP) 1.3 0.2 -1.7 -1.9 -1.1 -0.7
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 14.1 12.1 10.1 8.2 7.0 6.2
GHG emissions growth (mtCO2e) 0.1 -2.6 0.4 3.1 2.6 2.0

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2021-HBS. Actual data: 2021. Nowcast: 2022-2024. Forecasts are from 2025 to 2027.
2/ Projection using neutral distribution (2021) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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KOSOVO

Economic growth remains resilient despite heightened
domestic and external uncertainties. In 2025, inflationary
pressures re-emerged, driven by higher energy and food
prices, and eroding real disposable incomes. Over the
medium term, growth is expected to stay close to 4 percent,
supporting continued poverty reduction. However, pro-
longed delays in forming a new government could negatively
impact investment and slow progress on structural reforms.

Key conditions and challenges

Kosovo, one of Europe’s youngest countries in a continent that
is rapidly aging, has made significant strides in socio-economic
development since independence. Between 2013 and 2023, the
economy expanded at an average annual rate of 4.3 percent, lift-
ing per capita income by more than 50 percent and driving a sig-
nificant reduction in poverty. Prudent fiscal management and a
rule-based fiscal framework have supported macroeconomic sta-
bility. However, despite recent progress, per capita income re-
mains just 15 percent of the European Union (EU) average, and
growth has failed to generate sufficient jobs. Much of the poverty
reduction has been driven by private and public transfers rather
than broad-based job creation. Moreover, the gains have been
unevenly shared, widening disparities across different segments
of society.

Low economic diversification and limited competitiveness are con-
straints to achieving higher and more sustainable growth. Efforts
to attract foreign direct investments (FDI) and expand private sec-
tor investment have had limited success, and the economy con-
tinues to rely on micro, small, and medium enterprises (MSMEs)
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which face growth constraints and are concentrated in a few sec-
tors. Human capital remains underutilized with low labor force par-
ticipation and employment, especially among women, limiting the
country's growth potential. Declining fertility and persistent outmi-
gration pose further strains on the labor market.

Recent developments

After growing by 4.4 percent in 2024, Kosovo's economy slowed to
3.6 percent in the first quarter of 2025 as household consumption
eased and external demand weakened. Private consumption rose
by 4.3 percent, still the main driver of growth though at a slower
pace compared to the previous year. Real wages increased by 10.3
percent in 2024, supported by a higher minimum wage, but formal
employment grew only modestly, averaging 1.4 percent in the first
half of 2025. Investment also strengthened, with gross capital for-
mation up 13.6 percent, fueling activity in construction and man-
ufacturing, while financial services expanded alongside rising de-
mand. Strong domestic demand also drove import growth, which
surged 14.5 percent in the first five months of the year, outpac-
ing a 12 percent rise in exports and widening the current ac-
count deficit. Remittances and FDI inflows provided only limited
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support, reaching 3.5 percent and 3.6 percent growth, respec-
tively, by May. Higher domestic demand, including through higher
government consumption, together with rising prices of food, bev-
erages, electricity, and services fueled inflation in the first half of
2025. Consumer inflation reached 4.3 percent in July 2025, bringing
the January-July average to 3 percent. Core inflation also increased
steadily over the period, averaging 1.5 percent by July 2025. Fiscal
and financial sector risks remain limited, providing a stable back-
drop for the economy despite slowing growth.

The fiscal position continues to be supported by strong tax revenue
growth (10 percent in the first half of 2025), driven by consumption,
and continued formalization. At the same time, expenditure in-
creased by 17 percent, driven by spending on goods and services,
and expanded social transfers. Nonetheless, adequate fiscal
buffers will support a deficit of 0.8 percent of GDP. The financial
sector remained stable, supported by structural reforms and re-
flecting continued financial deepening. Private credit growth has
continued to accelerate, with total new loans increasing by 17
percent in the first half of 2025. Bank liquidity and asset quality
remains sound, with non-performing loans steady at 2 percent
as of June 2025.

Qutlook

The outlook is favorable, with growth expected to stabilize
around Kosovo's potential of 4 percent over the medium term,

driven by domestic demand. Consumption is expected to sup-
port growth, although at a reduced pace due to the negative im-
pact of price increases. Investment in infrastructure, including in
renewable energy generation as well as improvements in existing
generation capacities, is expected to provide a positive contri-
bution to economic activity supporting the country in its energy
transition. Higher food and electricity prices are expected to dri-
ve inflation to above 3 percent in 2025, with negative repercus-
sions on the poor and vulnerable. Increased outlays on current
spending alongside higher public investment execution are set
to maintain the fiscal deficit around 1 percent of GDP between
2026 and 2027. Risks to the outlook are tilted to the downside,
and uncertainty remains elevated. Prolonged delays in forming
a new government could slow the implementation of structural
reform agenda and delay access to external financing, including
under the new EU Growth Plan. Continued outmigration repre-
sents a drag on growth, while untapped domestic potential, par-
ticularly among women, could be unlocked by raising female labor
force participation.

In this respect, addressing the lack of affordable childcare is critical.
On the external front, continued geopolitical uncertainty and a
further weakening of external demand could weigh on exports
and FDI, with detrimental impacts on growth. Fiscal policy should
continue to support inclusive growth while maintaining fiscal sus-
tainability. With poverty particularly concentrated in rural areas,
growth alone won't bridge the gap, hence targeted, rural-focused
policies are needed.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 4.3 4.1 4.4 3.8 3.8 3.9
Private consumption 3.4 3.1 5.7 4.1 4.1 4.1
Government consumption 0.2 5.9 0.2 5.6 2.5 3.0
Gross fixed capital investment -3.2 4.5 5.0 4.4 4.4 4.9
Exports, goods and services 18.9 7.2 9.6 7.5 7.8 7.5
Imports, goods and services 5.4 4.7 8.9 6.8 6.5 6.3
Real GDP growth, at constant factor prices 5.2 3.6 2.8 3.8 3.8 3.9
Agriculture 4.5 -3.0 2.1 1.7 1.5 1.6
Industry 4.0 3.3 4.0 3.5 3.1 3.2
Services 6.0 4.7 2.3 4.2 4.5 4.7
Inflation (consumer price index) 11.6 4.9 1.6 3.4 2.9 2.5
Current account balance (% of GDP) -10.3 -7.5 -8.9 -8.6 -8.2 -7.6
Net foreign direct investment inflow (% of GDP) 6.3 6.7 6.0 6.0 6.0 6.1
Fiscal balance (% of GDP) -0.5 -0.3 -0.3 -0.8 -1.0 -0.8
Revenues (% of GDP) 27.9 29.3 29.9 29.1 28.8 28.7
Debt (% of GDP) 19.7 17.2 16.9 16.8 17.2 17.5
Primary balance (% of GDP) -0.2 0.1 0.1 -0.5 -0.6 -0.5

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.
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KYRGYZ REPUBLIC

Economic growth is projected at 9.2 percent in 2025, driven
by services and construction. Rapid growth is putting pres-
sure on prices, with inflation projected to rise to 7.9 percent.
The fiscal balance is expected to remain in surplus thanks
to buoyant revenues. Over the medium term, growth is
expected to moderate, inflation to ease, the fiscal balance to
shift into deficit and poverty to continue declining.

Key conditions and challenges

The Kyrgyz Republic remains one of the poorest and most eco-
nomically vulnerable countries in the Europe and Central Asia
region. Growth and current account balances have been de-
pendent on gold exports and remittances. Productivity and jobs
creation are constrained by an weak business environment,
privileged role of state-owned enterprises (SOEs), and high tax
compliance cost.

The government is embarking on several large infrastructure
megaprojects, notably the Kambarata-1 HPP and Uzbekistan-Kyr-
gyzstan-China railway, which are expected to boost growth, provid-
ed that macro-fiscal sustainability is maintained. It is also expand-
ing state presence in the economy by creating new SOEs.

Since Russia’s invasion of Ukraine, the country has benefitted from
increased transit trade of goods (re-exports) from third countries
to Russia, especially China. This stimulated economic activity con-
tributing to growth and generating tax revenues from imports.
These benefits are considered temporary, however, highlighting
the fragile nature of the recent strong economic performance.
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Recent developments

The Kyrgyz economy continues to perform strongly, despite sub-
dued re-exports owing to trade normalization. Real GDP expanded
by 11.7 percent in H1 2025, fueled by robust private consumption
and investment, which are estimated to have risen by 9.9 percent
and 35 percent, respectively, in real terms. These gains were sup-
ported by real wage and credit growth. On the production side,
real GDP growth was supported by growth in services (10 percent,
in real terms), construction (42.5 percent) and industry (9.8 per-
cent). The economy continues to operate beyond its potential out-
put, which puts upward pressures on prices.

Average inflation rose to 7.3 percent in H1 2025, up from 5.1
percent in the same period in 2024. The increase was driven by
a sharp rise in food prices and higher tariffs for electricity and
heating. As inflation exceeded the 5-7 target range, the National
Bank raised the policy interest rate by 25 basis points to 9.25 per-
centin July 2025.

The current account deficit narrowed to 32.4 percent of GDP in
Q1 2025, down from 77.6 percent in the same period a year ago.
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The large deficit reflects the under-reporting of re-exports, which
are captured under “Errors and Omissions” and estimated at 29
percent of GDP in Q1 2025. Remittances increased by 9.7 percent
in Q1 2025 (in US$) compared to the same period a year ago.

In H1 2025 the fiscal surplus rose to 7.7 percent of GDP, up from
5.3 percentin H1 2024, supported by strong revenue performance.
Total revenues increased by 5.7pp to 47.7 percent of GDP, driven
by a large increase in non-tax revenues. Expenditures grew by
3.2pp to 39.9 percent of GDP, due to higher spending on goods
and services, pensions, and capital outlays. Public debt rose to
44.6 percent of GDP as of end-June 2025, up from 37.5 percent
at the end of 2024, as the government issued Eurobonds worth
US$700 million in June 2025.

The US$4.2/day poverty rate (2021 PPP) fell from 16.4 percent in
2023 to 12.1 percent in 2024. Yet, the Listening to Kyrgyz Republic
survey shows HHs incomes stagnated in H1 2025, suggesting that
rising inflation, reduced labor migration, and regional disparities
could slow the progress.

Qutlook

GDP growth in 2025 is projected to reach 9.2 percent thanks to con-
tinued growth in services and construction. In 2026, GDP growth is
expected to slow to 6.5 percent owing to a moderation of domes-
tic demand growth and normalization of re-exports. From 2027 on-
wards, the construction of the infrastructure megaprojects is ex-
pected to pick up, with a positive impact on growth.

Average inflation is projected to reach 7.9 percent in 2025, as price
pressures are expected to persist amid an overheated economy.
Inflation will ease in the medium term as growth slows and the im-
pact of monetary tightening is felt.

The current account deficit is projected at 13.1 percent of GDP in
2025, and to gradually decline to 8 percent in 2027. The improve-
ment reflects normalization of re-exports, stronger external de-
mand supported by geographic diversification of Kyrgyz exports,
and continued growth in services exports.

The fiscal balance is projected to remain in surplus at 2.2 percent
of GDP in 2025, driven by robust tax revenue growth aligned with
projected economic growth, along with continued strength in non-
tax revenues. Over the medium term, the fiscal balance is expected
to shift into a deficit due to increased social spending and capital
outlays associated with the large infrastructure megaprojects. Pub-
lic debt is projected to increase to 46 percent of GDP by 2027.

Poverty is expected to decline further to 9.5 percent in 2025 and 8
percent in 2026, supported by continued economic growth, social
protection programs and pensions. However, slower GDP growth
may constrain future progress, making job creation essential for
further poverty reduction.

Risks to this outlook arise from the potential impact of geopolitical
developments on the economies of Russia and China, which could
lead to lower trade and remittances, and higher prices for fuel and
food. Further sanctions on the financial sector could impact on in-
vestor confidence and pose a risk to future growth.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 9.0 9.0 9.0 9.2 6.5 6.8
Private consumption 17.0 18.6 13.6 8.4 6.4 6.8
Government consumption 4.4 0.2 1.3 2.3 1.9 1.2
Gross fixed capital investment 6.9 30.6 15.5 11.6 14.8 17.3
Exports, goods and services 59.2 -3.0 22.9 -2.7 5.7 6.8
Imports, goods and services 66.7 37.6 -0.6 5.6 11.6 13.7
Real GDP growth, at constant factor prices 12.1 7.9 9.0 9.2 6.5 6.8
Agriculture 7.3 0.6 6.3 2.2 2.5 2.3
Industry 11.9 4.8 5.6 9.8 6.0 6.6
Services 16.0 14.4 12.1 13.2 8.9 9.1
Employment rate (% of working-age population, 15 years+) 62.7 62.8 63.3 63.3 63.3 63.3
Inflation (consumer price index) 13.9 10.8 5.0 7.9 6.8 6.0
Current account balance (% of GDP) -42.4 -44.9 -25.3 -13.1 -9.5 -8.0
Net foreign direct investment inflow (% of GDP) 4.2 1.0 3.3 3.1 2.9 3.0
Fiscal balance (% of GDP) -1.3 1.1 1.2 2.2 -2.0 -2.4
Revenues (% of GDP) 34.6 34.3 35.1 35.7 32.1 32.1
Debt (% of GDP) 46.8 42.0 37.5 44.6 43.5 45.8
Primary balance (% of GDP) -0.2 2.1 2.3 3.3 -0.8 -1.3
International poverty rate ($3.00 in 2021 PPP)"2 4.5 2.7 1.6 1.0 0.8 0.6
Lower middle-income poverty rate ($4.20 in 2021 PPP)'2 221 16.4 12.1 9.5 8.0 6.6
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 76.8 72.1 66.6 62.5 59.5 56.5
GHG emissions growth (mtCO2e) 0.6 1.6 2.4 2.8 1.5 1.7

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2017-KIHS, 2022-KIHS, and 2023-KIHS. Actual data: 2023. Nowcast: 2024. Forecasts are from 2025 to 2027.
2/ Projection using point-to-point elasticity (2017-2022) with pass-through = 0.7 based on GDP per capita in constant LCU.
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MOLDOVA

Moldova’s economic outlook remains fragile, strained by
energy shocks and spillovers from Russia’s invasion of
Ukraine. Fiscal and external deficits remain elevated. Growth
is expected to stay modest in 2025, with medium-term
prospects depending on the European Union (EU) accession
progress and timely implementation of EU Growth Plan
reforms. Key downside risks include prolonged conflict in
Ukraine, energy-price volatility, and trade disruptions.

Key conditions and challenges

Moldova's growth has been affected by successive shocks:
COVID-19, spillovers from Russia's invasion of Ukraine, and ener-
gy price spikes. These shocks have exposed the limits of a remit-
tance-led economic model and strained households and public
finances. Structural constraints remain significant, including low
domestic competition, weak market institutions, and labor and
skills shortages. Poverty remains widespread, particularly in rural
areas, reflecting distributional impacts of recent shocks. An aging
population further constrains labor force participation, particularly
for women, limiting jobs and welfare gains, and underscoring the
need for urgent structural reforms. EU candidacy provides Moldo-
va with a reform anchor to enhance productivity, competitiveness
and institutional quality.

Recent developments

Despite a modest 1.1 percent growth in the second quarter,
Moldova's economy was flat in the first half of 2025. The increase
in domestic demand could not offset the decline in net exports.
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Total consumption added 3.4 percentage points (pp) to growth,
supported by strong wages and energy-related transfers. Capital
investment added 8 pp amid favorable interest rates and inventory
restocking. However, net exports were a major drag on growth,
as imports growth was driven by stronger domestic demand, while
exports declined due to drought-affected agriculture, reduced re-
exports to Ukraine, and weaker external demand. On the supply
side, growth was supported only by construction, information tech-
nology and energy sector, which together contributed 0.7 pp. Man-
ufacturing, real estate and agriculture posted the largest declines,
reducing growth by 0.9 pp.

On the back of weak external demand and higher energy imports,
the current account deficit (CAD) reached a record high in the first
half of 2025. It almost doubled year-on-year to US$1bn, or over
23 percent of GDP. The deficitwas financed through a drawdown of
cash and deposits, debt issuance, and modest foreign direct invest-
ment (FDI)inflows. External debtincreased by 1 pp to 57.7 percent of
GDP, whileinternational reservesreached US$5.1bn atend-August.

Inflation has moderated compared to the beginning of the year,
when energy prices spiked, but it remains in the upper bound of
the target range. In the first eight months of 2025, consumer prices
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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rose 8.2 percent, driven by energy tariffs and elevated food prices
amid weaker agriculture output. In response, the National Bank of
Moldova reduced the policy rate by 25 basis points to 6.25 percent.

The fiscal deficit narrowed to 3.3 percent of GDP in the first eight
months of 2025, as revenue growth outpaced an increase in spend-
ing. Gains in social contributions, foreign grants, and VAT and in-
come taxes offset higher spending on wages, goods and services,
and social programs. Public and publicly guaranteed debt declined
by 2.6 pp from end-2024 to 36.2 percent of GDP by June, while cash
reserves rose by over 50 percent.

Qutlook

Growth in 2025 is projected to recover to a modest 1.5 percent,
driven by improving disposable incomes, rising investment on the
back of lower interest rates, and stronger agricultural yields in the
second half of 2025. Weak exports, particularly to Romania, and
rising imports as demand strengthens will continue to weigh on
growth. In the medium term, the growth rate is expected to accel-
erate significantly, climbing to 3.8 percent by 2027. The economy
will be supported by reforms to enhance competitiveness and di-
versification in line with EU accession. Growth will be led by private
consumption and rising investments as EU funds are absorbed. IT
and other services will lead the expansion, while industry is expect-
ed to gain momentum once external demand stabilizes. Lower in-
terest rates will support finance and construction. Agriculture is ex-
pected to gradually improve, as EU-linked reforms take hold, help-
ing to boost productivity and future growth.

The CAD is expected to remain elevated in 2025, reflecting a struc-
tural trade imbalance and higher energy prices, but is projected to

narrow in the medium term as import prices stabilize, exports
benefit from closer EU integration, and trade logistics improve.
The financing will also strengthen, with remittances and FDI re-
maining subdued in 2025 due to the lingering effects of the war
in Ukraine, and shifting global trade dynamics, but gradually pick-
ing up as investor confidence improves and integration with EU
markets deepens.

Average annual inflation is expected to reach 7.8 percent in 2025,
exceeding the 5 percent target due to early-year energy price
spikes. It is projected to return to the target range in 2026 and to
fluctuate within the corridor over the medium term.

The fiscal deficit is projected to remain elevated at 4.4 percent of
GDP in 2025, reflecting spending on energy subsidies, wage sup-
port and corporate assistance. While these measures will phase
out in the medium term, spending is expected to remain elevated
as EU growth plan funds and related investments increase. Conse-
quently, the fiscal deficit and public debt are expected to remain
above historical averages.

Lower prices, rising real wages, and fiscal support that bolster dis-
posable incomes will help reduce poverty, with poverty at the UMIC
line (US$8.3, 2021 PPP) projected to decrease marginally from 18.1
percent in 2024 to 15.5 percent in 2025, then more notably to 14.0
percent in 2026 and 12.4 percent in 2027.

While the overall outlook is positive, significant risks persist, includ-
ing a prolonged war in Ukraine, energy price volatility, political un-
certainties, and slower growth among key trading partners, par-
ticularly Romania, amid volatile global trade. Despite expected EU
transfers and FDI, the growing twin deficits remain a potential risk
to macroeconomic stability.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices -4.6 1.2 0.1 1.5 2.7 3.8
Private consumption -5.3 0.4 3.3 4.5 2.8 3.2
Government consumption 10.7 -4.0 -3.6 -0.8 0.2 0.1
Gross fixed capital investment -10.5 0.0 8.0 23.9 14.2 14.9
Exports, goods and services 29.7 4.8 -5.0 -4.9 5.7 6.8
Imports, goods and services 18.2 -5.1 5.2 10.1 8.6 8.9
Real GDP growth, at constant factor prices -4.1 2.4 0.2 1.4 2.7 3.8
Agriculture -23.5 26.7 -18.9 4.3 2.1 2.8
Industry -10.3 -8.8 3.3 1.0 2.6 5.8
Services 3.1 1.8 3.6 1.1 2.8 3.4
Employment rate (% of working-age population, 15 years+) 40.5 43.1 42.7 42.4 42.1 42.1
Inflation (consumer price index) 28.7 13.4 4.7 7.8 5.3 4.5
Current account balance (% of GDP) -17.1 -11.3 -16.0 -19.8 -19.1 -18.6
Net foreign direct investment inflow (% of GDP) 3.7 2.0 1.3 2.4 3.1 3.8
Fiscal balance (% of GDP) -3.2 -5.1 -3.9 -4.4 -4.5 -4.2
Revenues (% of GDP) 333 33.7 34.1 35.6 35.0 34.4
Debt (% of GDP) 345 34.3 375 40.0 42.2 44.8
Primary balance (% of GDP) -2.2 -3.3 -2.5 -3.1 -3.0 -2.5
International poverty rate ($3.00 in 2021 PPP)"2 0.0 0.1 0.1 0.1 0.1 0.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 0.3 0.8 0.7 0.7 0.6 0.5
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 19.7 20.4 18.1 15.5 14.0 12.4
GHG emissions growth (mtCO2e) -11.1 -2.9 1.7 -0.2 1.0 2.6

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2023-HBS. Actual data: 2023. Nowcast: 2024. Forecasts are from 2025 to 2027.
2/ Projection using neutral distribution (2023) with pass-through = 0.7 (Low (0.7)) based on private consumption per capita in constant LCU.
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MONTENEGRO

Growth is moderating from a high base, and inflation has
been stronger than expected, while weak fiscal buffers and
heavy debt repayments increase risks. In a turbulent global
environment, Montenegro remains highly exposed to
shocks. With European Union (EU) accession within reach,
reinforcing fiscal discipline and advancing key reforms is
essential to strengthen resilience and secure the benefits
of integration.

Key conditions and challenges

Montenegro's small, open economy is vulnerable to external
shocks, making resilience critical. As a euroized economy without
independent monetary policy, Montenegro relies solely on fiscal
policy to achieve macro stability. This heightens the need for struc-
tural reforms and responsible fiscal policy. The economy's heavy
dependence on tourism underscores the case for economic diver-
sification and sustainable growth.

Before the pandemic (2016-19), Montenegro’s annual growth aver-
aged 3.9 percent, driven by highway construction and large tourism
projects. But widening external deficits and rising debt left the
economy vulnerable. In 2020, the pandemic caused a sharp con-
traction, pushing public debt to 104.5 percent of GDP. Growth re-
bounded sharply, averaging 9.1 percent in 2021-23, before slow-
ing to 3.2 percent in 2024. The Europe Now program, launched in
2022 and expanded in 2024, lifted wages and pensions, reduced
labor taxation, and boosted formal employment and living stan-
dards, even amid high inflation. But it also narrowed fiscal space,
with deficits above 3 percent of GDP. Yet, owing to strong economic
performance, public debt declined to 59.8 percent by 2024.
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EU accession remains the key anchor for Montenegro's reforms
and long-term transformation. As of August 2025, the country has
provisionally closed seven of 33 negotiation chapters, while
progress continues on others. Accession advances not only en-
hance investor confidence but also drive alignment with EU stan-
dards in fiscal governance, competitiveness, and institutional
strengthening. EU financial support—through Growth Plan pre-fi-
nancing and infrastructure investment grants—provides both re-
sources and incentives for reforms. Montenegro's recent entry into
the Single Euro Payments Area (SEPA) further deepens financial in-
tegration with the EU, lowers transaction costs, and supports in-
vestor confidence. With EU membership targeted for 2028, sustain-
ing fiscal discipline and reform momentum is essential for stability,
resilience, and inclusive growth.

Recent developments

Growth moderation, which began in 2024, extended into 2025, with
GDP expanding by 3.2 percent in the first half of the year. Robust
household consumption and investment drove growth, even as
tourism remained subdued. By July, overnight stays were down 4.3
percent year-on-year, with the sharpest decline recorded among

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita

Poverty rate (%) Real private consumption per capita (constant LCU)

35 8000
30 7000
25 6000
5000
20 <o
4000
© ‘ 3000
" °. ‘0.,
00.9.q 2000
5 . 1000
$:0:0::0:.:0:8
0 0
2012 2014 2016 2018 2020 2022 2024 2026
International poverty rate e @+ Lower middle-income pov. rate

oo e@e e Upper middle-income pov. rate Real priv. cons. pc

Source: World Bank. Notes: See footnotes in table on the next page.

66 Macro Poverty Outlook / October 2025



Russian visitors. At the same time, industrial production grew 0.5
percent, as manufacturing gains offset reduced electricity output.
Retail trade rose by 3.9 percent signaling solid domestic demand.
This strength was underpinned by a nearly 20 percent surge in real
net wages, supported by October 2024's minimum wage hike and
reduced pension contributions.

Montenegro’s labor market remains tight, but job growth is slow-
ing. By July, employment grew by 4.7 percent according to adminis-
trative data, slower than in previous years. Strong household con-
sumption and rising food and utility costs pushed inflation, climb-
ing from 2.8 percent in January to 4.6 percent in August, averaging
3.6 percent in the first eight months of 2025.

Fiscal and external balances widened. The fiscal deficit reached
1.2 percent of GDP in the first seven months of 2025, slightly
better than planned, thanks to strong value added tax, corporate
tax, and excise revenues offsetting lower pension contributions.
However, expenditure rose faster, driven mainly by higher capital
spending. The €850 million Eurobond issued in March secured
liquidity for 2025, keeping public debt near 60 percent of GDP.
External pressures are intensifying. The current account deficit
widened by 10 percent in the first half of 2025, reflecting a grow-
ing merchandise trade gap and flat service exports, with only a
quarter financed by foreign direct investment, which itself fell 4.5
percent. This underscores Montenegro's rising reliance on debt
and other external financing sources.

Qutlook

GDP growth is projected to average around 3.2 percent over
2025-27, supported by private consumption, rising real wages, and

continued investment. Large-scale infrastructure and renewable
energy projects, alongside continued foreign interest in real estate,
are expected to support medium-term growth. Highway construc-
tion, railway reconstruction, and solar and wind investments
should sustain investment, improve connectivity, and accelerate
the energy transition. However, the pace and efficiency of imple-
mentation will be critical. At the same time, higher import needs
linked to these projects will keep the current account deficit
widened, expected to average 18.1 percent of GDP in 2026-27.

Poverty is projected to decline to 6.6 percent in 2027, with most
poor being chronically unemployed, students, or out of the labor
force, mainly in the north. Reducing poverty requires targeted poli-
cies alongside sustained economic growth.

EU accession remains Montenegro's strongest driver of reform but
also raises the bar for fiscal discipline under the new EU fiscal
framework. With sizeable financing needs, a credible fiscal frame-
work—sustainable, responsive to development needs, effective in
managing fiscal risks, and aligned with EU standards—is essential
to maintain investor confidence and ensure long-term growth.

The fiscal deficit is projected at 3.7 percent of GDP in 2025, narrow-
ing gradually to 3 percent in 2027. Public debt is expected to re-
main broadly stable in the medium term, averaging about 61 per-
cent of GDP. Ensuring sustainability will require continued fiscal
discipline and fiscal risk management, particularly in light of the in-
vestment program, lumpy debt repayments and elevated external
financing costs. Reforms will also be needed to accelerate growth
and reduce debt over time.

Risks are two-sided: geopolitical and trade uncertainties could weigh
ongrowth, while EU accession progress could boost prospects.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 7.7 6.5 3.2 3.3 3.2 3.2
Private consumption 13.5 7.0 10.5 5.9 3.6 3.2
Government consumption 1.9 2.8 1.6 1.6 1.3 1.1
Gross fixed capital investment 0.9 11.3 10.2 4.4 4.2 4.1
Exports, goods and services 19.3 9.0 -4.0 -1.6 2.9 3.4
Imports, goods and services 23.3 8.2 5.7 3.5 3.3 3.0
Real GDP growth, at constant factor prices 7.9 5.9 1.9 3.3 3.2 3.3
Agriculture -2.9 -0.3 -26.3 -0.5 -0.2 0.1
Industry -6.6 2.9 5.4 -1.0 3.4 3.7
Services 13.6 7.3 3.8 4.6 3.4 3.3
Employment rate (% of working-age population, 15 years+) 50.3 55.6 56.4 57.4 58.3 59.2
Inflation (consumer price index) 13.0 8.6 3.3 3.7 2.5 2.1
Current account balance (% of GDP) -12.9 -11.2 -17.1 -19.0 -18.2 -17.0
Net foreign direct investment inflow (% of GDP) 13.2 6.1 6.4 6.5 6.6 6.7
Fiscal balance (% of GDP) -3.7 0.6 -3.1 -3.7 -3.2 -3.0
Revenues (% of GDP) 39.1 41.6 41.7 40.6 40.5 40.4
Debt (% of GDP) 69.0 58.4 59.8 59.4 61.4 61.0
Primary balance (% of GDP) -2.1 2.4 -1.1 -1.6 -1.0 -0.9
International poverty rate ($3.00 in 2021 PPP)2 2.3 2.1 2.0 1.8 1.8 1.7
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 3.1 2.9 2.5 2.5 2.5 2.4
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 12.2 10.2 8.5 7.5 7.1 6.6
GHG emissions growth (mtCO2e) 2.4 1.4 1.1 -1.3 -0.4 -0.3

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2022-SILC-C. Actual data: 2021. Nowcast: 2022-2024. Forecasts are from 2025 to 2027.
2/ Projection using neutral distribution (2021) with pass-through = 0.87 (Med (0.87)) based on private consumption per capita in constant LCU.
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NORTH
MACEDONIA

Growth straightened in the first semester of 2025, driven by
services and construction, while the industry is recovering.
Inflationary pressures intensified amidst rising food, ser-
vices and labor costs. Revenue collection underperfor-
mance, rising debt service costs, and a steadily increasing
debt level call for fiscal consolidation. The growth outlook
remains positive, but is contingent on strong investments,
which is essential for boosting growth and reducing poverty.

Key conditions and challenges

Output growth gained momentum in 2025, reaching 3.2 per-
cent in the first semester of 2025, following a 2.8 percent ex-
pansion in 2024. Poverty, measured by the USD 8.30 per day
poverty line, is estimated to have marginally declined by 0.8
p.p. in 2024. This decline is due to an 8.8 percent increase in
real wages since 2023 and a decrease in the number of adults
in jobless households.

On the fiscal front, both deficit and debt are above the limits
set by fiscal rules, which have not been adhered to since
their introduction in 2022. Budget outcomes continue to lag
plans, with capital spending and revenue collection under-
performing, the latter due to weak collection. In contrast,
current spending is increasing faster, driven by pensions, in-
terest payments (which doubled in the last five years) and
public sector wages. As a result, debt is expected to surpass
the previous year's level and remain above 60 percent of
GDP in 2025.
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A return to the long-term average inflation rate remains difficult
as cost pressures, initially driven by energy, and now increasingly
fueled by food prices, have proven hard to control. Continued
strong wage growth, not matched by productivity gains, added
to these pressures, highlighting the need to boost productivity,
remove anti-competitive barriers, and foster productive invest-
ment to strengthen market dynamics, lower markups, and ease
inflationary pressures.

Achieving stronger long-term growth hinges on accelerating re-
forms to spur the structural transformation of the economy. Re-
forms of public administration, energy sector, digitalization, hu-
man capital, and private sector development, as outlined in the
European Union (EU) Growth Reform Plan, are essential to foster-
ing faster convergence with average EU living standards.

Recent developments

Output growth in the first semester of 2025 reached 3.2 percent,
supported by domestic demand, while net exports remained

FIGURE 1/ Government debt and interest payments
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FIGURE 2 / Actual and projected poverty rate and real GDP per
capita
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in negative territory. On the production side, growth was led
by services and construction, largely related to highways, while
manufacturing is slowly recovering.

Labor market indicators (15+) continued to improve in line
with output gains in the first semester of 2025. In Q2, the
activity rate rose by 0.1 p.p. year-on-year, while the employ-
ment rate increased by 0.6 p.p., indicating job creation out-
paced labor force growth. Much of this gain came from an
11.3 percent surge in informal employment, mostly in the
agricultural sector, boosting headline figures but raising con-
cerns about job sustainability. The unemployment rate fell by
0.9 p.p. to 11.5 percent, with a significantly sharper drop among
women at 2 p.p. and a 0.5 p.p. reduction in the youth unem-
ployment rate to 26.4 percent, which remains high relative to
the EU average.

Buoyant domestic demand, supported by rapid credit growth, to-
gether with rising food prices, which are highly inelastic, fueled in-
flationary pressures. The surge in food costs not only lifted head-
line inflation, which rose from a three-year low of 2.2 percent in Au-
gust 2024 to 4.8 percent by July 2025, but also pushed up produc-
er prices, which climbed above 6 percent in the first half of 2025.
These increases spilled over into core inflation, now at 5.5 percent,
prompting the Central Bank to keep its policy rate steady at 5.35
percent in August, further widening the interest rate differential
with the Eurozone.

Stronger growth and rising inflation have supported revenue mo-
bilization; however, revenues still fell short of ambitious targets,
with collection at 40 percent below expectations in the first half
of 2025. The deficit is projected to remain on target unless revenue

underperformance persists, and capital spending execution stays
slow (at 32 percent of the plan by July 2025).

The current account deficit deepened to 3.4 percent of GDP by
Q2 (on a four-quarter rolling basis) on account of a lower services
surplus, largely due to stronger imports of construction services,
as well as lower private transfers. Net foreign direct investment
slowed down to 4.4 percent of GDP, while the level of external
debt declined to 74 percent of GDP in Q1 2025, both on account
of lower intercompany debt.

Qutlook

The medium-term outlook remains positive, but downside risks
prevail. Growth is expected to average 3 percent in 2025-2027.
Risks include underperformance of investment as well as a weak-
ening of activity in key trading partners. Headline inflation is ex-
pected to fall below the long-term average of 2 percent in 2027, as
underlying inflationary pressures take time to dissipate. Supported
by the positive growth outlook, the USD 8.30 poverty rate is pro-
jected to decline a further 1.3 p.p. between 2025 and 2027.

The baseline scenario assumes an acceleration in EU accession
negotiations accompanied by stronger reform efforts under the
Growth and Reform Plan to advance structural transformation.
Transitioning from middle to high income will demand higher pro-
ductivity, enhanced competitiveness, and stronger sustainability of
the country’'s growth model. Unlocking the full potential of the la-
bor force, fostering fair market competition, spurring innovation,
and channeling resources toward higher value-added sectors are
essential for faster convergence.

Recent history and projections 2022 2023 2024 2025e  2026f  2027f
Real GDP growth, at constant market prices 2.8 2.1 2.8 3.1 3.0 3.0
Private consumption 5.5 1.2 1.2 1.4 1.5 1.6
Government consumption -4.3 -1.8 9.1 4.5 3.5 3.3
Gross fixed capital investment 2.7 12.5 0.9 9.8 6.7 5.9
Exports, goods and services 10.6 -0.6 -3.8 3.0 4.0 4.3
Imports, goods and services 13.6 -5.8 -0.6 2.5 3.4 3.6
Real GDP growth, at constant factor prices 2.9 2.3 2.6 3.1 3.0 3.0
Agriculture -6.4 -3.0 -2.0 0.5 0.2 0.1
Industry -5.6 -1.1 -0.9 1.5 1.2 1.1
Services 6.5 3.8 4.0 3.7 3.7 3.7
Employment rate (% of working-age population, 15 years+) 43.3 45.4 45.8 46.3 46.7 47.0
Inflation (consumer price index) 14.2 9.4 3.5 3.8 2.5 2.0
Current account balance (% of GDP) -6.1 0.4 -2.3 -3.0 -2.4 -2.0
Net foreign direct investment inflow (% of GDP) 4.9 3.3 7.1 3.7 3.5 3.2
Fiscal balance (% of GDP) -4.3 -4.4 -4.6 -4.0 -3.6 -3.3
Fiscal balance with the state roads (% of GDP) -4.6 -4.6 -5.0 -4.5 -4.1 -3.8
Revenues (% of GDP) 31.6 32.7 33.9 35.2 35.3 35.5
Debt (% of GDP) 58.0 58.1 62.4 62.9 63.4 63.5
Primary balance (% of GDP) -3.2 -3.0 -2.7 -1.9 -1.5 -0.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)2 19.4 19.0 18.2 16.8 16.0 15.5
GHG emissions growth (mtCO2e) 7.7 -1.5 -1.1 0.3 1.3 1.8

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

NA data is adjusted for residuals and LFS data is smoothed for methodological changes.

1/ Calculations based on ECAPOV harmonization, using 2020-SILC-C. Actual data: 2019. Nowcast: 2020-2024. Forecasts are from 2025 to 2027.
2/ Projection using neutral distribution (2019) with pass-through = 0.7 (Low (0.7)) based on GDP per capita in constant LCU.
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POLAND

GDPgrowthis estimated to accelerateto 3.2 percentin 2025,
thanks to publicinvestment enabled by European Union (EU)
funds. Inflationary pressures in a tight labor market, fiscal
challenges and social protection gaps remain a concern. In
the near term, downside risks to growth stem from political
tensions and global economic uncertainty, while Germany’s
economic stimulus plan and potential progress toward re-
solving the Ukraine war present upside opportunities.

Key conditions and challenges

The Polish economy has consistently shown resilience thanks to
a well-diversified economy, integrated into regional value chains,
macroeconomic stability, a sound financial sector, strong domestic
labor markets and generous demographically-targeted social pro-
grams combined with reactive measures. Over the medium term,
continued economic success hinges on sustaining productivity
growth and economic competitiveness. A growth model driven by
innovation, leveraging Poland's strengths in clean tech value-
chains, and knowledge-based services will require deepening work-
force skills and financial markets. The rapidly aging population re-
mains a significant challenge to growth and fiscal sustainability.
Public finances are under pressure from defense-related expendi-
tures with public debt levels rapidly rising and domestic political
uncertainty is impacting reform capacity.

Poland continues to be under the Excessive Deficit Procedure
(EDP). Under the new EU Fiscal Framework, it has committed to a
Medium-Term Fiscal Structural Plan to converge to EU fiscal deficit
rules by 2028. Despite the activation in July of the National Escape
Clause (NEC) permitting a temporary deviation of up to 1.5 percent
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of GDP in net expenditure growth until 2028, provided the excess
is defense-related, the path to sustainability requires more target-
ed measures. Reforms, notably on institutional strengthening, reg-
ulatory predictability, and the rule of law, may face hurdles in the
current political environment.

Recent developments

In 2024, growth reached 2.9 percent, supported mainly by con-
sumption. While private consumption is expected to remain
strong in 2025, public consumption is anticipated to moderate af-
ter an exceptionally high contribution in 2024, following electoral
promises . The implementation of EU-funded projects is support-
ing an investment revival, although its scale so far remains mod-
erate (at 2.4 percent in H125), as trade uncertainty continues to
weigh on private sector investment decisions. On the supply side,
in addition to services—which were the engine of growth already
in 2024—a positive contribution is also expected from industry
and construction.

Household income growth in 2024 was driven by strong labor mar-
kets, robust pension and wage increases, and expanded universal

FIGURE 1/ Poland’s wage competitiveness is eroding
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FIGURE 2 / Actual and projected poverty rate and real private
consumption per capita
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child benefits. These factors contributed to a 1.4 pp decline in the
national extreme poverty rate to 5.2 percent, albeit still above its
2022 level. A two-year increase in the share of the population at
risk of relative poverty—up 1.6pp to 13.3 percent in 2024—re-
flects the uneven distribution of wage gains and the erosion of
several benefits in real terms. Population resilience has more
broadly been undercut by deteriorations in the coverage and
adequacy of minimum income programs despite substantial re-
sources allocated to social protection. Without indexation, the
progressivity of the personal income tax system has shifted during
recent inflationary periods.

Despite continued strong private consumption, a sharp decline in
energy price drove inflation down to 3.1 percent in July, bringing it
back to the National Bank of Poland's (NBP) target range (2.5 per-
cent, +/-1 percent). This development prompted the NBP to cut in-
terest rates by 100 basis points. However, the gap between Polish
rates and those in the eurozone and the USA remains, underpin-
ning the strong zloty. The surplus on the current account has dissi-
pated due to lower exports, reflecting subdued growth in the Euro
area. Poland's fiscal deficit exceeded 6 percent of GDP in 2024 on
the back of large defense spending and the fulfillment of election
promises. Record high defense expenditures will cause the deficit
to remain above 6 percent also in 2025.

Outlook

Over the medium term, growth is expected to stabilize close to po-
tential at 3 percent. Inflation should remain within the NBP target.
The contribution of net exports to growth is expected to remain
negative in the medium term, partly because of the uncertainty

over trade policy and indirect effects via German supply-chains.
Political challenges to implement fiscal measures will likely com-
plicate Poland's ability to meaningfully reduce fiscal deficits be-
fore the next parliamentary elections in 2027. High deficits are
driving up public debt, which may exceed 60 percent of GDP in
the coming years.

National extreme poverty rates are expected to return to 2022
levels by 2025 on the back of a dynamic labor market and the
recalibration of minimum-income programs targeting the poorest
households. Income growth among lower-income households is
projected to slow, driven by more moderate increases in pensions
and minimum wages going forward, and real declines in non-in-
dexed benefits. Socially vulnerable households remain at risk due
to limited coverage and adequacy of means-tested minimum in-
come programs. Rising labor market participation among poorer
households should persist, moderated by the significant tax wedge
among secondary earners and continued obstacles to participation
visible in rural areas. Rising life expectancy, early retirement—par-
ticularly among women—and declining replacement rates present
a medium-term risk of elderly poverty.

To stay competitive, Poland must speed up its transition to cleaner
energy sources, embrace new technology, and prepare its work-
force for job market changes. Risks exist both to the downside and
upside due to regional and global geopolitical developments and
global trade uncertainty. Additionally, Poland's public finances will
be strained over the medium term due to more extreme and fre-
quent weather events, a fast ageing population, and the necessi-
ty for increased investment. With persistently high fiscal deficits, a
flexible exchange rate and monetary policy may prove to be crucial
in mitigating global risks.

Recent history and projections 2022 2023 2024 2025e  2026f  2027f
Real GDP growth, at constant market prices 5.3 0.1 2.9 3.2 3.0 2.9
Private consumption 5.2 -0.3 3.1 3.1 2.9 2.6
Government consumption 0.6 4.0 6.7 3.2 3.3 1.5
Gross fixed capital investment 1.7 12.6 1.5 7.0 7.3 3.4
Exports, goods and services 7.4 3.7 1.2 2.4 2.8 4.2
Imports, goods and services 6.8 -1.5 3.3 3.6 4.4 3.7
Real GDP growth, at constant factor prices 5.5 1.2 2.1 3.3 3.0 2.9
Agriculture 1.0 14.3 1.0 1.0 1.0 1.0
Industry 6.2 -0.5 -0.8 1.6 2.7 2.9
Services 5.2 1.6 3.5 4.1 3.1 2.9
Employment rate (% of working-age population, 15 years+) 56.9 57.3 56.8 55.6 55.5 55.5
Inflation (consumer price index) 14.4 11.4 3.6 3.6 2.7 2.7
Current account balance (% of GDP) -2.3 1.8 0.1 -1.4 -1.9 -1.8
Net foreign direct investment inflow (% of GDP) 4.2 2.4 1.3 2.1 2.0 1.9
Fiscal balance (% of GDP) -3.4 -5.4 -6.6 -6.6 -6.2 -5.8
Revenues (% of GDP) 39.8 41.8 43.1 43.1 43.2 43.3
Debt (% of GDP) 48.8 49.7 55.6 60.3 65.4 69.7
Primary balance (% of GDP) -2.5 -4.0 -5.1 -4.8 -4.4 -3.7
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 1.5 1.1 1.0 0.9 0.8 0.7
GHG emissions growth (mtCO2e) -4.3 -5.3 1.9 1.0 0.5 0.1

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2019-EU-SILC and 2024-EU-SILC. Actual data: 2023. Nowcast: 2024. Forecasts are from 2025 to 2027.
2/ Projection using average elasticity (2018-2023) with pass-through = 0.7 based on private consumption per capita in constant LCU.
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ROMANIA

Growth slowedto 0.3 percentin H1 2025, amid domesticand
geopolitical challenges, slowing down poverty reduction. The
new administration is taking bold steps to stabilize macro-
economic fundamentals. Over the medium term, growth is
expected to gradually improve, hinging on effective fiscal
consolidation, progress on economic reforms, and absence
of major external shocks, with sustained recovery depending
on translating reform gains into more productive jobs.

Key conditions and challenges

Romania has advanced its economic development and con-
vergence with the European Union (EU), but needs struc-
tural reforms for higher and more inclusive growth that
is economically, fiscally and environmentally sustainable.
Growth and competitiveness challenges persist, includ-
ing regional disparities, institutional weakness, skilled la-
bor shortages, a declining working-age population, com-
pounded by vulnerabilities to natural hazards and climate
change. Pro-cyclical fiscal measures have fueled consump-
tion, leading to consistently high twin deficits. Romania’'s
high fiscal deficit—exceeding 9 percent of GDP in
2024—remains the country’'s primary macroeconomic chal-
lenge. Fiscal consolidation is critical not only for restoring
stability and market confidence, but also for creating space
to advance structural reforms and investment priorities, in-
cluding those from Cohesion Policy funds, thereby support-
ing innovation, competitiveness, and a durable recovery. De-
spite recently reaching high-income status, Romania features
some of the highest poverty and inequality in the EU, with a
large urban-rural divide.

Population' Poverty’
million millions living on less than $8.30/day

19.1 1.0

Life expectancy at birth’ School enrollment”
years primary (% gross)

76.6 84.9

GDP’ GDP per capita®

current US$, billion current US$

380.6 19957.4

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2023 (2021 PPPs). 3/ 2023.
4/2022. 5/ 2024. 6/ 2024.

Recent developments

Economic growth decelerated to 0.3 percent yoy in the first half
of 2025, from 0.8 percent in 2024, driven by a slowdown in
private consumption (from 5.7 percent in H2, 2024 to 1.4 per-
cent in H1, 2025 on a yoy basis) amid sticky inflation and low-
er consumer confidence. EU funds and a favorable base effect
supported investment, which grew by 2 percent yoy. This surge
in EU-financed infrastructure and capital projects boosted con-
struction activity (up 5.6 percent), particularly engineering works
(up 10.5 percent). Services exports narrowed the overall trade
deficit, but structurally import-dependent demand widened the
goods deficit. Softer external demand and rising labor costs fur-
ther weighed on industry (down 1.5 percent), with the liberal-
ization of electricity prices from July 1, 2025, intensifying input
cost pressures and adding to inflationary pressures. The annu-
al inflation rate accelerated to 7.8 percent in July 2025, driven
largely by electricity price liberalization, despite signs of labor
market softening, with job vacancies down 10 percent yoy. Pub-
lic sector wage freeze, which is part of the consolidation mea-
sures, further slowed nominal net wage growth to 7 percent in
June 2025. Household lending rose sharply (up 10 percent yoy),

FIGURE 1 / Output gap, fiscal and current account balances
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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lifting overall private credit growth to 9.1 percent in June 2025,
as consumers, supported by last year's pension and public wage
increases boosting disposable income, front-loaded durable pur-
chases ahead of the Value Added Tax (VAT) hike. In this context,
monetary policy remains tight, with the policy rate at 6.5 percent
in response to inflation persisting above the target range.

To start reducing the unsustainable 9.3 percent of GDP fiscal
deficit in 2024, which remained elevated at 3.7 percent in the first
half of 2025, the government launched substantive fiscal reforms,
with a first package approved in Parliament on July 7, 2025. It
focuses on fast-to-implement, high-impact measures with about
80 percent of the revenue gains expected from raising the stan-
dard VAT rate from 19 to 21 percent and unifying reduced rates.
On the expenditure side, public wages and pensions are frozen
through 2026 following a large increase in 2024. The measures are
projected to support a front-loaded deficit reduction to 3 percent
of GDP by end-2030, as agreed with the EU to exit the Excessive
Deficit Procedure.

Recent poverty reduction has stalled. At the $8.3/day line (2021
Purchasing Power Parity-PPP), the poverty rate is estimated at 5.0
percent in 2024, only marginally down from 5.1 percent in 2023.
Recent fiscal reforms, including social protection and pension
changes, made the system more pro-poor and redistributive, but
these measures have not offset slowing economic growth.

Qutlook

Impacted by necessary fiscal consolidation and renewed global
trade headwinds, real GDP growth is projected to remain weak
in 2025, at 0.4 percent. The main downside risk to the outlook

stems from a deviation from the agreed fiscal consolidation path.
In the short term, higher taxes (VAT, excises, dividends) and energy
price liberalization will weigh on consumption. However, the al-
ternative—delaying consolidation—would have undermined mar-
ket confidence, EU and private investment, and could have led
to even weaker growth. Over the medium term, fiscal adjustment
will strengthen confidence, lower financing costs, and create fiscal
space for productivity-enhancing spending on innovation, infra-
structure, and skills. Efficiency gains from tax reforms, combined
with structural reforms, will further support competitiveness. Effec-
tive absorption of EU funds, higher private investments and pro-
ductivity will be critical to offset near-term demand weakness while
laying the foundation for stronger medium-term growth. Togeth-
er, these reforms place public finances on a sounder footing and
support the transition to a more sustainable, investment-driven
growth model.

Poverty reduction is expected to slow through 2025 and into the
medium term, as weak growth, fiscal tightening, and inflationary
pressures, including higher VAT, excises, and energy prices, pose
risks to household welfare, particularly for low-income and ener-
gy-poor groups. Compensatory measures such as means-tested
energy vouchers and recent indexation of the minimum inclusion
income partially offset the impact of fiscal tightening. Although
real wage growth—in sectors such as construction—has support-
ed incomes, the freeze on public wages and pensions through
2026 could constrain purchasing power. Labor market vulnerabil-
ities persist, particularly among less-educated workers. Address-
ing these vulnerabilities could enhance the inclusiveness of fu-
ture growth. Over the medium term, sustained poverty reduction
requires translating resilient growth into broad-based growth in
jobs and wages and stronger balance of revenue and expenditure
measures to enhance equity.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 4.0 2.4 0.8 0.4 1.3 1.9
Private consumption 5.1 3.0 6.0 1.1 2.5 3.1
Government consumption -1.4 6.3 0.7 -1.2 -0.9 -0.1
Gross fixed capital investment 5.4 14.5 -3.3 4.0 5.1 5.4
Exports, goods and services 9.3 -0.8 -3.1 3.1 2.8 3.6
Imports, goods and services 9.3 -1.1 3.8 5.4 5.1 5.7
Real GDP growth, at constant factor prices 3.1 2.1 0.1 0.4 1.3 1.9
Agriculture -14.1 9.6 -5.9 5.5 1.1 1.1
Industry -11.4 -2.2 -0.2 -1.1 1.2 1.9
Services 11.1 3.2 0.6 0.6 1.3 2.0
Employment rate (% of working-age population, 15 years+) 49.7 48.8 48.6 48.6 48.6 48.6
Inflation (consumer price index) 13.8 10.4 5.6 7.1 5.9 3.5
Current account balance (% of GDP) -9.5 -6.6 -8.4 -9.2 -8.6 -8.1
Net foreign direct investment inflow (% of GDP) 3.8 2.1 1.6 1.7 2.2 2.5
Fiscal balance (% of GDP) -6.4 -6.6 -9.3 -8.2 -5.7 -5.2
Revenues (% of GDP) 34.3 34.0 34.1 34.9 36.8 37.0
Debt (% of GDP) 47.9 48.9 54.8 58.6 59.8 61.4
Primary balance (% of GDP) -5.1 -4.9 -7.2 -6.5 -4.0 -3.4
Upper middle-income poverty rate ($8.30 in 2021 PPP)"? 8.6 5.1 5.0 4.9 4.8 4.6
GHG emissions growth (mtCO2e) -5.6 -7.1 -5.1 -4.1 -2.1 -1.6

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2014-EU-SILC and 2024-EU-SILC. Actual data: 2023. Nowcast: 2024. Forecasts are from 2025 to 2027.
2/ Projection using point-to-point elasticity (2013-2023) with pass-through = 1 based on GDP per capita in constant LCU.
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RUSSIAN
FEDERATION

The economy expanded by 1.2 percent (yoy) in the first half
of 2025, a marked deceleration from the strong growth
recorded in 2024. The slowdown reflects weakening aggre-
gate demand. As a result, inflation started to edge down,
though remains considerably above the central bank’s tar-
get. Growth is projected to moderate further over the medi-
um term, as tight monetary conditions, alongside reduced
fiscal stimulus, are expected to temper demand pressures.

Key conditions and challenges

Economic performance continues to be shaped by the country’'s
invasion of Ukraine and the resulting sanctions. Economic growth
has been upheld by the sizable economic stimulus (11 percent of
GDP in the last 3 years) comprising of soft lending and proceeds
from National Wealth Fund (NWF). This growth model is not sus-
tainable in the medium term owing to the rising strain on public fi-
nances and accumulation of vulnerabilities in the financial sector.
In the short term, the main policy challenge is to bring inflation
down to the central bank's target, while minimizing the slowdown
in growth. In the medium-to-long term, the growth potential is by
the adverse labor market dynamics and the restrictions on access
to foreign markets and technology.

Recent developments

After strong growth in 2024, the Russian economy started to cool
off posting 1.2 percent in H1 2025, as demand pressures eased,

Population' Poverty’
million millions living on less than $8.30/day

143.5 1.3

Life expectancy at birth’ School enrollment”
years primary (% gross)

73.3 97.7

GDP’ GDP per capita®

current US$, billion current US$

2174.3 15148.4

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2023 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

largely driven by moderation in consumption. High borrowing
costs weighed on the household borrowing, which contracted 9.4
percent (yoy) in H1 dampening consumption, while marked slow-
down in corporate lending dented investment growth. Real wage
growth remained robust at 5.8 percent (yoy) in June 2025 as tight
labor market conditions continued with unemployment rate re-
maining at 2.2 percent, softening fall in consumption. On the sup-
ply side, retail sales growth levelled due to cooling consumption
while the mining contracted, however the manufacturing main-
tained robust growth, particularly in military-related and import-
substituting industries.

Headline inflation moderated slightly in line with easing demand,
with the consumer price index (CPI) edging down in Q2 2025, after
a hike in Q1, and settling at 9.5 percent year-on-year in June 2025.
The central bank cut the policy rate in June by 100 basis points to
20 percent in view of softening inflationary pressures.

Fiscal spending increased by 8.9 percent in real terms in H1
2025 to 39.3 percent of GDP as expenditure execution remained
high, while fiscal revenues declined by 3.2 percent in real terms,

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Current account balance and export and import
growth
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dragged down by declining oil and gas revenues. Fiscal deficit
widened to 3.6 percent of GDP in H1 2025, mostly financed by
domestic borrowing.

The current account surplus dropped to 2.1 percent of GDP in H1
2025, on the back of the narrowing trade surplus which dropped
to 5 percent of GDP in H1 2025 from 7 percent in H1 2024 due to
lower oil prices and reduced natural gas exports. Imports remained
subdued, expanding 0.9 percent (yoy) in H1 2025 in line with slow-
ing demand. Amid lower import demand and increased sales of FX
denominated revenues by exporters, the ruble appreciated by 4.6
percent (yoy) by end-june.

Credit to the economy declined by 2.7 percent (yoy) in real terms in
H1 2025, as household borrowing contracted and corporate lend-
ing, which has been a major driver of credit growth, levelled in re-
al terms. NPLs rose to 12.1 percent of total consumer credit in H1
2025 from 7.6 percentin H1 2024, signaling a buildup of risks in the
financial sector.

Qutlook

It is presently difficult to produce growth forecasts for Russia due
to the significant changes to the economy associated with Russia’s
invasion of Ukraine, and the decision by Russia to limit publication
of economic data, notably related to external trade, financial and
monetary sectors. Unavailability of data limits our ability to assess
economic performance.

Growth is projected to decelerate to 0.9 percent in 2025, and re-
main at around 1 percent during 2026-2027, as demand pressures
ease amid tight monetary policy aimed at bringing inflation to tar-
get and constrained fiscal spending due to declining government
revenues. Tight labor market conditions are expected to put pres-
sure on labor costs weighing on production. Gross fixed capital for-
mation is set to decline slightly during 2025-2026,as rising financ-
ing costs dampen private sector investment and state-led corpo-
rate lending is expected to moderate further, suppressing public
sector investment.

Inflation is projected to decline in the medium term and is estimat-
ed to reach the central bank’s target of 4 percent in 2027. The cur-
rent account surplus is expected to moderate to 1.6 percent of GDP
onaveragein 2025-27, owingto declining commodity prices. Exports
are expected to rise at a slow pace in the medium term, with oil
production growth constrained by OPEC+ quotas. Conversely, im-
ports are projected to decelerate due to slowing domestic demand.

The fiscal deficit is projected to widen to 2.9 percent of GDP in 2025
and then remain at around 2.7 percent of GDP in 2026-2027, due
to the reduction in revenues in 2025 from subdued energy prices,
which are expected to recover only slightly, while public expendi-
tures are expected to stabilize.

Downside risks from weaker commodity prices and slowing growth
are significant and can exert pressure on macroeconomic stability
while tightening of the sanctions regime can further dampen the
growth outlook.

Recent history and projections 2022 2023 2024 2025e  2026f  2027f
Real GDP growth, at constant market prices -1.4 4.1 4.3 0.9 0.8 1.0
Private consumption -0.6 6.0 5.4 1.2 1.1 1.0
Government consumption 3.0 3.7 4.8 2.3 1.8 1.3
Gross fixed capital investment 4.6 12.7 1.3 -0.4 -0.2 1.1
Exports, goods and services -13.9 -8.2 1.0 0.5 0.4 0.3
Imports, goods and services -11.0 16.9 1.5 1.1 1.0 0.8
Real GDP growth, at constant factor prices -0.5 3.9 4.3 0.9 0.8 1.0
Agriculture 7.0 0.5 1.2 1.2 1.2 1.2
Industry 0.4 1.5 2.0 1.4 1.4 1.4
Services -1.4 5.3 5.6 0.6 0.5 0.8
Employment rate (% of working-age population, 15 years+) 59.5 59.8 59.5 59.5 59.5 59.5
Inflation (consumer price index) 13.7 7.3 9.5 7.5 4.4 4.0
Current account balance (% of GDP) 10.5 3.3 2.8 1.7 1.6 1.5
Net foreign direct investment inflow (% of GDP) -1.2 -1.2 -1.0 -0.9 -0.8 -0.8
Fiscal balance (% of GDP)* -1.3 2.2 -1.6 2.9 2.7 2.6
Revenues (% of GDP) 37.6 334 354 34.2 34.5 34.9
Debt (% of GDP) 13.4 13.5 13.5 13.8 14.0 14.0
Primary balance (% of GDP)1 -0.4 -1.3 -0.7 -2.0 -1.8 -1.6
International poverty rate ($3.00 in 2021 PPP)>? 0.1 0.1 0.1 0.1 0.1 0.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)%3 0.3 0.2 0.2 0.2 0.2 0.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)*> 1.4 0.9 0.8 0.8 0.8 0.7
GHG emissions growth (mtCO2e) -2.7 3.3 4.9 2.4 2.7 2.4

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Fiscal and Primary Balance refer to general government balances.

2/ Calculations based on ECAPOV harmonization, using 2024-VNDN. Actual data: 2023. Nowcast: 2024. Forecasts are from 2025 to 2027.
3/ Projection using neutral distribution (2023) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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SERBIA

The growth of the Serbian economy has slowed in 2025
due to a mix of internal and external factors. GDP growth
is expected to reach 2.8 percent this year, with risks tilted to
the downside. The incidence of poverty declined to 9.5 per-
cent in 2024 and is projected to continue falling, albeit at
slower rate, as the remaining poor are often characterized
by chronic unemployment and are thus less able to benefit
from economic expansion.

Key conditions and challenges

GDP growth slowed to an estimated 2 percent year-over-
year in the first half of 2025, reflecting weaker consump-
tion and a negative contribution from investment (by 0.2
pp) and net exports (by 2.3 pp). Looking at the produc-
tion side, the construction posted the largest drag on growth
(of 0.3 pp) while adverse weather conditions significantly af-
fected agriculture. This high degree of volatility associated
with agricultural output (and the related food industry) un-
derscores the critical need for Serbia to introduce policy and
investment measures to mitigate the impact of increasing
weather shocks and to promote private sector participation
in these measures.

The fiscal space for adaptation response and investments is
limited by the commitment to large public investment pro-
jects. Domestic political uncertainty has disrupted policy di-
alogue and implementation of structural reforms needed to
accelerate economic growth.

Population' Poverty’
million millions living on less than $8.30/day

6.6 0.7

Life expectancy at birth’ School enrollment”
years primary (% gross)

76.2 98.9

GDP’ GDP per capita®

current US$, billion current US$

88.9 13491.6

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2022 (2021 PPPs). 3/ 2023.
4/2022. 5/ 2024. 6/ 2024.

Recent developments

After a strong 2024, Serbia’s economy has lost momentum in 2025.
Last year growth was driven by a recovery of private sector con-
sumption and a strong increase in investment. However, the first
half of 2025 saw a significant slowdown in private investment (to
a large extent driven by a drop in net foreign direct investment
(FDI) inflows (by 58.7 percent in H1, compared to the same period
of 2024), caused by global uncertainty and domestic political in-
stability. However, industry proved resilient to weaker external de-
mand—aparticularly from the EU—with output growing by 2.5 per-
cent year-over-year in the first half of the year. Despite some slow-
downs, private consumption stayed strong, supported by wage
growth of 10.8 percent (6.3 percent real), a 10.8 percent rise in pen-
sions in the first five months of 2025 and stable employment.

While the labor market appeared stable, deep structural chal-
lenges persist. The unemployment rate increased to 8.8 percent
in H1 (compared to 8.6 percent in 2024), while youth unemploy-
ment remained at 23.5 percent nearly triple the national average,

FIGURE 1/ Indexes of the level of sectoral GDP
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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due to skills mismatches and limited job opportunities. Many
young Serbians migrate abroad, fueling brain drain and a shrinking
workforce. While regional disparities are severe, there is very little
internal labor mobility. Reflecting these labor market pressures
and inflation eroding incomes, the poverty level (based on the up-
per-middle income line of $8.30/day in 2021 PPP) was at an esti-
mated 9.5 percent in 2024, staying broadly flat since 2021.

The inflation index edged up again due to an increase in food prices,
rents, and utility services. It reached 4.9 percentin July, slightly above
the target bound. Food prices were 7.4 percent higher in July than a
year ago. As a result, the National Bank of Serbia (NBS) has kept its
benchmarkrateunchanged at5.75 percentsince September 2024.

Stronger-than-expected revenues failed to offset surging expendi-
tures, and the fiscal deficit edged up in the first half of 2025, though
it remained very low as a share of GDP. Government revenues
performed well in the first half of 2025 (up 6.3 percent in nomi-
nal terms, or 1.6 percent in real terms, year-over-year), thanks to
a higher-than-planned collection of contributions for social insur-
ance, VAT, and PIT. However, expenditure increased by 9.3 percent
in nominal terms (4.5 percent in real terms) pushing the consolidat-
ed fiscal deficit to just 0.2 of GDP. Public debt continues to decline
gradually and reached 45.5 percent of GDP at the end of June.

The current account deficit (CAD) increased significantly in the first
half of 2025 (to nearly 2 billion euros, or 2.3 percent of GDP). Ex-
ports are proving to be resilient (up by 10.8 percent in H1) but im-
ports increased even more and from a higher base (up by 11.4 per-
cent in H1). Financing of the CAD is less favorable than in earlier
years since net FDI inflows decreased (to reach EUR 942 million in
H1 2025). Foreign currency reserves decreased by nearly 2 billion
euros in the first half of the year, but started to recover as of July

(up by EUR 930 million in July) to reach EUR 28.3 billion, covering
6.5 months of imports.

Overall credit increased by 12 percent (year-over-year) through
June. Loans to businesses increased by 7.5 percent by June (year-
over-year), while loans to households increased by 12 percent,
which helped to recover consumption as of Q2, and loans to the
government increased by 18.9 percent. Gross nonperforming loans
declined to 2.3 percent in June 2025.

Qutlook

The Serbian economy is expected to grow at around 3-4 percent
over the medium term, driven primarily by consumption and, to
some extent, by investment. However, there are downside risks.
These include potential budgetary support for struggling state-
owned enterprises, weaker external demand for Serbian exports
amid global trade policy uncertainty, and the impact of extreme
weather on agriculture and infrastructure.

Inflation is expected to remain elevated in 2025 and 2026 and to
reach the central point of the NBS target band only in 2027. The
fiscal deficit is now projected to widen compared to 2023/2024 to
reach around 3 percent of GDP since the government embarked on
large-scale public infrastructure spending plans.

Economic growth, if sustained, will continue to lift more Serbians out
of poverty. However, theremaining poorareincreasingly concentrat-
ed among pensioners, the long-term unemployed, or those com-
pletely out of the labor force. Thus, targeted social assistance, care
servicesforthedisabled and elderly, job search support, and training
programswillbecome essential to ensure further poverty reduction.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 2.6 3.8 3.9 2.8 3.0 4.0
Private consumption 3.5 0.5 4.2 2.8 3.5 4.0
Government consumption 1.3 -2.4 5.6 9.4 8.8 9.7
Gross fixed capital investment 2.2 9.7 12.5 3.1 2.0 0.8
Exports, goods and services 17.0 2.7 3.2 4.1 5.0 6.0
Imports, goods and services 16.2 -1.6 8.3 4.5 6.3 6.1
Real GDP growth, at constant factor prices 2.5 4.8 2.2 2.7 3.0 4.0
Agriculture -7.6 7.4 -5.5 0.8 1.8 4.0
Industry 1.2 3.7 2.3 1.2 1.9 2.9
Services 4.1 5.1 2.9 3.6 3.6 4.5
Employment rate (% of working-age population, 15 years+) 52.8 52.5 53.0 53.0 53.0 53.0
Inflation (consumer price index) 11.9 12.1 4.6 4.5 4.0 3.0
Current account balance (% of GDP) -6.6 -2.4 -4.7 -5.5 -5.5 -5.4
Net foreign direct investment inflow (% of GDP) 6.8 5.6 5.4 3.4 4.4 4.8
Fiscal balance (% of GDP) -3.0 -2.1 -2.0 -3.0 -3.0 -3.0
Revenues (% of GDP) 41.6 39.4 41.0 41.3 40.8 40.6
Debt (% of GDP) 52.9 48.4 47.3 46.8 46.6 46.2
Primary balance (% of GDP) -1.6 -0.4 -0.1 -1.5 -1.4 -1.4
International poverty rate ($3.00 in 2021 PPP)"/2 2.0 2.0 1.9 1.8 1.7 1.7
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 3.2 3.1 3.1 2.9 2.7 2.6
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 10.3 10.1 9.5 8.8 8.1 7.7
GHG emissions growth (mtCO2e) 2.6 -2.7 6.0 -0.5 0.9 1.7

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2023-EU-SILC. Actual data: 2022. Nowcast: 2023-2024. Forecasts are from 2025 to 2027.
2/ Projection using neutral distribution (2022) with pass-through = 0.87 (Med (0.87)) based on private consumption per capita in constant LCU.
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TAJIKISTAN

Growth is projected at 7.6 percent in 2025, driven by
remittance-fueled household consumption and invest-
ment, and to moderate thereafter. Fiscal balances will
deteriorate as Rogun Hydropower Plant construction
picks up, but public debt is expected to remain sustain-
able. Poverty declined to 16.9 percent in 2024 and is
projected to continue declining further.

Key conditions and challenges

Although Tajikistan has had strong economic growth over the past
25 years, the country remains the poorest in the Europe and Cen-
tral Asia region with a gross national income (GNI) per capita of
US$1,650 (Atlas method) and a poverty rate of 16.9 percent (lower
middle-income country (LMIC) poverty line) in 2024. Structural
transformation has been minimal, and employment has not shifted
to higher-productivity sectors.

Tajikistan's economy is heavily reliant on remittances (peak-
ing at 49 percent of GDP in 2024) coming mostly from Rus-
sia, which finance consumption and high trade deficits. Many
Tajik workers emigrate to seek higher-paid jobs, reflecting in-
sufficient domestic job creation as private sector development
remains limited.

A jobs-rich growth model for Tajikistan requires comprehensive
structural reforms aimed at: (i) fostering private sector develop-
ment by addressing distortions linked to state-aid, strengthening
investor protection, and fostering market competition; and (ii) im-
proving public sector efficiency, transparency, and accountability

Population' Poverty’
million millions living on less than $4.20/day

10.6 1.8

Life expectancy at birth’

School enrollment®

years primary (% gross)
71.8 100.6
GDP’ GDP per capita®

current US$, billion current US$

14.2 1341.3

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

by addressing the governance of state-owned enterprises, energy
sector inefficiencies, and basic social services delivery.

Recent developments

Tajikistan's economy grew by 8.1 percent (y-o-y) in H1 2025.
Growth was driven by remittances, which financed private con-
sumption and investment. Remittances grew by 62.9 percent y-o-
y in US dollar terms in Q1 2025, reflecting significant wage growth
in Russia and a stronger ruble. Led by services and agriculture, the
economy reported a broad-based expansion. However, the unem-
ployed-to-vacancy ratio rose from 4.9 in late 2024 to 5.9 by May
2025, indicating a weakening labor market. At 44 percent, Tajikistan
has one of the lowest labor force participation rates in the region,
compared to over 50 percent in Uzbekistan and 60 percent in the
Kyrgyz Republic.

The trade deficit widened slightly in H1 2025, to 32.9 percent of
GDP, due to declining precious metals exports and higher imports
of vehicles and machinery equipment—supported by currency
appreciation (10 percent in H1 2025 against the US dollar). For-
eign direct investment inflows remained low at 0.9 percent of GDP

FIGURE 1/ Real GDP, remittances, and current account balance
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and projections.

FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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in Q1 2025, mainly consisting of Chinese investments in mining.
Reserves reached US$4.6 billion by June 2025, equivalent to more
than seven months of imports.

Inflation remained stable at 3.6 percent y-o-y in June 2024 thanks
to prudent monetary policy and lower global commodity prices.
With a benign inflation outlook, the central bank cut the policy rate
to 8.25 percent in May 2025 (from 9.5 percent in February 2024).

The fiscal balance turned to a surplus of 1.4 percent in H1 2025,
(from 25.0 percent in H1 2024) as the government continued
streamlining tax exemptions and collecting higher public service
fees. Expenditures increased to 27.5 percent of GDP in H1 2025
(from 25.5 percent in H1 2024), driven by higher capital expen-
ditures in social sectors such as education and social protection.
Public debt is relatively low, at 25.4 percent of GDP in 2024 and
remains sustainable.

Strong financial inflows lifted banking sector profits and helped
lower NPLs to 6.8 percent in June 2025 (from 12.2 percent in June
2024). Concurrently, the return-on-equity climbed to 31.8 percent
(up from 20.7 percent in 2024), while bank capitalization stood at
23.8 percent, above the 12 percent regulatory minimum.

The poverty rate declined to 16.9 percent in 2024, from 18.1 per-
centin 2023 (LMIC poverty line of US$ 4.2 in 2021 PPP). Listening to
Tajikistan (L2T) survey results indicate that the share of households
with a member abroad fell to 28.1 percent in 2024, from 33.4 per-
cent in 2023. In H1 2025, although fewer households received re-
mittances (14.3 percent, compared with 21.8 percent in H1 2024),
average monthly remittances were higher (TJS 2,298, up from TJS
1,855 in H1 2024).

Outlook

Economic growth is expected to ease to 7.6 percent in 2025, con-
verging to its potential of 4.5-5 percent in the medium term.
Growth and remittance inflows are expected to gradually moder-
ate due to lower expected growth in Russia, a weaker ruble, and
tighter migration policies. Lower external demand for Tajikistan's
metals and minerals, including gold, is expected to help maintain a
current account surplus of about 3.8 percent in 2025, decreasing to
a current account deficit of 0.8 percent of GDP by 2027, reflecting
lower remittances.

Inflation is projected at 3.9 percent in 2025, and to gradually rise
towards the central bank’s target of 5 percent (+/- 2 percent) in the
medium term.

Fiscal pressures will remain elevated with the ongoing construc-
tion of the Rogun Hydropower Plant and the forthcoming debt
service spike. In 2025-27, amortization of the US$500 million Eu-
robond and repayment of IMFs Rapid Credit Facility (RCF) are
due. The projected fiscal deficit is capped at 2.5 percent of GDP—
the government’s fiscal anchor over the medium term—to ensure
public debt sustainability.

Poverty is projected to decline to 15.0 percent in 2025 (LMIC
poverty line).

The outlook faces several external downside risks, the largest be-
ing tightening of migration policies in Russia, which could lower
remittance inflows, and the impact of geopolitical tensions on
Tajikistan's main trading partners.

Recent history and projections 2022 2023 2024 2025e  2026f  2027f
Real GDP growth, at constant market prices 8.0 8.3 8.4 7.6 5.2 4.7
Private consumption 15.7 9.0 16.8 3.9 3.6 3.3
Government consumption -0.7 -9.1 12.1 6.9 4.8 4.4
Gross fixed capital investment 11.9 -9.9 4.5 7.8 6.2 5.7
Exports, goods and services -24.0 13.4 -5.5 7.9 3.6 3.3
Imports, goods and services 4.0 -4.3 3.5 3.8 3.7 3.5
Real GDP growth, at constant factor prices 9.0 7.4 8.4 7.6 5.2 4.7
Agriculture -4.5 12.2 0.8 6.0 5.6 5.2
Industry 9.1 9.8 10.8 9.4 6.1 5.3
Services 16.9 2.3 9.3 6.2 4.0 3.5
Employment rate (% of working-age population, 15 years+) 36.4 36.5 36.4 36.4 36.4 36.4
Inflation (consumer price index) 6.6 3.7 3.6 3.9 4.4 4.8
Current account balance (% of GDP) 15.3 4.8 6.2 3.8 1.2 -0.8
Net foreign direct investment inflow (% of GDP) 1.5 0.8 1.3 1.1 1.3 1.4
Fiscal balance (% of GDP) -1.3 -0.9 0.2 -2.4 -2.4 -2.5
Revenues (% of GDP) 27.2 29.6 27.9 26.5 26.0 26.2
Debt (% of GDP) 31.8 30.0 25.4 25.9 25.7 25.6
Primary balance (% of GDP) -0.6 -0.2 0.8 -1.6 -1.5 -1.6
International poverty rate ($3.00 in 2021 PPP)? 8.9 7.3 6.1 5.1 4.5 4.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)2 18.9 18.1 16.9 15.0 13.9 13.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)"2 59.7 55.7 55.4 52.6 50.6 49.1
GHG emissions growth (mtCO2e) 2.5 1.2 4.3 -0.3 -1.4 -2.0

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2024-HBS. Actual data: 2024. Forecasts are from 2025 to 2027.
2/ Projection using neutral distribution (2024) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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TURKIYE

Macroeconomic stabilization continues with uninterrupted
disinflation, low current account deficit, rebuilding of re-
serves, and moderate economic growth. After 3.3 percent
in 2024, growth is projected at 3.5 percent in 2025 and 3.7
percent in 2026. Preserving tight monetary policy and fur-
ther tightening fiscal policy will be critical for disinflation to
advance further. High inflation and moderate growth call for
social policies to protect the vulnerable.

Key conditions and challenges

Turkiye is in the midst of macroeconomic stabilization aimed
at taming inflation and creating the conditions for sustain-
able economic growth. The policy adjustment has been led
mainly though a sharp tightening in monetary policy by the
Central Bank of the Republic of Turkiye (CBRT), and now be-
ing accompanied by moderate fiscal consolidation. Macroeco-
nomic stabilization has progressed well, with uninterrupted dis-
inflation from its peak of 75 percent in May 2024 and projected
to fall just below 30 percent by end-2025, low current account
deficit, rebuilding of reserves, and continued (albeit moderate)
economic growth.

Nevertheless, inflation expectations remain stubbornly in dou-
ble digits even 24 months ahead. Making further progress with
disinflation and reanchoring expectations necessitates main-
taining tight monetary policy and further tightening fiscal pol-
icy, while social policies are strengthened to protect vulnera-
ble groups. At the same time, removing structural barriers to
productivity growth could support the adjustment by boosting
economic performance.

Population' Poverty’
million millions living on less than $8.30/day

85.5 9.2

Life expectancy at birth’

School enrollment®

years primary (% gross)
77.2 102.5
GDP’ GDP per capita®

current US$, billion current US$

1359.0 15890.7

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2022 (2021 PPPs). 3/ 2023.
4/2022. 5/ 2024. 6/ 2024.

Recent developments

After 1.3 percent qoq in Q4-2024 and 0.7 percent qoq in Q1-2025,
economic growth momentum accelerated to 1.6 percent goq in
Q2-2025. While tight financial conditions dragged on private con-
sumption (0.5 and 0.7 percent contractions in Q1 and Q2), invest-
ment picked up in Q2 (2.4 percent). The contribution of net exports
to quarterly growth remains volatile, turning negative in Q2. De-
spite improving to 47.3 in August from 45.9 in July, the PMI remains
below the threshold signaling weak economic activity in Q3.

The unemployment rate remains low at 8 percent in July, along with
moderate growth, while the labor underutilization rate (including
discouraged and underemployed) remains high at 29.6 percent. On
the external side, the current account deteriorated slightly in Jan-
uary-July, recording a US$22.2 bn deficit (around 1.3 percent of
GDP), higher than the US$12.9 bn deficit same period in 2024.

The heightened market volatility in March that led to a surge of CDS
above 370 bps (from a low of 250 bps in January) and a significant
loss of net reserves (almost US$40b during March and April) has
been overcome by swift measures taken—notably, April's policy

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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rate hike by CBRT reduced uncertainty and rebuilt confidence, with
markets stabilizing, disinflation advancing, and Moody’'s upgrading
Turkiye's risk rating. The CDS has fallen to 250 bps as of mid-Sep-
tember and net international reserves excluding swaps reached
US$54.2 bn. After US$10 bn in net outflows in the six weeks fol-
lowing mid-March, net portfolio investments rose by US$7.3 bn by
September. Year-to-date net FDI inflows are at US$3.1 bn.

After increasing the policy rate by 350 bps in April, the CBRT reiniti-
ated the rate cut cycle, bringing the policy rate to 43 percent in July
and 40.5 percent in September. Tight monetary policy and weaken-
ing global demand helped inflation decrease to 33 percent in Au-
gust, though services inflation remains high at 45.8 percent.

Tight monetary policy and macroprudential adjustments strength-
ened capital adequacy and financial stability. With high policy rates
and the slowdown in activity, total loan growth eased to 30 percent
nominal yoy in July. The capital adequacy ratio remains broadly sta-
ble at 18.2 percent while the NPL ratio slightly increased to 2.2 per-
cent as of July. The banking sector remains resilient, despite con-
cerns on profitability and asset quality.

The fiscal deficit, which stood at 4.7 percent of GDP in 2024, im-
proved slightly in H1-2025 on the back of stronger revenues
(through income and indirect consumption taxes) and a decelera-
tion in non-interest expenditures. General public debt-to-GDP re-
mains manageable at 25.3 percent as of Q1-2025.

Qutlook

Economic growth in 2025 is anticipated to remain moderate at 3.5
percent, given tight monetary policy, modest fiscal tightening, and

subdued global growth amid increased uncertainty. Growth is ex-
pected to accelerate to 3.7 percent in 2026 and 4.4 percent in 2027.
Disinflation is forecast to progress gradually, with inflation declin-
ing to 29 percent by end-2025, 18 percent by end-2026, and 15
percent by end-2027. The current account deficit is expected to
widen as growth recovers, reaching 1.2 percent in 2025 and 2 per-
cent by 2027. The general government deficit is projected to fall
to 4.3 percent of GDP in 2025 and to 3.6 percent in 2026, mainly
with reduced earthquake-related expenditures, and smaller prima-
ry deficit, given increasing interest expenditures.

The fraction of people living under the US$8.3 2021 PPP-adjust-
ed poverty line decreased from 12.9 percent in 2021 to 10.9
percent in 2022, maintaining the downward trajectory observed
since 2019, and it is expected to decrease further. Increases in
wage income and robust labor market conditions are anticipated
to contribute to poverty reduction. Nevertheless, due to the high
labor underutilization rate and widespread informality, those ex-
cluded from the labor market may not benefit from economic
growth. To protect these individuals from the effects of high in-
flation, well-designed and adaptable social protection programs
are essential.

Risks continue to be skewed to the downside with considerable
uncertainty around the forecasts. Inflation expectations are easing
only gradually, and private consumption remains relatively strong.
Any premature easing of monetary policy could prompt domestic
investors to seek foreign exchange, potentially putting pressure on
the exchange rate, inflation, and reserves. Delays in substantial fis-
cal consolidation and slow progress on structural reforms could
further impede disinflation. Externally, increased global economic
uncertainty and higher-than-expected oil prices present additional
downside risks to Turkiye's outlook.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 5.4 5.0 3.3 3.5 3.7 4.4
Private consumption 16.2 10.5 4.3 3.4 3.8 4.8
Government consumption 4.5 2.3 -0.8 1.0 2.4 3.5
Gross fixed capital investment 4.4 7.3 2.7 4.8 3.9 4.2
Exports, goods and services 10.5 -2.3 0.1 1.9 2.6 2.8
Imports, goods and services 8.3 12.1 -4.4 3.5 3.8 5.0
Real GDP growth, at constant factor prices 6.0 4.2 2.9 3.5 3.7 4.4
Agriculture 1.2 0.4 5.1 0.9 1.3 1.5
Industry -0.8 3.8 2.1 1.7 2.4 3.1
Services 10.4 5.1 3.4 3.9 4.5 5.2
Employment rate (% of working-age population, 15 years+) 47.5 48.3 49.2 49.3 49.4 49.5
Inflation (consumer price index) 72.3 53.9 58.5 34.1 20.9 16.2
Current account balance (% of GDP) -5.0 -3.5 -0.7 -1.2 -1.9 -2.1
Net foreign direct investment inflow (% of GDP) 1.0 0.4 0.4 0.5 0.6 0.7
Fiscal balance (% of GDP) -0.8 -5.1 -4.7 -4.3 -3.6 -3.7
Revenues (% of GDP) 27.3 29.6 31.6 32.1 32.3 32.6
Debt (% of GDP) 30.2 28.7 24.0 26.9 28.6 30.8
Primary balance (% of GDP) 0.5 -3.7 -3.2 -1.8 -0.7 -0.7
International poverty rate ($3.00 in 2021 PPP)"/2 0.5 0.1 0.1 0.0 0.0 0.0
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 1.2 0.7 0.5 0.3 0.2 0.1
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 10.8 9.4 8.6 7.8 7.1 6.3
GHG emissions growth (mtCO2e) -3.3 -2.7 0.6 2.7 2.2 3.0

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on ECAPOV harmonization, using 2019-SILC-C and 2023-SILC-C. Actual data: 2022. Nowcast: 2023-2024. Forecasts are from 2025 to 2027.
2/ Projection using average elasticity (2018-2022) with pass-through = 1 based on GDP per capita in constant LCU.
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UKRAINE

Economic disruptions and labor shortages related to the on-
going war are set to deepen. Growth projections have been
revised down to 2 percent for 2025 and 2026. Inequality
continues to rise due to uneven changes in labor income.
Rising fiscal and external imbalances will require additional
external financing and policy adjustments. Ukraine’s pathway
to EUmembership remains a key anchor for reforms, with
preparations underway to open the first negotiation chapters.

Key conditions and challenges

The past year has marked an inflection point for macroeconomic
management. Early in 2025, authorities had worked under the as-
sumption that a ceasefire would be in place by year-end. With fight-
ing now likely to persist, external and fiscal needs are mounting
and growth prospects are likely to remain depressed due to the
war. Meeting these needs will require continued donor support,
domestic policy adjustments, and a new IMF program, which the
government formally requested in September.

The inflection occurs amid intensifying structural challenges. Labor
shortages are the most binding production constraint. Inflation
remains high, keeping monetary policy tight and private sector
borrowing costs elevated. Public debt has reached record levels,
crowding out private lending. Undertaking needed complex struc-
tural reforms during the war remains challenging, and civilian cap-
ital spending remains limited by Ukraine’s resource envelope.

Ukraine's pursuit of EU membership has become a critical path for
progress, even amid ongoing adversity. EU-supported programs
provide vital financing and a strong reform anchor, helping to keep
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the country’s transformation on track. By September 2025, Ukraine
had completed the screening of five out of six negotiation clusters
and was preparing to launch negotiations, starting with its first
chapter—aclearsign of steady, tangible progress toward accession.

Recent developments

After growing by 2.9 percent in 2024, GDP expanded by a mere 0.9
percent year-on-year in the first quarter of 2025, and an estimat-
ed 1.1 percent in the second. Beyond structural constraints, direct
impacts of the war dampened economic activity, including through
intensified attacks, which damaged production capacities, particu-
larly in coal and gas extraction and chemical production. Adverse
weather disrupted early harvests and slowed the food processing
and transport sectors; however, better late-crop yields in the sec-
ond half of the year will improve the annual result. High-frequency
data suggests a modest recovery began in the second half of the
year, supported by the restoration of gas extraction facilities and
increasing public sector demand for domestically-produced mili-
tary goods. Rising real wages supported consumer demand overall,
but rising inequality means that 20 percent of Ukrainians continue
to perceive economic difficulties as a top challenge.

FIGURE 1/ Quarterly GDP growth, year-over-year
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FIGURE 2 / Real household income per adult equivalent in
Ukrainian Hryvnia (UAH)
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Efforts to raise additional revenues, including an increase in the
military tax rate on personal income at the end of 2024, boosted
tax collections throughout 2025. By end-July, tax revenues were
up 23 percent year-on-year, matched by expenditure growth,
while a 40 percent rise in non-tax revenues suggests a moderate-
ly smaller fiscal deficit. External assistance has been disbursed
reliably and is expected to fully cover financing needs and some
frontloaded financing.

The current account deficit widened by over 50 percent year-
on-year in the first half of 2025, reaching US$19.1 billion, driven
largely by a surge in trade deficit of US$26 billion as imports of
gas and military equipment rose. Suspension of EU trade pref-
erences in June, reinstating pre-war tariffs and quotas for most
goods, has started to weigh on exports. Official financing inflows
cushioned the impact on reserves, which stood at US$46.0 billion
on September 1, equivalent to five months of imports.

Inflation accelerated in early 2025, peaking at 15.9 percent in May
before easing to 14.1 percent, driven by food and labor costs.
Households’ cost-of-living concerns are persistent, with one third
of households expecting a price spike in the next 30 days. The NBU
kept monetary policy tight, raising the key policy rate to 15.5 per-
cent in March and maintaining it steady since.

Economic changes have affected households unevenly, widening
inequality, with poverty estimated to rise due to concentrated in-
come losses among poorer households and in eastern regions.
The Gini coefficient increased from 0.25 in 2021 to 0.42 in 2023
and 0.44 in 2024. Despite labor shortages, inefficiencies per-
sist—causing job losses and barriers to labor-market activation

for vulnerable groups, with 13.9 percent of Ukrainians reporting
job loss, mainly among the poor.

Qutlook

Ukraine's economic outlook hinges on the duration of hostilities,
and the country's ability to maintain macroeconomic stability and
secure sufficient donor support. The baseline scenario assumes
that the war continues through 2026, with Ukraine implementing
reforms for EU accession and securing adequate fiscal financ-
ing under a new IMF program. This would allow continued high
levels of military expenditures in 2026 while containing inflation
and supporting private sector development. Growth is estimat-
ed at 2 percent in 2025 and expected to stay at this level in
2026, with defense-related spending sustaining manufacturing.
If hostilities subside in 2027 and reconstruction begins, growth
could accelerate to 5 percent. Risks to this outlook are high, as
a failure to mobilize fiscal resources or address labor shortages
could trigger a contraction in 2026. Rising reliance on govern-
ment transfers among poorer households—86 percent of bot-
tom-quintile households relied on pensions or social assistance
in 2025—and a growing share of vulnerable groups pose social
sustainability risks.

Inflationary pressures are expected to ease slightly under a tight
monetary policy but will remain above the central bank’s 5 percent
target well into 2027, due to labor shortages and post-war con-
sumption. A high trade deficit will persist, reflecting high defense
expenditure needs and eventual reconstruction imports, keeping
the current account in deficit.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices -28.8 5.5 2.9 2.0 2.0 5.0
Private consumption -27.9 4.3 6.8 3.5 2.5 4.5
Government consumption 314 9.0 -4.3 0.4 3.1 -8.3
Gross fixed capital investment -33.9 65.9 3.5 11.8 10.3 23.9
Exports, goods and services -42.0 -5.9 10.3 5.0 5.0 7.0
Imports, goods and services -17.4 8.9 7.7 8.9 8.0 8.5
Real GDP growth, at constant factor prices -28.8 5.5 2.9 2.0 1.9 5.1
Agriculture -25.2 11.1 -7.3 3.0 4.0 5.0
Industry -42.7 32.8 3.9 2.5 2.0 8.0
Services -24.7 -2.5 4.7 1.6 1.5 4.2
Employment rate (% of working-age population, 15 years+) 49.1 44.7 45.3 46.3 47.3 47.7
Inflation (consumer price index) 20.2 12.9 6.5 12.8 7.6 5.5
Current account balance (% of GDP) 5.1 -5.3 -7.2 -16.1 -13.0 -8.6
Net foreign direct investment inflow (% of GDP) 0.1 -2.6 -2.0 -1.0 -1.5 -3.9
Fiscal balance (% of GDP)1 -15.6 -19.3 -17.2 -21.1 -18.0 -12.1
Revenues (% of GDP) 49.8 54.1 54.1 41.3 41.4 40.8
Debt (% of GDP) 77.8 78.3 87.4 108.6 111.4 106.2
Primary balance (% of GDP)* -12.5 -15.5 -13.2 -16.2 -14.2 -8.6
GHG emissions growth (mtCO2e) -27.8 0.5 -3.0 -5.4 -1.6 -0.7

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Fiscal Balance and Primary Balance are excluding grants in 2022-2026.
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UZBEKISTAN

Economic growth is forecast at 6.2 percent in 2025, led by
rising private consumption and foreign direct investment
(FDI). Fiscal consolidation is set to continue via energy price
reforms and lower state-owned enterprise (SOE) financing.
Poverty is projected to fall from 20.7 percent in 2024 to 16.6
percent in 2025 ($8.3/day, 2021PPP). The outlook remains
positive, with ongoing reforms and private sector-driven
growth and job creation.

Key conditions and challenges

Since 2017 Uzbekistan has strived to transform its economy by
adopting a market-based system to ensure steady job creation
for its growing population. GDP per capita grew at 3.7 percent
per annum in 2017-24, surpassing the LMIC rate. Job creation has
strengthened more recently: annual employment growth averaged
1.7 percent in 2022-24, exceeding the roughly 1 percent annual in-
crease in the working age population. Sustaining job growth will
require steadfast implementation of economic reforms. Key priori-
ties are ensuring competitive neutrality for state-owned enterpris-
es, liberalizing major economic sectors (e.g., telecom, financial, rail-
ways, chemicals, electricity, natural gas, trade in raw materials, cot-
ton), achieving WTO membership, and boosting workforce skills,
especially for youth and women.

Recent developments

GDP grew by 7.2 percent in H1 2025, led by private consumption
and net exports. In real terms household consumption growth ac-
celerated to 9.5 percent in H1 thanks to wage and remittances

Population' Poverty’
million millions living on less than $4.20/day

36.4 1.8

Life expectancy at birth’ School enrollment”
years primary (% gross)

72.4 93.5

GDP’ GDP per capita®

current US$, billion current US$

118.3 3254.3

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2023. 5/ 2024. 6/ 2024.

growth, while investment increased by 5.5 percent, driven by FDI
growth. Investment growth was broad based (agriculture, trans-
portation, storage, construction, including solar power plants, en-
ergy storage systems, and housing). Exports increased by 29.1 per-
cent in H1 2025 (in US dollar terms) spurred by strong growth in
gold, uranium, fruits, and services. Imports expanded by 7 percent
in US dollar terms in H1 2025, led by food, metals, electric machin-
ery and equipment and intermediate industrial goods.

The current account surplus was 6 percent of GDP in H1 2025 (com-
pared to a deficit of 6.3 percent of GDP one year earlier); net remit-
tance inflows were 11.2 percent of GDP (compared to 11.4 percent
of GDP one year earlier), offsetting the trade deficit of 5.2 percent
of GDP. Russia remained the primary source of remittances, while
inflows from the EU, the US and the UK expanded rapidly. Between
January and August 2025, the Uzbek sum appreciated by 3.5 per-
cent against the US dollar due to the sharp increase in export rev-
enues. International reserves reached US$48.7 bn by end-July 2025
(and an increase of US$11.3 bn yoy, mainly reflecting the sharp rise
in global gold prices), representing 10 months of import cover.

On the fiscal side, budget revenue was 25.9 percent of GDP in
H1 2025, while expenditure was 29.9 percent of GDP resulting in

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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a preliminary budget deficit of 4 percent—lower than 5.1 percent
in H1 2024. The budget deficit was reduced owing to both rev-
enue increase (mainly from VAT) and expenditures cuts (mainly
reduction in energy subsidies).

Inflation increased to 10.1 percent in February 2025 (y-o0-y) stem-
ming mainly from utilities and transport prices. In response, the
CBU raised the policy rate by 50bps to 14 percent in March 2025.
This helped slow inflation to 8.9 percent in July. During H1 2025,
food inflation rose to 6.6 percent, while gas and electricity tariffs for
households increased by 59 percent and 33 percent, respectively.
To protect the poor from the energy tariff increases, a cash trans-
fer of UZS 1 million (US$81) per household will be distributed in No-
vember 2025 to low-income families, including those in the newly
established poverty registry.

The banking sector remains adequately capitalized, with a capital
adequacy ratio of 17.5 percent in July 2025, a slight improve-
ment over a year earlier, and above the required 13 percent.
Non-performing loans fell to 3.8 percent in July 2025 from 4.1 per-
centin July 2024.

Robust growth of real wages and labor household incomes con-

tributed to reducing poverty to 20.7 percent in 2024 (applying the
UMIC poverty line of US$8.3/day).

Qutlook

Growth is projected to moderate to 6.2 percent in 2025 and to 6.0
percent in the medium term. Robust consumption—underpinned

by rising real wages and still elevated remittances (as more remit-
tances now will come from the EU, the UK, and the US)—will sup-
port growth in 2025 and beyond. Imports are set to accelerate in
2025 and trend higher over the medium term. Supported by re-
mittances, the current account deficit is projected to remain sta-
ble at 4.9 percent of GDP in 2025. Headline inflation is expected
to decline to 8.9 percent in 2025 due to tight monetary policy, re-
duced fiscal deficit, and lower transportation costs, and gradually
approach the inflation target of 5 percent by 2027.

The overall fiscal deficit is expected to decrease slightly to 3 percent
of GDP in 2025 due to rapid GDP growth and fiscal consolidation
measures, notably lower energy subsidies and reduced on-lending
to SOEs. Fiscal consolidation is expected to continue in the medium
term, keeping the budget deficit at around 3.0 percent of GDP,
buoyed by reductions in tax expenditures and increased privatiza-
tion revenues. Public debt is projected to stay at about 33 percent
of GDP in 2025-27.

Higher remittances and real growth in private consumption are ex-
pected to lead to further poverty reduction, with the UMIC poverty
rate projected to decrease to 16.6 percent in 2025 and to continue
to decrease thereafter.

Downside risks to this outlook include a further deterioration in
Russia and China economic performances (Uzbekistan's main trad-
ing partners), tighter-than-expected global financial conditions,
global trade policy changes, and elevated uncertainty as geopoliti-
cal tensions persist. Upside risks include higher global gold prices,
stronger domestic productivity growth, and greater FDI inflows
from the ongoing structural reforms.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 6.0 6.3 6.6 6.2 6.0 5.9
Private consumption 11.5 7.0 7.5 7.1 7.0 6.8
Government consumption 3.5 1.4 1.1 1.2 1.1 1.1
Gross fixed capital investment -0.3 23.4 27.6 5.6 6.2 7.5
Exports, goods and services 24.6 17.3 -5.9 11.6 11.2 10.9
Imports, goods and services 13.5 15.3 -1.5 16.8 16.6 16.8
Real GDP growth, at constant factor prices 6.0 6.3 6.6 6.2 6.0 5.9
Agriculture 3.6 4.1 3.1 4.0 3.9 4.0
Industry 5.6 6.2 7.3 6.8 6.6 6.6
Services 7.5 7.5 8.0 6.9 6.6 6.4
Employment rate (% of working-age population, 15 years+) 53.6 53.5 53.3 53.3 53.3 53.3
Inflation (consumer price index) 11.4 10.0 9.6 8.9 7.4 5.9
Current account balance (% of GDP) -3.5 -7.6 -5.0 -4.9 -4.6 -4.5
Net foreign direct investment inflow (% of GDP) 3.2 2.4 2.4 2.5 2.5 2.7
Fiscal balance (% of GDP) -3.5 -4.9 -3.2 -3.0 -3.0 -3.0
Revenues (% of GDP) 27.7 25.9 255 25.3 25.5 25.6
Debt (% of GDP) 24.6 27.4 329 33.2 33.2 32.9
Primary balance (% of GDP)1 -3.1 -4.2 -2.1 -2.0 -1.9 -1.8
Lower middle-income poverty rate ($4.20 in 2021 PPP)> 8.3 7.3 5.1 4.0 3.2 2.5
Upper middle-income poverty rate ($8.30 in 2021 PPP)? 32.4 24.6 20.7 16.6 13.5 10.9
GHG emissions growth (mtCO2e) -4.0 3.3 4.4 4.2 4.1 4.1

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Primary balance excludes interest received.

2/ Projection using annualized elasticity (2022-2024) with pass-through = 1 based on GDP per capita in constant LCU.
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ARGENTINA

The stabilization program eliminated the fiscal deficit,
reduced inflation, and improved sovereign risk. Higher
reserves allowed exchange rate flexibilization. Real
GDP is projected to grow 4.6 percent in 2025. Poverty
has fallen, though progress may stall amid weak labor
markets and subdue demand. The political cycle pre-
sents considerable risks to the economic outlook.

Key conditions and challenges

Argentina’s ongoing efforts to address structural macroeconomic
challenges provide a favorable backdrop for sustainable growth.
Abundant natural resources, skilled human capital, and comparative
advantages in agroindustry and services remain key assets for long-
term growth. However, decades of abrupt policy shiftsand recurrent
macroeconomic crises—driven by fiscal dominance, monetary fi-
nancing of deficits, and rigid regulatory frameworks—havetempered
resilience, constrained investment, and undermined confidence.

The authorities have advanced an ambitious stabilization program
anchored in strict fiscal discipline, the phased removal of exchange
and capital controls, and the dismantling of ineffective regulations.
Complemented by unilateral trade liberalization and the “Large In-
vestment Incentive Regime”, these reforms aim to unlock private
investment and stimulate job creation.

Sustained inclusive growth hinges on stronger fiscal and external
buffers, higher productivity, faster infrastructure investment, and
revitalized human capital—critical drivers to boost resilience and
unlock lasting investment opportunities.

Population' Poverty’
million millions living on less than $8.30/day

45.7 6.9

Life expectancy at birth’

School enrollment®

years primary (% gross)
77.4 108.7
GDP’ GDP per capita®

current US$, billion current US$

638.9 13980.4

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2022. 5/ 2024. 6/ 2024.

Balancing structural reforms with the need to protect vul-
nerable groups remains a central challenge. While Argenti-
na's poverty rate of 15.2 percent in 2024 (using the $8.30/
day 2021 PPP poverty line) is lower than that of regional
peers, a significant share of the population remains at risk
of falling into poverty, earning above the poverty line but
below middle-class levels.

Recent developments

The economy is recovering after a 1.3 percent GDP contraction
in 2024. Real GDP grew by 5.6 percent (year-on-year) in Q1
2025, although momentum appears to have stalled in Q3. In-
flation (month-on-month) slowed sharply from 25 percent in
December 2023 to 1.9 percent by August 2025, while the sov-
ereign risk premium dropped from 2,000 basis points (bps) to
around 1,100 bps by September 2025. On the fiscal side, the
government recorded a primary surplus of 0.9 percent of GDP
in H1 2025.

The social impact of the economic stabilization program, initially
severe, has reversed rapidly. Poverty fell from 16.4 percent in 2023

FIGURE 1/ Central government primary balance and monthly CPI
inflation
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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to 15.2 percent in 2024 ($8.30/day 2021 PPP poverty line) and
reached the lowest child poverty rate since 2018. Social protection
programs helped cushion vulnerable households. However, labor
market conditions have recently weakened: unemployment rose
by 1.5 percentage points in Q1 2025 to 7.9 percent, the highest lev-
el since 2021.

Expectations of an exchange regime shift in Q1 2025 led to fi-
nancial volatility, reduction in reserves, and a widening exchange
rate gap. External pressures, exacerbated by an overvalued pe-
so, contributed to a larger-than-expected current account deficit
of over US$5 bn (0.9 percent of GDP) in Q1. To boost external
sustainability, the government launched a new exchange rate
and monetary policy regime in April, supported by a new Inter-
national Monetary Fund (IMF) program. The new crawling band
system effectively closed the foreign exchange (FX) gap, ame-
liorated market volatility, and contained inflationary pressures.
However, the transition from a broad monetary base ceiling to
a monetary aggregates framework caused liquidity disruptions,
leading to volatility in short-term interest rates and FX expecta-
tions, and resulting in substantially higher real interest rates. Ex-
ternal vulnerabilities persist, with net international reserves still
negative and sovereign spread elevated, limiting market access
and refinancing capacity.

The official exchange rate depreciated by approximately 23 per-
cent between mid-June and early September, approaching the
upper limit of the FX band. While this heightened short-term un-
certainty, it partially reversed the real appreciation accumulat-
ed since late 2023. By early September, the multilateral real ex-
change rate index had returned to April-2024 levels, enhancing
external competitiveness.

Outlook

Real GDP is projected to grow by 4.6 percent in 2025, driven by
a large statistical carry-over, increased domestic demand and in-
vestment in energy, agriculture, and mining. Inflation is expected to
continue declining gradually, reaching single digits by 2027, assum-
ing the continuation of tight fiscal and monetary policies. Poverty is
expected to improve in 2025, with continued social safety net cov-
erage but modest real wage gains.

The primary fiscal surplus is projected at 1.6 percent of GDP in
2025 and is expected to rise to 2.5 percent by 2027, supporting
an overall fiscal balance. Public debt is expected to decline from
78 percent of GDP in 2025 to 68 percent by 2027. Significant
progress in reducing the exchange rate premium and anchoring
expectations has set the stage for rebuilding international re-
serves, bolstering investor confidence. Nonetheless, external
buffers remain weak and contingent on sustained capital inflows,
export performance and the extent to which external policies en-
able reserve accumulation.

The outlook remains subject to significant downside risks. Domes-
tically, the political cycle heightens the risk of currency pressures in
the second half of 2025 and delays in FX accumulation, along with
slower-than-expected disinflation. Moreover, a prolonged tight
monetary stance, together with persistently high real interest
rates, would constrain growth. Externally, challenges include lower
commodity prices, tighter global financial conditions, and adverse
climate events. A credible macroeconomic policy mix, anchored in
fiscal prudence and exchange rate flexibility, remains essential to
mitigate these vulnerabilities.

Recent history and projections 2022 2023 2024 2025e  2026f  2027f
Real GDP growth, at constant market prices 6.0 -1.9 -1.3 4.6 4.0 4.0
Private consumption 9.5 1.0 -2.9 7.5 2.4 2.5
Government consumption 2.8 2.1 -3.8 1.9 4.7 1.0
Gross fixed capital investment 10.5 -2.0 -17.2 21.4 10.6 8.3
Exports, goods and services 4.6 -9.5 19.8 7.4 4.7 4.8
Imports, goods and services 17.5 1.9 -10.2 29.5 4.1 3.1
Real GDP growth, at constant factor prices 5.0 -1.5 -1.4 4.6 4.0 4.0
Agriculture -4.1 -23.4 30.8 4.4 3.0 2.6
Industry 5.7 -0.2 -7.0 6.5 4.0 4.1
Services 6.0 0.8 -2.1 3.7 4.2 4.1
Employment rate (% of working-age population, 15 years+) 57.3 58.5 57.3 58.4 59.0 59.5
Inflation (private consumption deflator) 71.4 129.1 217.6 40.7 14.5 8.5
Current account balance (% of GDP) -0.6 -3.2 0.9 -1.7 -1.4 -1.1
Net foreign direct investment inflow (% of GDP) 2.1 3.3 1.4 1.1 1.7 1.6
Fiscal balance (% of GDP)*! -4.7 -4.6 0.4 1.0 1.2 1.7
Revenues (% of GDP) 34.2 33.8 33.3 33.3 33.9 34.2
Debt (% of GDP)* 92.2 170.0 88.5 78.6 75.2 67.2
Primary balance (% of GDP)1 -2.7 -2.7 2.1 2.3 3.6 3.7
International poverty rate ($3.00 in 2021 PPP)>3 1.3 1.2 1.0 0.9 0.9 0.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)%3 2.9 3.1 2.8 2.6 2.5 2.5
Upper middle-income poverty rate ($8.30 in 2021 PPP)*> 13.9 16.4 15.2 14.7 14.5 14.3
GHG emissions growth (mtCO2e) 5.3 -2.2 -2.0 2.4 1.9 2.3

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Fiscal data refer to the general government.

2/ Calculations based on SEDLAC harmonization, using 2024-EPHC-S2. Actual data: 2024. Forecasts are from 2025 to 2027.

3/ Projections using microsimulation methodology.
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THE BAHAMAS

The Bahamas' economy, heavily reliant on tourism, has re-
bounded post-pandemic but faces constraints from its small
size, limited diversification, high public debt, and vulnerability
to external shocks. Growth is moderating, with fiscal consoli-
dation and declining debt. Social disparities and skill short-
ages persist. Continued efforts are needed for inclusive, sus-
tainable growth amid risks from global policy uncertainty and
natural disasters.

Key conditions and challenges

The economy of the Bahamas, a small island state, depends heavily
on tourism from the United States, Canada, and the United King-
dom. While economic activity has rebounded to pre-pandemic lev-
els, the country’s growth prospects remain limited by its small size,
narrow production base, and high reliance on imports. Other con-
straints include capacity bottlenecks in hotel infrastructure, vulner-
ability to extreme weather events and external shocks, skill short-
ages, and restricted fiscal space. Elevated public debt and signifi-
cant gross financing needs further challenge fiscal stability. Since
1973, the Central Bank has maintained a strict 1:1 currency peg
between the Bahamian dollar and the U.S. dollar, which provides
monetary stability but restricts policy flexibility.

Despite developmental achievements, persistent economic
and social disparities highlight the need for continued efforts
to promote inclusive and sustainable growth. In 2013—the
most recent data available—the poverty rate measured
against the national poverty line was 12.8 percent, with
markedly higher poverty among households with children. In
2022, the cost of a healthy diet in The Bahamas exceeded the

Population'

0.4 ..

Life expectancy at birth” School enrollment’
years primary (% gross)

74.6 77.9

GDP* GDP per capita’

current US$, billion current US$

15.8 39455.2

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2023. 3/ 2023. 4/ 2024. 5/ 2024.

Poverty

Latin American average, though food insecurity remains relatively
low. Inequality is a persistent challenge: the Gini coefficient stood
at 41.1, surpassing the international threshold for high inequality.
In 2023, The Bahamas ranked 66th on the Human Development
Index with a score of 0.82. However, after adjusting for inequali-
ty, its ranking fell by nine places due to significant gaps in income
and life expectancy.

Recent developments

The Bahamian economy has continued its growth trajectory in
2024, though at a more moderate pace compared to the post-
pandemic rebound. Real GDP grew by an estimated 3.4 percent
in 2024, primarily driven by the continued recovery in the tourism
sector. Travel receipts increased by 16.5 percent in 2024 reflecting
sustained demand for the country’s tourism offerings. The econo-
my continued to expand during the first half of 2025, albeit at a
somewhat slower pace.

Labor force participation returned to pre-pandemic levels, and the
unemployment rate continued its downward trend, reaching 9.4
percent in 2024. Ongoing national apprenticeship programs could

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Fiscal balance and public debt
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further improve skill-matching and boost employment, provided
they are supported by sufficient labor demand.

Fiscal adjustment was supported by better tax administration and
improved VAT compliance, and a cyclical rebound in revenue.
Revenue and grants increased to 21.0 percent of GDP in FY 2024/
25. Total expenditure was 22.1 percent of GDP in 2024/25. Its lev-
els were higher during these two years because of implementa-
tion of major infrastructure projects, including hospital develop-
ments in Grand Bahama and New Providence, roadworks across
the Family Islands, and upgrades to educational facilities. The
government achieved a primary surplus of 3.1 percent of GDP in
2024/25. The overall deficit contracted to 1.0 percent of GDP in
2024. Public debt decreased to 78.8 percent of GDP in 2024/25,
reflecting fiscal consolidation.

The current account deficit narrowed to 6.7 percent of GDP in
2024, financed primarily through government external borrowing
and foreign direct investments. Gross international reserves stood
at 4.2 months of imports at the end of 2024.

Inflation moderated significantly, with the annual average con-
sumer price index inflation at 0.4 percent in 2024 and at -0.4
percent in the year ending in April 2025. The decline in inflation
compared to previous years was driven by lower food and bev-
erage, gasoline, and diesel prices. The government's efforts to
strengthen resilience to natural disasters in food supply chains,

through enhanced local production and innovation in agriculture,
could further reduce economic risks for the poor.

Qutlook

GDP growth is expected to reach 2.3 percent in 2025 and moderate
over the medium term, aligning with the long-term potential
growth rate of about 1.8 percent. The economy will continue to rely
on strong tourism activity, particularly cruise ship arrivals and re-
lated investment projects as key drivers of growth during this pe-
riod. Inflation is expected to converge toward 1.9 percent. Fis-
cal consolidation is set to continue, with the overall fiscal bal-
ance improving from an expected -0.7 percent of GDP in 2025
to -0.3 percent by 2027. The primary surplus is expected to re-
main robust, above 3.4 percent of GDP, supported by ongoing tax
reforms, normalization of capital spending, and further contain-
ment of current expenditures. The debt-to-GDP ratio should fall
to 71.3 percent by 2027. The current account deficit is projected
to widen in 2025 and decline gradually thereafter, financed by
borrowing and investment. Labor market outcomes are expected
to strengthen moderately.

Risks to the outlook include potential global economic and financial
shocks and extreme weather events. Geopolitical conflicts could
impact global commodity prices, raise inflation, and disrupt food
supply chains.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 10.9 3.0 3.4 2.3 2.1 1.8
Private consumption 2.2 9.1 3.2 1.5 2.0 2.0
Government consumption -5.3 7.2 0.9 1.2 1.9 1.9
Gross fixed capital investment 4.9 6.6 20.7 0.9 1.8 1.8
Exports, goods and services 42.7 5.0 6.2 -1.0 2.5 2.0
Imports, goods and services -0.9 15.2 12.7 3.6 2.1 2.1
Real GDP growth, at constant factor prices 10.4 2.4 3.3 2.3 2.1 1.8
Agriculture -0.4 33.3 21.0 -1.0 0.0 0.5
Industry -9.1 9.7 10.4 1.1 0.5 2.5
Services 12.5 1.7 2.6 2.5 2.3 1.8
Employment rate (% of working-age population, 15 years+) 65.4 65.9 65.9 65.8 65.8 65.7
Inflation (consumer price index) 5.6 3.1 0.4 0.9 1.4 1.9
Current account balance (% of GDP) -7.6 -6.0 -6.7 -7.1 -6.8 -6.8
Net foreign direct investment inflow (% of GDP) 2.3 2.4 3.0 3.0 3.1 3.0
Fiscal balance (% of GDP)* -3.6 -1.2 -1.0 -0.7 -0.6 -0.3
Revenues (% of GDP) 19.3 19.8 21.0 21.6 22.5 22.7
Debt (% of GDP)* 84.9 79.2 78.8 74.9 73.3 71.3
Primary balance (% of GDP)*! 0.2 2.7 3.1 3.4 3.7 3.8
GHG emissions growth (mtCO2e) 3.5 3.5 1.4 1.2 1.5 1.8

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Fiscal balances are reported in fiscal years (July 1st -June 30th).
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BARBADOS

Barbados faces high public debt and vulnerability to external
shocks. The Barbados Economic Reform and Transformation
(BERT) 2022 plan targets debt reduction and economic di-
versification. Recent growth, driven by tourism and con-
struction, has helped reduce unemployment and poverty.
Medium-term prospects include moderate growth, stable in-
flation, and ongoing fiscal consolidation, though risks from
global shocks and natural disasters remain.

Key conditions and challenges

Barbados faces several challenges as a small island nation. Its
economy depends heavily on tourism and imports, making it vul-
nerable to natural disasters and external financial shocks. The
country experienced hurricanes in 2021 and 2024, after going
more than sixty years without such events. Barbados also strug-
gles with high public debt, which, although declining, results in
significant debt service costs and limits fiscal flexibility. To ad-
dress these issues, the government is implementing the BERT
2022 plan that aims to reduce public debt to around 60 percent
of GDP by 2035/36. The plan also focuses on promoting green
energy, diversifying the economy, improving competitiveness, in-
vesting in education and health, providing affordable housing,
and strengthening social safety nets.

In 2016/17, 15.8 percent of Barbadians lived below the interna-
tional upper middle-income poverty line of $8.30 per day (2021
PPP). While the Gini was relatively low, at 34.1, differences between
population groups persisted: poverty rates were higher among
women, girls, and those living in female-headed or larger house-
holds. By 2022, approximately 6,500 households—6 percent of the
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total—received support from the National Assistance Program
(NAP), Barbados' flagship social assistance program. Meanwhile,
the National Insurance Scheme (NIS), which provides social insur-
ance, faces long-term sustainability challenges due to rising old-age
pension costs driven by an aging population.

Recent developments

Barbados's economy continued to show resilience through 2024
and into 2025, with real GDP growth at 4.0 percent in 2024, dri-
ven by robust activity in tourism, construction, and business ser-
vices. Long-stay tourist arrivals surged by 11 percent, supported
by expanded airline capacity and major events such as the In-
ternational Cricket Council's Men’s T20 World Cup, while cruise
passenger arrivals and hotel earnings also saw significant gains.
This momentum continues to support growth in 2025, albeit at a
more moderate pace.

The construction sector expanded by 7 percent in 2024, propelled
by hotel developments and public infrastructure projects, and con-
tinues contributing to growth in 2025. Business and other services
grew by 4.6 percent, with credit to the non-financial private sector

FIGURE 1/ Real GDP growth and sectoral contributions to real
GDP growth
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FIGURE 2 / Fiscal balance and public debt
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rising by about 5 percent, led by real estate and professional ser-
vices—trends anticipated to persist into the coming year.

Inflation moderated to an average of 1.4 percent in 2024, reflecting
lower global commodity prices and receding domestic inflation,
and further eased to 0.9 percent by early 2025.

Fiscal performance remained strong, with a primary surplus of
4.3 percent of GDP in FY2024/25, supported by higher corporate
income tax rate, early realization of profits by some companies
to avoid the higher rate, receipts and new reporting standards
for insurance companies that rendered some assets no longer
deductible for tax purposes. Public debt fell to 102.4 percent of
GDP in 2024. The current account deficit narrowed to 4.5 percent
of GDP in 2024. Gross international reserves cover over seven
months of imports.

Labor market conditions improved, as unemployment dropped to
7.1 percent in Q3 2024 compared to 8.3 percent in Q3 2023. Em-
ployment gains were strongest in manufacturing and education.
In June 2025 the government increased minimum wage by 23.5
percent, potentially boosting earnings for wage-employed individ-
uals at the bottom of the earnings distribution. With robust growth
and contained inflation, poverty has likely decreased in the last five
years. The share of Barbadians living on less than $8.30 2021 PPP
per day is estimated to have dropped from 16.1 percent in 2022 to
13.0 percent in 2025.

Outlook

Barbados's economic growth is projected to moderate, with re-
al GDP growth expected at 2.7 percent in 2025 and 2.0 percent
annually in medium term. Tourism will remain the main growth
driver, supported by government investments in renewable en-
ergy, sustainable tourism, and disaster preparedness. Inflation
is expected to pick up to 2.6 percent in 2025, driven by rising
non-fuel import costs and some domestic agricultural products,
but then stabilize at 2.4 percent in 2026 and 2027, reflect-
ing easing global commodity prices and lower domestic service
costs. Slower growth may temper poverty reduction: the share
of Barbadians living on less than $8.30 2021 PPP per day is
projected to decline slightly from 13.0 percent in 2025 to 12.2
percent in 2027.

Fiscal consolidation will continue, with the government target-
ing improved revenues through tax reforms and stronger fis-
cal institutions. The fiscal balance is projected to move from
a slight deficit (-0.3 percent of GDP in 2025) to a small sur-
plus (0.2 percent in 2027), while the primary surplus remains
above 4 percent of GDP. The current account deficit is forecast
to widen to 6.4 percent of GDP in 2025 as current transfers
normalize but then narrow to 5.4 percent by 2027, and public
debt is expected to decline to less than 90 percent of GDP in
the medium term.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 17.8 4.1 4.0 2.7 2.0 2.0
Real GDP growth, at constant factor prices 16.3 4.2 4.0 2.7 2.0 2.0
Agriculture -18.0 9.4 -5.4 -1.0 0.0 0.5
Industry 8.5 -1.3 4.0 1.1 1.5 2.5
Services 19.0 5.1 4.2 3.1 2.1 1.9
Employment rate (% of working-age population, 15 years+) 58.0 58.4 58.2 58.3 58.3 58.3
Inflation (consumer price index) 4.9 5.0 1.4 2.6 2.4 2.4
Current account balance (% of GDP) -9.4 -8.6 -4.5 -6.4 -5.6 -5.4
Fiscal balance (% of GDP) 0.2 -3.7 -0.9 -0.3 0.1 0.2
Revenues (% of GDP) 26.8 25.1 28.9 27.0 27.2 27.2
Debt (% of GDP) 113.8 110.7 102.4 97.6 93.1 88.5
Primary balance (% of GDP) 4.5 1.5 4.3 4.4 4.4 4.3
International poverty rate ($3.00 in 2021 PPP)'2 1.7 1.6 1.5 1.5 1.5 1.5
Lower middle-income poverty rate ($4.20 in 2021 PPP)2 3.2 3.0 3.0 2.8 2.8 2.8
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 16.1 14.8 13.7 13.0 12.6 12.2
GHG emissions growth (mtCO2e) 1.8 1.7 0.9 0.7 0.9 0.9

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on CONLAC harmonization, using 2016-BSLC. Actual data: 2016. Nowcast: 2017-2025. Forecasts are from 2026 to 2027.
2/ Projection using neutral distribution (2016) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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BELIZE

Belize's economy depends on tourism, agriculture, and re-
mittances, with the US as its key partner. Despite recent
fiscal gains and modest poverty reduction, challenges re-
main, including energy price vulnerability, natural disaster
risks, limited credit access, and high informality. After re-
bounding in 2024, economic growth is expected to slow,
with moderating inflation and gradual public debt reduc-
tion projected in the medium term.

Key conditions and challenges

Belize is an upper middle-income country whose economy de-
pends heavily on tourism, agriculture, and remittances. The United
States is central to Belize's economic health, serving as the main
source of tourists and remittances, the leading destination for ex-
ports, and a key investor. As a net importer of oil and gas, Belize
is sensitive to energy price fluctuations, and its exchange rate is
pegged to the US dollar. The country is also exposed to significant
risks from natural disasters. In recent years, Belize has made
progress in stabilizing its economy by strengthening fiscal disci-
pline and reducing public debt through debt restructuring and a
blue bond issuance. However, Belize continues to face challenges
in its business environment, including limited access to credit, in-
adequate infrastructure, skill shortages, and high crime rates.

Since the peak of the pandemic, poverty rates in Belize have de-
clined. In 2024, 17 percent of the population lived on less than
US$8.30 a day (2021 PPP), the upper-middle income country pover-
ty line, while the Statistical Institute of Belize reported that 22 per-
cent were multidimensionally poor. Multidimensional poverty is
higher in rural areas (31 percent) than urban areas (10 percent),
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thousand

with the Toledo district most affected (68 percent). Poverty is espe-
cially pronounced among children, households with children, Be-
lizeans of Maya descent, large households, and those with an un-
educated head. Labor market outcomes for women and youth re-
main weak; women make up only about two-fifths of the labor
force. Informal employment is widespread, with nearly 38 percent
of workers in informal jobs, particularly in wholesale and retail
trade and agriculture.

Recent developments

Belize's economy rebounded in 2024, with real GDP growth
reaching 3.5 percent, driven by surging tourism, trade, and trans-
port. Growth has been moderating in the first half of 2025, as
stayover visitor arrivals slow and agricultural output is hampered
by adverse weather and disease. Inflation decelerated to 3.3 per-
cent in 2024 and further to 0.8 percent for the year ending in
August 2025, supported by easing pressures from major trading
partners and oil prices.

The external sector reflected these shifts: the current account
deficit was modest at 1.6 percent of GDP in 2024, albeit somewhat

FIGURE 1/ Real GDP growth and sectoral contributions to real
GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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higher than in the previous year, and has remained stable in 2025.
Belize's monetary policy remains focused on stability, with the ex-
change rate pegged to the US dollar and international reserves cov-
ering four months of imports.

Fiscal performance improved in FY 2024/25, as the primary surplus
rose to 1.6 percent of GDP, underpinned by strong revenue growth
and prudent wage bill management. The overall balance was -0.3
percent of GDP in 2024 and is expected to be -1.2 percent of GDP
in 2025. Public debt fell to 68.1 percent of GDP by end-2024, aided
by continued fiscal consolidation.

The financial sector saw reduced risks in 2024, with banks accumu-
lating additional capital and nonperforming loans decreasing. Nev-
ertheless, recent signs of moderating growth have coincided with
heightened attention to financial stability risks, highlighting the im-
portance of continued vigilance and efforts to enhance private sec-
tor access to finance.

Reflecting Belize's recent economic momentum, labor market
conditions have been improving in 2025, with labor force par-
ticipation rising to 59.1 percent in April, up from 57.4 percent
a year earlier, and unemployment falling to 2.1 percent. Em-
ployment gains were notable in real estate and business ac-
tivities, services, and manufacturing, while government, agricul-
ture, tourism, and construction saw declines. Despite these im-
provements, female and youth participation rates remain low

(46.9 and 42.1 percent, respectively). In parallel, public health-
care access expanded with the nationwide rollout of the Na-
tional Health Insurance program and the launch of the Be-
lize Health Sector Strategic Plan, aiming to address persistent
health system challenges.

Qutlook

GDP growth is projected at 1.5 percent in 2025 in the absence
of major expansions in hotel and flight capacity. In the medium
term, growth is expected to rise above 2 percent, supported by
a pickup in tourist arrivals. Inflation is expected to stay below 2
percent in the medium term as external price pressures ease.
The overall fiscal deficit is forecast to increase, averaging about
1.5 percent of GDP, due to slower nominal growth and higher
salary spending. Primary balance will remain positive, and public
debt will gradually decrease, falling to 59.1 percent of GDP by
2027. The current account deficit is projected to narrow from
1.5 percent of GDP in 2025 to 1.3 percent in 2027, supported
by lower oil prices. Continued economic growth is projected to
support a modest reduction in poverty, to 16 percent by 2027.

Risks to the outlook remain tilted to the downside, including
global policy uncertainty, higher interest rates, and natural dis-
asters, though large infrastructure projects could boost growth
if implemented.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 9.3 0.5 3.5 1.5 2.4 2.2
Private consumption 10.4 1.5 2.8 0.3 2.9 1.6
Government consumption 6.6 2.9 2.5 0.7 3.4 2.6
Gross fixed capital investment 14.6 5.4 -1.2 1.3 5.3 0.8
Exports, goods and services 14.3 10.9 -1.3 -2.9 0.5 3.4
Imports, goods and services 10.3 -2.4 5.0 0.8 2.7 2.0
Real GDP growth, at constant factor prices 7.1 0.8 4.2 1.5 2.4 2.2
Agriculture 0.1 -6.2 -0.1 -1.0 0.0 0.5
Industry -1.2 -2.5 1.7 1.1 0.5 2.5
Services 10.7 2.6 5.3 1.9 3.1 2.3
Employment rate (% of working-age population, 15 years+) 56.5 57.0 57.7 57.7 57.7 57.7
Inflation (consumer price index) 6.3 4.4 3.3 1.4 1.9 1.3
Current account balance (% of GDP) -8.2 -0.6 -1.6 -1.5 -1.4 -1.3
Net foreign direct investment inflow (% of GDP) 4.6 0.5 -2.5 -2.5 -2.4 -2.3
Fiscal balance (% of GDP)* -0.7 -1.2 0.3 -1.2 -1.5 -1.8
Revenues (% of GDP) 22.5 23.5 24.0 24.7 25.0 24.0
Debt (% of GDP)* 71.0 71.8 68.1 60.4 59.3 59.1
Primary balance (% of GDP)*! 1.1 1.0 1.6 1.1 0.8 0.5
International poverty rate ($3.00 in 2021 PPP)>3 0.6 0.6 0.6 0.6 0.6 0.6
Lower middle-income poverty rate ($4.20 in 2021 PPP)%3 2.9 3.0 2.8 2.8 2.8 2.8
Upper middle-income poverty rate ($8.30 in 2021 PPP)?> 17.1 17.5 17.0 16.9 16.4 16.0
GHG emissions growth (mtCO2e) -0.6 -0.2 0.2 0.3 0.0 -0.1

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Fiscal balances are reported in fiscal years (April 1st -March 31st).

2/ Projection using neutral distribution (2018) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
3/ Calculations based on CONLAC harmonization, using 2018-HBS. Actual data: 2018. Nowcast: 2019-2024. Forecasts are from 2025 to 2027.
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BOLIVIA

Real GDP is projected to contract by 0.5 percent, with annual
inflation reaching 30 percent in 2025. The incoming govern-
ment faces the urgent task of addressing persistently high
fiscal deficits, low growth, high inflation, and the parallel ex-
change rate gap. A credible plan to tackle widening imbal-
ances, rebuild fiscal buffers, and reignite growth is critical to
stabilize the economy and reduce poverty.

Key conditions and challenges

Bolivia’'s macroeconomic imbalances have continued to accumu-
late since the 2014 commodity price collapse. Government spend-
ing —particularly on fuel subsidies— remained elevated despite a
sustained decline in hydrocarbon revenues, leading to persistent-
ly high fiscal deficits, falling international reserves, rising inflation
and the loss of access to international capital markets. These im-
balances, together with a weak business environment, have con-
strained private-sector activity. Moreover, underinvestment in the
gas sector has led to a secular decline in production in the context
of a limited export base. Progress in poverty reduction slowed, and
depleted buffers leave the country increasingly vulnerable to exter-
nal and climate-related shocks.

Low job quality is a structural issue in Bolivia, hindering economic
growth and poverty reduction. The ongoing demographic transi-
tion also requires the creation of more jobs. Current social assis-
tance programs do not effectively reach and support the poor and
vulnerable and their categorical design limits their ability to re-
spond swiftly to shocks. Bolivia lags behind the region in key devel-
opment indicators, including maternal and infant mortality.
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Recent developments

Real GDP growth slowed to 0.7 percent in 2024, with a 2.6
percent contraction in the last quarter (y-o-y) marking a sig-
nificant deterioration. The slowdown was driven by weaker
government consumption, declining exports and capital for-
mation. Private consumption growth also weakened, declin-
ing to just 0.6 percent amid ongoing fuel and goods short-
ages, and higher inflation, which surged to 24 percent y-o-y
as of August 2025 (food price inflation reached 37 percent).
Price controls and export restrictions have proven ineffective
in curbing these inflationary pressures.

Labor force participation and employment rates slightly in-
creased in 2024, yet average labor income declined in real
terms as inflation picked up. In 2024Q4, half of the workforce
earned less than the minimum wage. Other sources of house-
hold income declined in real terms, as public transfers are not
indexed to inflation and remittances in dollars fell by 12 per-
cent in 2024. In this context, the poverty rate is projected to
increase in 2024 to 17.2 percent ($8.30/day per capita 2021
PPP), from 16.5 percent in 2023.

FIGURE 1/ Fiscal deficits and gas exports
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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The fiscal deficit reached 10.6 percent in 2024, driven by the declin-
ing gas revenues and persistently high spending, in particular fuel
subsidies. The Government has increasingly resorted to monetary
financing of the deficit, fueling inflationary pressures, in the ab-
sence of access to international capital markets and difficulties in
obtaining legislative approval for external loans. Public debt stood
at 98.0 percent of GDP by end-2024, rapidly increasing from 37.6
percent in 2014. Bullet payments of outstanding external debt are
due starting in 2026Q1.

The current account deficit widened to 3.1 percent of GDP in 2024,
up from 2.5 percent of GDP in 2024 with the continued decline in
gas export revenues and weaker agricultural exports. Dollar short-
ages and the parallel exchange rate premium weighed on imports,
which contracted 18.3 percent in 2024, but did not offset the drop
in exports. Net international reserves stood at USD 2.9 billion in Au-
gust 2025 (equivalent to 2.9 months of imports), slightly above the
22 tons of gold level mandated by law.

Qutlook

The new incoming government will face significant challenges in
stabilizing the economy and addressing existing macroeconom-
ic imbalances—challenges that, if effectively managed, could pro-
vide a significant upside to Bolivia's outlook. Under current poli-
cies, the economy is expected to contract by 0.5 percent in 2025,
as weak exports, fuel shortages, high inflation, and heightened
political uncertainty continue to weigh on overall economic activ-
ity. Both private and public investment are expected to continue

contracting amid financing constraints and deteriorating econom-
ic conditions. The fiscal deficit is projected to remain elevated
due to declining hydrocarbon revenues and high subsidy spend-
ing. Continued reliance on monetary financing is expected to add
to inflationary pressures, with headline inflation projected to in-
crease to 30 percent in 2025. Dollar shortages further risk con-
straining imports and accelerating inflation. The current account
deficit is projected to remain around 3 percent of GDP due to
lower natural gas output and overall declining exports. Mobilizing
foreign and public investment in lithium development and gas
exploration will be limited in the short term due to their long
investment horizons.

Poverty is projected to rise in the near term as economic activity
contracts. Mounting inflationary pressures will further erode
households’ purchasing power, disproportionally affecting poor
and vulnerable households.

Risks to the outlook are tilted to the downside, as lack of financing,
inflationary pressures, and slowing growth increase the likelihood
of deeper economic contraction and a disorderly adjustment.

To reduce inflation and address macroeconomic imbalances, it
would be critical to adopt a credible medium-term economic sta-
bilization program centered on frontloaded fiscal consolidation,
subsidy reform, realignment of key relative prices, and rational-
ization of public investment. Strengthening private sector devel-
opment and improving the investment climate will be key ele-
ments to support fiscal consolidation efforts, jobs creation, and
poverty reduction.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 3.6 3.1 0.7 -0.5 -1.1 -1.5
Private consumption 3.4 3.2 0.6 -0.2 -0.4 -0.6
Government consumption 3.7 2.4 -1.5 -0.6 -0.2 -1.0
Gross fixed capital investment 5.6 5.7 -8.5 -2.8 -1.1 -1.7
Exports, goods and services 15.1 -8.8 -1.4 -1.0 -1.2 -1.5
Imports, goods and services 8.8 -2.5 -18.3 -2.0 1.3 1.3
Real GDP growth, at constant factor prices 3.7 3.1 1.1 -0.5 -1.1 -1.5
Agriculture 3.8 2.7 1.6 1.0 0.9 0.8
Industry 1.0 1.1 -0.2 -0.5 -1.2 -1.7
Services 5.7 4.6 1.9 -0.9 -1.7 -2.1
Employment rate (% of working-age population, 15 years+) 75.5 76.0 76.3 76.3 76.3 76.3
Inflation (consumer price index) 1.7 2.6 5.1 30.0 35.0 40.0
Current account balance (% of GDP) 2.1 -2.5 -3.1 -2.8 -3.0 -3.0
Net foreign direct investment inflow (% of GDP) 0.2 0.0 0.3 -0.1 -0.1 -0.1
Fiscal balance (% of GDP) -7.1 -10.9 -10.6 -12.1 -12.8 -13.1
Revenues (% of GDP) 26.6 27.8 29.2 28.0 27.0 26.5
Debt (% of GDP) 80.1 90.8 98.0 104.5 111.2 115.6
Primary balance (% of GDP) -5.5 -8.7 -7.5 -9.0 9.4 -9.6
International poverty rate ($3.00 in 2021 PPP)"2 33 2.8 3.0 3.9 4.8 5.7
Lower middle-income poverty rate ($4.20 in 2021 PPP)'2 5.7 5.1 5.5 6.5 7.5 8.6
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 18.5 16.5 17.2 18.4 19.9 21.2
GHG emissions growth (mtCO2e) -0.8 0.4 -0.1 -0.5 -0.3 -0.3

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on SEDLAC harmonization, using 2023-EH. Actual data: 2023. Nowcast: 2024. Forecasts are from 2025 to 2027.

2/ Projections using microsimulation methodology.
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BRAZIL

Growth is expected to moderate to 2.4 percent in 2025 amid
global headwinds and tighter monetary policy. Medium-term
growth is projected at 2.3 percent, supported by ongoing re-
forms. Continuing fiscal consolidation is essential for debt
sustainability. Jobs and wage growth reduced poverty by

2.8 points in 2024, but further reforms are needed to
sustain growth, create jobs, and reduce inequality.

Key conditions and challenges

Brazil's economy continued to recover post-pandemic, growing by
over 3 percent annually in the past four years and reducing unem-
ployment to record lows. While a robust labor market contributed
to reductions in poverty and inequality, leading to Brazil's removal
from the UN Hunger Map in 2025, structural challenges remain,
including persistently high inequality, regional disparities, and the
disproportionate poverty faced by Afro-Brazilians and children.

To sustain growth amid demographic shifts, further structural
reforms are needed to enhance competitiveness and efficiency.
Priorities include improving the business environment, fostering
innovation and trade openness, strengthening education quality,
increasing infrastructure investment, and advancing climate
change adaptation and mitigation efforts.

Ensuring fiscal sustainability remains a critical challenge. Despite
efforts to raise revenues, budget rigidity and indexed expenditure
hinder the achievement of primary surpluses necessary to stabilize
the debt-to-GDP ratio. With high and rising debt, and vulnerability
to economic shocks such as increasing interest rates, a faster fiscal
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consolidation is key to anchor inflation expectations, improve debt
dynamics, and allow for monetary policy easing. As the elderly pop-
ulation grows, curbing age-related spending will also be essential
for compliance with fiscal rules.

Recent developments

Following a 3.4 percent GDP growth in 2024, driven by invest-
ment recovery and private consumption, real credit expansion
and fiscal stimulus (including social transfers), Brazil's GDP ex-
panded by 2.5 percent y-o-y in the first half of 2025, mainly due
to record agriculture output. Inflation increased from 4.8 percent
in December 2024 to 5.1 percent in August 2025, exceeding the
Central Bank’s upper target limit of 4.5 percent, fueled by strong
services demand and rising energy prices. In response, the Central
Bank raised the policy rate by 450 basis points since September
2024, reaching 15.0 percent by August 2025.

The current account deficit widened to 3.5 percent of GDP in July
2025, reflecting strong demand and higher imports of goods and
services, largely financed by net FDI inflows of 1.9 percent of GDP.
By end-August 2025, the Brazilian Real had recovered 12.4 percent

FIGURE 1/ Fiscal balances and general government (GG) gross
debt
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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of its 2024 depreciation (27.9 percent y-0-y), amid elevated trade
and geopolitical tensions. International reserves rose from 15.1
percent in 2024 to 16.0 percent of GDP in July 2025.

As of July 2025, the general government posted a primary deficit of
0.1 percent of GDP, improving from a 2.3 percent deficit in 2023,
driven by strong revenue growth and expenditures restraint. How-
ever, gross public debt edged up to 77.6 percent of GDP due to el-
evated interest payments, which reached 7.1 percent of GDP.

The unemployment rate continues to reach new historic lows,
falling to 5.6 percent by June 2025. Supported by growth of 0.4 per-
centage points in the labor force participation rate, there are 2.0
million additional employed workers compared to the first half of
2024. Over the same period, average real wages rose by 4.3 per-
cent, above the 2.0 percent real increase in the minimum wage.
The poverty rate fell from 23.4 in 2023 to 20.6 percent (at the
US$8.30 per day, 2021 PPP rate) in 2024, with over five million peo-
ple coming out of poverty. Inequality fell by 1.4. percentage points
to 50.3, as measured by the Gini Index.

Qutlook

Growth is expected to moderate to 2.4 percent in 2025, as high in-
terest rates and global trade uncertainty weigh on investment and
exports, while household consumption slows amid rising family’s
indebtedness, reduced government transfers, and a slowdown in
labor market gains. Inflation is expected to gradually converge to

4.2 percent by 2027, as monetary tightening anchors price expec-
tations. Medium-term growth is projected to stabilize at 2.3 per-
cent, reflecting ongoing structural reforms impacts on potential
growth. The current account deficit is projected to narrow to 2.5
percent of GDP by 2027, driven by weaker imports amid slow-
er activity, with net FDI inflows being the main financing source.
Poverty reduction is expected to be moderate, reaching 19.9 per-
cent in 2027, due to lack of fiscal space for increased social
spending and slowing wage growth in services sector, where 80
percent of the poor are employed.

The 2025 primary deficit is projected at 0.2 percent but turn into
a surplus by 2027 due to consolidation efforts. Yet, public debt is
projected to rise to 82.5 percent of GDP by 2027 before declining
gradually, due to elevated financing costs, underscoring the need
for continued and faster fiscal adjustments.

Macroeconomic risks remain tilted to the downside. Domestically,
key risks include delays in fiscal consolidation and challenges in
anchoring inflation expectations. While resilient activity and ac-
celerated structural reforms could support stronger growth, pro-
longed monetary tightening and slow fiscal adjustment may weak-
en growth prospects and exacerbate debt vulnerabilities. Exter-
nally, heightened volatility could dampen investment and exports,
while fueling exchange rate depreciation and inflationary pres-
sures. Nonetheless, Brazil's robust financial system, sizable foreign
reserves and cash buffers, flexible exchange rate regime, and low
exposure to foreign-denominated debt provide important buffers
against shocks.

Recent history and projections 2022 2023 2024 2025e  2026f  2027f
Real GDP growth, at constant market prices 3.0 3.2 3.4 2.4 2.2 2.3
Private consumption 4.1 3.2 4.8 2.6 2.3 2.5
Government consumption 2.1 3.8 1.9 1.8 1.5 1.2
Gross fixed capital investment 1.1 -3.0 7.2 2.0 1.8 1.7
Exports, goods and services 5.7 8.9 3.0 4.0 3.2 3.0
Imports, goods and services 1.0 -1.2 14.7 4.5 3.0 2.6
Real GDP growth, at constant factor prices 3.1 3.4 3.1 2.4 2.2 2.3
Agriculture -1.1 16.3 -3.2 6.5 3.0 2.5
Industry 1.5 1.7 3.3 1.2 1.4 1.6
Services 4.1 2.5 3.8 2.3 2.3 2.5
Employment rate (% of working-age population, 15 years+) 56.6 56.9 58.0 58.2 58.4 58.7
Inflation (consumer price index) 9.3 4.6 4.4 5.2 4.5 4.2
Current account balance (% of GDP) -2.2 -1.3 -2.6 -2.8 -2.7 -2.4
Net foreign direct investment inflow (% of GDP) 2.1 1.7 2.1 2.0 2.2 2.3
Fiscal balance (% of GDP) -4.0 -7.8 -6.3 -8.5 -7.5 -5.9
Revenues (% of GDP) 39.5 37.6 39.5 40.1 40.0 39.3
Debt (% of GDP) 71.7 73.8 76.5 79.6 81.4 82.5
Primary balance (% of GDP) 1.2 -2.2 -0.3 -0.2 0.0 0.3
International poverty rate ($3.00 in 2021 PPP)"/2 49 3.8 3.0 3.0 2.9 2.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)*2 8.5 7.5 6.2 6.0 5.9 5.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)"/2 25.3 23.4 20.6 20.3 20.1 19.9
GHG emissions growth (mtCO2e) 0.7 -11.7 -13.1 2.8 -2.9 -0.4

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on SEDLAC harmonization, using 2024-PNADC-E1. Actual data: 2024. Forecasts are from 2025 to 2027.

2/ Projections using microsimulation methodology.
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CHILE

Growth accelerated to 2.8 percent in H1 2025 driven by
strong exports. Inflation is expected to reach target by H1
2026. The fiscal deficit exceeded projections. Stagnant pro-
ductivity is straining job creation amid rising labor costs, and
unemployment has widened while gender gaps in the labor
market persist.

Key conditions and challenges

Chile’s strong macroeconomic institutions have helped it to man-
age global volatility effectively. GDP has recovered post-pandem-
ic but remains constrained by limited growth potential. Headline
inflation is nearing target, and the current account deficit is be-
low its historical average.

But perennial challenges persist. Weak investment and stagnant
productivity dampen potential growth and strain labor market
outcomes. From June 2018 to June 2025, real wages rose 10.6
percent, pushing up unit labor costs amid flat labor productivity.
The Central Bank attributes weak job creation to elevated labor
costs, a slow recovery in labor-intensive sectors, and limited in-
vestment outside mining.

Over the past decades, Chile has significantly reduced in-
come poverty, but progress is uneven across regions. For
instance, between 2017 and 2022, poverty increased in the
northern regions of Tarapacd and Antofagasta. Non-mone-
tary poverty remains substantially elevated relative to mon-
etary poverty, particularly in years of schooling lag, social
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security coverage and habitability conditions. While income in-
equality has declined from a Gini coefficient of 45.3 in 2017 to
43.0 in 2022, it is still elevated.

Recent developments

After recovering to 2.6 percent in 2024, real GDP growth edged
up to 2.8 percent year-on-year in H1 2025, with non-min-
ing GDP up 3.0 percent. Growth was driven by an 8.0 per-
cent increase in exports, led by agriculture, forestry, fishing,
and tourism. Copper exports also grew solidly, by 5.8 percent.
Gross fixed capital formation rose 3.5 percent, in line with the
expected reactivation of several large mining projects. Private
consumption grew 2.5 percent.

Net job creation stagnated since June 2024 despite a growing
labor force. Gains in mining (14 percent) and communica-
tions employment (18 percent) were offset by contractions in
commerce (3 percent) and public administration (7 percent).
As of June 2025, unemployment stands at 8.9 percent, up
from 8.3 percent a year earlier, and the employment rate
has fallen by 0.5 percentage points to 56.4 percent. Informal

FIGURE 1/ Trends in real wages, employment, and employment
adjusted for hours worked
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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employment decreased by 7.9 percent year-on-year, with the
informality rate dropping to 26.0 percent by mid-2025, being
higher for women (27.6 percent) than men (24.8 percent).
The poverty rate, measured at US$8.3/day (2021 PPP), is es-
timated at 5.5 percent in 2024, and income inequality mea-
sured by the Gini coefficient at 43.1 points.

Inflation remained elevated at 4.3 percent y/y in July 2025,
down from 4.9 percent in January 2025 when the phased
adjustment of previously frozen electricity tariffs was com-
pleted. The Central Bank resumed its monetary easing cy-
cle in July, cutting the policy rate by 25 basis points to
4.75 percent.

The current account deficit widened to 2.2 percent of GDP in
Q2 2025, driven by income and services trade deficits, partly
offset by a goods trade surplus. The terms of trade deterio-
rated by 1.4 percent as increases in energy import prices out-
paced those in mining exports. Reserves stood at around 14
percent of GDP in June 2025, at 83 of the International Mon-
etary Fund's (IMF) adequacy metric, but this is mitigated by
the availability of liquid FX government assets, a favorable debt
profile, and access to sizeable external credit lines.

After exceeding the fiscal deficit target in 2024, the govern-
ment adopted corrective measures to meet fiscal rules, in-
cluding a spending cut of 0.3 percent of GDP for 2025. The
cyclically adjusted central government deficit target was re-
vised to 1.6 percent of GDP for 2025, with the prior 1.1 per-
cent target deferred to 2026 and a further reduction to 0.75
percent set for 2027.

Outlook

Real GDP growth is expected at 2.6 percent in 2025 (up from
2.1 percent in the last MPO), supported by strong exports and a
rebound in consumption, alongside rising foreign and domestic
investment, especially in energy and mining. Inflation is project-
ed to reach the Central Bank's 3 percent target by H1 2026 and
remain near that level. The poverty rate (US$8.3/day, 2021 PPP)
is projected to decline to 5.1 percent by 2027.

The current account deficit is projected at 2.0 percent of
GDP for 2025 and 1.8-1.9 percent for 2026-2027, reflecting
higher copper prices and a moderate impact from recent
global trade disruptions.

Fiscal revenues are projected to rise by 0.7 percentage points in
2025 due to reforms such as the new Mining Royalty and Tax
Compliance Law. Expenditure is expected to fall by 0.6 percent-
age points as the government approaches the fiscal deficit rule.
The fiscal deficit should drop from 2.8 percent of GDP in 2024 to
1.5 percent in 2025, but the government projects that the cycli-
cally adjusted deficit will still exceed the 1.6 percent target by
0.2 percentage points. Public debt is expected to remain near 43
percent of GDP by 2027, below the 45 percent ceiling.

External risks stem from ongoing uncertainty in the global econ-
omy which could reduce demand for Chilean exports and weigh
on domestic demand through weakened confidence. Domestical-
ly, policy uncertainty ahead of the November 2025 elections may
delay investment.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 2.2 0.5 2.6 2.6 2.2 2.1
Private consumption 1.6 -4.9 1.0 2.7 2.0 2.0
Government consumption 6.3 2.2 3.0 3.1 3.3 3.5
Gross fixed capital investment 4.6 -0.1 -1.4 5.5 3.3 3.4
Exports, goods and services 0.8 0.1 6.6 5.3 2.0 2.6
Imports, goods and services 1.3 -10.9 2.5 8.7 4.0 4.3
Real GDP growth, at constant factor prices 2.5 1.4 2.9 2.6 2.2 2.1
Agriculture -0.1 -0.8 5.4 4.9 4.4 4.4
Industry -1.4 2.9 33 2.1 1.6 1.6
Services 4.3 0.9 2.6 2.7 2.4 2.1
Employment rate (% of working-age population, 15 years+) 55.2 56.0 55.9 56.3 56.3 56.4
Inflation (consumer price index) 11.6 7.6 4.3 4.2 2.9 3.0
Current account balance (% of GDP) -8.8 -3.1 -1.5 -2.0 -1.8 -1.9
Net foreign direct investment inflow (% of GDP) 1.6 2.9 2.7 2.4 2.4 2.4
Fiscal balance (% of GDP) 1.4 -2.3 -2.8 -1.5 -1.5 -1.1
Revenues (% of GDP) 28.1 25.1 23.9 24.6 24.4 24.7
Debt (% of GDP) 37.9 39.4 41.6 42.1 42.8 42.8
Primary balance (% of GDP) 2.0 -1.5 -1.8 -0.6 -0.6 -0.1
International poverty rate ($3.00 in 2021 PPP)/? 0.5 0.5 0.5 0.5 0.5 0.5
Lower middle-income poverty rate ($4.20 in 2021 PPP)2 0.9 0.9 0.9 0.9 0.8 0.8
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 5.7 5.7 5.5 5.3 5.1 5.1
GHG emissions growth (mtCO2e) 2.8 -16.0 5.3 5.7 3.8 3.3

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on SEDLAC harmonization, using 2022-CASEN. Actual data: 2022. Nowcast: 2023-2024. Forecasts are from 2025 to 2027.

2/ Projections using microsimulation methodology.
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COLOMBIA

GDP growth is estimated at 2.4 percent in 2025, up
from 1.6 percent in 2024, driven by private consumption.
Disinflation and stable external deficits support activity,
but fiscal deterioration and suspended fiscal rule have
raised sustainability concerns, constraining growth
prospects. Poverty fell to 37 percent in 2024, on labor
gains, and should decline further. Risks include fiscal
slippage, inflation persistence, and global uncertainty.

Key conditions and challenges

Colombia's track record for macroeconomic stability rests on its
stable institutions and a framework anchored in inflation targeting,
exchange rate flexibility, and fiscal rules. Over two decades, these
have delivered stable growth and notable poverty reduction, but
stagnant productivity has constrained convergence with high-in-
come economies and progress on inequality.

Beyond macroeconomic stability, limited global integration con-
strains diversification beyond commodities, while a complex tax
system and low competition deter investment and innovation.
Rigid public spending hampers infrastructure and service delivery
and also contributed to recent fiscal deterioration and the suspen-
sion of the fiscal rule.

Wide regional disparities persist: Bogotd's income is nearly six
times Chocd’s, and in some municipalities up to 90 percent
of 10-year-olds cannot read and understand a simple text.
Raising productivity requires better infrastructure, public ser-
vices, a fairer tax system, more efficient spending, and a more
open business climate. More inclusive growth further requires
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more effective fiscal transfers, modernized social security, and
stronger labor markets.

Recent developments

Having grown by 1.6 percent in 2024, GDP growth picked up to 2.4
percent in 2025H1, driven by robust private consumption support-
ed by higher government spending, recoveries in services, and con-
tinued growth in agriculture. Mining, manufacturing, and construc-
tion remained weak, reflecting and contributing to lower exports
and investment.

Inflation eased from 6.6 percent in 2024 to 4.8 percent by June
2025, still above the 2-4 percent target, as core inflation per-
sisted, partly due to indexation. The central bank cut its policy
rate by 25 bps to 9.25 percent, balancing disinflation against fis-
cal and external uncertainty and tighter global conditions. These
factors contributed to a 2.9 percent peso depreciation in the
year to June.

Fiscal accounts deteriorated further in 2025. The central govern-
ment deficit reached a record 3.8 percent of GDP in June, with tax
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revenues 0.2 percent of GDP lower than last year and spending 0.4
percent higher. This prompted a temporary suspension of the fis-
cal rule for 2025-2027, triggering sovereign downgrades by credit
rating agencies. Colombia’s Emerging Markets Bond Index Global
(EMBIG) spreads rose from 310 bps in 2024 to 347 in June, above
regional and rating peers.

The current account deficit widened from 1.7 percent of GDP in
2024 to 2.1 percent as of June, as strong private consumption
boosted imports and weaker oil and mining exports reduced re-
ceipts. Remittances eased from their 2024 peak but remained high
at $1.1 billion, while foreign direct investment (FDI) declined to $0.8
billion in 2025H1. International reserves stayed healthy at $65 bil-
lion, covering nine months of imports.

The poverty rate is estimated to have declined to 37 percent in
2024 ($8.30/day, 2021 PPP), driven by labor market gains but partly
offset by reduced incomes from social transfers to the poorest. Ur-
ban poverty declined more than rural, while rural extreme poverty
stagnated and regional disparities persisted. High income inequal-
ity remained unchanged. Labor markets improved, with 798,000
jobs created y-o-y between March and May 2025, though about 75
percent were in self-employment, and gender employment gaps
widened slightly.

Outlook

GDP growth is projected at 2.4 percent in 2025, reaching its 2.9 per-
cent potential by 2027, supported by private consumption, stable
exports, and rising private investment. Commerce and manufac-
turing should stabilize. Inflation is expected within target by 2026,
allowing gradual policy rate cuts.

The general government 2025 fiscal deficit is projected at 6.5 per-
cent of GDP, above the suspended fiscal rule target, but expected
to narrow gradually to allow the rule’s reinstatement in 2028.
Achieving fiscal targets will require structural reforms under a
broad-based fiscal pact to raise tax revenues, reduce budget rigidi-
ties, reallocate earmarked spending and improve expenditure effi-
ciency. Cash management will be key to preserve liquidity. Public
debt-to-GDP is expected to reach 67.0 percent in 2025, up from
64.3 percent in 2024, stabilizing in 2027. The current account deficit
is expected to widen to 2.5 percent in 2025 as domestic demand
strengthens, stabilizing at 2.7 percent by 2027. FDI (3.3 percent of
GDP) should remain the main external financing source.

The poverty rate is projected to decline slightly, to 36.2 percent in
2025 ($8.30/day, 2021 PPP). However, reduced social transfers un-
der fiscal consolidation, and climate shocks—particularly in Caribe
and Pacifico—could affect vulnerable households. Raising job pro-
ductivity and promoting a robust social protection system—by ex-
panding coverage and adaptiveness—would enhance resilience.

Downsiderisks are significant, centered onfiscal consolidation, espe-
ciallyahead of Colombia's 2026 presidential and legislative elections.
Larger deficits or delays in fiscal consolidation could raise borrowing
costs and slow monetary easing. Persistent inflation and policy un-
certainty may suppress private investment and job creation. Exter-
nal risks include adverse terms-of-trade shocks, global tariff uncer-
tainty, and tighter global financial conditions. Climate change poses
medium-term threats to economic and fiscal stability, while ongo-
ing regional armed violence may exacerbate territorial disparities.

Preserving macroeconomic stability requires a return to fiscal dis-
cipline, well-calibrated monetary policy, and structural reforms to
strengthen resilience.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 7.3 0.7 1.6 2.4 2.7 2.9
Private consumption 10.8 0.4 1.6 2.9 2.8 2.7
Government consumption 0.8 1.6 0.7 3.0 0.1 -1.4
Gross fixed capital investment 11.5 -12.7 3.2 1.8 4.4 6.4
Exports, goods and services 12.5 3.1 2.5 2.4 4.4 5.5
Imports, goods and services 24.0 -9.9 4.4 3.2 3.4 3.5
Real GDP growth, at constant factor prices 6.6 1.2 1.6 2.4 2.7 2.9
Agriculture -0.9 1.7 8.0 3.5 3.2 3.1
Industry 6.2 -1.3 -1.3 -0.4 2.4 3.1
Services 7.5 2.1 2.0 3.4 2.7 2.8
Employment rate (% of working-age population, 15 years+) 56.5 57.6 57.5 58.1 58.0 57.9
Inflation (consumer price index) 10.2 11.7 6.6 5.0 3.4 3.0
Current account balance (% of GDP) -6.0 -2.3 -1.7 -2.5 -2.8 -2.7
Fiscal balance (% of GDP) -6.3 -2.7 -5.8 -6.5 -4.5 -3.1
Revenues (% of GDP) 26.7 31.0 27.7 27.7 28.8 28.8
Debt (% of GDP) 64.6 59.9 64.3 67.0 68.2 68.1
Primary balance (% of GDP) -1.9 1.4 -1.3 -1.6 0.4 1.5
International poverty rate ($3.00 in 2021 PPP)"/2 9.3 . 8.5 8.3 8.1 8.0
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 15.8 . 14.7 14.2 13.9 13.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 40.2 - 37.0 36.2 35.7 35.6
GHG emissions growth (mtCO2e) -1.1 -1.1 -1.4 -0.4 0.6 0.9

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on SEDLAC harmonization, using 2024-GEIH. Forecasts are from 2025 to 2027. The 2023 microdata was recently revised by the statistics office and will be updated

for the next round of global data revisions.
2/ Projections using microsimulation methodology.
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COSTA RICA

Costa Rica's growth moderated to 4.3 percent in 2024 and is
expected to ease to 3.6 percent in 2025, affected by external
headwinds. Fiscal consolidation advanced, anchored in
spending discipline and efficiency gains. Ongoing reforms
are strengthening fiscal sustainability and reducing public
debt, while safeguarding the poor and vulnerable. Poverty
rates declined to 12.6 percent in 2024.

Key conditions and challenges

Over the past two decades, Costa Rica has doubled its per capita
income through an outward-oriented growth model, investments
in human capital, and strong governance. The country diversified
exports and reinforced its green identity through sustainable re-
source management and reforestation. However, rising expendi-
tures without matching revenues from 2008 to 2018 created fiscal
pressures, prompting reforms. Tax reforms and the fiscal rule in-
troduced in 2018 helped increase revenues and control spending,
but implementation was delayed by the COVID-19 pandemic and
commodity price shocks. As a result, public debt rose from 24 per-
cent of GDP in 2008 to 68 percentin 2021.

Despite accessible healthcare and education, weak integration be-
tween export-oriented and domestic sectors has contributed to in-
come and territorial disparities. Social outcomes have lagged, with
monetary poverty declining slightly from 18.8 percent in 2010 to
17.1 percent in 2022, then falling more rapidly to 12.6 percent by
2024 (US$8.30/day 2021PPP). Inequality remains high, with a Gi-
ni index of 45.8 in 2024, and vulnerable groups—including Afrode-
scendants, indigenous populations, migrants, and women—face
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disproportionate challenges, reflected in low female labor force
participation (51.8 percent in 2024).

Following the pandemic-induced downturn, Costa Rica's economy
rebounded strongly. The government advanced its reform agenda,
while public finances stayed on a consolidation path, restoring
market confidence. The monetary policy framework—anchored in
a floating exchange rate and inflation-targeting regime—is man-
aged by an independent, credible Central Bank. The recovery was
supported by a diversified export base, low external debt, and sta-
ble reserves. Inclusive and sustainable growth demands continued
fiscal efforts, as well as effective policies that protect and create op-
portunities for vulnerable groups and non-central regions.

Recent developments

Costa Rica's economy grew 4.3 percent in 2024, due to strong do-
mestic demand despite weaker demand from key trading partners.
In H1-2025, activity grew 3.6 percent y/y (down from 4.3 percent in
H1-2024), driven by private consumption and investment. On the
production side, manufacturing, transport, business services, and
finance led the expansion. Inflation returned to negative territory

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
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(-0.2 percent y/y in Jun 2025) driven by low expectations and in-
ternational prices, despite continued monetary easing (to a neu-
tral policy rate of 3.75 percent). Labor market conditions remain
solid, leading to poverty reduction. Unemployment reached 7.4
in Q2-2025, the lowest since 2010, though with decreasing labor
force participation (below 60 percent since 2022). Average wages
increased by 5.8 percent y-o-y, mainly driven by services.

Costa Rica's current account deficit (CAD) narrowed to 0.1 percent
of GDP in H1-2025, supported by stronger exports, particularly
medical devices under the special regime, and moderate imports
growth. Foreign direct investment (FDI) inflows remained strong,
aligned to historical averages. As of June 2025, net international re-
serves reached USD 14. 6 billion (14.3 percent of GDP), covering ap-
proximately 8.3 months of goods imports.

Fiscal consolidation advanced in H1-2025 y/y, with a narrower fiscal
deficit (1.2 percent of GDP), larger primary surplus (1 percent of
GDP), lower interest payments (2.2 percent of GDP), and reduced
public debt (57.4 percent of GDP). Tax revenues declined by 0.2
p.p. of GDP to 6.5 percent of GDP due to lower income tax rev-
enues, while spending fell drop by 0.4 p.p. of GDP to 6.3 percent of
GDP driven by reduced interest payments and capital investment.
Ongoing implementation of efficiency-enhancing reforms is help-
ing mitigate fiscal risks and maintaining public debt on a downward
trajectory. The Emerging Markets Bond Index (EMBI) spread stood
at 197 bps, well below regional and global averages.

Qutlook

GDP growth is projected to slow to 3.6 percent in 2025,
reflecting weaker external demand, trade policy changes,

and moderated private consumption and investment.
Growth is expected to stabilize near potential (3.7 percent)
over the medium term, as global conditions and trade
policies normalize.

The poverty rate is projected to decline below 12 percent
for 2025-2027. Improving targeting in social programs, with
better coverage among the lowest income levels, could fur-
ther reduce poverty and vulnerability.

The CAD is projected to remain moderate around 1.5 per-
cent of GDP and supported by Costa Rica's strong external
financing anchored in steady FDI inflows. Inflation is expect-
ed to return to BCCR's 3 percent target by 2027 as monetary
policy normalizes.

Fiscal consolidation will continue, supported by spending
controls, efficiency reforms, and improved tax administra-
tion. Additional reforms under discussion could further
strengthen fiscal adjustment. Public debt is considered sus-
tainable, projected to decline to 58.2 percent of GDP by
2027, supported by ongoing fiscal consolidation and respon-
sive policy measures.

Downside risks amount amid persistent global uncertainty. The
country remains vulnerable to external shocks, including re-
duced demand from key trading partners, lower FDI, and
tighter global financial conditions that raise borrowing costs
for both public and private sectors. Geopolitical tensions, trade
policy disruptions, and oil prices volatility further compound
these risks. On the domestic front, political uncertainty associ-
ated with the election year and vulnerability to natural disas-
ters add to the risk landscape.

Recent history and projections 2022 2023 2024 2025e 2026f 2027f
Real GDP growth, at constant market prices 4.6 5.1 4.3 3.6 3.6 3.7
Private consumption 2.6 5.0 4.0 3.7 3.9 3.9
Government consumption 2.4 0.1 0.7 0.9 1.1 0.8
Gross fixed capital investment 1.5 8.6 4.3 3.3 3.5 3.6
Exports, goods and services 18.5 10.0 5.8 5.2 5.4 6.1
Imports, goods and services 8.1 5.2 6.0 4.9 5.2 5.7
Real GDP growth, at constant factor prices 4.6 5.1 4.3 3.6 3.6 3.7
Agriculture -2.3 3.5 2.0 2.1 2.5 3.3
Industry 2.1 8.3 4.1 3.2 3.5 4.1
Services 5.8 4.3 4.5 3.8 3.7 3.7
Employment rate (% of working-age population, 15 years+) 53.3 54.5 57.5 57.9 58.4 58.8
Inflation (consumer price index) 8.3 0.5 -0.4 0.7 2.5 3.0
Current account balance (% of GDP) -3.3 -1.4 -1.4 -1.6 -1.5 -1.4
Net foreign direct investment inflow (% of GDP) 4.4 4.3 4.5 4.0 4.1 4.2
Fiscal balance (% of GDP) -2.5 -3.3 -3.8 -3.2 -3.4 -3.1
Revenues (% of GDP) 16.4 15.3 15.0 15.1 15.2 15.2
Debt (% of GDP) 63.0 61.1 59.8 59.2 59.0 58.2
Primary balance (% of GDP) 2.1 1.5 1.2 1.4 1.2 1.4
International poverty rate ($3.00 in 2021 PPP)"2 1.6 1.5 1.3 1.3 1.3 1.3
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 4.0 3.4 2.6 2.6 2.6 2.6
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 17.1 15.3 12.6 12.1 11.7 11.4
GHG emissions growth (mtCO2e) 4.2 -7.9 4.8 3.0 3.5 5.3

Source: World Bank, Poverty and Economic Policy Global Departments. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ Calculations based on SEDLAC harmonization, using 2024-ENAHO. Actual data: 2024. Forecasts are from 2025 to 2027.

2/ Projections using microsimulation methodology.
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DOMINICA

Resurgence in tourism and ongoing infrastructure projects
fueled growth in 2025. Fiscal deficit and public debt are ex-
pected to decrease, owing to higher excise revenues and a
moderation in capital expenditure. Continued investments in
tourism, agriculture, and energy sectors are projected to
sustain economic output over the forecast horizon. Howev-
er, downside risks remain, including adverse external condi-
tions and climate-related events.

Key conditions and challenges

As a small island developing state, Dominica is highly dependent
on tourism and agriculture and is exposed to climate and other ex-
ternal shocks. Hurricane Erica in 2015 and Hurricane Maria in 2017
caused close to US$1.8 billion in damages and losses. Economic re-
covery from these disasters and the pandemic has been supported
by infrastructure investments and a rebound in tourism. However,
potential growth has declined due to skilled labor emigration and
decreased total productivity.

Pandemic-related support, higher infrastructure spending, and fis-
cal measures to mitigate the impact of inflation on the most vul-
nerable led to high fiscal deficits, pushing public debt above 100
percent of GDP in 2020. As recurrent expenditures return to pre-
pandemic levels and the government introduces measures such as
higher excise taxes on certain goods and a new stamp duty, fiscal
imbalances have begun to decrease. However, the deficit still re-
mains above the fiscal responsibility rule target.

Dominica's dependence on tourism and agriculture leaves it vul-
nerable to external shocks, highlighting the need for economic
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diversification, stronger fiscal buffers, climate-resilient invest-
ments, broader insurance coverage, and enhanced social support.

Recent developments

Growth moderated to 2.1 percent in 2024 from 3.7 percent in 2023.
It is supported by a recovery in tourism and agricultural initiatives
and robust growth in services exports, despite a moderate slow-
down in capital investment, largely due to reduced Citizenship by
Investment (CBI) revenues.

Inflation eased to 2.6 percent in 2024, partly driven by lower
global commodity prices. Nevertheless, food prices rose more
quickly than overall inflation, straining food security. In 2025,
40 percent of respondents to the Caribbean Food Security and
Livelihoods Survey reported going hungry but not eating, roughly
unchanged from 2024 but up from 18 percent in 2021. The share
of respondents without food stocks rose 10 percentage points
between 2024 and 2025. Education costs have also increased
faster than overall inflation, coupled with declining secondary
school gross enrollment and completion rates experienced dur-
ing the last decade.

FIGURE 1/ Real GDP growth and sectoral contributions to real
GDP growth
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Sources: Eastern Caribbean Central Bank (ECCB), Government of Dominica, and World
Bank staff calculations.

FIGURE 2 / Public debt
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The fiscal deficit increased to 3.0 percent of GDP in FY24/25, com-
pared to a surplus of 0.4 percent in FY23/24, primarily due to a 4.4
percentage point drop in revenue. This decrease in revenue was
mostly driven by lower CBI receipts amid third-party security con-
cerns about the program. Although CBI revenues declined, they re-
mained substantial at 32.4 percent of GDP for FY24/25.

Expenditure fell to 60.3 percent of GDP in FY24/25, mainly because
of a gradual reduction in capital spending. Public debt rose to 97.7
percent in FY24/25.

The current account deficit (CAD) narrowed to 25.6 percent of GDP
in 2024 driven by increased tourism revenues and a normalization
of capital goods imports. This deficit was primarily financed by CBI
inflows and, to a lesser extent, by recovering foreign direct invest-
ment (FDI). I