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CAMBODIA

Growth is easing as weaker remittances and returning
migrants weigh on household incomes and consumption,
while the oil price shock is raising inflation. Investment is
firmer—supported by manufacturing foreign direct invest-
ment (FDI) and improved trade access to the U.S. mar-
ket—boosting jobs andhelpingabsorb returnees. A pro-
longed property downturn is increasing non-performing
loans (NPL), heightening macro-financial risks.

Key conditions and challenges

Falling remittances, rising oil prices, and slower credit are curb-
ing domestic demand, while global trade policy uncertainty
weighs on exports. At the household level, the return of almost
one million migrant workers from Thailand in July 2025, com-
pounded by the oil price shock stemming from the Middle East
conflict, has weighed on incomes and consumption. Rising in-
vestment—primarily FDI in manufacturing and other tradable
sectors—is, however, supporting employment through capacity
expansion and new hiring.

Monetary conditions are accommodative. On the fiscal side, au-
thorities are rebuilding buffers through gradual consolidation, with
revenue performance improving due to stronger merchandise
trade and compliance gains, even as selected border crossings re-
main disrupted. However, a protracted downturn in construction
and real estate is eroding bank asset quality, as declining collateral
values and rising household leverage are driving up credit risk. The
combination of a softer growth outlook and higher food and fuel
prices is likely to slow real income gains for poorer households and
moderate the pace of poverty reduction.
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A key uncertainty is the duration and scale of the ongoing Middle
East conflict, which—beyond its inflationary effects—could weigh
on tourism receipts. Heightened global trade policy uncertainty
could curb goods exports and delay FDI commitments. On the
domestic front, potential renewed border tensions could displace
populations and dampen investor sentiment. Adding to these risks,
a faster-than-expected rise in nonperforming loans could threaten
macrofinancial stability.

Recent developments

Private consumption, which accounts for more than half of GDP,
is softening as oil prices have surged, while remittance inflows are
expected to fall by over 50 percent in 2026. Retail prices of gaso-
line and diesel surged by 35.4 percent and 57.3 percent, respective-
ly, in the second week of March 2026, reflecting the pass-through
from the global oil price shock and more frequent retail price ad-
justments. In addition, private spending remains constrained, as
domestic credit continues to grow at a modest 6.5 percent year-
on-year (y/y) in 2025—well below the pre-COVID-19 average of 26
percent. Clashes along the Cambodia-Thailand border in Decem-
ber 2025 displaced roughly 645,000 people in Cambodia, disrupted

FIGURE 1/ Real GDP growth and sectoral contributions to real
GDP growth
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FIGURE 2 / Merchandise exports growth and contributions to
merchandise export growth
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livelihoods, and increased the risk of vulnerable households falling
into poverty.

However, investment—especially FDI into manufacturing—is in-
creasing, bolstering the labor market and partially absorbing re-
turning migrants. In 2025, FDI inflows reached US$5.1 billion (10.1
percent of GDP), a 15 percent y/y increase.

On the other hand, services exports, especially tourism receipts,
came under pressure as international arrivals fell 17.2 percent in
2025. By contrast, goods exports remained resilient, rising 25.7
percent y/y in January 2026—likely supported by a U.S. trade deal
signed last year. In 2025, with intermediate imports rising along-
side expanding manufacturing activity, the current account deficit
widened, though it was fully covered by strong capital inflows. As
a result, gross international reserves rose to US$27.5 billion, cov-
ering about eight months of prospective imports. Ahead of the oil
priceshock, inflationwas containedat 1.3 percenty/yinjanuary 2026.

Accommodative monetary policy has supported liquidity, but
broad money growth slowed to 12.9 percent y/y in December 2025
amid weaker foreign-currency deposits in Cambodia’s highly dol-
larized economy. In this setting, softer deposit growth can limit
credit transmission even when policy settings are accommodative.
Domestic interest rates continued to decline. The property-market
correction is weighing on the financial sector, eroding asset quality:
the NPL ratio rose to 8.9 percent in 2025 (from 7.4 percent in 2024).

In 2025, stronger trade-related revenue and expenditure restraint
delivered the first post-pandemic fiscal surplus, estimated at 0.6
percent of GDP.

Outlook

Under a baseline scenario that accounts for the oil shock, real GDP
growth is projected to moderate to 3.9 percent in 2026 and recover
to 4.9 percent in 2027. The 2026 slowdown reflects softer domes-
tic demand and weaker goods exports, weighing on poverty reduc-
tion. Higher oil prices are likely to push inflation up quickly, espe-
cially on food components. Simulation shows that a 5 percent in-
crease in food prices could raise the poverty headcount ratio by 0.8
percentage points, underscoring the value of well-targeted income
support during price shocks.

Growth is expected to pick up in 2027 as new investment trans-
lates into manufacturing capacity and exports, supporting hiring
and wage income and enabling consumption to recover as re-
turning workers are absorbed. The outlook, however, hinges on
the evolution of the Middle East conflict.

The near-term policy mix can balance temporary support for vul-
nerable households with preserving financial stability, including
tighter risk-based supervision as NPLs rise and better-targeted
transfers to buffer food and fuel price pressures.

Medium-term structural reforms can focus on (i) logistics and
trade facilitation to lower export costs, (ii) energy tariff and sec-
tor governance reforms to support investment while managing
pass-through, and (iii) financial sector measures to strengthen
supervision and improve credit allocation as real-estate risks rise.
Together, these priorities can support export diversification and
better job creation.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 5.0 6.0 4.8 3.9 4.9 5.1
Private consumption -0.2 2.5 -0.5 -1.2 2.1 1.8
Government consumption 35.1 -2.5 -37.5 34.3 8.6 8.1
Gross fixed capital investment -26.7 -0.2 21.5 9.5 8.3 3.7
Exports, goods and services 6.9 14.4 8.5 6.5 7.0 8.0
Imports, goods and services -12.4 7.5 5.6 7.0 6.9 5.5
Real GDP growth, at constant factor prices 5.0 6.1 4.8 3.9 4.9 5.1
Agriculture 1.6 1.0 1.4 1.5 1.6 1.6
Industry 7.6 9.5 9.9 6.9 6.1 7.6
Services 3.4 4.0 -0.5 0.8 4.6 2.8
Inflation (consumer price index) 2.1 0.8 2.5 3.1 2.7 2.5
Current account balance (% of GDP) 1.3 0.6 -3.1 -4.7 -4.5 -4.2
Net foreign direct investment inflow (% of GDP) 8.6 9.1 9.9 10.0 9.7 9.5
Fiscal balance (% of GDP) -3.9 -3.4 0.6 -1.4 -1.8 -2.5
Revenues (% of GDP) 16.6 15.8 16.8 16.2 15.7 15.1
Debt (% of GDP) 26.6 26.0 26.8 27.8 28.6 28.5
Primary balance (% of GDP) -3.6 -3.3 0.9 -1.0 -1.5 -2.2
GHG emissions growth (mtCO2e) 2.2 4.3 5.7 6.5 7.1 7.4

Source: World Bank, Fiscal Policy & Growth Department. 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 in the Central Pacific will be driven by sov-
ereignrents fromfishingandNauru's Regional Processing Cen-
tre(RPC), redistributed through public spending. With public
expenditure near 100 percent of GDP across all three coun-
tries, promoting private sector jobsis essential. Governments
mustalso manage risks from thin, concentrated markets and
climate change. Global asset price fluctuations could affect fis-
caltrajectories through each country's sovereign wealth fund

Key conditions and challenges

Kiribati is small, remote, dispersed, and highly exposed to natural
disasters and rising sea levels. The economy is dominated by the
public sector, which uses fishing license fees, grants, taxes, and
Revenue Equalization Reserve Fund (RERF) withdrawals to fund
public expenditure worth 90 percent of GDP in 2025. Over 70 per-
cent of spending is recurrent, covering public wages, social protec-
tion, and the copra subsidy. This has reduced poverty but distort-
ed markets and heightened fiscal risks, as volatile fishing license
fees account for over two-thirds of revenues. Capital investment is
largely donor-funded. Key challenges include capturing more value
from the fishing sector, stabilizing revenues through the RERF, and
better targeting public spending to reduce poverty.

Nauru relies heavily on sovereign rents from phosphate mining,
fishing, and Australia's Regional Processing Centre for refugees.
Primary phosphate deposits are depleted, though new technology
enables secondary mining. Fishing revenues remain volatile. The
RPC accounted for around 70 percent of GDP in FY25, and a new
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agreement alongside the Nauru-Australia Treaty has averted a
near-term fiscal cliff. Remoteness, environmental challenges, and
a very small population constrain growth and necessitate a large
public sector. Nauru's key challenge is harnessing its natural ad-
vantages and sharing the proceeds equitably.

Tuvalu faces significant climate risks that constrain its progress. Pri-
vate sector growth is limited by inadequate infrastructure and a
small domestic market, with 21 percent of residents living below
the national poverty line in 2010. Addressing these challenges re-
quires structural reforms to build resilience, strengthen infrastruc-
ture, and support economic diversification.

Recent developments

Kiribati's fiscal deficit reached 14 percent of GDP in 2024 and re-
mained there in 2025, as higher public wages coincided with low-
er fishing revenues. They were funded by withdrawals from cash
reserves and the RERF. Inflation rose to 6.5 percent in 2025, dri-
ven by one-off adjustments to regulated prices of oil, electricity,

FIGURE 1/ Selected fiscal revenues, 2017-2024
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FIGURE 2 / Sovereign wealth funds, 2016-2024
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and transport. The national basic needs poverty rate fell from 22
percent in 2019/20 to 5.5 percent in 2023/24, due largely to the
Support Fund for the Unemployed which reaches over 95 per-
cent of households. By international measures, poverty declined
steadily from 5.7 percent in 2023 to 4.1 percent in 2025. Public
debt stands at 8 percent of GDP and is sustainable but assessed
at high risk of distress. The RERF was valued at 310 percent of
GDP in December 2025, following a withdrawal worth 15 percent
of GDP that year.

Nauru's economy grew by 2.1 percent in FY25, driven by increased
government spending partly financed by RPC revenues. Inflation
was 6.1 percent due to supply-side constraints. Higher recurrent
spending—including outsourcing most health services to a UAE-
based provider—combined with lower fishing revenues and grants,
reduced the fiscal surplus from 30 percent of GDP in FY24 to 3.6
percent in FY25. The Intergenerational Trust Fund grew to 142 per-
cent of GDP in June 2025, after a withdrawal from Taiwan Province
of China worth 16 percent of GDP. Public debt of around 15 percent
of GDP is sustainable, with liabilities significantly reduced. Poverty
data are outdated; the last estimates (2012-13) show 9.7 percent
in extreme poverty (below US$3/day) and 68.5 percent poor by up-
per-middle-income standards (US$8.30/day).

Tuvalu's economy is projected to grow by 3.0 percent in 2025 sup-
ported by infrastructure investment—including the new phase of
the Tuvalu Coastal Adaptation Project, higher public spending, and
continued donor support. Average inflation has eased from a pan-
demic peak of 12.1 to 2.1 percent in 2025. The current account sur-
plus widened to around 15 percent of GDP, supported by fishing
license revenues and higher grants, with the fiscal balance record-
ing a surplus of 0.6 percent of GDP. Public debt stands at 7.7 per-
cent of GDP and is sustainable, though assessed at high risk of dis-
tress due to climate vulnerability and revenue volatility. Sovereign
wealth fund assets stood at 328 percent of GDP at end-2025, pro-
viding a substantial fiscal buffer. Poverty data are scarce; a 2022
census estimated a national poverty rate of 21.5 percent, though
international poverty line estimates are unavailable.

Qutlook

Growth in Kiribati is expected to moderate to 3.1 percent in 2026
and around 2.4 percent in 2027, as household demand and invest-
ment stabilize. Inflation is forecast to ease to 4.5 percent in 2026
following one-off fuel and electricity tariff changes in 2025, though

prolonged Middle East conflict could weigh on growth and push in-
flation higher. The fiscal deficit is projected to expand to 17 per-
cent of GDP in 2026 as the government partly absorbs higher oil
prices. It will remain financed by RERF withdrawals, creating sub-
stantial fiscal risk given their uncertainty under current rules. In the
medium term, growth and job creation will require capturing more
value from fisheries, including through joint ventures with private
companies. These must be carefully structured to benefit Kiribati
with provisions against profit-shifting, tax and dividend obligations,
and local employment requirements.

Nauru's growth is expected to moderate to 1.9 percent in FY26,
sustained by public demand, donor support, and RPC operations.
Inflation is forecast to ease to 4.5 percent as the new port alleviates
supply-side constraints, though prolonged Middle East conflict
could dampen growth and push inflation higher. The fiscal surplus
is expected to recover to around 10 percent of GDP in FY26, sup-
ported by increased budget support under the Nauru-Australia
Treaty. In the medium term, improving growth and jobs requires
harnessing Nauru's natural advantages and distributing proceeds
equitably—including opportunities from secondary phosphate
mining, regional processing, and transitioning from fishing license
fees to fish exports.

Tuvalu's growth is expected to moderate from 2.5 percent in 2026
to 2.3 percent by 2028, driven by construction, hospitality, finance,
and public administration, absent a persistent global trade slow-
down. The 2023 Falepili Union Treaty with Australia is expected to
boost remittances, though increased outward migration risks re-
ducing skilled labor availability and long-term productivity. Average
inflation is projected to stabilize at around 2.5 percent by 2028,
assuming conflict in the Middle East is transitory. Lower revenues
are expected to weigh on both fiscal and current account balances,
while sovereign wealth fund assets are projected to decline to 303
percent of GDP over the medium term. Despite considerable sov-
ereign assets, reliance on unpredictable revenue sources and out-
ward migration pose ongoing risks to growth and fiscal stability.

The Central Pacific outlook faces several risks, including shocks to
the price of oil, which is a major import in all three countries. Trade
policy uncertainty and slowing global growth could weigh on fish-
ing revenues, remittances, and donor financing, while rising out-
ward migration and unstable revenues threaten fiscal space. These
challenges are compounded by increasingly frequent and severe
climate-related disasters, further undermining regional resilience,
economic stability, and poverty reduction.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices
Kiribati 3.3 4.6 4.3 3.1 2.4 2.2
Nauru 0.6 1.6 2.1 1.9 1.9 1.8
Tuvalu 4.0 3.1 3.0 2.5 2.7 2.3
Poverty rates of Kiribati
International poverty rate ($3.00 in 2021 PPP)Y? 0.9 0.6 0.6 0.6 0.5 0.5
Lower middle-income poverty rate ($4.20 in 2021 PPP)*2 5.7 4.6 4.1 3.6 3.6 3.4
Upper middle-income poverty rate ($8.30 in 2021 PPP)!? 52.0 50.0 47.5 46.0 45.1 44.4

Source: Country authorities and World Bank, Fiscal Policy & Growth Department.

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 2023-HIES.

2/ Poverty rate for 2023 is calculated from the 2023 Household Income and Expenditure Survey. Poverty rates 2024-2028 are projections based on real GDP per capita growth.
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CHINA

Growth remained resilient in 2025, supported by policy
measures and exports, even as domestic demand stayed
subdued. Growth is projected to moderate to 4.2 percent
in 2026. Headwinds include cautious consumer spending,
ongoing property sector adjustment, and the conflict in the
Middle East. Poverty reduction is expected to continue at a
slower pace in line with moderating growth.

Key conditions and challenges

The economy maintained solid growth in 2025, though supply con-
tinued to outpace domestic demand. This was reflected in per-
sistent deflationary pressure, with the GDP deflator declining for
the third consecutive year. While the necessary adjustment in the
property sector has been the main driver of subdued domestic de-
mand, consumption growth has also remained below its pre-2020
trend due to a soft labor market and negative wealth effects from
falling home prices. Robust exports absorbed part of the output,
and policy support helped stabilize growth. However, without a
stronger recovery in domestic demand, deflationary pressures
could weigh further on growth, job creation, and labor income.

A sustained increase in domestic demand will require structural
reforms. High precautionary savings contribute to low house-
hold consumption. Enhanced social protection and a more pro-
gressive fiscal system could put more money in the hands of
low-income households and boost spending. A more transpar-
ent and consistently enforced regulatory environment would
support private sector sentiment and investment. Stronger ef-
forts to restructure local government and property developer
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2022 (2021 PPPs). 3/ 2023.
4/2024. 5/ 2025. 6/ 2025.

debt could increase fiscal space and restore confidence in the
property sector. Together, these measures could support a
gradual rebalancing, laying the foundation for more resilient
long-term growth.

Recent developments

China’'s growth momentum remained resilient at 5 percent in
2025, supported by policy measures and exports, even as do-
mestic demand softened. Despite trade policy uncertainty, ex-
ports held up, buoyed by shipment frontloading and diversi-
fication. Consumption momentum weakened, with retail sales
growth slowing to 2.5 percent y/y in the second half of the year,
as stimulus effects faded. Investment growth moderated, with a
deeper contraction in real estate amid falling home sales, while
manufacturing and infrastructure investment eased amid profit
pressures and tighter local government finances.

Intense price competition in some sectors sustained producer
price deflation which, together with subdued domestic demand,
kept consumer price inflation at zero in 2025. The overall urban
unemployment rate averaged 5.2 percent, slightly higher than

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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5.1 percent in 2024, though it masked high youth unemployment
and reduced opportunities for migrant workers.

Poverty reduction has kept pace with aggregate growth. An addi-
tional 27.3 million people are estimated to have attained a daily
consumption level above US$8.30/day in 2025, a benchmark used
by the World Bank to compare progress on poverty reduction
across upper-middle-income countries. This is fewer than the 28
million people that crossed the same threshold in 2024, reflecting
the impact of slower economic growth. In real terms, per capita dis-
posable income in urban areas grew at a compound annual growth
rate of 4.9 percent between 2019 and 2025, while real per capita
consumption expenditure increased by only 4.2 percent, reflecting
cautious household spending, especially in urban areas.

Accommodative policies cushioned short-term growth, while new
measures shifted some support towards households. Fiscal policy
provided moderate support in 2025, with the consolidated deficit
widening to 7.2 percent of GDP. While stimulus continued to
prioritize infrastructure investment, more support targeted at
households provided a modest boost to consumption. Apart from
expanding consumer goods subsidies, the government increased
social pension benefits and subsidies for medical insurance and
introduced new subsidies for preschool education, childcare, and
elderly care.

The central bank lowered policy rates slightly and injected liquidity,
including through targeted credit facilities, to shore up demand.
Credit growth, however, continued to slow amid subdued demand
and high real borrowing costs, with expansion driven mainly by
government bond issuance. As in previous years, property sector
policies aimed to reduce inventories and ease somewhat borrow-
ing costs for homebuyers with a limited impact on confidence.

Outlook

Growth is projected at 4.2 percent in 2026 and 4.3 percent
in 2027. In 2026, consumer spending growth is expected to
stay subdued. Private investment will likely remain constrained
by weak corporate profitability, the prolonged property sector
downturn, and high uncertainty, while public investment will be
supported by stronger infrastructure spending. Export growth
is expected to moderate from the high pace in 2025. The neg-
ative impact of the conflict in the Middle East on the domes-
tic economy is expected to be mitigated in the short term by
oil reserves, the high share of renewable energy, very low in-
flation, and policy support, though weaker external demand
would affect exports. In 2027, growth is projected at 4.3 per-
cent as policy priorities continue to support incremental re-
balancing and productivity gains, partially offsetting structural
headwinds from an aging population, high debt levels, and di-
minishing returns to capital.

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 13.7 percent and
12.2 percent, respectively, in 2026 and 2027.

Risks to the growth outlook are tilted to the downside. External-
ly, the conflict in the Middle East and trade policy uncertainty
pose significant downside risks. Domestically, a deeper correc-
tion in the property sector and persistently weak corporate prof-
its could dampen investment, further soften labor market condi-
tions, and weigh on household consumption. On the upside, the
rollout of additional budgetary support could provide a firmer
lift to domestic demand.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 5.4 5.0 5.0 4.2 4.3 4.2
Private consumption 9.0 5.2 4.7 4.5 4.9 5.2
Government consumption 7.3 0.9 4.7 4.5 4.6 4.7
Gross fixed capital investment 4.5 3.0 2.1 2.2 2.7 2.9
Exports, goods and services 0.4 14.2 10.0 5.4 4.6 3.2
Imports, goods and services 4.8 7.5 2.4 2.1 2.8 3.0
Real GDP growth, at constant factor prices 5.4 5.0 5.0 4.2 4.3 4.2
Agriculture 4.1 3.5 3.9 3.4 3.3 2.9
Industry 4.4 5.3 4.5 3.6 3.3 3.0
Services 6.3 4.9 5.5 4.6 5.1 5.1
Employment rate (% of working-age population, 15 years+) 62.3 62.3 62.3 62.1 62.2 62.2
Inflation (consumer price index) 0.2 0.2 0.0 1.3 1.8 2.0
Current account balance (% of GDP) 1.4 2.2 3.7 1.5 0.4 0.1
Net foreign direct investment inflow (% of GDP) 0.9 0.8 0.4 -0.2 -0.1 -0.1
Fiscal balance (% of GDP)! 5.5 -6.4 7.2 7.6 7.3 -7.0
Revenues (% of GDP) 31.7 30.4 29.0 28.7 28.6 27.6
Debt (% of GDP) 54.7 60.9 71.1 77.9 82.4 83.9
Primary balance (% of GDP) -4.5 -5.4 -6.1 -6.5 -6.1 -5.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)*> 19.1 17.1 15.2 13.7 12.2 10.8
GHG emissions growth (mtCO2e) 3.6 3.6 3.7 3.1 3.4 3.5

Source: World Bank, Fiscal Policy & Growth Department. 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 2022 provided by NBS. Actual data: 2022. Nowcast: 2023-2025. Forecasts are from 2026 to 2028.
3/ Projection using neutral distribution (2022) with pass-through = 0.85 based on GDP per capita in constant LCU.
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Growth remained strong in 2025 at 3.2 percent, driven by
construction, forestry, and robust private consumption amid
low inflation and an accommodative monetary policy. Recent
global developments may dampen growth in 2026. Poverty
has declined, external balances have stabilized and reserves
remain adequate. Expansionary fiscal stance has kept public
debt high. Medium-term growth is expected to return to
trend, hinging on fiscal consolidation and reforms.

Key conditions and challenges

Fiji is an upper-middle-income South Pacific island nation of
about 900,000 people spread across 300+ islands, the second
largest and most industrially advanced Pacific economy and
a regional hub for re-exports. Tourism is the main driver of
growth and foreign exchange earnings. However, its small size,
remoteness, and increased exposure to climate change con-
strain economic development. Its nearest major trading part-
ners are about 3,000 kilometers away. Fiji lies in a tropical cy-
clone belt and experiences, on average, one cyclone per year.
These vulnerabilities are compounded by structural challenges,
including gaps in human capital, connectivity constraints, and
infrastructure deficiencies.

While the economy has recovered from the pandemic, it left
a legacy of high public debt and limited fiscal buffers. Reduc-
ing fiscal deficits and addressing debt related vulnerabilities
remain priorities. Strengthening climate resilience, advancing
structural reforms, improving fiscal sustainability, and en-
hancing the investment environment are essential to unlock
long-term economic potential.

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

0.9 0.6

Life expectancy at birth’

School enrollment®

years primary (% gross)
67.3 110.4
GDP’ GDP per capita®

current US$, billion current US$

6.1 6503.1

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2019 (2021 PPPs). 3/ 2023.
4/2024. 5/ 2025. 6/ 2025.

Recent developments

Growth in 2025 is expected to remain strong at 3.2 percent, dri-
ven by construction, forestry and robust household consumption,
fueled by increased government spending, easier credit, a lower
value-added tax rate, and steady remittances. These outweighed
the impact of weak tourist arrivals throughout 2025. Recent glob-
al developments may moderate growth in 2026 while inflation is
expected to remain low from negative inflation in 2024. Pover-
ty, measured at the upper-middle-income line (US$8.30/day in
2021PPP), declined to 51.6 percent in 2025 from 61.3 per cent
pre-pandemic. Extreme poverty (US$3/day in 2021PPP) is low,
falling from 4.7 percent in 2019/20 to 2.5 percent in 2025.

The current account deficit to GDP has stabilized from its pan-
demic high levels, supported by steady tourism revenue and
strong remittances from the diaspora, including from the labor
mobility schemes. However, the deficit remains elevated at 7.2
percent of GDP in 2025 due to persistent trade imbalance and
was largely financed by official borrowing. Foreign reserves re-
main adequate, equivalent to 5.6 months of import cover as of
2025 against a statutory requirement of 4 months.

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

Poverty rate (%) Real GDP per capita (constant LCU)
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Fiscal policy shifted to an expansionary stance with the budget
deficit widening to 4 percent of GDP in 2025 compared to 2.3 per-
cent in 2024. This reflected weaker than expected revenue perfor-
mance and a surge in mostly recurrent expenditure. This policy piv-
ot was a preemptive response to global tariff uncertainty in early
2025, but the stimulus proved more than adequate as trade ten-
sions subsided sooner than anticipated. The deficit was financed
through a mix of domestic and external concessional borrowing,
keeping public debt elevated at around 79 percent of GDP. The pol-
icy rate has been maintained at 0.25 percent since 2020, reflecting
an accommodative monetary stance.

Qutlook

Growth in 2026 is projected at 2.7 percent, reflecting global un-
certainty linked to prolonged conflict in the Middle East. This will
be transmitted via elevated energy prices, weaker trade flows,
and more cautious investment and consumption. Growth is ex-
pected to return to 3.3 percent over 2027-28, supported by
tourism and domestic demand if global conditions improve. No-
tably, without productivity enhancing reforms, output is expected
to remain at trend level. Poverty is projected to decline to 49.8
percent in 2026 and 46.1 percent by 2028 by upper-middle-in-
come country standards. Headline inflation is projected to align
with its long-run average.

Fiscal pressures are likely to persist given the upcoming elections in
2026, reinforcing an expansionary stance in FY27. The current glob-
al conditions could also add to the fiscal pressures as oil import bill
rises. While the deficit is expected to converge to around 3 percent
of GDP with a return to fiscal consolidation path, public debt is ex-
pected to remain high at around 79 percent of GDP through 2028
limiting fiscal space. The International Monetary Fund's (IMF) 2024
Article IV Debt Sustainability Analysis (DSA) rated Fiji's risk of sover-
eign stress as moderate, while the World Bank's 2024 DSA assessed
public debt sustainable with high risk of debt distress. Monetary
policy is expected to remain accommodative, supporting growth
against a backdrop of persistent structural constraints.

Tourism and remittance inflows are expected to support the cur-
rent account balance, helping contain external imbalances despite
structural trade deficits. Foreign exchange reserves are projected
to remain adequate (4 months of import cover), providing a buffer
against external shocks. This is slightly below the IMF's recom-
mended threshold (4.9 months).

Downside risks include the conflict in Middle East, which could
raise energy costs, weaken tourist arrivals, and heighten trade un-
certainty, alongside structural risks from skilled labor shortages
and natural disasters. Structural reforms to boost investment, pro-
ductivity, and fiscal consolidation are crucial for resilience, macro-
economic stability, and poverty reduction.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 9.4 3.5 3.2 2.7 3.2 3.3
Real GDP growth, at constant factor prices 9.4 3.5 3.2 2.7 3.2 3.3
Agriculture 4.5 4.4 2.5 3.7 4.7 4.7
Industry -0.2 2.6 2.6 3.0 5.4 5.7
Services 13.5 3.6 3.5 2.4 2.3 2.3
Inflation (consumer price index) 4.8 -0.2 0.0 4.0 3.0 3.0
Current account balance (% of GDP) -6.6 -7.8 -7.2 -7.9 -7.6 -7.2
Net foreign direct investment inflow (% of GDP) 1.1 3.0 3.7 4.0 3.6 3.3
Fiscal balance (% of GDP) -4.5 -2.3 -4.0 -5.2 -4.0 -2.8
Revenues (% of GDP) 25.1 28.4 27.8 27.0 26.9 26.7
Debt (% of GDP) 80.7 79.3 79.4 80.8 80.4 78.8
Primary balance (% of GDP) -0.5 1.6 -0.4 -1.7 -0.7 0.3
International poverty rate ($3.00 in 2021 PPP)"2 3.2 2.8 2.5 2.3 2.0 1.8
Lower middle-income poverty rate ($4.20 in 2021 PPP)2 11.9 11.1 10.5 9.9 9.0 8.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 55.5 53.5 51.6 49.8 48.0 46.1
GHG emissions growth (mtCO2e) 9.4 3.5 3.2 3.3 3.3 3.4

Source: World Bank, Fiscal Policy & Growth Department. 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: 2020-2025. Forecasts are from 2026 to 2028.
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

Growth is resilient but has increasingly relied on short-term
stimulus rather than productivity gains. With global investors
reassessing Indonesia’s market transparency and the pre-
dictability of the policy mix, sustaining growth needs produc-
tivity-enhancing reforms that deliver better jobs at scale:
deregulation, financial sector deepening, and investment
and trade openness. These, alongside strengthening fiscal
and monetary anchors, are key to achieving 2045 Vision.

Key conditions and challenges

Indonesia has achieved five decades of strong growth, reaching up-
per-middle-income status in 2023. Growth, led by high investment,
has created jobs and raised living standards. However, productivity
growth has slowed. Thistrend needs to bereversed ifIndonesiaisto
achieveitsambition of becoming a high-income economy by 2045.

Indonesia has rebounded rapidly after COVID, supported by sus-
tained use of demand-stimulus policies. But with the output gap
expected to close in 2026, addressing supply-side constraints are
needed to avoid overheating the economy. Productivity-enhancing
reforms like integrated business licensing, stronger competition
frameworks, and financial market development can raise growth
and preserve macroeconomic stability.

Indonesia is facing a market-confidence test on two fronts: (i) capi-
tal-market investability, after a major index provider paused index
adjustments citing concerns over ownership transparency and
price formation; and (ii) policy predictability, after two rating agen-
cies revised Indonesia’s outlook to negative, citing rising uncertain-
ty around the medium-term policy mix and the fiscal framework.

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

288.0 46.9

Life expectancy at birth’ School enrollment”

years primary (% gross)
711 100.0
GDP’ GDP per capita®

current US$, billion current US$

1445.6 5020.3

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2025 (2021 PPPs). 3/ 2023.
4/2024. 5/ 2025. 6/ 2025.

Mobilizing domestic revenues to support the fiscal rule credibility,
maintaining monetary policy independence, and delivering market
contestability will be key to preserving hard-won policy credibility.

Recent developments

The economy grew 5.1 percent in 2025, bolstered by rising invest-
ment and a boost in exports driven by front-loaded manufacturing
shipments and rising global demand for commodities. Consump-
tion growth slowed to 4.7 percent, from 5.3 percent in 2024, de-
spite a fiscal stimulus of 0.5 percent of GDP. Services and agricul-
ture, especially palm oil, drove growth. The Middle East conflict is
affecting growth in 2026.

By March, headline inflation accelerated to 3.5 percent, the ceiling
of Bank Indonesia's target range. due to expiration of temporary
electricity subsidies, adjustment in water tariffs, and rising food
prices. Food inflation rose to 3.3 percent, driven by poor weather
and higher demand from the school meals program.

Stimulus measures supported poorer household consump-
tion, reducing the poverty headcount (at 4.20 2021 PPP USD)

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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by 3.4 percentage points (ppt) to 16.4 percent in March
2025. Wage increases in low-skilled sectors (up 6 percent year-
on-year to February 2025) contributed to poverty reduction, while
higher-skilled sector wages fell by 0.2 percent, continuing a trend
of stagnating income for middle-income households. The share of
informal workers rose by 0.2 ppt to 59.4 percent, highlighting chal-
lenges for firms in creating more formal, high-value jobs.

The fiscal deficit widened to 2.9 percent in 2025, nearing the legal
ceiling of 3 percent of GDP and spurring concerns over fiscal disci-
pline. Fiscal revenues underperformed, dropping from 12.9 to 11.6
percent of GDP, owing to accelerated tax refunds and state-owned
enterprise (SOE) dividend transfers to Danantara. Tax underperfor-
mance triggered a 0.7 ppt expenditure consolidation. Meanwhile,
public debt increased by 0.7 ppt to 40.5 percent of GDP over 2025.

The current account deficit narrowed from 0.6 to 0.1 percent of
GDP between 2024 and 2025. However, heightened markets scruti-
ny and fiscal risks contributed to portfolio outflows (0.1 percent of
GDP by February) and renewed pressure on the rupiah (down 0.7
percent year-to-date). Gross international reserves eased modestly
but remained adequate, covering 6.3 months of imports.

Qutlook

The Middle East conflict is expected to affect Indonesia mainly
through (i) higher oil prices and subsidy/compensation needs, and
(i) heightened risks sentiment that weigh on investment and con-
sumption. Growth is thus projected at 4.7 percentin 2026, before a
recoveryto5.2 percentin2027-2028 led by Danantara’s investments,
increased private credit from liquidity injection, and the government

downstreaming and “debottlenecking” plans aimed at attracting for-
eign direct investment. These factors should offset deteriorating
termsoftrade duetorisingglobal trade policy uncertainty. Productiv-
ity-enhancing reforms can accelerate and sustain growth further.

While rising global oil prices raise cost-push inflation, headline in-
flation is forecast to stay within Bl's 2.5+1 percent target range,
conditional on contained second-round effects. Resilient domestic
demand and higher fuel prices will likely increase imports, gradual-
ly expanding the current account deficit.

With continued growth and mitigating targeted social assistance,
poverty is projected to decline to 13.3 percent by 2028 (about 1
ppt/year). Given the high informality, improving the reach of social
protection for workers is central to sustaining poverty reduction
and reducing vulnerability to shocks.

Tax administration reforms are projected to raise revenue from 9.3
to 10.1 percent of GDP between 2025 and 2028, narrowing the fiscal
deficit to 2.7 percent. A sustained primary deficit will increase debt-
to-GDP ratio to 41.2. Higher oil prices will affect fuel and electricity
subsidies. AUS$20/barrelincrease could generate 0.4 percentof GDP
inadditional fuel subsidy spending. However, higher prices of export-
ed commodities (coal, liquefied natural gas, nickel, gold, and palm oil)
are expected to deliver offsetting revenue windfalls. Fiscal risks from
SOE-led investments alsowarrant close monitoring.

Downside risks are pronounced. A protracted conflict affects in-
vestor behavior and weakens demand from trade partners. Weak-
er investment could dampen growth prospects by 0.3-0.6 ppt/year.
Upside risks include faster implementation of new trade deals and
deregulation reforms.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 5.0 5.0 5.1 4.7 5.2 5.2
Private consumption 4.9 5.1 5.0 4.9 5.0 5.0
Government consumption 3.0 6.8 2.5 6.8 3.3 3.5
Gross fixed capital investment 3.8 4.6 5.1 4.5 6.3 6.4
Exports, goods and services 1.7 6.9 7.0 5.2 6.2 6.4
Imports, goods and services -1.2 8.1 4.8 5.6 6.3 6.8
Real GDP growth, at constant factor prices 5.1 5.1 5.2 4.7 5.2 5.2
Agriculture 1.3 0.7 5.3 4.0 3.6 3.6
Industry 5.0 5.2 3.7 3.8 4.1 4.1
Services 6.1 6.2 6.3 5.6 6.4 6.5
Employment rate (% of working-age population, 15 years+) 65.8 67.2 67.2 67.3 67.4 67.5
Inflation (consumer price index) 3.7 2.3 1.9 3.4 2.9 3.1
Current account balance (% of GDP) -0.1 -0.6 -0.1 -0.6 -0.8 -1.0
Net foreign direct investment inflow (% of GDP) 1.1 1.1 1.0 1.0 1.2 1.3
Fiscal balance (% of GDP) -1.6 -2.3 -2.9 -2.8 -2.8 -2.7
Revenues (% of GDP) 13.3 12.9 11.6 12.2 12.1 12.4
Debt (% of GDP) 39.2 39.8 40.5 40.6 41.0 41.2
Primary balance (% of GDP) 0.5 -0.1 -0.8 -0.5 -0.5 -0.4
International poverty rate ($3.00 in 2021 PPP)? 6.7 5.4 4.0 3.6 3.2 2.8
Lower middle-income poverty rate ($4.20 in 2021 PPP)/? 21.9 19.8 16.4 15.4 14.3 13.3
Upper middle-income poverty rate ($8.30 in 2021 PPP)"2 69.6 68.1 65.2 64.2 63.1 62.0
GHG emissions growth (mtCO2e) 4.5 3.9 3.0 3.1 3.6 3.9

Source: World Bank, Fiscal Policy & Growth Department. 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 2025-SUSENAS. Actual data: 2025. Forecasts are from 2026 to 2028.
2/ Projection using annualized elasticity (2011-2025) with pass-through = 0.7 based on GDP per capita in constant LCU.
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LAO PDR

Growth is expected to slow to 3.5 percent in 2026 as
higher fuel prices linked to the Middle East conflict curb
external and domestic demand. Structural imbalances
limit the economy’s ability to absorb external shocks,
slowing welfare gains. Poverty at the $4.20 line (2021
PPP) is projected to continue declining but a slower
pace from 22.5 in 2024 to 20.4 percent in 2025 and
19.1 percent in 2026.

Key conditions and challenges

Public and publicly guaranteed debt remains a structural con-
straint, at 94 percent of GDP in 2024. Large external debt service
obligations—about US$1.1 billion annually during
2026-2029—continue to strain foreign exchange liquidity and
crowd out priority spending, despite temporary relief from de-
ferred external debt repayments since 2020. Elevated refinancing
risks and limited reserve buffers underscore the need for prudent
fiscal management, stronger debt management, and greater trans-
parency to support foreign exchange (FX) stability and broader
macroeconomic stability.

Labor market dynamics point to a stalled structural transforma-
tion. Job creation outside agriculture remains weak. Agriculture ex-
port demand has supported the expansion of commercial farming.
However, it has also pulled workers back into agriculture. As a re-
sult, agriculture’s share in employment rose from 58 percent to 67
percent during 2018/19-2024/25, reversing the structural transfor-
mation since the 1990s. Outside agriculture, low firm productivity
and limited dynamism constrain employment growth. Low wages
also encourage outward migration.

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

7.9 1.7

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

69.0 93.9

GDP’ GDP per capita®

current US$, billion current US$

17.3 2194.3

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2024. 5/ 2025. 6/ 2025.

Human capital constraints further weigh on long-term growth. Ed-
ucation outcomes have deteriorated, with declining primary and
secondary school net enrollment rates between 2018/19 and 2024/
25, and an average of only seven years of schooling among work-
ing-age population. Furthermore, high stunting rates (36 percent)
signal persistent early-life deprivation. Access to basic services re-
mains uneven, with considerable disparities between poor and
non-poor households. In 2024/25, only one-third of households
lived in villages with a health center, about one in ten used clean
cooking fuel, and electricity access among poor households was 87
percent, well below national coverage.

Recent developments

The economy grew an estimated 4.5 percent in 2025, driven pri-
marily by expanded electricity generation, with additional contribu-
tions from trade and hospitality, manufacturing, and agriculture.

Inflation surged to 9.7 percent year-on-year in March 2026, from
5.6 percent in December, reflecting fuel price hikes, higher food
and utility prices. The central bank signaled gradual monetary eas-
ing to support economic activity while seeking to anchor inflation

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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expectations. It also strengthened monetary policy transmission
and improved liquidity management by establishing a treasury sin-
gle account and implementing foreign exchange measures, con-
tributing to reserve accumulation.

The external position improved in 2025: the current account
recorded a large surplus, foreign exchange reserves improved to
3.6 months of import cover, and the official Kip appreciated since
mid-2025. Export growth was strong, mainly driven by front-load-
ing of electrical equipment exports ahead of the new US tariffs,
alongside exports of electricity, mining, and agricultural products.

Fiscal and primary surpluses in 2025 were supported by stronger
revenues due to improved tax administration, and restrained ex-
penditure. However, large debt repayments continue to crowd
out essential expenditures: health and education together re-
ceived only 10 percent of the 2025 budget, compared to 19 per-
cent allocated for interest payments. This compression of human
capital spending weighs on human capital formation and medi-
um-term growth prospects.

Qutlook

Growth is projected to moderate to 3.5 percent in 2026 driven by
a transmission of rising international fuel prices into the domestic
economy. Higher fuel, transport costs are expected to affect agri-
culture (fertilizer, inputs and logistics prices), extractives and ener-
gy (cost structures and operations), and tourism (travel costs and
demand). Though domestic policy easing (public wage increase in
2026 and gradual monetary loosening) is expected to partly offset
these headwinds, the shock will weigh on FX liquidity, consump-
tion, and investment.

Poverty has declined steadily though current disruption could un-
dermine gains. Stronger consumption growth in rural areas has

narrowed urban-rural welfare gaps and likely been associated
with expanding agriculture production. Poverty at $4.20 per per-
son per day (2021 PPP) is projected to decrease from 22.5 per-
cent in 2024 to 20.4 percent in 2025 and 19.1 percent in 2026,
while the national poverty rate fell from 18.3 percent in 2018/19
to 15.0 percent in 2024/25.

The external surplus is expected to narrow driven by rising
import costs and lower exports of electrical products under
higher tariffs. The fiscal surplus is also projected to decline, as
other expenditure restraint is expected given fuel excise rate
reductions and already increased spending from civil service
wage adjustments.

Risks remain significant and on the downside. Prolonged global
oil price increases, geopolitical tensions, rising maritime trans-
port costs, and weaker foreign demand could weaken exports
and foreign exchange liquidity. Renewed inflation and depre-
ciation pressures could further erode real household incomes,
consumption and human capital spending threatening long-
term poverty reduction. Slow structural reforms amplify finan-
cial sector vulnerabilities and high financing needs. Climate
shocks pose additional risks, especially for the poor. In early
2025, about 44.8 percent of low-income farming households
reported climate-related crop losses, compared with 38.8 per-
cent of better-off households.

Policy priorities include: (i) strengthening revenues by reducing
tax exemptions and updating excise policies; (ii) protecting
growth and welfare by prioritizing high-impact spending (health,
education, and foundational infrastructure) within a tight enve-
lope; (iii) improving debt and contingent liability management to
reduce FX liquidity risks; (iv) strengthening bank supervision as fi-
nancial vulnerabilities persist; and (v) improving the business en-
vironment through streamlined non-tariff measures to support
private job creation.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 3.7 4.1 4.5 3.5 3.7 3.7
Real GDP growth, at constant factor prices 3.7 4.1 4.5 3.5 3.7 3.7
Agriculture 2.4 3.0 3.5 2.0 2.9 2.9
Industry 2.6 3.7 4.7 3.7 3.7 3.5
Services 5.5 5.0 4.8 3.9 4.0 4.2
Inflation (consumer price index) 31.2 23.1 7.7 11.1 6.8 5.7
Current account balance (% of GDP) 2.7 3.4 11.6 6.2 3.1 2.0
Fiscal balance (% of GDP) 0.7 2.3 1.9 1.0 1.5 1.4
Revenues (% of GDP) 16.5 19.0 19.6 18.8 19.2 19.0
Debt (% of GDP) 108.8 94.0 80.5 73.7 67.8 63.3
Primary balance (% of GDP) 2.7 5.3 5.0 3.0 3.2 2.9
International poverty rate ($3.00 in 2021 PPP)"2 8.4 7.1 6.0 5.3 4.7 4.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)%?> 24.9 22.5 20.4 19.1 17.8 16.5
Upper middle-income poverty rate ($8.30 in 2021 PPP)"/2 71.5 70.3 69.3 68.6 67.8 67.0
GHG emissions growth (mtCO2e) 49 6.1 6.8 6.9 7.3 7.9

Source: World Bank, Fiscal Policy & Growth Department. 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-LECS and 2024-LECS. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.
2/ Projection using annualized elasticity (2018-2024) with pass-through = 0.7 based on GDP per capita in constant LCU.
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MALAYSIA

The Malaysian economy was resilient in 2025, growing at 5.2
percent, surpassing the official projection of 4.0-4.8 percent.
The economy is expected to grow at 4.4 percent in 2026.
While Malaysia has successfully reversed pandemic-era
setbacks in poverty, the transition toward high-quality,
productivity-led growth is challenged by structural labor
market imbalances and a narrow fiscal envelope.

Key conditions and challenges

Malaysia's sustained record of strong and stable growth remains
anchored in resilient domestic demand and a competitive electrical
and electronics (E&E) export sector. The country's transition to
high-income status, however, remains challenged by deep-seated
structural constraints.

Despite low unemployment (2025: 2.9 percent), skills-related un-
deremployment is high (2025: 35.8 percent), and the female labor
force participation remains below the government’s target of 60
percent (2023: 56.2 percent). Foundational human capital gaps per-
sist, including poor learning outcomes (in 2019, 42 percent of chil-
dren were unable to read and understand a simple text by age 10)
and high stunting rates (2022: 21.2 percent).

A primary policy challenge is fiscal space. Malaysia faces a low rev-
enue-to-GDP ratio (2024: 16.8 percent) and high expenditure rigidity
(2025: 60 percent of total operating expenditure) from emoluments,
pensions, and debt service. Shifting demographics—Malaysia is
projected to become an aged nation by 2048 (population 65+ years
to reach 14 percent of the total population)—require stronger
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healthcare and retirement systems. Separately, government-linked
companies constitute a sizable part of the domestic economy,
measured by equity market capitalization (2021: 42 percent).

Recent developments

Malaysia's economy expanded by 5.2 percent in 2025 (2024: 5.1
percent), exceeding the government's projection of 4.0-4.8 per-
cent, supported by robust domestic demand and exports. Growth
strengthened over the year, reaching 6.3 percent year-on-year (y/
y) in Q4 (Q3 2025: 5.4 percent). The expansion was broad-based
across most sectors, except mining.

Despite strong growth, inflationary pressures have remained sub-
dued. Headline inflation was stable at 1.6 percent (y/y) in February
2026, reflecting price adjustments in selected services. Core infla-
tion stood at 2.3 percent (y/y), suggesting firmer underlying price
pressures, though pass-through to consumer prices has been lim-
ited by producer price deflation and subsidies.

Strong growth has also supported positive labor market dynamics.
Employment grew by 1.6 percent in Q4 2025 (Q3 2025: 1.7 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 private
consumption per capita
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and the unemployment rate declined further to 2.9 percent (Q3
2025: 3 percent).

The latest national official estimates indicate that absolute pover-
ty declined to 5.1 percent in 2024 (2022: 6.2 percent), falling be-
low its pre-pandemic level of 5.6 percent in 2019, fully revers-
ing the pandemic-era setback. This was supported by pro-poor
income gains, with real median disposable income rising most
among the bottom 40 percent of households (6.0 percent), com-
pared with the middle 40 percent of households (4.9 percent),
while the top 20 percent of households experienced a modest
decline (-0.7 percent). Measured using the international upper-
middle-income poverty line (US$8.30 per day, 2021 PPP), poverty
was projected to continue declining, reaching 1.4 percent in 2024.
Income inequality also continued its long term downward trend,
with the Gini coefficient based on gross household income de-
clining from 0.40 in 2022 to 0.39 in 2024.

Trade momentum strengthened in Q4 2025 on strong demand for
E&E exports, higher travel receipts, and firmer palm oil exports. A
sharp rise in imports linked to strong investment narrowed the cur-
rent account surplus to 0.4 percent of GDP, while higher net foreign
direct investment inflows supported the financial account and sig-
naled resilient longer-term capital flows. These dynamics support-
ed a stronger ringgit, which appreciated 10.2 percent against the
US dollar in 2025.

Strong economic conditions supported fiscal consolidation and an
accommodative monetary stance. The fiscal deficit declined to 3.7
percent of GDP on stronger revenue collection, enabling higher
social spending. Meanwhile, the central bank maintained the
overnight policy rate at 2.75 percent and expects headline inflation
to remain moderate.

Outlook

Following a better-than-expected growth in 2025, the economy is
forecast to grow at 4.4 percent in 2026. Domestic demand will
continue to drive growth, on supportive labor market conditions
and income support measures. Downside risks include trade policy
uncertainty and inflation pressures on domestic demand. A pro-
longed or escalating Middle East conflict poses a nuanced risk—as
a net oil importer, Malaysia faces higher energy costs and a larger
fuel subsidy bill, while its position as a net gas exporter could pro-
vide a partial revenue offset.

Headline inflation is expected to remain moderate in 2026 at 2.3
percent. The outlook is sensitive to global oil price movements and
their impact on the fuel subsidy. Underlying inflation, as measured
by core inflation, will also likely remain stable.

Poverty is projected to decline further, supported by labor market im-
provements, wage measures, and targeted income support. The pace of
reduction, however, may moderate as growth eases andfiscal spacetight-
ens. Oil price volatility poses an additional risk to living costs through fuel
and food price pass-through, partially mitigated by Malaysia's existing
subsidy frameworks. Ongoing subsidy rationalization could dispro-
portionately burden lower-income households, underscoring the
importance of well-targeted social protection mechanisms.

Continued fiscal consolidation supported by accommodative mon-
etary policy remains the preferred policy mix. Rebuilding fiscal ca-
pacity will require balanced efforts on both expenditure restraint
and revenue mobilization. Over the medium term, boosting pro-
ductivity and attracting high-value investments to create higher-
skilled jobs will be key.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 3.5 5.1 5.2 4.4 4.4 4.1
Private consumption 4.6 5.1 5.2 5.1 49 4.7
Government consumption 3.4 4.7 6.6 5.1 3.8 2.6
Gross fixed capital investment 5.4 12.0 9.6 6.5 5.4 4.5
Exports, goods and services -7.9 8.3 3.1 2.4 2.4 2.4
Imports, goods and services -6.7 8.2 4.5 3.0 3.0 2.8
Real GDP growth, at constant factor prices 3.5 5.1 5.1 4.4 4.4 4.2
Agriculture 0.2 3.1 2.2 2.0 2.0 2.0
Industry 1.3 4.9 4.5 4.0 4.4 4.4
Services 5.3 5.4 5.7 4.9 4.7 4.2
Employment rate (% of working-age population, 15 years+) 63.1 63.2 63.2 63.2 63.2 63.2
Inflation (consumer price index) 2.5 1.8 1.4 2.3 1.9 2.0
Current account balance (% of GDP) 1.1 1.4 1.6 0.9 1.3 1.9
Net foreign direct investment inflow (% of GDP) 0.5 0.9 2.3 1.4 0.4 0.4
Fiscal balance (% of GDP) -5.0 -4.1 -3.7 -3.5 -3.2 -3.0
Revenues (% of GDP) 17.3 16.8 16.6 16.1 16.0 15.8
Debt (% of GDP) 64.3 64.6 65.3 66.8 66.5 63.2
Primary balance (% of GDP)* 2.5 -1.5 -1.1 -0.8 -0.4 -0.2
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)? 1.6 1.4 1.2 1.0 0.9 0.7
GHG emissions growth (mtCO2e) -0.9 1.1 1.1 2.5 2.5 2.0

Source: World Bank, Fiscal Policy & Growth Department. 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.
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MONGOLIA

Mongolia’s economy grew at 6.9 percent in 2025, driven by a
surge in copper production and an agricultural rebound.
Weaker coal prices, however, limited fiscal gains. Inflation
remained above the central bank’s target, and poverty
declined more slowly as higher prices weighed on real
incomes. The authorities tightened monetary andfiscal policy.
Growth is expected to remain robust in 2026, although
external uncertainty and fiscal pressures pose risks.

Key conditions and challenges

Mongolia’s economy is heavily shaped by its reliance on a narrow
set of commodities, including coal, copper, and gold. Mining ac-
counts for about 95 percent of exports and about a fifth of gov-
ernment revenues. This dependence has contributed to recurrent
boom-and-bust cycles, often amplified by procyclical fiscal policies,
with significant impacts on households, firms, and public finances.
In particular, downturns have been associated with rising public
debt vulnerabilities and sharp declines in incomes, at times push-
ing debt into high risk of distress and contributing to Mongolia’s
temporary downgrade to lower-middle-income status in 2016.

Poverty in Mongolia closely mirrors the economy's commodity-
driven growth cycles. Mining-led expansions have delivered rapid
poverty reduction, while slower growth has moderated welfare
gains, reflecting limited diversification. Spatial disparities in welfare
remain significant. Rural households are more exposed to climate
shocks and income volatility due to less diversified labor markets
and lower asset bases. Atthe sametime, more than half of the poor
live in urban areas, where high living costs, inflation pressures, and
unevenaccesstoservices constraininclusive welfare gains.
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Recent developments

Mongolia achieved strong growth in 2025, driven by a sharp
increase in copper production and an agricultural rebound
following two years of climate-related losses. The copper
surge offset weaker performance in the coal sector. Private
consumption remained strong despite slower growth in real
household incomes.

High inflation, together with slower nominal wage growth following
a slight softening of the labor market, weighed on household pur-
chasing power, especially in urban areas. As a result, poverty re-
duction moderated compared to previous years, with poverty at
the US$8.3 per day (2021 PPP) line declining by 3.1 percentage
points to 11.7 percent in 2025.

Demand- and supply-side pressures have pushed inflation
above the central bank's target. Headline and core infla-
tion have risen together, driven largely by robust con-
sumption, tighter domestic meat supply due to rapidly ris-
ing exports, and pass-through effects from the late-2024
electricity tariff adjustment.

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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At the same time, external imbalances have eased and external
buffershave strengthened. Strong copper exports, despite weak coal
prices, have helped narrowthe currentaccountdeficit. Externalbond
issuances and positive valuation effects have also bolstered foreign
exchangereserves, covering4.7 months ofimports by end-February.

The authorities implemented synchronous monetary and fiscal
tightening. The central bank raised the policy rate and strength-
ened macroprudential measures. Fiscal consolidation was support-
ed by spending restraint in response to declining coal-related rev-
enues and compliance with the fiscal framework’s balance rules.
As a result, overall and primary fiscal surpluses increased, while
government debt continued to decline. Higher copper output only
partially compensated for the revenue shortfall, as government rev-
enues from Oyu Tolgoi (OT)—accounting for most of Mongolia’s cop-
per production—remain limited while dividends have yet to begin.

Despite heightened geopolitical tensions, Mongolia issued a
US$0.5 billion Eurobond on March 2 at a historically low spread.
The proceeds helped smooth the near-term repayment profile by
repurchasing upcoming external debt.

Qutlook

While moderating, Mongolia's economic growth is projected to re-
main robust in 2026, despite higher global energy prices and rising
geopolitical uncertainty related to the Middle East conflict. The ac-
celeration of large infrastructure projects is anticipated to support
construction and wholesale trade. Copper production growth is ex-
pected to normalize, while coal output gradually recovers. Agri-
cultural production growth is projected to stabilize following last
year's rebound.

Private consumption is expected to remain a key growth driver,
though at a slower pace as inflation rises amid persistently high
meat prices and higher fuel costs, partly mitigated by long-term
import agreements with Russia. With slower real income growth,
poverty is expected to decline only moderately, from 11.7 percent
in 2025 to 10.1 percent in 2026.

Rising imports, combined with weaker coal prices, are projected to
widen the current account deficit, while lower capital inflows are
expected to increase external pressures. Reflecting lower coal-re-
lated revenues, fiscal policy is anticipated to remain restrained in
2026 and, together with strong nominal GDP growth, contribute to
a further decline in public debt.

Over the medium term, growth is anticipated to remain solid
as the contribution from mining-related foreign direct invest-
ment moderates with the wind-down of the OT underground
construction phase, while large infrastructure projects are ex-
pected to support economic activity. Planned tax reforms are
projected to reduce non-mining revenues starting in 2027, nar-
rowing fiscal space.

Risks are tilted to the downside. Global trade uncertainty and risks
related to the duration and scale of the Middle East conflict could
further weaken external demand, affect investor sentiment, and
reduce fiscal revenues. Higher copper and gold prices may provide
some offset. Stronger-than-expected fiscal spending could strain
the budget and heighten inflation and external imbalances. Poten-
tial expansion of large off-budget public investments could affect
the transparency and effectiveness of the fiscal framework. On the
upside, faster implementation of key cross-border infrastructure
projects could ease logistical bottlenecks and enhance Mongolia's
export capacity.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 7.2 5.1 6.9 5.0 5.5 5.5
Private consumption 9.7 13.1 9.2 5.9 5.3 4.9
Government consumption 3.2 14.2 -6.1 -5.1 2.5 2.1
Gross fixed capital investment 5.3 22.4 9.0 7.2 7.8 5.9
Exports, goods and services 33.2 0.7 6.2 8.7 4.9 5.1
Imports, goods and services 18.9 17.5 -1.1 7.0 5.3 4.3
Real GDP growth, at constant factor prices 7.5 3.2 7.9 4.9 5.5 5.5
Agriculture -8.9 -28.7 33.2 4.0 6.0 6.0
Industry 12.9 6.0 11.0 5.4 6.1 6.1
Services 9.9 10.0 2.0 4.9 5.1 5.1
Inflation (consumer price index) 10.4 6.8 8.6 8.5 7.8 7.4
Current account balance (% of GDP) 0.6 -10.5 -4.4 -5.4 -5.4 -5.6
Net foreign direct investment inflow (% of GDP) 10.6 11.5 7.6 6.9 6.2 5.8
Fiscal balance (% of GDP) 2.6 1.1 1.5 0.8 0.5 0.1
Revenues (% of GDP) 34.1 39.2 35.3 32.4 32.2 31.5
Debt (% of GDP)* 44.4 42.8 40.2 37.3 36.6 35.0
Primary balance (% of GDP) 3.8 2.1 2.5 1.9 1.5 1.2
International poverty rate ($3.00 in 2021 PPP)>3 0.3 0.2 0.1 0.1 0.1 0.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)*3 1.6 0.9 0.6 0.5 0.4 0.3
Upper middle-income poverty rate ($8.30 in 2021 PPP)*3 20.2 14.8 11.7 10.1 8.7 7.4
GHG emissions growth (mtCO2e) 1.0 -3.2 5.2 3.9 4.3 4.3

Source: World Bank, Fiscal Policy & Growth Department. 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: 2023-2025. Forecasts are from 2026 to 2028.
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

Growth is expected to contract by 2.0 percent in FY2025/26,
despite modest signs of recovery. Inflation moderated to
18.8 percent in December 2025, while the current account
improved mainly on import compression and remittances.
Conflicts in the Middle East could raise energy costs, adding
to inflation and external pressures. Growth is forecast at 2
percent in FY2026/27, constrained by conflicts in the Middle
East and domestic structural issues.

Key conditions and challenges

Myanmar's economic conditions are shaped by protracted conflict,
chronic power shortages, and the March 2025 earthquake. These
factors continue to disrupt production, weaken infrastructure, and
reduce labor supply, limiting the economy’s capacity to recover
over the medium term.

Conflict-related fragmentation and foundational infrastructure
gaps impose sustained and significant socioeconomic costs. As of
January 2026, an estimated 3.7 million people are internally dis-
placed, 12.4 million face food insecurity, and 16 million require hu-
manitarian assistance. These conditions erode human capital and
domestic demand. At the same time, electricity supply continues
to fall short of installed capacity, and frequent outages force firms
to rely on higher-cost off-grid generation, eroding competitiveness
and limiting scale-up in manufacturing and services.

Labor market conditions reflect structural erosion of workforce
ability and skills. The effects of conflict, military conscription, and
the earthquake have accelerated out-migration, reducing labor
supply and worsening skills shortages. Firms report persistent
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recruitment difficulties, higher turnover, and skills mismatches,
pointing to weakened labor market functioning and constrained
productivity growth.

The policy environment further compounds these constraints.
Tight administrative controls on foreign exchange, trade, and
prices, alongside reliance on central bank financing, distort re-
source allocation, deter private investment and thus weigh on
private sector activity.

Recent developments

Growth is expected to contract by 2.0 percent in FY2025/26, de-
spite modest signs of recovery. Real-sector indicators point to a
partial rebound in economic activity, although levels remain well
below pre-earthquake and pre-2021 benchmarks. Average oper-
ating capacity rose to 71 percent in October 2025, a 5-percent-
age point increase since April, with gains across all sectors. About
16 percent of firms reported higher output, supported by easing
price pressures, steady exchange rates, and improved domestic
supply chains. Agricultural capacity utilization reached 74 percent,
while the Manufacturing Purchasing Managers' Index signaled an

FIGURE 1 / Real GDP growth and contributions to real GDP growth
by sector
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expansion for seven consecutive months, driven by stronger de-
mand for food, textiles, and garments.

Inflationary pressures have moderated but remain elevated and
unanchored. Inflation decelerated to 18.8 percent year-on-year in
December 2025, from 33.9 percent a year earlier. Food inflation
eased to 16.2 percent and non-food inflation to 20.8 percent, re-
flecting a stronger Kyat, stricter food price controls, and improved
supply conditions. The Kyat appreciated by about 15 percent
against the US dollar by January 2026, boosted by tighter forex con-
trols and increased inflows. Nonetheless, access to foreign curren-
cy remains tightly regulated, while high logistics and energy costs
continue to exert upward pressure on prices.

Fiscal pressure has intensified. The fiscal deficit is estimated to
reach 4.9 percent of GDP in the fiscal year ending March 2026 (up
0.8 percentage points), driven by declining revenues, earthquake-
and election-related outlays. Total revenue is estimated at 22.3 per-
cent of GDP (down 0.6 percentage points), with non-tax revenues
accounting for 15.9 percent.

External balances improved, largely reflecting import compression
from weak domestic demand and tighter trade and foreign ex-
change restrictions, alongside strong remittance inflows. The cur-
rent account shifted from a deficit of 2.9 percent of GDP to a 3.3
percent surplus, while the merchandise trade balance recorded a
US$1 billion surplus (1.3 percent of GDP). However, in the first half
of FY2025/26, the trade surplus narrowed to an estimated US$0.67
billion—half the level recorded a year earlier.

Macroeconomic policy remains geared toward short-term stabi-
lization but faces difficult trade-offs. Fiscal policy is constrained
by weak revenues and rising reconstruction needs, while reliance

on central bank financing contributes to monetary expansion and
inflationary pressures. Tight foreign exchange regulations and im-
port controls have helped stabilize the Kyat and preserve forex
reserves, but at the cost of higher input prices and constrained
access to imported intermediates, weighing on production and
export capacity.

Qutlook

A modest growth rebound of about 2 percent is projected for the
fiscal year starting in April 2026, reflecting protracted conflict in the
Middle East and post-earthquake reconstruction activity, targeted
support to affected sectors, and higher public investment in infra-
structure, including the power sector. However, the recovery is ex-
pected to remain constrained as structural bottlenecks continue to
suppress production, investment, and firm expansion. Poverty is
projected to rise by 2.4 percentage points, with rural households
disproportionately affected.

Risks remain elevated and tilted to the downside. A prolonged
Middle East conflict could raise fuel and freight costs, dampening
growth, and adding to inflationary and external pressures. Do-
mestically, tighter trade or foreign exchange controls could inten-
sify input shortages and further constrain production. Policy un-
certainty following the January 2026 election period continues to
weigh on private investment. More broadly, entrenched econom-
ic fragilities hinder the pace and sustainability of the recovery,
with slow reconstruction and infrastructure gaps limiting busi-
ness activity and household welfare. Additional shocks, including
natural disasters or tighter trade or currency restrictions could
exacerbate supply shortages, raise prices, and further erode
household incomes.

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 -2.0 2.0
Real GDP growth, at constant factor prices -12.0 4.0 1.0 -1.0 -2.0 2.0
Agriculture -12.8 -2.2 2.0 -3.8 -1.1 1.3
Industry -8.2 8.0 0.0 -0.2 -2.4 3.0
Services -15.5 3.1 1.6 -0.4 -2.0 1.2
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 29.6 22.0 21.0
Current account balance (% of GDP) -2.4 -3.8 -2.9 3.3 0.4 =1t5
Fiscal balance (% of GDP) -1.4 -2.8 -2.8 -4.1 -4.9 -5.2
Revenues (% of GDP) 11.1 21.3 19.9 23.1 22.3 23.2
Public sector debt (% of GDP) 60.1 58.8 62.2 62.4 62.5 64.2
Primary balance (% of GDP) 0.0 -0.6 -0.9 -2.1 -3.0 -3.0
GHG emissions growth (mtCO2e) -3.3 -4.3 0.5 0.0 1.0 1.3

Source: World Bank, Fiscal Policy & Growth Department. 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

FSM, RMI, and Palau enter FY26 with positive but uneven
momentum. FSM grew 1.1 percent in FY25, constrained by
weak private investment and delivery bottlenecks, near-term
prospects hinge on resolving both. RMI expanded by 2.5
percent, and moderating to 2.0 percent in FY26 on fisheries
and Compact spending. Palau's growth is expected to mod-
erate from 6.7 percent to 3.0 percent as tourism normalizes.
Poverty is declining, but energy costs pose a headwind.

Key conditions and challenges

Recovery is underpinned by active fisheries, expanding public in-
vestment, and a gradual return of tourism, but the region's growth
potential remains structurally constrained. Small market size, geo-
graphic remoteness, and narrow production bases limit diversifica-
tion and increase revenue volatility. A shrinking working-age pop-
ulation, infrastructure gaps, and recurring climate-related shocks
further compound these vulnerabilities. Sustaining and broaden-
ing gains will require deeper private sector engagement, stronger
fiscal buffers, better-quality employment and scaled-up investment
in climate adaptation and core infrastructure.

Recent developments

In the Federated States of Micronesia (FSM), growth is estimated
at 1.1 percent in FY25 as public investment execution slowed,
even with steady fisheries output. Inflation eased to 3.5 percent
alongside softer imported prices (commodities/U.S. inflation). The
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consolidated fiscal surplus narrowed as revenue windfalls faded
and state spending rose. Public debt fell to 9.6 percent of GDP.
With the Compact renewed, the Compact Trust Fund rose to
about US$2 billion, or nearly four times FSM's GDP, reinforcing
external and fiscal buffers.

In the Republic of the Marshall Islands (RMI), growth reached 2.5
percent in FY25, driven by an expansionary fiscal stance (income
tax relief) and the implementation of delayed Compact-related
spending. Despite falling global commodity prices, inflation re-
mained elevated at 5.2 percent, reflecting minimum-wage-related
pay increases. Poverty is projected to decline in FY25, supported by
per-capita GDP gains, with the rollout of the universal basic income
(UBI) likely adding to the effect. The fiscal surplus narrowed to 1.7
percent of GDP on lower income-tax receipts. The current account
surplus declined to 10.3 percent of GDP (from 14 percent in FY24)
on weaker external demand for exports.

In Palau, economy grew 6.7 percent after 12 percent in FY24, driven
by tourism recovery and construction, though visitor arrivals by
end-FY25 still at about 70 percent of FY19 levels. Inflation declined
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further to 0.2 percent due to lower commodity prices and utility
costs. Given strong GDP growth and low inflation, poverty is likely
to have fallen. Fiscal performance improved, recording a 1.7 per-
cent of GDP surplus backed by Compact grants, strong domestic
revenue, and spending restraint. Public debt, mostly concessional,
continued its downward trajectory, reaching 56 percent of GDP.

Qutlook

Growth prospects in the North Pacific remain positive, supported
by public investment in FSM, fisheries and construction in RMI,
and the delayed tourism recovery in Palau. This outlook implies
poverty reduction across the three countries, though due to data
constraints, projections are only available for RMI. However, the
outlook is subject to downside risks from natural hazard and cli-
mate-related shocks amid persistent global uncertainty, The on-
going conflict in the Middle East adds further pressure through
higher fuel and shipping costs, squeezing margins in the fisheries
sector in FSM and RMI, and reducing tourist arrivals in Palau.
Structural challenges—Ilimited labor resources and human capital
constraints—add further vulnerabilities and could weigh on the
sustainability of growth, poverty reduction, and fiscal outcomes
across the region.

FSM's growth is projected to moderate slightly to 0.8 percent in
FY26, reflecting the oil price shock, while continued public invest-
ment, particularly projects through the Compact fund helps cush-
ion the slowdown. Improved access to basic services and better
digital connectivity could support medium-term growth, despite
structural constraints including a shrinking and aging workforce,
geographic remoteness, and high climate vulnerability. Over the

medium term, growth is expected to strengthen gradually, un-
derpinned by sustained public investment. Inflation is projected
to rise due to higher commodity prices, given FSM's significant
oil exposure to oil price shock and heavy imports reliance. Do-
mestic revenue mobilization reforms, along with Compact grants
and support from development partners, should allow FSM to
meet its development financing needs while maintaining fiscal
and debt sustainability.

In RMI, growth is expected to moderate to 2 percent in FY26, a
downgrade from earlier projections, reflecting a higher import bill
due to the oil price shock. Growth is driven by an accommodative
fiscal stance, including the UBI program and Compact's Extraordi-
nary Needs Distribution payments to outer atolls. However, high
import penetration and labor disincentives may limit gains. Infla-
tion is forecast at 5.9 percent, reflecting wage pressures and higher
fuel costs, partly offsetting UBI's poverty reduction impact. A $20
million aircraft purchase will push the fiscal deficit to 5.3 percent of
GDP; excluding this, the surplus is expected to decline gradually.

In Palau, growth is projected to moderate to 3.0 percent in
FY26, reflecting post-pandemic normalization and the impact of
oil price shock. Real GDP is expected to surpass its pre-pandemic
level in FY26, with visitor arrivals approach FY19 levels, supported
by increased flights from Australia and Japan. Inflation is expect-
ed to rise to 4.5 percent in FY26 due to higher global food and
energy prices. Tax revenue is expected to moderate in FY26 and
stabilize over the medium term. With continued expenditure dis-
cipline, fiscal surpluses are projected to be maintained. The FY24
minimum wage increase has supported household consumption,
but continued emigration of skilled labor may further constrain
public sector capacity and limit private sector growth potential.

Recent history and projections 2023e 2024e 2025f 2026f 2027f 2028f
Real GDP growth, at constant market prices
Federated States of Micronesia 1.1 2.3 1.1 0.8 1.3 1.4
Republic of the Marshall Islands -4.0 3.0 2.5 2.0 2.4 1.9
Palau 1.2 12.0 6.7 3.0 2.7 2.6
Poverty rates of the Republic of the Marshall Islands
International poverty rate ($3.00 in 2021 PPP)'? 2.0 1.8 1.2 1.0 0.9 0.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)*2 6.3 5.6 4.6 3.8 3.6 3.5
Upper middle-income poverty rate ($8.30 in 2021 PPP)!? 34.8 32.5 30.3 26.1 23.7 22.0

Sources: Country authorities and World Bank, Fiscal Policy & Growth Department.

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

Real output grew 5.6 percent in 2025, supported by both
the resource and non-resource sectors. Fiscal consolida-
tion continued, helping to reduce public debt. Yet, many
households still face rising prices and hardship. Delivering
more inclusive growth and faster poverty reduction will re-
quire sustained investments in human capital and connec-
tivity, prudent macroeconomic management, and a more
supportive business environment.

Key conditions and challenges

Papua New Guinea (PNG)'s macroeconomic challenges
stem from a narrow, commodity-dependent growth model
that makes economic activity, fiscal balances, and external
accounts highly volatile. Resource activities account for
most exports and about 25 percent of value added. This
exposes the economy to commodity price swings while
limiting job creation and broader spillovers. Public debt
has risen due to successive shocks and sustained fiscal
deficits, with near-term risks concentrated in the US$500
million Eurobond bullet payment in 2028.

A tightly managed exchange-rate regime has sustained for-
eign currency shortages and an overvalued kina, constrain-
ing imports and discouraging private investment. The shift
to a crawl-like exchange rate arrangement is beginning to
correct the overvaluation, though at the cost of import-
driven inflationary pressures.

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

10.2 5.1

School enrollment®

Life expectancy at birth’

years primary (% net)
66.1 75.5
GDP’ GDP per capita®

current US$, billion current US$

324 3179.1

Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2009 (2021 PPPs). 3/ 2023.
4/2022. 5/ 2025. 6/ 2025.

These macro vulnerabilities compound structural constraints. In-
frastructure gaps are severe: only 20 percent of the population
has on-grid electricity and 43 percent access to clean water. High
costs of doing business constrain non-resource private sector
growth. About three-quarters of the population is multidimen-
sionally poor, and human capital is low, reflecting weak learning
and health outcomes and high stunting rates. With 80 percent
of people in rural, remote areas, and surveys from 2023-2025
showing persistent food insecurity, growth has yet to translate
into broad welfare gains.

The authorities are advancing a broad structural reform
agenda focused on strengthening governance and easing for-
eign exchange (FX) constraints. They are also implementing
climate-related reforms to strengthen climate risk manage-
ment and climate-informed public investment. These reforms
are supported by the International Monetary Fund Extend-
ed Credit Facility/Extended Fund Facility arrangements since
March 2023, followed by a Resilience and Sustainability Fa-
cility arrangement since December 2024.

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Key fiscal and debt indicators
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Recent developments

Real GDP growth accelerated to 5.6 percent in 2025
from 3.9 percent in 2024. The Porgera gold mine
reached 75 percent of its production capacity in 2025,
providing a significant boost to mineral exports. In the
non-resource sector, the Bank of Papua New Guinea
(BPNG)'s crawl-like exchange rate arrangement and for-
eign exchange auctions improved access to foreign cur-
rency, while high agricultural commodity prices support-
ed broader economic activity.

Higher economic activity and imports contributed to a sharp
rise in inflation. Headline inflation rose from 0.6 percent
in 2024 to an estimated 4.4 percent in 2025, driven by
passthrough from kina's depreciation, rising domestic input
costs, and volatility in locally produced food prices.

The commodity upcycle has sustained a strong external
position. The current account surplus is estimated at 13.7
percent of GDP in 2025, compared to 15.2 percent in
2024 as imports picked up with improved foreign currency
access. Capital outflows accelerated due to higher profit
repatriation and loan repayments. As a result, gross inter-
national reserves fell to about US$3.0 billion (3.7 months
of imports), also reflecting FX drawdowns to clear the or-
der backlog.

Higher growth and inflation have prompted counter-cyclical
fiscal and monetary policies. Fiscal consolidation narrowed
the overall deficit to 2.6 percent of GDP in 2025, an adjust-
ment of almost 2 percentage points over two years. As a
result, public debt declined to 48.2 percent of GDP. Revenue
gains were driven by higher resource sector dividends, while
expenditure restraint came from delaying or canceling low
priority capital projects.

The BPNG maintained a tightening but measured monetary
policy stance in 2025, raising the Kina Facility Rate by 100
basis points to 5 percent in September 2025. It also main-
tained its crawl like exchange rate regime using gradual de-
preciation to ease kina overvaluation, the core anchor of its
monetary policy.

Outlook

Growth is projected to gradually moderate to 3.1 percent by 2028
as resource sector output stabilizes. Higher liquefied natural gas
and gold prices will bolster the resource sector, but weaker trading-
partner demand and higher domestic fuel and freight costs due to
the Middle East conflict will weigh on non-resource activity. Infla-
tion is expected to increase to 5.0 percent as kina depreciation and
increased freight costs pass through import prices.

The current account surplus is projected to narrow in 2026 as
import recovery offsets higher export earnings. The fiscal deficit
is expected to continue narrowing toward a balanced budget in
2027, supported by the new Income Tax Act, improved dividend
policy compliance, and higher commodity prices, though mea-
sures to cushion impact on households and firms could offset
these gains. Public debt is projected to continue falling in 2026,
although the US$500 million Eurobond bullet due in 2028 poses
a significant liquidity risk.

Risks are tilted to the downside and are amplified by the com-
pounding effects of global shocks and domestic political dynamics.
A prolonged Middle East conflict could raise fuel costs, soften ex-
ternal demand, and intensify inflationary pressures. Domestically,
the period leading up to the 2027 elections coincides with a difficult
global environment. This raises risks to macroeconomic manage-
ment, including fiscal slippage, delayed consolidation, and slower
structural reforms. Elections may also raise the risk of social unrest
and policy uncertainty, potentially disrupting economic activity and
deterring private investment. Climate shocks threaten infrastruc-
ture, agriculture, and food security, with disproportionate impacts
on poor households. On the upside, final investment decisions
on major resource projects could boost investment and growth,
though at the cost of greater commodity exposure.

Without structural shifts, poverty reduction will remain slow as ex-
tractives-based growth is not translating into broad income gains.
To achieve inclusive growth, PNG should (i) raise and stabilize re-
source revenues and rebuild fiscal buffers; (ii) modernize monetary
and FX operations to ease foreign exchange shortages and unlock
private investment; (i) scale up human capitalinvestmentsto lift pro-
ductivity and earnings; and (iv) improve rural connectivity so house-
holds and firms can access markets, services, and opportunities.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 3.8 3.9 5.6 3.8 3.8 3.1
Real GDP growth, at constant factor prices 3.1 4.1 5.7 3.8 3.8 3.1
Agriculture 1.0 2.1 4.8 2.3 4.8 4.8
Industry 1.6 3.7 7.2 2.5 2.3 0.3
Services 5.0 5.2 4.8 5.2 4.7 4.6
Inflation (consumer price index) 2.3 0.6 4.4 5.0 4.7 4.5
Current account balance (% of GDP) 9.1 15.2 13.7 12.8 11.5 11.2
Net foreign direct investment inflow (% of GDP) -0.9 -3.1 -3.0 -2.9 -2.9 -2.9
Fiscal balance (% of GDP) -4.3 -3.3 -2.6 -1.2 0.0 0.2
Revenues (% of GDP) 17.9 17.5 17.9 18.5 18.8 18.9
Debt (% of GDP) 52.4 51.0 48.2 45.5 42.6 39.3
Primary balance (% of GDP) -1.8 -0.8 0.0 1.2 2.5 2.4
GHG emissions growth (mtCO2e) -0.1 0.0 0.2 0.2 0.2 0.2

Source: World Bank, Fiscal Policy & Growth Department. 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

Growth decelerated to 4.4 percent in 2025. Public invest-
ment contracted amid governance concerns. Weather
shocks and weakened job creation weighed on private con-
sumption. The fiscal deficit narrowed slightly. The Middle
East crisis is projected to push growth down to 3.7 percent
in 2026, resulting in slower poverty reduction. Growth re-
bounds to 5.6 percent by 2028 as conditions normalize.
Risks are firmly tilted to the downside.

Key conditions and challenges

Since 2010, the Philippines has undergone substantial structural
transformation, with labor moving out of agriculture and rising em-
ployment supporting more formal, better-paying jobs. Yet, job cre-
ation has been concentrated in low productivity, non-tradable sec-
tors such as domestic services and construction. Tradables with
higher productivity and wages, such as manufacturing and busi-
ness services, have lagged due to high costs, regulatory frictions,
weak competition in network sectors, and skills gaps. Pro-invest-
ment reforms and public infrastructure investment crowded in pri-
vate investment and narrowed gaps. Job creation helped reduce
poverty: based on the internationally comparable line of US$4.20
per day (2021 PPP), poverty fell from 30.8 to 16.9 percent over
2015-2023. Yet about a third of Filipinos remain vulnerable.

Despite infrastructure outlays of at least 5 percent of GDP in
recent years, governance challenges have undermined public
spending. A public infrastructure corruption scandal that erupted
in 2025 has cast doubt on investment allocation and efficiency,
weakened support for tax reforms, and dampened investor sen-
timent. External headwinds now add a significant negative supply

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

116.8 19.4

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

69.8 94.0

GDP’ GDP per capita®

current US$, billion current US$

487.2 4171.4

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2023.
4/2024. 5/ 2025. 6/ 2025.

shock to an already tight policy space. The key medium-term poli-
cy challenge is to improve public investment quality while remov-
ing the constraints that prevent more productive, tradable sec-
tors from expanding.

Recent developments

The economy grew by 4.4 percent in 2025, its slowest pace since
the pandemic. Public investment contracted following stricter pro-
ject validation amid the corruption probe. Investor sentiment suf-
fered, with net foreign direct investment (FDI) inflows falling by
around 17 percent. Private consumption slowed amid weather dis-
ruptions and weaker consumer confidence.

Labor market conditions cooled. Net job creation declined from
0.66 million to just 0.17 million over 2024-2025, driven by losses
in manufacturing and construction. Unemployment rose from 3.8
to 4.2 percent, though underemployment and wage employment
rates remained stable at 11.9 and 63.9 percent.

Inflation remained below target in 2025, though a negative terms-
of-trade shock is now pushing prices up. Core inflation approached

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 central bank’s 3.0+1.0 percent target in February 2026, even be-
fore the Middle East conflict escalation.

External vulnerabilities remained contained. The current account
deficit narrowed on higher electronics exports, a modest easing in
the goods import bill, and resilient remittance inflows. Portfolio in-
flows and FDI contracted amid domestic and global uncertainty,
contributing to a peso depreciation of 6.1 percent (May 2025 to
March 2026).

The fiscal deficit narrowed marginally in 2025 as lower public
investment offset a decline in non-tax revenues. The 2026 bud-
get shifts spending toward education, health, and social ser-
vices and away from infrastructure. Sustained cuts to infra-
structure spending could weigh on growth given higher multi-
pliers and infrastructure gaps.

Having cut interest rates by 225 basis points since August
2024, the central bank may pause to assess second-round ef-
fects of the oil and gas price shock. Trade policy could help
mitigate price pressures but is insufficient given the scale of
the global supply shock.

Qutlook

Growth is projected at 3.7 percent in 2026, a sharp downshift to
levels last observed in 2011, excluding the pandemic. The corrup-
tion probe continues to weigh on public investment and private
sector confidence, while the Middle East crisis adds a severe neg-
ative supply shock. Higher oil and gas prices are projected to raise
inflation, compress real incomes, and increase input and transport
costs, dampening consumption and investment. Export demand

is expected to suffer as the global economy slows. A rebound to
5.6-percent growth is projected for 2027-2028 as conditions nor-
malize, underpinned by higher budget execution, public invest-
ment, and electronics export demand.

The government has declared an energy emergency and is un-
dertaking mitigating actions. Fiscal space to respond is limited. A
60-percent fuel price increase leads to an income loss for house-
holds of 3.3 percent. A targeted response, such as providing an ad-
ditional PhP 600 per month to 3.9 million 4Ps beneficiaries, could
protect the most vulnerable without substantially widening the
deficit. In contrast, a fuel excise pause is less targeted and could
cost over 0.5 percent of GDP in foregone revenue if maintained
through 2026.

Poverty reduction is projected to slow, with poverty expected
to reach 12.9 percent by 2028, as exceptionally weaker growth
in 2026, cooling job creation, and higher fuel prices weigh on
progress. Expanding job opportunities and social protection to
help households cope with climatic and price shocks remain
essential to sustain gains.

Risks to the outlook are firmly tilted to the downside. A prolonged
Middle East conflict further disrupts commodity and shipping
markets, deepening the negative supply shock. Workers' repa-
triation could reduce remittances. Heightened uncertainty may
dampen private investment and trigger capital outflows. Debt dy-
namics may worsen. Climate-related shocks add risks. Delays in
public investment and structural and fiscal reforms could further
constrain growth and slow fiscal consolidation. Preserving pub-
lic investment is critical to sustaining potential output. Exchange
rate flexibility absorbs external shocks, but sustained deprecia-
tion amplifies inflation by raising import prices.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 5.5 5.7 4.4 3.7 5.6 5.6
Private consumption 5.5 4.9 4.6 3.3 5.2 5.3
Government consumption 0.3 7.3 9.1 8.2 8.2 8.0
Gross fixed capital investment 8.2 6.3 0.5 -0.7 10.0 7.3
Exports, goods and services 1.3 3.3 8.1 4.9 6.1 6.2
Imports, goods and services 1.0 4.2 5.1 3.1 9.1 7.5
Real GDP growth, at constant factor prices 5.5 5.7 4.4 3.7 5.6 5.6
Agriculture 1.2 -1.5 3.1 1.0 1.0 1.1
Industry 3.6 5.6 1.5 3.6 5.1 5.3
Services 7.1 6.7 5.9 4.0 6.3 6.3
Employment rate (% of working-age population, 15 years+) 60.0 59.7 59.7 59.7 59.7 59.7
Inflation (consumer price index) 6.0 3.2 1.7 5.4 2.2 3.0
Current account balance (% of GDP) -2.8 -4.0 -3.3 -3.8 -2.9 -3.0
Net foreign direct investment inflow (% of GDP) -2.0 -1.9 -2.0 -1.6 -1.8 -1.8
Fiscal balance (% of GDP) -6.2 -5.7 -5.6 -4.8 -4.7 -4.4
Revenues (% of GDP) 15.7 16.7 15.9 15.2 15.5 15.8
National Government Debt (% of GDP) 60.1 60.7 63.2 62.5 62.2 61.4
Primary balance (% of GDP) -3.6 -2.8 -2.5 -1.6 -1.5 -1.3
International poverty rate ($3.00 in 2021 PPP)"2 5.3 4.9 4.5 4.2 3.8 3.4
Lower middle-income poverty rate ($4.20 in 2021 PPP)'2 16.9 16.0 15.2 14.6 13.8 12.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 58.7 57.9 57.1 56.5 55.6 54.7
GHG emissions growth (mtCO2e) 1.9 3.3 4.0 4.2 5.3 4.6

Source: World Bank, Fiscal Policy & Growth Department. 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-FIES, 2018-FIES, and 2023-FIES. Actual data: 2023. Nowcast: 2024-2025. Forecasts are from 2026 to 2028.
2/ Projection using annualized elasticity (2012-2018) with pass-through = 0.7 based on private consumption per capita in constant LCU.
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SOLOMON
ISLANDS

Growth picked up to 3.6 percent in 2025 largely driven by
mining offsetting the structural decline in logging. Global
economic headwinds are expected to dampen growth in
2026. Without mining governance and tax reforms, rising in-
frastructure spending will push public debt above the gov-
ernment's 35 percent of GDP threshold. Remittances offer a
poverty-reduction channel, but inflationary pressures risk
eroding real gains. Risks are firmly tilted to the downside.

Key conditions and challenges

The economy faces a structural fiscal sustainability challenge. Log-
ging, once the backbone of exports, growth and budget revenues,
has seen its contribution more than halve since 2016, and it con-
tinues to decline. Mining is expanding but is not closing the gap:
weak regulations, opaque fiscal reporting, and tax exemptions limit
its contribution to budget revenues. This causes a structural fiscal
shortfall due to a consistent decline in revenues that the govern-
ment is currently resolving through borrowing. Public debt has
doubled from 15 to 30 percent of GDP in just four years.

These fiscal pressures are compounded by deep structural con-
straints: extreme remoteness, geographic dispersion across 90 in-
habited islands, high transport and energy costs, and recurrent
climate shocks that repeatedly damage infrastructure and disrupt
activity. These features have suppressed private sector develop-
ment and driven a reverse structural transformation marked by
agricultural employment rising from 41 to 50 percent between
2009 and 2019, while industry and services contracted. Poverty

Population' Poverty’
million millions living on less than $4.20/day
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2012 (2021 PPPs). 3/ 2023.
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likely remains severe, although the exact poverty conditions re-
main unclear until a new 2024/25 Household Income and Expen-
diture Survey report becomes published. Without urgent reforms
to mining governance and fiscal transparency, the debt trajectory
will continue to worsen and the space to fund poverty reduction
will narrow further.

Recent developments

Growth picked up to 3.6 percent, as strong mining output and a
pickup in agriculture and services offset a slowdown in logging.
Easing inflation, from 4.2 to 3.4 percent, and credit growth of 3 per-
cent provided additional support to domestic demand. Mining is
gradually replacing logging as the growth engine, but the capital-in-
tensive sector generates limited employment.

The mineral and agriculture export surge turned the current
account balance into surplus of 5.6 percent of GDP—for the
first time since 2012—from 4.2 percent deficit in 2024. Gold ex-
ports closed the merchandise deficit. Foreign reserves rose to

FIGURE 1 / Growth decomposition by expenditure
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FIGURE 2 / Total remittances and labour mobility remittances
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12 months of imports from 10.7 months, and the exchange rate
appreciated. These external gains have not, however, translated
into stronger fiscal revenues due to the windfall occurring in a
sector with weaker fiscal linkages.

The fiscal deficit widened again to 3.6 percent of GDP in 2025,
after a deficit of 2.1 percent of GDP. The 2025 deficit widened as
infrastructure-related expenditure rose, while revenues remained
stable, with stronger income tax collections and a slight pickup in
mining-related receipts offsetting the continued decline in logging
revenues. Public debt rose from 26 to 30 percent of GDP in 2025
and nearly quadrupled from its pre-pandemic level of around 8
percent of GDP.

In February 2026, the Central Bank introduced a 1.5 percent policy
rate, a step toward greater transparency and more predictable for-
ward guidance. Operational modalities have yet to be announced.
The cash reserve requirement was held unchanged at 5.5 percent
since September 2024, providing no additional tightening. The in-
troduction of a formal rate instrument lays the groundwork for
more active policy adjustment as conditions evolve.

Qutlook

Growth is set to average 3.1 percent over 2026-28, supported
by continued mining expansion and public infrastructure invest-
ment. This outlook is contingent on gold output continuing to

grow, infrastructure projects being executed on schedule, and gov-
ernance reforms translating mining activity into fiscal revenues.
Logging will keep declining, representing a structural drag that no
amount of mining expansion can offset without mining reforms.

The external and fiscal positions will move in the same direction.
The current account balance is expected to turn into deficit of
around 2 percent of GDP over 2026-28, as strong import demand
from infrastructure projects and rising fuel costs outweigh high-
er mineral exports. On the fiscal side, the deficit is projected to
average 3.4 percent of GDP through 2028. Capital spending will
rise as the government accelerates projects ahead of the 50th
independence anniversary in 2028, while fiscal rules are expect-
ed to contain recurrent expenditure growth. With total revenues
gradually declining in terms of GDP due to subdued grants, pub-
lic debt will keep rising toward the government's own 35 percent
of GDP threshold. Without revising the Mines and Minerals Act
and reviewing tax exemptions, the debt trajectory will deteriorate
further beyond 2028.

The risks are tilted to the downside. A fall in gold prices would si-
multaneously weaken export revenues, widen the current account
deficit, and reduce mining-related budget receipts, affecting both
the fiscal and external positions. Declining grants could widen the
fiscal deficit even further. Frequent government changes could hin-
der reform implementation. If these risks materialize, the fiscal ad-
justment will fall disproportionately on the services and transfers
that poor households depend on.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 2.8 3.0 3.6 2.9 3.2 3.2
Private consumption 11.6 8.2 8.4 8.2 8.3 8.5
Government consumption 8.9 6.9 7.9 7.1 6.1 6.4
Gross fixed capital investment 7.9 2.1 2.9 2.3 2.6 2.7
Exports, goods and services 23.6 7.8 8.0 8.3 8.4 8.5
Imports, goods and services 30.2 14.2 9.6 12.0 11.2 11.4
Real GDP growth, at constant factor prices 2.8 2.9 3.6 2.9 3.2 3.2
Agriculture -0.2 1.8 2.0 1.3 1.4 1.4
Industry 12.5 8.3 7.2 7.0 7.6 7.6
Services 1.7 1.9 3.3 2.5 2.5 2.5
Inflation (consumer price index) 5.1 4.2 3.4 4.6 3.7 3.5
Current account balance (% of GDP) -11.4 -4.2 5.6 -1.9 -2.1 -2.0
Net foreign direct investment inflow (% of GDP) 4.8 -1.2 1.8 1.9 2.0 2.1
Fiscal balance (% of GDP) -4.1 -2.1 -3.6 -3.5 -3.4 -3.3
Revenues (% of GDP) 40.1 37.5 37.3 37.1 36.4 36.1
Debt (% of GDP) 22.3 26.1 30.0 31.2 32.4 33.6
Primary balance (% of GDP) -3.8 -1.5 -3.1 -3.0 -2.8 -2.6
GHG emissions growth (mtCO2e) 0.0 0.1 0.1 0.1 0.1 0.1

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

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

Macro Poverty Outlook / April 2026 31



SOUTH PACIFIC
ISLANDS

Growthin the South Pacific has been supported by remit-
tances, tourism, and governmentspending, including on re-
construction following the December 2024 earthquake in Van-
uatu. Higher fuel prices will begin to strain household budgets
anddampentourisminflowsin FY26. Raisinggrowthand em-
ploymentoverthe medium term will require boosting the qual-
ityand sustainability of public spending, increasing labor force
participation, andimproving the business environment.

Key conditions and challenges

The tourism and remittance-dependent countries in the South Pa-
cific are constrained by their size, remoteness, and vulnerability to
external shocks, which hinder growth and job creation. Recent in-
creases in oil prices will have substantial impacts on inflation and
current accounts across these three countries, with oil account-
ing for between 12 and 22 percent of merchandise imports (5-7
percent of GDP) and significant pass-through impacts from high-
er oil prices to electricity, transport, and trade costs. Tourism may
decline to the extent that higher airfares reduce international de-
mand for travel to the region.

Fiscal policy should focus on maintaining fiscal buffers and diversi-
fying revenue sources to build resilience, while providing adequate
social protection to support the most vulnerable. Efforts to boost
the quality of public spending—including on reconstruction from
natural disasters, a current priority in Vanuatu—can help support
growth by crowding in private investment and raising human cap-
ital. Further efforts to expand the use of renewable energy would
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lessen dependence on imported fuel. Sustaining growth and job
creation also requires structural reforms to increase labor force
participation, encourage structural transformation, and improve
the business environment.

Recent developments

In Samoa, GDP growth remained relatively strong at 4.2 per-
cent in FY25 (year ended June), following a sharp post-pandem-
ic rebound in FY23 and FY24. Economic activity was supported
by continued growth in remittance inflows and tourism spend-
ing, as well as the hosting of international events. Annual aver-
age inflation continued to decline to 1.9 percent in FY25 from
3.6 percent in FY24, largely due to subdued growth in import-
ed prices. A current account surplus of 5.5 percent of GDP was
recorded in FY25, supported by tourism, remittances, and eas-
ing global commodity prices. The latest poverty data in Samoa
shows 21.9 percent of the population living below the national
poverty line in 2018; international poverty estimates are not
yet available.

FIGURE 1/ Overall fiscal balance
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In Tonga, the economy grew by 2.7 percent in FY25 (year ended
June), supported by domestic demand, public infrastructure invest-
ment, and a recovery in agricultural production from El Nifio ef-
fects the previous year. Headline inflation decreased to 3.8 percent
in FY25, reflecting lower food and energy prices. While remittance
inflows remained strong, increased goods imports, including those
related to construction, widened the current account deficit to 5.2
percent in FY25. A fiscal surplus of 5.6 percent of GDP was record-
ed in FY25, despite high public investment and the completion of
several large construction projects. This reflects robust tax collec-
tion, temporary wage savings from slower refilling of public-sector
vacancies, and record-high grants, equivalent to more than 30 per-
cent of GDP. The 2025 poverty rate is estimated to be around 23
percent based on the upper-middle-income poverty line, declining
from around 28 percent in 2022, reflecting economic recovery.

In Vanuatu, growth is estimated to have increased to 1.7 percent
in 2025, due to a recovery in tourism which also drove an im-
provement in the current account. Increased agricultural output
and reconstruction activity financed by grants also pushed up
growth. However, activity remains constrained by the slow speed
of reconstruction, a sharp decline in cruise ship tourism after the
port was destroyed by the earthquake, and limited domestic con-
nectivity, alongside labor shortages and weaker external demand.
Inflation is estimated to have increased moderately to 1.7 percent
in 2025 due to continued supply chain disruptions. Food insecu-
rity has declined since the earthquake, while employment in She-
fa Province, where the earthquake severely affected livelihoods,
has returned to 2024 levels (about 60 percent of adults working).
The fiscal deficit narrowed to 5 percent of GDP, reflecting higher
revenues due to increased activity and a pick-up in receipts asso-
ciated with the citizenship program.

Qutlook

Growth in the South Pacific economies is expected to ease over
the medium term due to a moderation in the stimulus provid-
ed by tourism, remittances, and infrastructure investment. Risks
include an additional spike in global oil prices or further dete-
rioration in global economic conditions which could weigh on
tourism and consumption; delays in the execution of public in-
vestment and reconstruction projects; and the ongoing threat of
climate-related disasters.

In Samoa, GDP is projected to grow by 4 percent in FY26 and
converge to around 2 to 3 percent over the medium term.
Growth in FY26 will be driven by a pick-up in public investment,
as well as continued remittance inflows, while tourist arrivals and
non-energy consumption may be somewhat weaker than previ-
ously expected due to higher fuel and airfare costs. Following
large budget surpluses in recent years, the government projects
a deficit of 3.5 percent of GDP in the FY26 budget (as approved
by the newly-elected Parliament in October 2025), implying a
more expansionary fiscal stance than previously. Given recent
declines in public debt and substantial cash buffers, the gov-
ernment has the fiscal space to spend more, but meeting pub-
lic investment targets will require significant efforts to improve
budget execution. Positive GDP per capita growth suggests that
poverty will fall over the coming years. Year-average inflation is
expected to rise to 2.3 percent in FY26, driven by increases in
fuel and other imported prices in the June quarter.

In Tonga, growth is projected to moderate to 2.0 percent in FY26,
supported by domestic demand and major infrastructure pro-
jects. Headline inflation is expected to rise to be around the ref-
erence rate of 5 percent in FY26 due to the increasing fuel prices.
Underlying pressures on the current account are emerging giv-
en rising import costs stemming from the conflict in the Middle
East, while grants and remittances are projected to decline to
more normal levels. While the poverty rate, measured by the up-
per-middle-income poverty line, is expected to decline to approx-
imately 19.5 percent by 2028, rapid inflation will likely weaken
household purchasing power. With grants normalizing and capi-
tal spending remaining elevated, the fiscal balance is projected to
shift to a deficit in FY26.

In Vanuatu, growth is projected at 2.3 percent in 2026, supported
by the reopening of the cruise port and accelerating reconstruc-
tion, but the economy remains vulnerable to external shocks. The
ongoing Middle East conflict is driving up global oil prices, adding
pressure on import costs and inflation. Despite this, inflation is ex-
pected to stay within the Reserve Bank's 0-4 percent target band,
and the current monetary policy stance remains appropriate,
though vigilance is warranted. Fiscal and current account deficits
are both expected to narrow over the medium term, assuming no
further escalation of global shocks. Poverty is projected to rise to
49.1 percent by 2027, with higher energy costs risks compounding
the impact of weak income growth.

Recent history and projections 2023 2024e 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices
Samoa 15.2 4.8 4.2 4.0 3.3 2.4
Tonga 2.1 2.1 2.7 2.0 1.8 1.5
Vanuatu 2.1 0.9 1.7 2.3 2.7 2.3
Poverty rates’?
Tonga (Upper-middle-income poverty rate, $8.30 in 2021 PPP) 26.8 25.1 23.1 21.9 21.5 19.5
Vanuatu (Lower-middle-income poverty rate, $4.20 in 2021 PPP) 45.0 46.7 47.9 48.6 49.1 49.6

Sources: Country authorities and World Bank, Fiscal Policy & Growth Department.

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

Growth is projected to slow to 1.3 percent in 2026 before
edging up to 2.3 percent in 2027, as external shocks from
the Middle East conflict compound domestic structural
constraints. Significantly higher energy prices and disrup-
tions to travel and shipping weigh on soft manufacturing,
despite a temporary surge in exports. Downside risks
dominate, underscoring the need for structural reforms

to lift productivity and create better jobs.

Key conditions and challenges

The Thai economy expanded by 2.5 percent year-on-year in Q4
2025, exceeding expectations. Growth was driven by stronger pri-
vate consumption and a rebound in public investment, while
tourism activity improved. The Middle East conflict affects Thailand
through three channels: (i) higher energy import costs, (i) disruption
to air routes and higher jet fuel costs that weigh on long haul tourism,
and (iii) higher shippingand insurance costs thatdisrupttrade.

These external shocks are amplified by Thailand's high dependence
on imported energy. Rising energy costs raise expenses, compress
household real incomes, increase fiscal costs through fuel price
caps and energy subsidies, and weaken the trade balance.

The recent slowdown has brought structural constraints into fo-
cus: an aging industrial base, eroding export and tourism com-
petitiveness, high household debt and tightening fiscal buffers.
High household debt—86.8 percent of GDP in Q2 2025—con-
strains consumption and weakens interest rate pass through
as lenders tighten standards and households deleverage. Fiscal
buffers have narrowed following the pandemic.
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The current policy mix aims to cushion near-term shocks
through fiscal transfers and fuel subsidies, public investment,
and accommodative monetary policy, but effectiveness is con-
strained by high household debt, weak credit transmission, and
limited fiscal space. A stronger recovery hinges on reforms that
raise productivity—greater competition, skills upgrading, and a
clearer medium-term fiscal strategy that rebuilds buffers while
protecting investments.

Recent developments

Growth strengthened but remained uneven across sectors. Eco-
nomic activity continued to expand in January 2026, supported by
both domestic and external demand. Public investment improved
due to the resumption of public infrastructure projects, while pri-
vate consumption increased, supported by fiscal cash transfers in
late 2025. Tight credit and debt deleveraging, however, continued
to limit the breadth of the recovery.

Exports outperformed while the domestic industry lagged.
Front-loaded shipments and strong global demand for elec-
tronics supported exports, with goods exports growth reaching

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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23.3 percent yoy. Manufacturing output remained broadly flat.
Tourism recovery remained gradual, with arrivals improving in
the first two months of 2026, driven by Chinese tourists.

Macroeconomic policy turned more accommodative amid fiscal
pressures. Inflation remained negative as the central bank eased
policy rates further to 1.0 percent. The central government deficit
widened, reflecting higher capital spending and energy subsidies.
Public debt increased to 66.0 percent of GDP in January 2026, re-
inforcing the importance of aligning near term support with the
2026-30 Medium Term Fiscal Framework as debt approaches the
70 percent ceiling.

Labor market indicators weakened. Total employment declined by
nearly 1 percent year-on-year in Q42025, equivalent to roughly
350,000 fewer workers over the twelve-month period. Job losses
were concentrated in agriculture, construction, and services. Mod-
est employment gains of 3.2 percent in transportation and storage
and 1.2 percent in manufacturing were insufficient to offset the
broader contraction.

Qutlook

GDP growth is projected to slow, reaching 1.3 percent in 2026,
reflecting the impacts of protracted conflict in the Middle East,
including a pronounced increase in oil and natural gas prices and
disruptions to travel and shipping (Brent crude average US$94
per barrel for 2026). These shocks are expected to squeeze real
incomes through higher fuel and transport costs, raise freight
and insurance costs, and slow long haul arrivals as airlines
reroute and pass through higher jet fuel costs. An extended air-
space disruption could materially reduce long haul arrivals and

tourism receipts over the coming months. Persistent global trade
policy uncertainty is also expected to dampen export growth, de-
spite Thailand's lower effective US tariff rate of 17.3 percent. Ex-
ports of electronics, especially Al-related components, are likely
to remain resilient. Growth is expected to strengthen to 2.3 per-
cent in 2027 as global conditions stabilize, private investment im-
proves, and major foreign direct investment (FDI) projects drive
new production and jobs.

The Middle East conflict is expected to push up domestic retail oil
prices, leading to higher inflation, despite partial price controls on
diesel, electricity, and cooking gas. Headline inflation is expected to
reach 3.0 percent in 2026, up from -0.1 percent last year. The fis-
cal deficit is projected to widen as energy subsidies increase, con-
tributing to an increase in public debt, which is expected to sur-
pass 70 percent of the GDP debt ceiling in FY2028. Fiscal policy
faces trade-offs between cushioning households from higher ener-
gy prices and rebuilding fiscal buffers as public debt approaches
the statutory ceiling. Monetary policy remains accommodative but
faces rising inflation pressures. The current account is expected to
turn into deficit as the goods and services balance weakens. Pover-
ty is projected to fall by 3.3 percentage points over the next four
years, from 11.7 percent in 2024, although higher fuel and trans-
port costs risk slowing gains for lower-income households.

Downside risks dominate the outlook. Escalation of the conflict in
the Middle East and persistent trade policy uncertainty remain the
principal external risks. In addition, the FY2027 budget plan faces
the risk of possible delays following the general election in Feb-
ruary 2026. On the upside, stronger-than-expected FDI, especially
in electric vehicles, electronics, and digital infrastructure, could lift
manufacturing activity and productivity, while easing global trade
tensions could help restore industrial momentum.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 2.2 2.9 2.4 1.3 2.3 2.4
Private consumption 6.7 4.4 2.7 1.8 2.2 2.7
Government consumption -4.6 2.6 0.6 1.0 1.8 1.6
Gross fixed capital investment 1.2 -0.3 49 1.3 3.0 2.5
Exports, goods and services 2.7 7.5 9.2 4.4 2.4 2.6
Imports, goods and services -2.5 5.7 6.7 5.2 2.7 2.8
Real GDP growth, at constant factor prices 1.2 3.1 2.4 1.3 2.3 2.4
Agriculture 2.4 1.9 3.7 1.7 1.8 1.9
Industry -5.5 0.4 0.8 -0.3 2.0 2.0
Services 4.9 4.6 3.1 2.0 2.4 2.7
Inflation (consumer price index) 1.2 0.4 -0.1 3.0 0.5 0.6
Current account balance (% of GDP) 1.6 2.2 3.1 -1.6 3.0 3.1
Net foreign direct investment inflow (% of GDP) -0.6 1.3 -1.1 -1.1 -1.1 -1.1
Fiscal balance (% of GDP) -2.0 -1.3 -2.7 -3.4 -2.7 -2.2
Revenues (% of GDP) 20.7 21.1 21.1 21.2 21.5 21.1
Debt (% of GDP) 61.9 62.2 65.1 67.1 69.2 70.7
Primary balance (% of GDP) -1.1 -0.4 -1.7 -2.1 -1.4 -0.9
International poverty rate ($3.00 in 2021 PPP)"/2 0.0 0.0 0.0 0.0 0.0 0.0
Lower middle-income poverty rate ($4.20 in 2021 PPP)'2 0.1 0.2 0.2 0.1 0.1 0.1
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 9.9 11.7 10.7 10.1 9.3 8.5
GHG emissions growth (mtCO2e) 2.0 2.4 1.9 2.4 2.9 1.2

Source: World Bank, Fiscal Policy & Growth Department. 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 2024-SES. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.
2/ Projection using annualized elasticity (2016-2024) with pass-through = 1 based on GDP per capita in constant LCU.

Macro Poverty Outlook / April 2026 35



TIMOR-LESTE

Oil production ended in 2025, shifting Timor-Leste into a
post-oil phase in which large fiscal deficits are financed pri-
marily by Petroleum Fund drawdowns, accelerating depletion
risks. Growth reached 4.5 percentin 2025 on high public
spendingandarebound intourismand s projectedtoaverage
about4percentin 2026-28. ASEAN and WTO membership
provide reform anchors, but the payoffhinges on reformim-
plementationand a credible path towards fiscal sustainability.

Key conditions and challenges

With national income per capita (in Atlas USD), the second lowest in
the region and less than a third of the working-age population eco-
nomically active, accelerating development hinges on improving the
quality and coverage of core public services, especially basic educa-
tion and health, while strengthening infrastructure and service deliv-
ery. Faster private-sector-led job creation depends on easing con-
straints in the enabling environment, including access to finance,
land administration, andregulatorybarrierstoentryandinvestment.

The end of oil and gas production last year marks a structural shift
in public finances: the Petroleum Fund (PF) has become the main
financing source for government spending. Petroleum resources
have funded roughly three-quarters of spending each year, and
without new inflows, persistent large withdrawals would gradually
erode the Fund. Sustaining progress in service delivery and domes-
tic activity therefore requires higher spending efficiency and bud-
gets aligned with a durable financing path.

Association of Southeast Asian Nations (ASEAN) membership in
2025 and World Trade Organization (WTO) accession in 2024
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provide an institutional framework to improve trade facilitation,
standards, and the investment climate. The growth payoff depends
on sustained reform implementation, including customs and the
regulatory environment supporting firm entry and competition.

Recent developments

GDP growth increased to 4.5 percent in 2025 from 4.3 percent
in 2024, supported by strong domestic demand. High public
spending—through government consumption and expanded
social assistance—sustained household demand, while veter-
ans' transfers further supported private consumption. Invest-
ment expanded, though more slowly than in 2024, with public
investment concentrated in roads and irrigation. Inflation re-
mained low at 0.5 percent, reflecting lower global commodity
prices and a strong U.S. dollar. The Middle East conflict added
uncertainty, raising fuel import and food import costs through
shipping disruptions.

The external position deteriorated sharply after oil production end-
ed in mid-2025. The trade deficit widened to 56.6 percent of non-oil
GDP as petroleum exports ceased, while non-oil exports—mainly

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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coffee and tourism—remained at about 6 percent of GDP. Despite
an income account surplus supported by PF investment income
and remittances, the current account deficit widened to about 38.8
percent of GDP.

The fiscal deficit widened by 3 percentage points to 49 percent
of GDP as total expenditure rose to 93 percent of GDP. Higher
current spending reflected expanded veteran pensions, retroactive
payments, and increased social security benefits. Capital spending
eased following the 2024 acceleration. Domestic revenues (exclud-
ing Estimated Sustainable Income (ESI)) increased to 15.2 percent
of GDP but were outpaced by expenditure growth. PF with-
drawals—well above the ESI—financed most of the deficit, with
the remainder covered by cash balances, concessional loans, and
grants. Middle East conflict volatility has raised uncertainty around
PF returns, increasing the likelihood of further above-ESI with-
drawals without spending adjustment.

The 2021 Labor Force Survey shows low labor force participation
(30.5 percent) and high informality (77 percent). The Business Ac-
tivity Survey shows formal employment grew at roughly 8.5 per-
cent annually in 2022-2024—but from a small base. Rural service
gaps remain large, including limited access to improved water
and sanitation.

Outlook

Growth is projected at 4.1 percent in 2026, moderating as gov-
ernment consumption growth slows despite an expected in-
crease in public investment. Private consumption will be sup-
ported by retroactive veterans' payments, social transfers, and
remittances, before stabilizing as these effects fade. Growth is
projected to average about 4.0 percent in 2027-28, assuming

continued progress on public investment reforms, ASEAN com-
mitments ahead of the 2029 chairmanship, and Tasi Mane in-
vestment supporting domestic activity.

Inflation is forecast to rise to 2.3 percent, driven by higher global
food and commodity prices and elevated oil prices under the
extended Middle East conflict scenario, raising fuel costs and
subsidy pressures.

Non-oil exports are projected to grow modestly. With oil exports
ended and investment-related imports rising alongside higher fuel
import costs under extended Middle East conflict-related supply
disruptions, the current account deficit is expected to remain large,
financed mainly by PF withdrawals and investment income.

Fiscal sustainability is the central macro risk. Spending is projected
to stay high (above 95 percent of GDP), reflecting large infrastruc-
ture plans, while higher global energy prices could widen subsidy
needs and increase PF return volatility. Revenues could rise with
value-added tax implementation, partly offset by lower ASEAN-re-
lated import duties. As large withdrawals gradually reduce the ESI,
fiscal space could tighten, with PF depletion risks emerging in the
late 2030s. A credible consolidation path requires moderating re-
current spending growth, improving transfer targeting, prioritizing
higher-return investments, and strengthening revenue collection.

Risks are tilted to the downside. A deeper Middle East conflict than
assumed could slow growth through weaker financing conditions
and higher commodity prices, while supply chain disruptions could
raise food import prices and heighten food insecurity risks. Glob-
al financial market volatility could weigh on PF returns. Upside
risks include new upstream oil and gas projects—Kuda Tasi and
Jahal—while growth could strengthen further if broader structural
reforms boost productivity.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 2.4 4.3 4.5 4.1 4.0 4.0
Private consumption 3.4 4.1 3.6 7.6 9.4 9.7
Government consumption -0.8 0.9 4.4 4.3 4.1 4.0
Gross fixed capital investment 11.5 43.7 8.4 8.8 4.7 5.1
Exports, goods and services 31.8 13.3 20.1 8.8 9.5 10.0
Imports, goods and services 4.9 14.6 5.9 10.4 10.5 11.0
Real GDP growth, at constant factor prices 2.7 3.7 4.5 4.1 4.0 4.0
Agriculture 2.9 0.6 0.6 0.6 0.6 0.7
Industry -22.4 4.4 3.0 2.9 2.9 3.2
Services 3.4 4.4 5.5 4.9 4.8 4.7
Inflation (consumer price index) 8.4 2.1 0.5 2.3 2.1 2.0
Current account balance (% of GDP) -10.7 -31.1 -38.8 -47.0 -52.6 -55.6
Net foreign direct investment inflow (% of GDP) 10.6 11.2 13.2 4.0 4.1 4.0
Fiscal balance (% of GDP)1 -41.4 -46.1 -49.0 -56.7 -56.3 -55.6
Revenues (% of GDP) 40.7 40.5 43.9 43.0 41.3 38.3
Debt (% of GDP) 14.4 14.2 15.0 15.6 17.0 18.7
Primary balance (% of GDP) -41.1 -45.7 -48.8 -56.5 -56.2 -55.5
International poverty rate ($3.00 in 2021 PPP)%3 48.3 46.9 45.4 44.3 43.2 42.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)>3 74.5 73.5 72.5 71.7 70.9 70.1
GHG emissions growth (mtCO2e) -0.3 -1.4 -1.8 -1.8 -1.7 -1.6

Source: World Bank, Fiscal Policy & Growth Department. 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: 2015-2025. Forecasts are from 2026 to 2028.

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 export-led model has delivered rapid income
convergence, though productivity gains have lagged, leaving
growth reliant on factor accumulation. Growth is projected
to moderate in 2026 as the Middle East conflict affects trade
and investor sentiment, while higher oil prices lift inflation.
Ongoing institutional consolidation and efficient public in-
vestment execution can strengthen resilience, while higher
inflation may slow welfare gains, despite low poverty levels.

Key conditions and challenges

Viet Nam remains one of Southeast Asia's fastest-growing
economies, supported by an export-led growth model that has de-
livered rapid income convergence, sharp reductions in extreme
poverty and significant improvements in living standards. However,
growth has relied more on factor accumulation than productivity
gains, with incomplete structural transformation limiting the move
into higher-value activities.

Rising protectionism and volatile global trade and financial condi-
tions pose significant challenges to Viet Nam, given its heavy trade
orientation. Further diversification of export markets and deeper
domestic supplier linkages with foreign manufacturers can raise lo-
cal value-added, reduce reliance on a narrow set of external de-
mand sources, and strengthen resilience to trade shocks.

Viet Nam has launched major institutional restructuring and
public investment programs. Consolidation of ministries and
provinces aims to improve coordination and service delivery.
Public infrastructure plans seek to address logistics and trade
bottlenecks and boost medium-term growth. Spending resources
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effectively is critical to maximizing growth dividends and keeping
public finances on a sustainable footing.

Recent developments

GDP growth accelerated to 8.0 percent in 2025 supported by
strong exports and higher public investment. Exports rose 16.7
percent as high-tech and electronics shipments to the US were
front-loaded, and relatively lower US tariffs on Viet Nam in-
creased Viet Nam's trade competitiveness. The reorientation of
regional supply chains towards Viet Nam boosted foreign direct
investment (FDI) disbursements, supporting industrial activity and
sentiment through the second half of 2025. Record tourism ar-
rivals, which surpassed pre-pandemic levels, supported service-
sector activity, labor market conditions, and household spending.
Headline inflation averaged 3.3 percent—below the 4.0-4.5 per-
cent target—but higher rents and construction activity (linked to
higher public investment and a recovering real estate sector) kept
core inflation elevated.

The current account recorded a large surplus through end-Sep-
tember 2025 (7.2 percent of GDP), driven by a trade surplus and

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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resilient remittances; however, the full-year surplus is estimated
to be smaller as imports and outflows picked up later in the year.
Portfolio and other investments more than outweighed strong
FDI inflows. Substantial unrecorded outflows—with net errors
and omissions reaching 8.2 percent of GDP in Q3-2025—highlight
data challenges and persistent price distortions, complicating for-
eign exchange (FX) liquidity management and the interpretation
of underlying external pressures.

Currency pressures, evident in 2025, have eased since the start
of 2026, giving the central bank (SBV) more space to maintain low
interest rates and ease liquidity without heightening depreciation
risks under a managed float exchange rate regime. A persistent
domestic liquidity gap—reflecting strong demand for funds and
portfolio shifts toward real estate, gold, equities, and USD as-
sets—has increased overnight interbank rates, peaking at around
17 percent in early February 2026. SBV open market operations
and VND/USD swap interventions have eased liquidity conditions,
lowering interbank rates. Rapid credit expansion, reflecting SBV's
loosened credit growth targets (to 19 percent), pushed credit-to-
GDP ratios to 145 percent in 2025, among the highest in the As-
sociation of Southeast Asian Nations. Despite lower 2026 credit
targets (15 percent), banks will need to rebuild liquidity buffers
amid continued funding pressures, and steer credit toward safer,
productive uses.

The fiscal deficit more than doubled to 3.6 percent, reflecting
a surge in public investment spending in the final year of the
5-year investment plan (+45 percent y/y), tax deferrals, value-
added tax reductions, and one-off severance and support pay-
ments linked to administrative consolidation reforms. The tax-
GDP ratio fell 0.6 percentage points to 11.9 percent, but was off-
set by non-tax revenues (mainly land sales).

Viet Nam's economy is vulnerable to prolonged supply disruptions
in the Straits of Hormuz and oil price volatility, given heavy reliance
on Kuwait for crude oil, and dependence on global trade. Amid lim-
ited domestic oil reserves, the spike in global oil prices in March
was fully transmitted to domestic fuel prices. The oil shock may
reduce household welfare through higher transport and food dis-
tribution costs, disproportionally affecting poorer households who
spend a larger share of their budget on transportation.

Qutlook

The baseline assumes a moderation in GDP growth to 6.3 percent
in 2026, reflecting short-term adverse impacts on trade and do-
mestic activity from the Middle East conflict and volatility in oil
prices. With imports boosted by infrastructure investment, net
trade is anticipated to shift the current account into a modest
deficit. Low debt-GDP ratios provide fiscal space to increase bor-
rowing to finance fiscal deficits. A US$20 increase in oil prices is
projected to raise inflation moderately to 4.2 percent in 2026 as-
suming limited second-round effects through transport and food
prices. Household spending growth is expected to soften amid
economic uncertainty.

Downside risks remain elevated, particularly regarding the dura-
tion and intensity of the Middle East conflict. A prolonged conflict
could materially depress Viet Nam’s exports and exacerbate bank-
ing sector, currency, and external pressures amid limited FX re-
serves and high corporate leverage. Domestically, high-quality pub-
lic investment could ease infrastructure bottlenecks and boost po-
tential growth, supported by stronger project selection, procure-
ment, and execution and by transparent financing plans. Natural
hazards pose additional risks.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 5.0 7.0 8.0 6.3 7.6 7.2
Private consumption 3.1 6.7 8.0 6.5 7.3 7.5
Government consumption 4.6 5.8 11.9 8.0 5.2 5.0
Gross fixed capital investment 4.7 7.1 8.3 8.1 9.8 9.2
Exports, goods and services -1.9 15.7 16.3 6.0 12.7 13.1
Imports, goods and services -4.5 16.1 17.1 7.1 13.5 14.0
Real GDP growth, at constant factor prices 5.2 7.2 8.2 6.3 7.6 7.1
Agriculture 3.9 3.6 3.8 3.6 3.8 4.0
Industry 3.6 8.0 8.9 7.5 8.5 8.5
Services 6.8 7.4 8.6 5.8 7.6 6.6
Employment rate (% of working-age population, 15 years+) 72.9 72.6 72.6 72.6 72.5 72.3
Inflation (consumer price index) 3.2 3.5 3.3 4.2 3.8 3.5
Current account balance (% of GDP) 6.0 6.5 2.5 -0.1 -0.4 -0.5
Net foreign direct investment inflow (% of GDP) 3.1 4.2 3.9 4.5 4.5 4.5
Fiscal balance (% of GDP) -1.6 -1.0 -3.6 -3.7 -3.5 -3.2
Revenues (% of GDP) 17.2 17.8 18.7 18.9 19.1 19.8
Debt (% of GDP) 36.0 33.9 35.3 34.3 33.2 29.8
Primary balance (% of GDP) -0.7 -0.1 -2.7 -2.8 -2.6 -2.4
International poverty rate ($3.00 in 2021 PPP)2 1.5 1.4 1.3 1.2 1.2 1.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)'2 4.0 3.8 3.5 3.3 3.1 2.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 20.8 19.8 18.7 17.9 16.9 16.1
GHG emissions growth (mtCO2e) 2.9 7.8 7.8 8.7 8.7 7.9

Source: World Bank, Fiscal Policy & Growth Department. 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: 2023-2025. Forecasts are from 2026 to 2028.
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

Albania’s economy maintained positive momentum through
September 2025, supported by private consumption,
tourism, and construction. GDP grew by 3.7 percent in Q3
2025, year on year. Inflation remained below target, while
poverty declined amid a tighter labor market and rapid wage
growth, which boosted incomes but added to price pres-
sures. Growth is expected to moderate to 3.6 percent in the
medium term, reflecting a maturing tourism sector.

Key conditions and challenges

Albania’s post-pandemic rebound has been supported by
tourism and stronger trade and services linkages with the
European Union (EU), helping growth average about 4.2
percent in 2022-25. Tourism remains an important con-
tributor to growth, bolstering economic performance but in-
creasing exposure to external shocks and highlighting the
need for diversification.

Albania’s economy continues to face structural constraints that
weigh on its ability to converge to the EU average per capita
income (currently at one-third). These include low productivity
in agriculture and services, a narrow export base, and a busi-
ness environment affected by regulatory barriers, informality,
and institutional weaknesses.

Skills mismatches, migration and aging continue to constrain
human capital availability. Demographic and climate pressures,
alongside higher spending needs, underscore the importance
of safeguarding fiscal buffers through revenue mobilization and
spending efficiency. Adoption of EU acquis-consistent reforms

Population' Poverty’
million millions living on less than $8.30/day
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Life expectancy at birth’
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GDP’ GDP per capita®
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30.9 13056.7

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2024. 5/ 2025. 6/ 2025.

can raise productivity, deepen market integration, and ensure
that gains are inclusive.

Recent developments

Albania’s economy grew by 3.7 percent y-o-y in Q3 2025, fol-
lowing 4.0 percent growth in 2024. Growth was supported
by net exports, while domestic demand was broadly steady,
with a slight increase in private investment. Looking at the
supply side, services and construction drove economic activ-
ity in 2025, offsetting continued declines in agriculture, man-
ufacturing and extractive industries, alongside a tapering of
tourism growth.

Unemployment fell to 8.1 percent in Q3 2025, despite unchanged
employment levels, reflecting labor force contraction driven by
emigration and aging, alongside sectoral shifts toward services.
Wage growth remained strong in 2025 (10.2 percent y-o-y
through Q3), with public wage increases initially outpacing the
private sector and supporting consumption. Sustained solid
growth is estimated to have reduced poverty by 1.6 percentage
points, bringing it down to 23.4 percent in 2025.

FIGURE 1/ Tourism indicators
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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Inflation averaged 2.2 percent in 2025 remaining below Bank of Al-
bania's target. Despite strong demand and rising wages, inflation
remained contained overall, while core inflation was higher, fi-
nancing conditions remained favorable in 2025 and, together with
strong demand, supported rapid private-sector credit growth (13.2
percent). Real-estate lending, particularly mortgages to households
(16.7 percent), was the main driver, while a further increase in the
share of lek-denominated credit supported monetary policy trans-
mission and financial stability. Credit quality improved further, with
the non-performing loan ratio falling to 3.8 percent in December
2025 (from 4.2 percent in December 2024).

Albania had mixed results in its fiscal accounts in 2025. The fiscal
balance and the primary balance deteriorated, owing to spending
increases (public wages, pensions, and investment) that outpaced
revenue growth (driven by higher social security contributions and
personal income tax on the back of rapid wage growth). Yet, public
debt dropped to 53.2 percent of GDP at end-2025, from 54.2 per-
cent in 2024, aided by the positive primary balance, the apprecia-
tion of the Lek, and solid GDP growth.

Albania’s external position strengthened significantly, with the cur-
rent account shifting to a surplus of 0.25 percent of GDP in the
first three quarters of 2025 (from a 1.26 percent deficit a year ear-
lier), marking the first surplus on record. Strong services exports,
led by tourism, offset weaker goods exports amid exchange rate
appreciation and rising labor costs. Foreign exchange purchases
reached 3.0 percent of GDP in the first three quarters of 2025 re-
flecting primarily discretionary interventions rather than reserve
accumulation that helped temper the Lek's appreciation, while
raising external reserves to 7.7 months of imports.

Outlook

Albania’s economic growth is forecast to slow as tourism matures.
Consumption will get a temporary lift in 2026 from fiscal transfers
and wage hikes, but rising prices will partly offset some gains. By
2027-2028, consumption growth is expected to ease with stable
inflation near 3 percent, while government spending supports in-
vestment, especially for infrastructure. Wage growth may continue
outpacing productivity, fueling inflation, while higher global energy
prices and trade disruptions linked to the conflict in the Middle
East are expected to add to domestic price pressures in 2026 and
weaken household purchasing power. Despite these factors, em-
ployment and wage increases should help reduce poverty to 19.4
percent by 2028.

The fiscal deficit will rise to 1.8 percent of GDP in 2026 due to pen-
sion bonuses, defense spending, wage indexation, and capital in-
vestments. Through 2028, the deficit should shrink as GDP grows,
revenue strategy takes effect, and EU fund absorption increases,
lowering public debt to about 51percent of GDP.

The current account deficit will stay below historical levels despite
strong demand and increased import-heavy public investment, al-
though a larger fuel and energy import bill related to the Middle
East conflict could widen the deficit.

Risks include global uncertainty and domestic pressures that may
dampen confidence or reform pace. Positive outcomes are possi-
ble through faster EU accession and stronger reforms, leading to
higher investment and productivity.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 4.0 4.0 3.9 3.4 3.7 3.6
Private consumption 2.7 3.7 2.4 2.9 2.6 2.2
Government consumption 4.4 6.0 5.9 2.5 2.6 2.6
Gross fixed capital investment 1.7 5.8 3.8 6.5 6.6 6.8
Exports, goods and services 8.6 0.1 6.8 6.9 7.4 7.5
Imports, goods and services 0.2 6.0 4.3 6.8 6.3 6.2
Real GDP growth, at constant factor prices 5.0 3.2 3.9 3.4 3.7 3.6
Agriculture -1.4 -2.0 -1.5 -1.5 -0.8 -0.7
Industry 4.4 0.0 0.9 1.0 1.0 1.1
Services 7.3 6.4 6.8 5.7 5.9 5.6
Employment rate (% of working-age population, 15 years+) 56.5 58.2 58.6 58.8 59.1 59.3
Inflation (consumer price index) 4.8 2.2 2.2 3.2 3.0 3.0
Current account balance (% of GDP) -1.2 -2.4 -0.9 -3.1 -3.0 -2.9
Net foreign direct investment inflow (% of GDP) 5.7 5.4 5.0 5.0 5.1 5.1
Fiscal balance (% of GDP) -1.3 -0.7 -1.7 -1.8 -1.6 -1.2
Revenues (% of GDP) 27.2 28.2 28.2 29.8 29.8 29.9
Debt (% of GDP) 57.6 54.2 52.9 52.7 52.1 50.9
Primary balance (% of GDP) 0.7 1.4 0.3 0.5 0.7 1.1
International poverty rate ($3.00 in 2021 PPP)/? 2.3 1.9 1.6 1.4 1.2 1.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)2 6.1 5.2 4.6 4.1 3.7 3.3
Upper middle-income poverty rate ($8.30 in 2021 PPP)? 27.1 25.0 23.4 22.0 20.7 19.4
GHG emissions growth (mtCO2e) -6.1 -2.3 -1.3 -1.3 -1.6 -3.0

Source: World Bank, Fiscal Policy & Growth Department. 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: 2019-2025. Forecasts are from 2026 to 2028.
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

Armenia recorded solid economic growth of 7.2 percent
(yoy) in 2025, driven by strong private consumption and in-
vestment. Average inflation reached 3.3 percent in 2025,
slightly above the CBA's target. Growth is expected to mod-
erate over the medium term. While the conflict in the Middle
East could weigh on growth in 2026, progress towards
durable peace with neighboring countries would support
stronger growth prospects in the medium term and beyond.

Key conditions and challenges

Growth in 2025 once again outperformed expectations, signaling
the economy’s short-term resilience following the phasing out of
the positive impact of re-exports in the prior two years. Structural
constraints—including connectivity gaps, weak competition, and
shortages of high-skilled labor—continue to hinder private invest-
ment, firms’ growth, and the creation of quality jobs. Further, the
near-term outlook remains subject to heightened global uncer-
tainty stemming from the recent conflict in the Middle East. In
the medium- to long-term, progress in peace and opening com-
munications with neighbors, coupled with coordinated reforms to
strengthen the enabling environment, would have a significant
positive impact.

Recent developments

Economic growth reached 7.2 percent in 2025, mostly driven by pri-
vate consumption (10.7 percent) and investment (15.6 percent). On
the supply side, growth was led by services (5.9 percent) and con-
struction (21 percent). Growth was also supported by a rebound in
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the agriculture sector (up 5.3 percent) and an increase in industrial
production (up 9.3 percent).

Strong growth improved labor market outcomes in 2025, with un-
employment falling to 11.8 percent in Q3 and per capita GDP rising
by 5.5 percent.

As a result, upper-middle-income country (UMIC) poverty (US$8.3,
2021 PPP) is estimated to have declined to 46.4 percent in 2025,
from 47.4 percent in 2024.

Average inflation was 3.3 percent in 2025, from 0.3 percent in 2024,
driven by food inflation at 5 percent, and reached 4.3 percent (yoy)
in February 2026. Given the moderate inflation, the Central Bank of
Armenia (CBA) reduced the policy rate twice in 2025 to reach 6.50
percent by the end of the year—the lowest level since mid-2021.

In 2025, the trade deficit widened by 18.1 percent (yoy) as exports
contracted faster than imports (down by 36.1 and 23.6 percent in
USD terms, yoy, respectively), marking the first annual decline for
both since 2020. This decline was due to the phasing out of re-
exports of precious and semi-precious metals and stones, which
had been high since November 2023. Excluding this item, 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
capita
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and imports in 2025 rose by 8.9 and 7.5 percent, yoy, respectively.
Tourist arrivals accelerated in the second half of 2025, bringing
annual growth to 2.5 percent (yoy). Net non-commercial inflows
of money transfers rebounded in 2025, increasing by 25 percent
(yoy). The current account deficit in Q1-Q3 2025 reached 5 percent
of annual GDP, from 2.4 percent of annual GDP in Q1-Q3 2024.

The Armenian dram appreciated 1.5 percent vis-a-vis the USD in
2025, while it depreciated 2.8 percent against the euro. To reduce
exchange rate fluctuations, the CBA intervened and purchased
about US$1.8 billion in 2025. This, along with the issuance of a Eu-
robond in March and receipts of loans at end-2025, increased gross
reserves to US$5.1 billion (3.9 months of imports).

In 2025, total budget revenues grew 12.6 percent while expendi-
tures grew 12.5 percent in nominal terms, leading to an overall
budget deficit of 3.5 percent of GDP, similar to 2024 (but well below
the 5.5 percent planned deficit for 2025). Expenditure growth was
mostly driven by education and defense, while revenue gains re-
flected higher value-added tax and income tax receipts. Debt in
2025 fell to 46.8 percent of GDP, from 48 percent of GDP in 2024.

Armenia’s financial sector remained sound in 2025. Deposits and

loans were up 15.4 and 23 percent, yoy, in nominal terms, respec-
tively. The non-performing loans remained low at 1.3 in 2025.

Qutlook

Growth is projected to ease to 5.3 percent in 2026 and converge
to 5 percent in the medium term. The projections assume a

temporary disruption to global energy supply, driving up prices in
2026 by 36 percent on average for Brent oil, by 67 percent on aver-
age for natural gas, and by 20 percent on average for fertilizer, and
are subject to considerable uncertainty.

The fiscal deficit is projected to increase in 2026 to 3.9 percent (re-
flecting the pension increase announced to start on April 2026) and
thereafter, consolidate gradually to 3.6 percent by 2028, as spending
moderates. Despite fiscal consolidation, public debt is projected to
rise to 51.3 percent of GDP by 2027 (reflecting a replenishment of
the stabilization fund and on-lending projects) and then stabilize.

The current account deficit, which has followed an increasing trend
recently, is projected to reverse course and narrow to 4.8 percent
of GDP in 2028 as trade flows normalize.

The UMIC poverty rate is projected to decline to 43 percent in 2028.
However, heightened uncertainty, moderating growth in agricul-
ture—a key employer of the poor—and a possible continued uptick
in inflation, which may slightly erode real incomes, pose downside
risks to the pace of poverty reduction.

Downside risks to the outlook include uncertainty surrounding
the 2026 parliamentary elections and potential escalation in
geopolitical tensions. In addition, the conflict in the Middle East
could lead to persistently elevated energy and food prices and
trade disruptions—particularly if price pressures extend beyond
2026—thereby weighing on trade, tourism, investment, and over-
all growth. On the upside, normalization of relations with neigh-
bors, deeper regional connectivity and new strategic investment
commitments could support faster growth.

Recent histo ry and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 8.3 5.9 7.2 5.3 5.1 5.0
Private consumption 6.2 8.0 10.7 5.3 5.1 5.1
Government consumption 10.2 -9.5 4.7 4.2 5.2 5.5
Gross fixed capital investment 9.0 11.2 15.6 8.3 8.2 8.2
Exports, goods and services 32.3 27.6 -30.5 2.3 3.8 3.9
Imports, goods and services 32,5 28.3 -23.7 3.9 5.4 5.7
Real GDP growth, at constant factor prices 8.0 6.8 6.8 5.3 5.1 5.0
Agriculture -0.4 1.5 53 2.5 2.1 2.1
Industry 2.0 6.8 9.3 5.2 5.5 5.7
Services 12.3 7.6 5.9 5.8 5.3 5.1
Employment rate (% of working-age population, 15 years+) 52.8 51.0 56.1 53.4 53.4 53.4
Inflation (consumer price index) 2.0 0.3 3.3 4.6 3.8 3.3
Current account balance (% of GDP) -2.8 -4.6 -5.7 -5.6 -5.2 -4.8
Net foreign direct investment inflow (% of GDP) 2.2 0.3 1.2 1.5 2.2 2.3
Fiscal balance (% of GDP)* -1.9 -3.5 -3.5 -3.9 -3.7 -3.6
Revenues (% of GDP) 25.9 26.5 26.8 26.3 26.2 26.4
Debt (% of GDP)?2 48.2 48.0 46.8 50.0 51.3 51.3
Primary balance (% of GDP)3 0.7 -0.4 0.4 -0.5 0.0 0.1
International poverty rate ($3.00 in 2021 PPP)*° 0.8 0.8 0.8 0.8 0.8
Lower middle-income poverty rate ($4.20 in 2021 PPP)*5 5.7 5.5 5.2 5.0 4.8
Upper middle-income poverty rate ($8.30 in 2021 PPP)*° - 47.4 46.4 44.9 44.0 43.0
GHG emissions growth (mtCO2e) 5.6 4.9 8.2 7.2 7.2 7.3

Source: World Bank, Fiscal Policy & Growth Department. 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/ The primary balance excludes interest received.

4/ Calculations based on ECAPOV harmonization, using 2011-ILCS, 2018-ILCS, and 2024-ILCS. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.
5/ Projection using annualized elasticity (2011-2018) with pass-through = 0.69 based on GDP per capita in constant LCU.
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AZERBAIJAN

Economic growth decelerated to 1.4 percent in 2025, reflect-
ing a steeper contraction in the hydrocarbon sector and
sluggish expansion in the non-hydrocarbon sector. Inflation
moderated in 2025 as domestic demand eased. External
and fiscal surpluses narrowed as hydrocarbon-related in-
flows declined. Growth is expected to pick up modestlyinthe
medium term, dueto less pronounced decline in hydrocarbon
outputand agradual recoveryin non-hydrocarbon activity.

Key conditions and challenges

Continued reliance on hydrocarbons as a major source of export
and fiscal revenue remains Azerbaijan's main vulnerability, as de-
clining oil output, oil price volatility, and the global transition away
from fossil fuels weigh on long-term growth prospects.

Private sector development is constrained by the large state foot-
print in the economy, an uneven playing field for firms, which re-
sults in low and stagnant firms’ productivity levels, shallow financial
markets, and a weak human capital base.

Recent developments

Economic activity in Azerbaijan slowed in 2025, with real
GDP growth reaching 1.4 percent, reflecting weak perfor-
mance across both the hydrocarbon and non-hydrocarbon
sectors. A larger-than-expected reduction in crude oil output
resulted in a 2 percent (yoy) contraction in hydrocarbon
GDP. Growth in the non-hydrocarbon sector slowed markedly
to 2.7 percent (yoy), reflecting broad-based moderation
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across sectors, with particularly pronounced slowdowns in con-
struction, transport, and agriculture. On the demand side, in-
vestment contracted 4.9 percent (yoy) in real terms due to lower
public capital expenditure, while slower real wage growth along-
side a moderation in consumer lending weighed on household
consumption growth.

Inflation rose to 5.5 percent in 2025, driven by food inflation at
6.9 percent (yoy), reflecting rising import prices for some essential
products and higher services prices (resulting from the increase in
tariffs for electricity, gas, and heating in early 2025). The Central
Bank of Azerbaijan (CBA) lowered the policy rate from 7.25 percent
at end-2024 to 6.75 percent by December 2025 in two steps as in-
flationary pressures eased towards year end.

The current account surplus moderated to 5.4 percent in the
first nine months of 2025, driven by a decline in hydrocarbon
exports due to both volume and price effects. Non-hydrocar-
bon exports rose by 6 percent in 2025, while imports increased
moderately by 2.7 percent, reflecting sluggish domestic demand.
CBA's foreign reserves rose by 5 percent (yoy) in 2025 to US$11.5
billion, while State Oil Fund of the Republic of Azerbaijan reserves
surged by 22.5 percent (yoy) in 2025 to US$73.5 billion (equivalent

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

Percent, percentage points

-4
2021 2022 2023 2024 2025 2026f 2027f 2028f

. Gross fixed capital formation
Private consumption

Net Exports
mmmm Government consumption
e Rea| GDP growth

Sources: State Statistical Committee and World Bank.
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to 97 percent of GDP), reflecting the revaluation of the gold portfo-
lio amid high gold prices.

Fiscal policy tightened in 2025 as hydrocarbon-related inflows de-
clined, with budget expenditure falling by 1.3 percent (yoy) in real
terms, driven by a 7 percent decline in capital spending, while
current spending increased 1.1 percent. Budget revenues also de-
clined by 5.2 percent (yoy) in real terms, reflecting lower hydrocar-
bon revenues and moderated non-hydrocarbon collections amid
sluggish growth. As a result, the consolidated budget surplus nar-
rowed to 2.6 percent of GDP in 2025 from 4.0 percent in 2024.

Credit to economy eased in 2025, expanding 3.4 percent (yoy) in re-
al terms after growing by 16.1 percent in 2024, with a sharper slow-
down in consumer lending amid rising interest rates and tighter
credit conditions due changes in macro-prudential norms. In con-
trast, household deposits increased by 10.8 percent (yoy) in real
terms driven by high interest rates.

Qutlook

The projections assume a temporary disruption to global energy
supply, driving up prices in 2026 by 36 percent on average for Brent
oil, by 67 percent on average for natural gas, and by 20 percent on
average for fertilizer, and are subject to considerable uncertainty.

Economic growth is projected to rise to 2 percent in 2026,
driven by a less pronounced decline in crude oil output and
a gradual recovery in the non-hydrocarbon sector. Decline in
crude oil output is expected to return to its medium-term
trend in 2026. Elevated energy prices are not anticipated to

significantly benefit the hydrocarbon sector, given the structural
decline in crude oil output.

Non-hydrocarbon sector growth is forecasted to strengthen mod-
estly in 2026, supported by consumption as real earnings recover
amid slowing inflation while higher projected oil prices due to the
conflict in Middle East will boost business sentiment. In 2027-2028,
growth is expected to average 1.8 percent, as domestic demand
moderates due to subdued private and public investment.

Average inflation is expected to increase to 5.8 percent in 2026
due to higher import prices stemming from the global energy price
shock (and increased transport and food import costs) and stay
gradually moderate to 4 percent in line with slowing demand.

The current account surplus is expected to pick up in 2026 to
7.7 percent of GDP, thanks to higher oil prices, and to narrow
in 2027-2028 due to declining energy prices in the medium
term, while import growth is projected to edge down as domestic
demand moderates.

The fiscal surplus is projected to widen in 2026, thanks to the high-
er oil prices, and narrow in 2027-2028 due to declining hydrocar-
bon revenues as oil prices decline, partially offset by subdued ex-
penditure growth and higher personal income tax revenues follow-
ing the phasing out of tax holidays.

Downside risks to the economic outlook stem from heightened
geopolitical risks due to the ongoing conflict in Middle East. On
the upside, progress opening communications with neighboring
Armenia would support higher economic growth prospects in
the medium term.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 1.1 4.1 1.4 2.0 1.8 1.8
Private consumption 4.0 7.0 4.8 4.5 4.4 4.0
Government consumption 8.1 11.3 4.9 4.2 2.7 2.5
Gross fixed capital investment 9.6 -0.7 -4.9 0.0 -2.3 -3.3
Exports, goods and services -2.9 1.2 -0.7 -0.5 -0.2 0.1
Imports, goods and services 1.9 3.1 1.2 1.1 0.9 0.8
Real GDP growth, at constant factor prices 1.1 4.1 1.4 2.0 1.8 1.8
Agriculture 3.2 1.4 0.9 1.6 2.2 2.4
Industry -0.9 1.1 0.3 0.6 0.5 0.5
Services 3.8 9.1 3.0 3.9 3.4 3.4
Employment rate (% of working-age population, 15 years+) 60.0 59.4 59.4 59.4 59.4 59.4
Inflation (consumer price index) 9.0 2.1 5.5 5.8 4.6 4.0
Current account balance (% of GDP) 11.6 6.3 4.4 7.7 2.4 2.2
Net foreign direct investment inflow (% of GDP) -1.1 -1.1 -1.0 -0.9 -0.9 -0.9
Fiscal balance (% of GDP) 8.1 4.0 2.6 5.0 2.5 2.4
Revenues (% of GDP) 39.9 38.3 36.3 36.0 35.2 33.5
Debt (% of GDP) 21.8 21.7 22.2 22.6 23.7 22.5
Primary balance (% of GDP) 8.8 4.4 3.3 5.6 3.2 3.1
GHG emissions growth (mtCO2e) 1.8 1.3 0.6 1.3 1.9 1.5

Source: World Bank, Fiscal Policy & Growth Department. 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

The 2025 growth slowdown highlighted the fragility of Be-
larus’s economic model. Growth in 2026 is expected to
moderate further with mild Russian demand and persistent
supply-side bottlenecks. Medium-term prospects are further
constrained by the limited impact of stimulus measures and
elevated inflation. Belarus's continued isolation from global
markets and reliance on Russia undermine the foundations
for durable, broad-based growth.

Key conditions and challenges

Belarus’s economy remains centralized, controlled and increas-
ingly isolated since Russia’s invasion of Ukraine and the Western
sanctions that followed. The loss of access to European Union
(EU) markets and global financial channels has forced Belarus
to reroute most of its trade through Russia, driving up logistical
and compliance costs and squeezing export margins across key
sectors. Transport expenses have risen significantly as traditional
routes and payment systems, particularly those linked to the EU,
have become unavailable.

At the same time, Russian-backed import-substitution policies
and subsidized energy have helped cushion the immediate
economic impact but have deepened Belarus's structural de-
pendence on Russia. Most of Belarusian exports now go to
the Russian market, while much of the remaining trade is
channeled through Russian logistics networks and banks. As a
result, Belarus faces growing vulnerability to external shocks
stemming from its dominant neighbor and limited ability to di-
versify trade or financial partnerships. The conflict in the Middle
East is expected to have limited impact in the short-term on the
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Belarus economy as the price of energy imports from Russia are
administratively fixed.

Recent developments

In 2025, GDP growth slowed to 1.3 percent year-on-year from 4.3
percent in 2024, reflecting both external and domestic constraints.
Poor weather left agricultural output nearly flat. In contrast, con-
struction grew by 10.2 percent, and the information and communi-
cations technology (ICT) sector expanded by 4.2 percent, continu-
ing its partial rebound. Demand-side dynamics were driven by pri-
vate consumption and investments, underpinned by rising wages
and sizable government support. As a result, imports grew faster
than exports, which rose only marginally, given weaker Russian de-
mand and modest gains in Africa, Latin America, Southeast and
Central Asia markets.

The current account deficit reached 2.5 percent of GDP in the first
nine months of 2025, similar to 2024. The shortfallwasdriven by the
trade deficit and increased profit repatriation, deepening the prima-
ry income deficit. Exports rose only marginally, supported by modest
gains in Africa, Latin America, Southeast and Central Asia markets,
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita

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

25 12000
- 10000

8000
15

6000
10

4000
5 2000

-®-,
\_ - ® 0:09.-90-9
0 90000000 0
2009 2011 2013 2015 2017 2019 2021 2023 2025 2027

e+ +®. .. Lower middle-income pov. rate eee®.. Upper middle-income pov. rate
Real GDP pc

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

48 Macro Poverty Outlook / April 2026



while imports expanded more quickly on the back of rising wages
and sizable government support. The deficit was financed mainly
by cash and deposits and foreign direct investment—Ilargely rein-
vested earnings from Russian firms. External debt decreased slight-
ly to 43 percent of GDP by end-October 2025 from 46 percent at
end-2024, while international reserves reached a record US$15.7
billion in January 2026, supported by higher gold prices.

Inflation accelerated in 2025 on the back of high domestic de-
mand and food price increases, despite administrative price con-
trol. The average consumer price index reached 6.7 percent and
food inflation at 9 percent. The Belarusian ruble appreciated mir-
roring the Russian ruble's (RUB) currency cycle, consistent with
its 60 percent RUB basket weight and deep trade links. Mone-
tary policy remained unchanged, with the policy rate remaining
at 9.75 percent since June 25, 2025.

Despite weaker GDP growth in 2025, labor hoarding in state-linked
firms and out-migration, particularly of skilled workers, kept labor
demand robust, holding unemployment near historic lows (around
2.5 percent) and supporting continued real wage gains. As a result,
household purchasing power was maintained despite higher
prices, and poverty continued to edge down, albeit more slowly
given the high inflation.

Since the start of the war in Ukraine, the regular publication of Be-

larus's budget data has largely ceased, makingitincreasingly difficult
toobtainaclearand reliable picture of the country’s public finances.

Qutlook

Belarus is expected to continue its slower growth phase, with
real GDP projected to grow only at 1.1 percent in 2026 and

at 0.7-0.8 percent in 2027 and 2028. Growth will rely heavily
on state-supported construction, while industrial output, specially
manufacturing, will soften as Russian demand moderates. Retail
and services will be supported by tight labor conditions and fiscal
measures, whereas the ICT sector is likely to recover only grad-
ually from its post-2022 decline. Favorable agricultural conditions
would boost growth, but the overall outlook remains constrained
by expected moderate Russian growth, sanctions, higher trade
and logistics costs, and persistent payment bottlenecks. Persis-
tent inflation, profit compression and mounting losses, together
with entrenched structural inefficiencies, including labor and ca-
pacity constraints, are likely to limit the effectiveness of fiscal and
credit stimulus, dampening investment and potential growth.

Net exports are likely to continue to be a drag on growth given
the reliance on the Russian market, sanctions, and logistical fric-
tions. Consequently, the current account deficit is projected to
slightly widen to 2.6 percent of GDP in 2026 and to 2.9-3.1 per-
cent in the medium term.

Inflation is projected to remain elevated over the medium term,
gradually eroding real purchasing power and progressively com-
pressing real wage gains, with average annual inflation projected
to remain above 6 percent through to 2028—even with price con-
trols in place. The continued reliance on price controls and other
administrative measures, although helping to contain headline in-
flation in the short term, risks distorting relative prices, weaken-
ing monetary transmission, and delaying progress toward a more
market-based policy framework.

Given a very tight labor market, real wages are expected to keep
rising despite elevated inflation, allowing the US$8.30 (2021 PPP)
upper-middle-income poverty headcount to decline from 1.55 per-
cent in 2025 to about 1.3 percent by end-2028.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 4.1 4.3 1.3 1.1 0.8 0.7
Private consumption 8.2 12.4 5.1 2.9 1.8 1.6
Government consumption 0.2 0.2 0.5 0.4 1.2 1.1
Gross fixed capital investment 17.2 9.5 12.5 4.0 2.9 2.6
Exports, goods and services 19.0 3.0 -6.3 0.1 1.1 1.2
Imports, goods and services 22.7 6.0 1.5 3.1 3.0 2.9
Real GDP growth, at constant factor prices 3.7 4.4 1.3 1.1 0.8 0.7
Agriculture 0.0 3.4 0.8 1.2 1.5 1.8
Industry 7.0 5.9 -0.9 0.4 0.5 0.6
Services 1.9 34 3.3 1.7 0.9 0.6
Inflation (consumer price index) 5.1 5.7 6.7 6.6 6.5 6.1
Current account balance (% of GDP) -1.5 -2.4 -2.4 -2.7 -2.9 -3.1
Net foreign direct investment inflow (% of GDP) 2.7 2.0 1.6 1.5 1.4 1.4
Fiscal balance (% of GDP) 1.2 1.3 0.5 0.4 0.2 0.1
Revenues (% of GDP) 40.7 40.5 39.5 39.3 38.7 38.1
Debt (% of GDP) 37.4 36.0 37.0 36.7 36.5 37.1
Primary balance (% of GDP) 2.8 2.7 1.8 1.7 1.5 1.4
Lower middle-income poverty rate ($4.20 in 2021 PPP)2 0.1 0.1 0.1 0.1 0.1 0.1
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 2.5 1.7 1.5 1.4 1.3} 1.3
GHG emissions growth (mtCO2e) 1.5 2.0 0.7 1.0 0.7 0.2

Source: World Bank, Fiscal Policy & Growth Department. 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: 2021-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2020) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.
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BOSNIA AND
HERZEGOVINA

GDP growth slowed to 2.1percent in 2025, down from 3.2
percent a year earlier, as momentum in private consump-
tion and investment softened amid elevated inflation and
political uncertainty. Industrial weakness persists. General
elections could keep the fiscal deficit elevated in the near
term, although public debt remains moderate. Growth is
projected to gradually recover toward potential, reaching
3.2 percent by 2028.

Key conditions and challenges

Despite three decades of peace in Bosnia and Herzegovina (BiH),
the path to sustainable growth remains challenging. The country
has rebuilt its infrastructure and maintained macroeconomic sta-
bility despite the highly fragmented political system.

Convergence with the European Union (EU) has been slow: average
yearly real income growth of just 3 percent since 2015 has left BiH's
per capita GDP at only about one-third of the EU average in 2024.
As a result, progress in reducing poverty has been slow, and eco-
nomic vulnerability persists—40 percent of adults reported in 2023
not being able to cover expenses for more than a month if their
main income is lost.

Structural economic weaknesses weigh on long-term growth and
add fiscal pressure. Outmigration and aging are shrinking the
workforce and tax base while raising demand for public services.
Low productivity, skills mismatches, high unemployment (especial-
ly among youth and women), and informality constrain growth
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and revenues. Reliance on coal-based energy, and low carbon pric-
ing, keep production carbon-intensive and increase exposure to
competitiveness losses under the EU's Carbon Border Adjustment
Mechanism (CBAM). Administrative burdens, governance chal-
lenges, and a weak business climate further slow reforms and EU
accession progress.

Recent developments

Real GDP growth slowed to 2.1 percent in 2025 from 3.2 percent
in 2024, as private consumption and investment continued to ex-
pand at a more moderate pace. External demand remains a drag
on growth due to continued import growth relative to exports. On
the production side, services improved but industrial production
maintained its negative trend.

Inflation increased to 4.0 percent in 2025, up from 1.7 percent the
year before, driven by higher prices for food and utility bills, mainly
water, electricity, and gas. Businesses and households faced rising
costs, service sector prices increased after minimum wage hikes,

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rate and real GDP per
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and energy prices went up. More recently, conflict in the Middle
East pushed up global oil prices, feeding through to higher gasoline
prices and adding to inflationary pressures. Nevertheless, wages in
the economy rose by 9 percent in real terms, bolstering the pur-
chasing power of the population. The minimum wage increased by
55 percent in real terms in the Federation of Bosnia and Herze-
govina, which has impacted sectors with higher shares of low-wage
workers, such as hospitality, construction, or food processing.

Despite the growth slowdown, labor market indicators showed an
improvement, albeit uneven. The overall employment rate (Labor
Force Survey) increased to 44.5 percent in Q3 2025 from 43.6 per-
centin Q3 of 2024, notably among those with tertiary education (+2
percentage points (pp)), while falling by 0.5pp among those with
secondary education. The unemployment rate fell by 1pp to 11.2
percent during the same period. Against this background, the PPP
US$8.3/day poverty rate was projected to decline by 0.4pp to 8.1
percent in 2025.

In 2025, higher government spending on wages, social benefits,
and transfers widened the fiscal deficit of 2.0 percent of GDP, up
from 1.8 percent in 2024. Despite this, BiH's public debt remains
modest at approximately 28 percent of GDP.

The current account deficit slightly widened to 3.6 percent of
GDP in 2025, with 80 percent of the external gap financed by
foreign direct investment inflows, mainly into the foreign-owned
banking sector.

With the attention of policy makers on the general elections in
October 2026 and on meeting the legislative requirements to
initiate EU accession negotiations, substantive progress on key
structural reforms in 2026 could prove to be challenging.

Outlook

In the medium term, GDP growth is expected to remain moder-
ate, with a projected rise close to its potential at 3.2 percent by
2028. Inflation is expected to decline to less than 2 percent. The
fiscal deficit is expected to narrow as wage and pension hikes
are embedded into the budget, and additional increases are not
anticipated. The poverty rate is projected to decrease gradually
by 1.7pp during the forecast period. Progress on EU accession
will depend on political reforms following the 2026 elections. Al-
though the Reform Agenda has been adopted, several essential
laws for negotiations remain unresolved, making significant ad-
vancements less likely during the election year. EU funds are
thus expected to have a limited impact on growth. Exports will
face increasing headwinds from CBAM's impact on carbon-in-
tensive sectors (electricity, iron and steel, and aluminum), ex-
acerbated by a lack of energy sector reform. The forecast is
cautiously optimistic, driven mainly by domestic consumption,
while industrial output, exports, and structural reforms lag be-
hind. The forecast includes the impact of the conflict in the
Middle East on the country, which is mainly through inflation
and the current account. It highlights the need for persistent
policy efforts to strengthen economic resilience and accelerate
EU convergence.

However, significant downside risks remain. Persistent geopo-
litical tensions and further market disruptions could reignite
inflation and undermine the fragile recovery in the EU—a key
trading partner. Reduced demand there could further weak-
en BiH's exports. Geopolitical challenges may intensify domes-
tic political divisions, making it even harder to advance crucial
structural reforms.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 3.8 2.6 2.1 2.5 3.0 3.2
Private consumption 3.5 4.4 2.2 2.5 3.1 3.1
Government consumption 2.1 2.8 6.0 3.3 3.6 3.2
Gross fixed capital investment 3.0 8.7 3.6 3.6 2.2 3.1
Exports, goods and services -1.2 -1.6 2.5 0.7 0.5 0.5
Imports, goods and services -1.3 4.7 4.7 2.0 1.1 1.0
Real GDP growth, at constant factor prices 2.0 3.2 2.1 2.5 3.0 3.2
Agriculture -1.8 2.1 0.8 3.4 3.0 3.1
Industry -0.8 -0.8 -3.2 0.8 0.9 1.1
Services 3.6 5.0 4.3 3.0 3.8 3.9
Employment rate (% of working-age population, 15 years+) 44.2 44.0 44.1 44.1 44.2 44.2
Inflation (consumer price index) 6.1 1.7 4.0 4.3 2.2 1.6
Current account balance (% of GDP) -2.1 -3.5 -3.6 -4.1 -4.2 -4.1
Net foreign direct investment inflow (% of GDP) 3.7 3.0 2.9 2.8 3.0 3.0
Fiscal balance (% of GDP) -1.2 -1.8 -2.0 -2.0 -1.6 -0.9
Revenues (% of GDP) 40.7 41.7 43.7 43.3 43.0 43.0
Debt (% of GDP) 25.3 25.5 27.6 28.6 29.1 28.7
Primary balance (% of GDP) -0.4 -0.8 -1.3 -1.1 -0.7 0.1
Upper middle-income poverty rate ($8.30 in 2021 PPP)"? 9.3 8.5 8.1 7.6 7.0 6.5
GHG emissions growth (mtCO2e) 0.0 -2.0 -1.1 -1.0 -0.5 -0.3

Source: World Bank, Fiscal Policy & Growth Department. 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: 2022-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2021) with pass-through = 0.7 (Low (0.7)) based on GDP per capita in constant LCU.
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BULGARIA

OnJanuary 1, 2026, Bulgaria adopted the euro after meeting
all criteria for eurozone membership in early 2025. Thanks
to strong domestic consumption and investment, the econo-
my has remained resilient despite a challenging external en-
vironment. However, the global energy price shock due to
the conflict in the Middle East will push inflation up and stunt
economic growth in 2026. The fiscal position warrants close
monitoring amid ongoing political uncertainty.

Key conditions and challenges

Despite political instability since 2021, Bulgaria remained on course
toward eurozone accession, which culminated in the adoption of
the euro on January 1, 2026. Real incomes have continued to con-
verge to the European Union (EU) average, reaching 66 percent
in purchasing power parity terms by 2024. This narrowing of the
income gap, supported by rapid domestic wage growth, has also
helped reverse long-standing net outmigration.

Nevertheless, Bulgaria continues to underperform across several
institutional and governance metrics. Corruption perceptions re-
main high, the independence of the judiciary and regulatory
bodies is frequently questioned, and media freedom ranks low
in international assessments. These factors lead to broad political
disengagement, reflected in low election turnouts and the vulnera-
bility of electoral results to vote buying and other forms of control.
Institutional weaknesses and political instability have taken
their toll on both public and private investment, which re-
main among the lowest in Central and Eastern Europe (18.8
percent of GDP in 2024). Combined with limited productivity
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growth, this has constrained the economy's potential and left
Bulgaria trailing regional peers on real incomes and broader
prosperity indicators.

Beyond institutional challenges, inclusion remains a major con-
cern. While anchored at-risk-of-poverty rates have declined and
the middle class has expanded substantially, absolute poverty,
child poverty, and inequality remain high compared to EU av-
erages. Income inequality is the highest in the EU, intergenera-
tional mobility is limited and rural disparities are substantial and
continue to widen.

Recent developments

Real GDP growth remained robust at 3.1 percent in 2025, prov-
ing the economy's resilience to external uncertainty and do-
mestic political instability. Despite weak export performance,
domestic demand—particular private consumption and invest-
ment—supported overall growth. Private consumption was fed
by consumer credit and wage growth, with average real wages
increasing by 8.2 percent.

FIGURE 1 / Evolution of macroeconomic indicators
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FIGURE 2 / Actual and projected poverty rate and real GDP per
capita

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

18 14000
16 12000
14

10000
12
10 8000
8 6000
6

4000
4 .'.'-.....
5 2000
0 0

2009 2011 2013 2015 2017 2019 2021 2023 2025 2027

eee®. e ypper middle-income pov. rate Real GDP pc

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

52 Macro Poverty Outlook / April 2026



Mortgage credit expanded rapidly, with quarterly growth rates of
26-29 percent year-over-year since Q2/2024. Together with cash
savings, real income gains and ample bank liquidity, this has under-
pinned the recent real estate boom. Even if the real estate market
is expected to start cooling in 2026, attractive lending rates—sup-
ported by eased minimum deposit requirements after eurozone
accession—will continue to fuel credit growth.

Despite strong domestic demand and credit growth, inflationary
pressures remain contained. Annual inflation averaged 3.5 percent
in 2025 against 2.6 percent in 2024. Fears of a significant accelera-
tion of inflation upon eurozone accession have proven overstated.
Monthly inflation decelerated from 3.5 percent year-on-year in De-
cember 2025 to 2.0 percent in February 2026, as increases in food,
energy and other prices moderated.

The cash-basis fiscal deficit met the government’s target of 3 per-
cent of GDP in 2025, not least thanks to a late-December dis-
bursement of the third EU tranche under the National Recovery
and Resilience Plan of EUR 1.47bn. While the massive increase
in capital spending in 2025—including improved absorption of EU
funds—has been welcomed, the 20 percent expansion of the pub-
lic sector wage bill has increased the rigidity of an already inelastic
fiscal position.

Robust economic performance and real wage gains have sup-
ported poverty reduction from 4.4 percent in 2023 to estimated
4.0 percent in 2025 (against a poverty line of US$8.3 per day).
However, inclusion challenges persist: employment and activity
rates among low-educated workers declined between Q4/2024
and Q3/2025, while education-based gaps in labor market access
widened, limiting the poverty-reducing impact of otherwise favor-
able macroeconomic conditions.

Outlook

Economic growth is expected to slow to 2.6 percent in 2026 due to
the direct and indirect effects of the Middle East conflict. As a net
energy importer, Bulgaria is particularly vulnerable to the project-
ed increase in oil and gas prices. Higher energy costs are expected
to weaken domestic consumption, weigh on net exports and mod-
erate economic activity. Annual average inflation is projected to
reach 5.0 percent in 2026, driven largely by the energy price pass-
through. This would disproportionately affect poorer households,
reducing real incomes and slowing poverty reduction.

Stepped-up absorption of the EU Recovery and Resilience Facility
ahead of its expiry in 2026 will support public investment and bol-
ster budget revenues. Yet, the fiscal outlook for 2026 remains un-
certain and will depend on the budget to be adopted by the new
parliament after snap elections on April 19. In the interim, fiscal
policy is governed by an extended version of the 2025 budget, after
the 2026 budget was withdrawn amid mass protests over planned
tax increases to finance higher spending. While elevated inflation is
likely to prop up revenues, potential fiscal support to offset higher
energy and food prices could push the deficit above the EU's 3 per-
cent ceiling. If temporary, the oil price shock will keep the current
account deficit elevated in 2026, before it shrinks in 2027-28 with
the recovery of exports.

Risks to the outlook are tilted to the downside. Persistent domestic
political instability, weaker growth in the eurozone, or a protracted
Middle East conflict could limit economic growth, underscoring the
need to safeguard social spending. On the upside, eurozone ac-
cession could enhance investment, tourism and foreign trade, and
support jobs and earnings.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 1.7 3.4 3.1 2.6 2.9 3.0
Private consumption 1.1 4.9 8.4 3.7 4.5 5.0
Government consumption 1.1 3.6 7.9 2.9 2.0 1.7
Gross fixed capital investment 10.2 1.5 11.4 4.3 4.5 4.6
Exports, goods and services 0.0 1.8 -2.1 2.8 3.2 3.5
Imports, goods and services -5.5 3.9 5.9 4.6 5.0 5.6
Real GDP growth, at constant factor prices 1.0 2.8 3.1 2.6 2.9 3.0
Agriculture -15.3 7.3 1.8 0.3 0.6 1.0
Industry -3.9 -4.1 -0.5 0.6 0.8 2.0
Services 3.8 4.8 4.2 3.3 3.7 3.4
Employment rate (% of working-age population, 15 years+) 53.2 53.2 53.6 54.0 54.4 54.9
Inflation (consumer price index) 8.6 2.6 3.5 5.0 3.4 2.6
Current account balance (% of GDP) -1.2 -1.4 -3.4 -2.5 -1.7 -1.6
Net foreign direct investment inflow (% of GDP) 3.9 2.1 2.5 1.5 1.7 1.6
Fiscal balance (% of GDP) -3.0 -3.0 -3.0 -3.1 -2.9 -2.6
Revenues (% of GDP) 36.3 35.1 38.1 38.4 37.9 37.5
Debt (% of GDP) 22.9 23.8 27.7 29.2 30.5 29.5
Primary balance (% of GDP) -2.6 -2.5 -2.6 -2.5 -2.3 -2.1
Upper middle-income poverty rate ($8.30 in 2021 PPP)? 4.4 4.3 4.1 3.9 3.8 3.6
GHG emissions growth (mtCO2e) -2.1 -1.9 -1.0 0.0 0.9 0.9

Source: World Bank, Fiscal Policy & Growth Department. 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: 2024-2025. Forecasts are from 2026 to 2028.
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

Croatia’s growth in 2025 slowed to a still solid 3.2 percent. It
was driven by strong private consumption supported by ris-
ing real disposable income, expansionary fiscal policy, and
robust European Union (EU) funds inflow. Due to the conflict
in the Middle East, growth is expected to moderate, while
the anticipated downward trend in inflation will be tem-
porarily reversed in 2026. Fiscal deficit is expected to remain
around 3 percent of GDP.

Key conditions and challenges

Croatia's economic growth has consistently surpassed the EU aver-
age over recent years leading to accelerated income convergence,
with GDP per capita in Purchasing Power Standard (PPS) reach-
ing 78 percent of the EU average in 2025. Nonetheless, Croatia
continues to encounter structural challenges that may impede fur-
ther convergence. Sustained labor market tightness and subdued
productivity growth presents a significant concern. Labor short-
ages, influenced by demographic factors, and the 2024 public sec-
tor wage reform have contributed to pronounced wage growth.
While increased wages have supported private consumption, on-
going modest labor productivity growth has raised unit labor costs,
intensifying concerns about the country's cost competitiveness.

Croatia's general government debt is declining, supported by ro-
bust nominal GDP growth and relatively favorable borrowing costs.
Nevertheless, despite robust tax collection and rise in EU funds in-
flow, increased current expenditures—primarily from wages and
social benefits—have reduced the available fiscal space compared
to previous years. Vulnerabilities in light of the conflict in the Mid-
dle East underscore the importance of rebuilding fiscal buffers and
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improving spending efficiency to address future challenges effec-
tively and maintain progress toward long-term convergence.

Recent developments

Economic activity in 2025 moderated yet remained resilient, with
real GDP growth at 3.2 percent. The expansion was underpinned
by domestic demand, characterized by robust private consumption
supported by rising disposable income and expansionary fiscal pol-
icy. Investment maintained momentum, growing over 6 percent,
driven partly by EU-funded projects. Conversely, net exports con-
tinued to weigh on overall growth. While goods exports growth re-
mained robust and imports of goods decelerated significantly, ex-
ports of tourism services declined for the second consecutive year
largely due to worsened price competitiveness. Such trends had
significant repercussions for the current account deficit, which is
estimated to have reached 3.6 percent of GDP in 2025.

Consumer price inflation accelerated in 2025 in comparison to
the previous year, mainly due to higher food prices and admin-
istered costs, driven by the gradual elimination of government
subsidies for energy expenditures. Inflation continued to increase

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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at the beginning of 2026 and the conflict in the Middle East is
putting pressure on energy prices. Though subsidy reductions
benefited public finances, increased spending on wages and so-
cial benefits led to a substantial rise in the general government
deficit, estimated at 2.9 percent of GDP in 2025. Nonetheless, ro-
bust nominal GDP growth contributed to a further reduction in
public debt, bringing it below 57 percent of GDP.

The international poverty rate declined only modestly, but at-risk-
of-poverty rate fell from 20.3 percent in 2024 to 19.5 percent in
2025, as income gains seem to have disproportionately benefited
lower-income groups.

Qutlook

While the conflict in the Middle East has created a global energy
shock that will have a profound effect on consumer prices in Croa-
tia, economic activity is expected to remain relatively resilient. Due
to lower domestic cost pressures from the labor market and weak-
er demand, inflation was expected to decelerate significantly in
2026. However, because of higher oil and gas prices and their pass-
through along the value chain, inflation is now projected to in-
crease from 4.4 percent in 2025 to 4.8 percent in 2026 and remain
marginally above the European Central Bank (ECB) target by end
2028. Economic growth is expected to stay robust and well above
the EU average, albeit slowing to 2.6 percent in 2026 and 2.5 per-
cent by 2028, reflecting weaker domestic demand only partially off-
set by a slight recovery in foreign demand. Investment is expected

to slow the most, reflecting the completion of EU Recovery and Re-
silience Facility projects and weaker private investment amid global
uncertainty. Household consumption is likely to remain stable but
face pressure from a less tight labor market, slower wage growth,
and rising inflation. Although external demand may recover slowly
due to the ongoing Middle East conflict, exports of services could
see some gains as tourism shifts to safer locations like Croatia. Im-
ports will moderate alongside subdued domestic demand, but net
exports will remain a drag on overall growth until 2027 and be-
come neutral in 2028.

The expansionary fiscal stance will end in 2026 with general gov-
ernment deficits around 3 percent of GDP until 2028. The effects
of the Middle East conflict on prices will have some effect on gov-
ernment expenditures, but higher prices will also boost revenues,
leaving the net budgetary impact broadly neutral. The support
package to mitigate the increase of prices due to the global shock
is not expected to increase expenditures much, as this will mostly
be covered by reallocations within the budget. Further reductions
in general government debt will be modest, and debt is projected
to stabilize around 55 percent of GDP.

The outlook faces downside risks stemming from longer and
stronger adverse effects of the Middle East conflict on external de-
mand and possible tightening of monetary policy by the ECB.

While inflation is expected to increase in 2026, the fiscal support
package is likely to prevent more prominent increases in poverty
and inequality.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 3.8 3.8 3.2 2.6 2.5 2.5
Private consumption 33 6.0 2.5 2.6 2.2 2.0
Government consumption 6.6 7.3 4.2 3.5 1.7 2.3
Gross fixed capital investment 22.7 5.3 6.1 4.4 3.8 2.9
Exports, goods and services -1.4 1.6 0.9 1.1 2.0 2.4
Imports, goods and services -4.2 8.4 2.8 2.4 2.2 2.0
Real GDP growth, at constant factor prices 4.0 3.2 2.8 2.6 2.4 2.5
Agriculture -0.1 -0.7 -1.1 0.5 0.7 0.7
Industry 3.1 2.1 4.3 2.2 1.7 1.7
Services 4.5 3.8 2.5 2.8 2.7 2.8
Employment rate (% of working-age population, 15 years+) 49.5 51.2 51.9 52.4 52.7 53.1
Inflation (consumer price index) 8.4 4.0 4.4 4.8 2.8 2.2
Current account balance (% of GDP) 0.1 -2.2 -3.6 -4.8 -4.4 -4.1
Net foreign direct investment inflow (% of GDP) 2.4 1.9 -2.9 -2.8 -2.8 -2.8
Fiscal balance (% of GDP) -0.8 -1.9 -2.9 -3.0 -2.8 -2.8
Revenues (% of GDP) 45.5 46.1 47.1 46.7 46.0 45.5
Debt (% of GDP) 60.9 57.4 56.4 55.2 55.1 55.0
Primary balance (% of GDP) 0.5 -0.9 -1.8 -2.1 -1.9 -2.0
International poverty rate ($3.00 in 2021 PPP)"/2 0.3 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 0.5 0.5 0.5 0.5
Upper middle-income poverty rate ($8.30 in 2021 PPP)"/2 2.0 2.0 1.9 1.8 1.7 1.6
GHG emissions growth (mtCO2e) -1.5 1.3 1.5 0.6 0.2 0.1

Source: World Bank, Fiscal Policy & Growth Department. 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: 2024-2025. Forecasts are from 2026 to 2028.
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 remained strong at 7.5 percent in 2025, supported
by private consumption. Poverty continued to decline,
supported by rising real wages and household incomes,
though unemployment remains structurally high. Growth
is expected to ease towards 5 percent in 2026 and over
the medium term. Domestic political uncertainty and
heightened geopolitical risks could further weaken the
reform momentum.

Key conditions and challenges

Georgia has achieved strong economic growth and poverty re-
duction over the past decade, supported by structural reforms,
openness to trade, and expanding services exports. Prudent
macroeconomic management and stable macro-fiscal policies
have underpinned resilience.

Nonetheless, structural constraints persist. High-quality
job creation is limited, and skills mismatches continue to
weigh on labor market outcomes. Employment remains con-
centrated in low-productivity agriculture, self-employment,
and informal activities, constraining income convergence and
inclusive growth.

Reform momentum has moderated amid episodes of civil
unrest and the suspension of European Union (EU) accession
negotiations until 2028. Nonetheless, the successful refinanc-
ing of a US$500 million government Eurobond in January
2026 reflects investor confidence in Georgia's economy—sup-
ported by strong growth, a low deficit, a stable lari, and cau-
tious monetary policy.
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Recent developments

Economic activity remained robust in 2025, with real GDP growth
estimated at 7.5 percent, moderating from 9.7 percent in 2024.
With the exception of agriculture, growth was broad-based, sup-
ported by education, information and communications technology
(ICT), transport and storage, and accommodation and catering.
Private consumption led growth on the demand side, supported
by rising real wages (up 11.5 percent, yoy) and strong real credit
growth (up 10.1 percent, yoy) in 2025.

Real wages and household incomes continued to grow in 2025,
contributing to poverty reduction, with the share of the population
living below the upper-middle-income poverty line (US$8.3 2021
PPP per day) estimated at 42.2 percent in 2025, down from 45.6
percent in 2024. However, unemployment remained high at 13.9
percent in 2025, especially among youth. Household consumption
growth has been supported by income gains, stronger remittances,
and expanding credit rather than broad employment expansion.

Annual inflation rose to 4.6 percent in February 2026, up from 2.4
percent a year earlier, driven primarily by food and utility 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
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Core inflation remained moderate at 2.7 percent. The National
Bank of Georgia has maintained a cautious stance, keeping the pol-
icy rate unchanged at 8 percent since May 2024.

The current account deficit narrowed to 2.1 percent of GDP over
the first three quarters of 2025, compared to 4.4 percent a year
earlier, supported by resilient remittances (up 8.5 percent, yoy) and
tourism proceeds (up 7 percent, yoy). However, the trade deficit
deteriorated by 8.8 percent in 2025 as strong goods exports (up
11.2 percent in US$ terms) were more than offset by robust im-
ports growth (up 9.7 percent).

In2025, generalgovernmentrevenuesgrewby6.5percentinrealterms
and outpaced expenditure growth of 2.5 percent, mostly due toan 18
percent decline in public investment compared to 2024, reflecting im-
plementation delays. The fiscal deficit (excluding privatization pro-
ceeds)stoodat 1.7 percentof GDP,downfrom 2.9 percentin 2024. Gov-
ernmentdebtremainedstableat31.8 percentatend-January2026.

Qutlook

Economic growth is expected to moderate to 5.0 percent in 2026,
reflecting weaker external conditions and softer domestic demand.
The baseline assumes a temporary disruption to global energy sup-
ply, driving up prices by 36 percent on average for Brent oil in 2026
though uncertainty around these assumptions remains high. The
conflict in the Middle East is expected to weigh on growth by rais-
ing energy and transport costs, disrupting trade routes, and weak-
ening demand from partners. Growth is also expected to moderate
as real wage growth and credit expansion ease. Nonetheless, ser-
vices exports, particularly tourism, transport, and ICT, are expected
to remain strong. In the medium term, growth is expected to pick

up slightly before stabilizing at 5 percent as consumption growth
moderates, slowing poverty reduction.

Inflation is forecast to edge up in the near term due to higher glob-
al energy prices and transport costs associated with the conflict in
the Middle East, before gradually converging to the 3-percent tar-
get by mid-2028, with monetary policy remaining prudent.

The current account deficit is projected to widen and average 4.6
percent in the medium term, partly driven by higher import prices,
especially for energy, and further deterioration in the trade bal-
ance. Continued strength in remittances, particularly from the
United States and the EU, combined with robust tourism and ser-
vice exports, is expected to offset part of the pressure. Internation-
al reserves are projected to remain around four months of imports.

The fiscal position is expected to remain strong, with the deficit
staying below the 3 percent fiscal rule target. With no major policy
changes planned, revenues are projected to grow by about 6 per-
cent in nominal terms in 2026, resulting in a decline as a share of
GDP, while capital spending growth is expected to remain below
the 10-year average. Government debt is projected to remain sta-
ble at around 30 percent of GDP in the medium term.

Downside risks stem from domestic political polarization and slow
progress with structural reforms. The medium-term impact of the
conflict in the Middle East will depend on its duration and intensity,
as aprolonged conflict could pose broader risks to inflation, external
balances,and growth.On the upside, a durable Armenia-Azerbaijan
peace agreement could strengthen connectivity, trade, foreign di-
rect investment, and tourism. The announced multi-billion-dollar
UAE investment initiative could boost growth and jobs, while possi-
ble migration from the Middle East may support domestic demand.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 7.8 9.7 7.5 5.0 5.5 5.0
Private consumption 4.7 9.5 8.2 5.2 5.3 4.8
Government consumption 7.5 17.1 12.0 13.8 6.9 5.0
Gross fixed capital investment 29.4 14.4 -1.2 3.4 6.5 4.6
Exports, goods and services 9.5 5.5 5.5 5.5 5.5 6.0
Imports, goods and services 10.0 9.2 4.1 7.2 6.0 5.5
Real GDP growth, at constant factor prices 8.4 9.7 7.5 5.0 5.5 5.0
Agriculture -3.4 13.5 -5.7 3.0 3.0 3.0
Industry 4.3 4.5 1.5 5.0 5.0 5.0
Services 10.9 10.9 10.4 5.2 5.8 5.2
Employment rate (% of working-age population, 15 years+) 44.5 47.1 46.9 47.0 48.0 48.8
Inflation (consumer price index) 2.5 1.1 3.9 5.0 3.8 3.0
Current account balance (% of GDP) -5.6 -5.3 -2.8 -4.7 -4.6 -4.5
Net foreign direct investment inflow (% of GDP) 5.2 3.3 3.7 3.0 3.5 4.0
Fiscal balance (% of GDP) -2.8 -2.9 -1.7 -2.8 -2.8 -2.4
Revenues (% of GDP) 27.4 27.7 27.2 25.8 25.5 25.4
Debt (% of GDP) 38.8 35.6 34.1 32.7 31.9 29.5
Primary balance (% of GDP) -1.3 -1.3 -0.2 -1.2 -1.1 -0.9
International poverty rate ($3.00 in 2021 PPP)"2 5.8 4.2 3.5 3.0 2.6 2.3
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 14.0 11.0 9.4 8.5 7.6 6.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 49.1 45.6 42.2 40.1 37.9 36.0
GHG emissions growth (mtCO2e) -3.6 -1.0 -0.8 -0.5 1.0 1.0

Source: World Bank, Fiscal Policy & Growth Department. 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-HIS and 2024-HIS. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.
2/ Projection using annualized elasticity (2021-2024) with pass-through = 0.87 based on GDP per capita in constant LCU.
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KAZAKHSTAN

Economic growth reached 6.5 percent in 2025 and is pro-
jected to moderate to 4.6 percent in 2026, reflecting the
stabilization of oil output and softer domestic demand. In-
flation is expected to slightly ease but remain above the
target, and the poverty rate is projected to decline to 9.2
percent in 2026. Downside risks to the outlook include
volatile global oil prices, potential disruptions to exports,
and more persistent inflation.

Key conditions and challenges

In 2023, Kazakhstan has set an ambitious target of doubling the
size of its economy by 2030. However, the economy is characterized
by low and stagnant productivity, largely the result of the substantive
role of the state, and extensive reliance on extractive industries.

Unlocking stronger growth requires boosting productivity
through reforms to foster competition, reduce the state's foot-
print, and level the playing field, which are the goals outlined in
the Government's “Liberalization Decree” of May 2024.

In parallel, upgrading infrastructure, improving human capital,
and advancing the decarbonization agenda will be critical to en-
hance firms competitiveness and attract private financing, which
are necessary to foster economic diversification.

Recent developments

After expanding by 5.0 percent in 2024, the economy record-
ed robust growth of 6.5 percent in 2025, driven primarily by
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strong domestic demand and a one-off increase in oil out-
put. On the demand side, retail trade, a key proxy for pri-
vate consumption, maintained solid growth at 7.5 percent,
and was largely sustained by household borrowing. On the
production side, the mining sector emerged as the main en-
gine of growth, driven by a 13.5 percent increase in oil pro-
duction in 2025 following the expansion of the Tengiz oil-
field. Strong domestic demand also supported growth in manu-
facturing and services, which expanded by 6.4 percent and 5.5
percent, respectively.

Unemployment remained at 4.6 percent through Q4 2025, match-
ing 2024 levels. While formal employment grew 1.0 percent y-o0-y in
Q4 supported by continued economic growth, real wages fell 2 per-
cent y-o-y in Q3 due to inflation.

Inflation accelerated to 12.3 percent y-o-y in December 2025 (8.6
percent in 2024), driven by higher import costs, increased qua-
si-fiscal operations, as well as increases in utility tariffs. With the
economy estimated to be operating above its potential, robust
domestic demand also fueled price pressure. In response, the
National Bank of Kazakhstan (NBK) hiked the policy rate to 18
percent by December 2025.

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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The current account deficit is estimated to have widened to 3.9 per-
cent of GDP in 2025 (from 2.7 percent in 2024), reflecting a weak-
er trade balance and continued repatriation of foreign direct in-
vestment-linked profits. The NBK's gross foreign exchange reserves
rose to US$65.4 billion, thanks to higher global gold prices, bringing
the coverage to nine months of imports. The tenge's real effective
exchange rate depreciated by 0.8 percent by end-2025.

In 2025, consolidated budget expenditures decreased by 0.6 per-
centage points to 21.9 percent of GDP. Revenue collection also fell,
though by less than expenditures, reflecting lower oil prices. As a
result, the fiscal deficit improved slightly to an estimated 3.2 per-
cent of GDP in 2025 (3.3 percent in 2024). Government debt edged
up to 24.8 percent of GDP.

Consumer lending remained a primary driver of credit growth in
2025, expanding by 6.7 percent in real terms (+14.1 percent in
2024) and accounting for nearly two-thirds of total growth. The
banking sector maintained strong profitability, posting a return on
assets of 28.4 percent in 2025. Asset quality remained stable, with
non-performing loans at 3.6 percent of the total credit portfolio.

Qutlook

The projections assume a temporary disruption to global energy
supply, driving up prices in 2026 by 36 percent on average for Brent
oil, by 67 percent on average for natural gas, and by 20 percent on
average for fertilizer, and are subject to considerable uncertainty.
Under the baseline, the economy is projected to grow by 4.6 per-
cent in 2026—as oil production stabilizes—and gradually converge
towards its potential rate of around 3.5 percent by 2028. Although

the pace of consumer loan growth is abating, household consump-
tion is expected to remain resilient, supported by a recovery in real
wages and continued targeted social transfers. Public investment
is anticipated to be sustained by state-owned enterprises, while ex-
ports are projected to ease.

Inflation is projected to subside only gradually through 2028 as
growth slows and the positive output gap diminishes, but still re-
main above the NBK's 5 percent target. Continued quasi-fiscal in-
terventions alongside import price pressures, however, could sus-
tain inflationary pressures over the medium term.

Higher oil prices are projected to significantly improve Kaza-
khstan's trade surplus and narrow the current account deficit to
0.4 percent of GDP in 2026. The fiscal deficit is set to shrink too to
1.3 percent of GDP, before stabilizing at an average of 2.8 percent
in 2027-28, consistent with the government'’s the 2026-2028 bud-
get spending plans. Yet, persistent quasi-fiscal activities continue to
complicate a comprehensive assessment of the medium-term fis-
cal position. Public debt, while still moderate, is projected to grad-
ually rise to about 29.1 percent of GDP by 2028.

The poverty rate is projected to fall to 8.1 percent by 2027 (at the
US$8.3/day poverty line), though elevated inflation and rising debt
among low-income households pose risks to further reductions.

The outlook is subject to both external and domestic risks. If
energy prices remain elevated beyond 2026, it could provide
a boost to export revenues and fiscal balances. At the same
time, inflation could prove more persistent driven by rising global
food prices and expanding quasi-fiscal operations. Such dynamics
would risk eroding real incomes.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 5.1 5.0 6.5 4.6 3.9 3.5
Private consumption 4.6 5.7 6.0 5.7 5.2 4.9
Government consumption 10.3 1.0 4.0 1.2 1.1 0.7
Gross fixed capital investment 20.7 6.5 6.9 6.5 6.2 5.7
Exports, goods and services 1.9 0.3 8.6 2.0 3.2 -0.9
Imports, goods and services 14.7 2.1 7.5 5.2 4.5 3.8
Real GDP growth, at constant factor prices 49 5.2 6.6 4.6 3.9 3.5
Agriculture -7.4 13.7 4.4 4.4 3.0 3.0
Industry 5.7 5.6 8.4 4.7 4.3 3.1
Services 5.6 4.2 5.5 4.5 3.6 3.8
Employment rate (% of working-age population, 15 years+) 67.9 67.3 67.3 67.3 67.3 67.3
Inflation (consumer price index) 9.8 8.6 11.0 10.0 8.5 7.0
Current account balance (% of GDP) -3.6 -2.7 -3.9 -0.4 =310 -3.1
Net foreign direct investment inflow (% of GDP) -1.1 -1.3 -0.2 -1.0 -1.1 -1.1
Fiscal balance (% of GDP) -1.4 -3.3 -3.2 -1.3 -2.8 -2.8
Revenues (% of GDP) 21.8 19.2 18.7 20.0 18.5 18.5
Debt (% of GDP) 23.0 24.4 24.8 24.3 27.2 29.1
Primary balance (% of GDP) -0.5 -2.4 -2.2 -0.6 -2.1 -2.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)"? 13.0 13.8 10.8 9.2 8.1 74
GHG emissions growth (mtCO2e) -2.3 0.7 4.4 3.2 2.8 1.3

Source: World Bank, Fiscal Policy & Growth Department. 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: 2022-2025. Forecasts are from 2026 to 2028.
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

Although growth decelerated in 2025, the economy showed
resilience amid heightened uncertainty. Intensifying price
pressures weighed on activity, while a widening merchandise
trade gap further strained the current account. The outlook
is subject to downside risk, including uncertainty stemming
from the impact of the Middle East conflict. Prudent fiscal
management is key to maintain strong fiscal buffers and
prioritize growth-enhancing spending.

Key conditions and challenges

Kosovo, an economy in transition, has made significant improve-
ments in socio-economic development allowing its transition to mid-
dle-income status in 2008. Over the past decade, it moved away from
agrowth model with high dependence onforeign aid toward a model
characterized by rising consumption, sustained investment in infra-
structure, and deeper financial intermediation. In 2025, growth re-
mained resilient despite elevated domestic uncertainty. Although
higher inflation tempered the pace of poverty reduction, the
US$8.30 (2021 PPP) headcount kept edging down, aided by wage
growth and labor market formalization amid tightening conditions.

Macroeconomic stability rests on a prudent, rule-based fiscal
framework and improving revenue performance. However, faster
convergence with the European Union (EU) will require stronger
revenue mobilization, more effective public financial management,
and expanded resources to meet substantial investment needs in
energy, infrastructure and human capital.

Persistent structural labor market constraints limit the breadth and
durability of welfare gains. Expanding childcare to raise female

Population' Poverty’
million millions living on less than $8.30/day
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2022 (2021 PPPs). 3/ 2023.
4/ 2025. 5/ 2025. 6/ 2025.

participation and strengthening education and training, special-
ly for lower educated workers, could support better quality jobs
and reduce persistent disparities across regions and households
with children.

Energy vulnerabilities linked to aging lignite-based generation un-
derscore the need to accelerate the shift to renewables and en-
hance energy efficiency. Investments in core infrastructure would
improve water security, digitalization, and connectivity. Conver-
gence to the EU will require an acceleration in reform implementa-
tion to strengthen trade integration, attract productive foreign di-
rect investment (FDI) and improve governance.

Recent developments

After a 3-year period of above 4 percent average growth, Kosovo's
economy slowed to 3.6 percent in 2025, as private consumption
softened and imports picked up, while investment activity strength-
ens gradually. Higher wages and transfers, alongside robust credit
growth, supported private consumption and poverty reduction. By
end-2025, the contribution of trade to growth remained negative.
Goods exports remained weak amid subdued external demand,

FIGURE 1 / Spending composition, shares to total
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FIGURE 2 / Actual and projected poverty rate and real GDP per
capita
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while services exports growth, dominated by travel, informa-
tion and communication technology, and other business services,
helped offset the impact of rising imports to a degree. Remittances
and FDI inflows continued to provide support covering more than
half of the current account deficit. Rising energy and food prices
contributed to higher inflation in 2025, continuing in 2026 as recent
global developments worsen the outlook, with potential dispropor-
tionate negative impacts on the poor and vulnerable.

The consumer price index reached 5.3 percent by December 2025,
bringing annual inflation to 3.9 percent. In addition to higher food
and energy prices, domestic inflationary pressures have also been
picking up, as reflected in the Producer Price Index for the first
three quarters of 2025 reaching 8.5 percent. Data from administra-
tive sources on wages for 2025 indicates that inflation has been
exerting a drag on household incomes. The fiscal outturn dur-
ing 2025 reflected an increase in spending, matched by sustained
revenue mobilization. Preliminary data for 2025 indicate that the
fiscal position continues to be supported by strong tax revenue
growth (8.5 percent in 2025 in nominal terms), driven by con-
sumption, and continued formalization. At the same time, expen-
diture increased by 9.8 percent, driven by spending on wages,
pensions and social transfers. The financial sector remains sta-
ble amid continued financial deepening, although recent trends
in credit growth call for stronger oversight and risk monitoring.

Qutlook

The medium-term outlook is expected to firm only modestly in
2026 due to a combination of domestic and external factors and

converge close to its potential at 3.8 percent for the period. Price
increases in energy and food following the conflict in the Middle
East are expected to exacerbate an already difficult external de-
mand sector, and the current account deficit is expected to hover
above 9 percent on average, reflecting more expensive imports
alongside a gradual rebound in exports. In addition, higher energy
prices, domestic pressures, and an expansionary fiscal policy dur-
ing a period of near-potential growth are likely to be fueling infla-
tion. As a result, growth is projected to be driven by domestic de-
mand, particularly consumption, as investment will be subject to
costlier goods imports.

Higher wages and elevated public and private transfers are
expected to support private consumption and further reduce
poverty, even as inflationary pressures are likely to persist
throughout the period. The upward risk on poverty from a pos-
sible increase in food prices is significant, as food represents
64 percent of total consumption for the bottom decile. The
2026 Budget foresees an increase in existing transfer schemes,
pensions and child benefits, as well as structural changes to
wage policy. While the fiscal deficit is budgeted within the legal-
ly binding rule of 2 percent of GDP, policy adjustments are
warranted to contain current spending growth and reorient ex-
penditures toward high-quality public investment and stronger
fiscal risk management.

This reprioritization would help accelerate implementation of the
EU Growth Plan, address longstanding development constraints,
and lift growth beyond current trends. Structurally high poverty
rates necessitate a policy agenda that reforms social assistance
and focuses on participation, skills, and firm dynamism.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 4.1 4.6 3.6 3.7 3.9 4.0
Private consumption 3.1 5.5 4.1 4.2 4.3 4.2
Government consumption 5.9 1.3 4.0 3.3 2.8 2.5
Gross fixed capital investment 4.5 7.0 7.6 3.3 4.3 5.0
Exports, goods and services 7.2 9.4 7.9 6.1 7.1 7.2
Imports, goods and services 4.7 8.7 8.7 5.2 6.0 6.2
Real GDP growth, at constant factor prices 3.6 2.9 3.6 3.7 3.9 4.0
Agriculture -3.0 5.2 3.5 1.5 1.6 1.6
Industry 33 2.6 1.8 3.1 3.2 3.2
Services 4.8 2.7 4.6 4.4 4.6 4.7
Inflation (consumer price index) 4.9 1.6 3.9 4.0 3.1 2.2
Current account balance (% of GDP) -7.2 -8.4 -9.6 -9.8 -9.6 -8.8
Net foreign direct investment inflow (% of GDP) 6.7 5.5 5.8 5.6 5.7 5.7
Fiscal balance (% of GDP) -0.3 -0.2 -0.7 -1.5 -1.2 -1.4
Revenues (% of GDP) 29.3 29.7 29.6 29.1 29.1 28.7
Debt (% of GDP) 17.2 16.8 16.9 17.5 17.7 17.0
Primary balance (% of GDP) 0.1 0.1 -0.4 -1.1 -0.8 -1.1
International poverty rate ($3.00 in 2021 PPP)/? 9.6 9.3 9.0 9.0 8.3 7.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)%?> 14.4 14.1 13.3 12.3 12.3 11.6
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 37.2 36.6 33.7 31.9 30.3 29.9

Source: World Bank, Fiscal Policy & Growth Department. 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-SILC-C. Actual data: 2022. Nowcast: 2023-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2022) with pass-through = 0.7 (Low (0.7)) based on GDP per capita in constant LCU.

Macro Poverty Outlook / April 2026 61



KYRGYZ REPUBLIC

Economic growth remained strong in 2025, reaching 11.1
percent, supported by robust private consumption and in-
vestment. Rapid growth continued to generate price pres-
sures, with average inflation rising to 8.2 percent. The fiscal
balance remained in surplus, underpinned by buoyant rev-
enues. Over the medium term, growth is expected to mod-
erate, inflation to accelerate and the fiscal position to shift
into deficit.

Key conditions and challenges

Despite impressive growth performance over the past four
years, the Kyrgyz Republic remains one of the most econom-
ically vulnerable countries in the Europe and Central Asia
region. Growth and the current account balance continue to
rely on gold exports and remittances. Productivity and job
creation are constrained by the weak business environment,
the privileged role of state-owned enterprises, and high tax
compliance costs.

The government has been expanding the state presence in
the economy by creating new state-owned enterprises. At the
same time, it is addressing infrastructure gaps by investing in
large projects such as the Kambarata-1hydropower plant and the
Uzbekistan-Kyrgyzstan-China railway.

Since Russia’s invasion of Ukraine, the country has benefitted
from increased transit trade of goods (re-exports) from third
countries to Russia, especially from China. This stimulated
economic activity, contributing to growth, and generated tax
revenues from imports.
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2024. 5/ 2025. 6/ 2025.

Recent developments

The economy continued its strong performance, despite the nor-
malization of re-export trade which helped boost economic activity
since 2022. Real GDP expanded by 11.1 percent in 2025, driven
by private consumption and investment, which increased by 17.4
percent and 15.9 percent, respectively, in real terms. These gains
were underpinned by real wage growth and credit expansion. On
the production side, GDP growth was supported by growth in ser-
vices (16.4 percent, in real terms)—Ilargely driven by wholesale and
retail distribution as well as construction—and by industry (10.7
percent). The economy continues to operate above its potential,
contributing to persistent inflationary pressures. The poverty rate
(US$4.2/day, 2021 PPP) is estimated to have fallen from 12.5 per-
cent in 2024 to 9.1 percent in 2025, supported by strong growth.

Average inflation rose to 8.2 percent in 2025, up from 5 percent
in 2024, driven primarily by higher food prices and adjustments to
electricity and heating tariffs. As inflation exceeded the 5-7 percent
target range, the Central Bank raised the policy rate by 25 basis
points in July, 75 basis points in October, and 100 basis points in
November 2025, bringing it to 11 percent.

FIGURE 1/ Headline, food and fuel inflation
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FIGURE 2 / GDP growth and poverty rate
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The current account deficit narrowed to 29.6 percent of GDP in
the first 9 months of 2025, from 37.7 percent in the same pe-
riod of 2024. The deficit remains elevated due to under-report-
ing of re-exports, which continue to be captured under “Errors
and Omissions”, and are estimated at 27.4 percent of GDP. Re-
mittances increased by 17.9 percent (in US$) during the first 9
months of 2025 relative to the same period in 2024, reaching
19.9 percent of GDP.

In 2025, the fiscal surplus was 2.6 percent of GDP, up from 2
percent in 2024. Revenues increased by 4.9 percentage points
(pp) to 39.4 percent of GDP, driven by a large Central Bank's
profits transfer. Expenditures grew by 4.3 pp to 36.8 percent of
GDP, reflecting higher spending on goods and services, which
includes transfers to the Stabilization Fund, and capital outlays.
Public debt rose to 39.5 percent of GDP at end-December 2025,
from 36.1 percent a year earlier, following the government’s Eu-
robond issuance of US$700 million in June 2025.

Qutlook

GDP growth is expected to moderate to 6.1 percent in 2026, reflect-
ing a slowdown in private consumption and investment from a high
base as well as the impact of the conflict in the Middle East. The
projections assume a temporary disruption to global energy sup-
ply, driving up prices in 2026 by 36 percent on average for Brent oil,
by 67 percent for natural gas, and by 20 percent for fertilizer. How-
ever, the impact in the Kyrgyz Republic will be moderated as it im-
ports oil and gas from Russia under bilateral agreements. Growth
is projected to ease further in 2027 due to a decline in gold produc-
tion, before picking up in 2028 as gold output recovers and con-
struction of the infrastructure megaprojects begins.

Average inflation is projected to reach 11.7 percent in 2026,
amidst an overheated economy and higher imported energy
prices. It is expected to ease in the medium term as the effect
of monetary policy tightening gradually materializes. The current
account deficit is projected at 7.7 percent of GDP in 2026 and is
expected to narrow to 7 percent in 2028 reflecting moderation of
re-export trade, an increase in gold exports and growth in ser-
vices exports. The fiscal balance is projected to shift to a deficit
of 3.5 percent in 2026, as tax revenues are expected to decline
in line with slower economic activity and a reduction in Central
Bank's profit transfer. Expenditures are projected to rise, reflect-
ing the planned wage increase in 2026. Over the medium term,
the fiscal deficit is projected to narrow to 3.2 percent of GDP, dri-
ven primarily by lower current spending. Public debt is projected
to increase to 43.7 percent of GDP by 2028.

Poverty is projected to decline, albeit at a slower pace, to 7.9
percent in 2026 and 6.9 percent in 2027, supported by econom-
ic growth, social protection programs, and pensions. However,
GDP growth structure and rising inflationary pressures may lim-
it gains, highlighting the need to create more jobs to sustain
poverty reduction.

Downside risks to this outlook arise from the impact of geopolitical
developments on the economies of Russia and China, which could
lead to lower trade and remittances, and to higher prices for fuel
and food. The risks include further tightening of international sanc-
tions against Russia and possible secondary sanctions against Kyr-
gyz companies and banks. Risks also arise from the conflict in the
Middle East, particularly if energy and fertilizer prices remain ele-
vated beyond 2026, and feed into higher domestic prices for fuel
and food. On the positive side, if the conflict ends rapidly, prices
will be below the current forecasts.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 9.0 11.5 11.1 6.1 5.8 6.2
Private consumption 18.6 13.6 17.4 6.1 5.8 6.0
Government consumption 0.2 1.3 3.8 2.3 1.5 1.0
Gross fixed capital investment 30.6 15.5 16.0 11.8 13.3 14.9
Exports, goods and services -3.0 22.9 -16.4 7.2 8.0 9.3
Imports, goods and services 37.6 -0.6 -4.3 12.2 13.1 13.9
Real GDP growth, at constant factor prices 7.9 11.9 11.1 6.1 5.8 6.2
Agriculture 0.6 6.2 2.2 2.5 2.0 2.0
Industry 4.8 9.3 10.7 7.5 7.9 10.3
Services 14.4 16.5 16.4 7.4 6.9 6.7
Employment rate (% of working-age population, 15 years+) 62.8 63.3 63.4 63.5 63.5 63.6
Inflation (consumer price index) 10.8 5.0 8.2 11.7 11.4 9.4
Current account balance (% of GDP) -44.9 -23.2 -25.1 -7.7 -7.4 -7.0
Net foreign direct investment inflow (% of GDP) 1.0 3.2 3.0 2.6 3.0 3.4
Fiscal balance (% of GDP) 1.6 2.0 2.6 -3.5 -3.0 -3.2
Revenues (% of GDP) 345 34.5 39.4 33.9 325 31.8
Debt (% of GDP) 42.0 36.1 39.5 42.5 43.0 43.7
Primary balance (% of GDP) 2.7 3.0 3.9 -2.1 -1.4 -1.7
International poverty rate ($3.00 in 2021 PPP)"2 2.7 2.2 1.2 1.0 0.8 0.6
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 16.4 12.5 9.1 7.9 6.9 5.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 72.1 65.2 60.0 57.6 55.6 53.2
GHG emissions growth (mtCO2e) 1.7 4.1 4.3 1.5 1.4 1.8

Source: World Bank, Fiscal Policy & Growth Department. 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 2024-KIHS. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.
2/ Projection using point-to-point elasticity (2017-2022) with pass-through = 0.5 based on GDP per capita in constant LCU.
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MOLDOVA

Moldova’s economy recovered in 2025 but the impacts of
the conflict in the Middle East is expected to slow down
growth in 2026. Fiscal and external deficits remain elevated,
with inflation likely to rise again. Timely implementation of
reforms and the investment plan have the potential to
strengthen growth and generate jobs. Medium-term growth
depends on resilience to geopolitical and energy shocks, and
progress with European Union (EU) accession.

Key conditions and challenges

As the spillovers from the Middle East conflict unfold, repeat-
ed shocks in recent years have strained both household and
public finances. Structural constraints remain pronounced,
including weak domestic competition and market institu-
tions, infrastructure deficits, and labor and skills shortages.
Poverty, especially in rural areas, remains elevated, reflect-
ing also the unequal distributional impacts of recent shocks.
An aging population and outmigration further reduce labor
supply and constrain job creation. Fiscal deficit remains el-
evated, underscoring the need to boost domestic revenues,
improve efficiency of social spending, and strengthen man-
agement of public investments. Despite price pressures fol-
lowing the energy crisis in early 2025, monetary policy has
maintained stability with inflation slowly declining since late
2025. Moldova’ energy-intensive economy and reliance on im-
ported energy makes it vulnerable to global energy and fertil-
izer price shocks. Looking ahead, steady progress on structural
reforms including those tied to EU accession and associated
investments of around 10 percent of GDP, should strengthen
growth and resilience.
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4/2024. 5/ 2025. 6/ 2025.

Recent developments

Growth recovered to 2.4 percent in 2025, supported by resilient
domestic demand and stronger agricultural performance in the
latter half of the year. While the economy stalled in early 2025
due to the domestic energy crisis, it expanded later, driven by a
sharp rise in capital formation, solid private consumption, and a re-
covery in agriculture. This reflected more favorable financing con-
ditions, improved investor confidence following the general elec-
tions, solid real wage gains of 1.9 percent in 2025, and increased
social assistance—all leading to poverty decline. On the supply
side, the Information and Communication Technology sector led
growth, with construction gaining traction amid more accommoda-
tive credit conditions. Manufacturing also gained momentum,
while agriculture improved significantly, rebounding from earlier
weather-related setbacks.

Weak external demand and elevated energy import costs also
weighed on the external balance. Current account deficit (CAD) ex-
ceeded 19 percent of GDP in 2025 due to the weaker income flows
and deterioration in the trade balance, as exports of food products,
mineral commodities and transport equipment remains subdued.

FIGURE 1/ Actual and projected macroeconomic indicators
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FIGURE 2 / Actual and projected poverty rate and real GDP per
capita
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Amid modest foreign direct investment (FDI), the CAD was financed
through drawdowns of cash and deposits along with inflows from
the EU and international institutions. Consequently, external debt
increased to 58.9 percent of GDP. Reserves remained robust, sup-
ported by prudent exchange rate management.

Inflation averaged 7.8 percent in 2025, above the National Bank
of Moldova's target, driven by higher energy tariffs following the
shift to EU market-based electricity pricing, wage pressures, and
weather-related food price increases. Inflation fell to 5.0 percent
by February 2026, although non-tradables and food prices re-
mained elevated, limiting poverty reduction. In response, the Na-
tional Bank cut the policy rate by 1 percentage point to 5 percent
in December 2025 and reduced reserve requirements, signaling
a more accommodative stance.

The 2025 fiscal deficit reached 4 percent of GDP, below the bud-
geted 5.1 percent, partly reflecting under execution of planned
capital spending. This is broadly unchanged compared to 2024 as
stronger growth of tax revenues were offset by higher social assis-
tance spending, a larger wage bill, and increased current grants.
Public and publicly guaranteed debt increased by 0.4 pp to 39.2
percent of GDP in 2025, while cash reserves remained strong.

Qutlook

Weaker external demand and higher energy and food prices is ex-
pected to constrain growth in 2026 to just below 2 percent. The
transport sector is set to soften due to higher oil prices, and agri-
culture will face cost pressures from rising fertilizer prices. Private
consumption growth will be dampened due to a slower than an-
ticipated decline in inflation. In the medium term. Supported by

EU accession-related reforms and domestic demand, real GDP is
expected to grow by an average of 4.0 percent over 2027-28. In-
vestments should strengthen on the back of EU funding and higher
public spending, while net exports will continue to reduce growth
amid higher energy imports. On the sectoral side, the information
technology and services sectors are expected to stay strong, while
industrial activity and agriculture is expected to benefit from EU-
aligned reforms and climate-resilient investments.

The CAD is projected to only narrow slightly to 18.1 percent by
end-2028, as investment-related import growth, energy imports,
and competitiveness challenges persist. Despite higher expected
FDI and substantial EU-related inflows, external debt is projected
to rise above 60 percent of GDP but remains sustainable, given re-
liance on multilateral and official bilateral creditors, and a stronger
rise in international reserves. Public debt will increase only modest-
ly, as stronger growth helps contain debt dynamics, even as the fis-
cal deficit remains above 4 percent of GDP over the medium term,
driven largely by higher capital investment.

Rising real income, supported by an improving labor market,
higher agricultural incomes, and strong social spending, will help
gradually stabilize poverty from 21.1 percent in 2025 to 19.6
percent in 2028.

While the overall outlook is positive, significant risks persist. These
include a prolonged war in Ukraine; impacts on energy and food
prices from the conflict in the Middle East and slower growth
among key trading partners, amid volatile global trade conditions.
Rising food prices and unmitigated energy shocks could sharply
worsen poverty. Despite expected EU transfers and FDI inflows, the
growing twin deficits remain a potential vulnerability and require
careful macroeconomic management.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 1.2 0.1 2.4 1.9 3.8 4.2
Private consumption 0.4 3.3 4.0 1.6 2.7 2.8
Government consumption -4.1 -3.5 2.1 2.0 1.6 1.1
Gross fixed capital investment 0.0 8.2 16.9 13.5 15.3 15.4
Exports, goods and services 4.8 -5.0 4.4 5.4 6.9 7.2
Imports, goods and services -5.1 5.2 12.6 7.7 8.6 8.7
Real GDP growth, at constant factor prices 2.4 0.2 1.8 1.9 3.8 4.2
Agriculture 26.7 -18.3 8.6 1.8 2.8 2.9
Industry -8.8 1.3 3.3 2.5 3.1 3.4
Services 1.8 4.1 0.1 1.7 4.3 4.7
Employment rate (% of working-age population, 15 years+) 43.1 42.7 42.7 42.8 42.9 42.9
Inflation (consumer price index) 13.4 4.7 7.8 6.2 5.5 5.0
Current account balance (% of GDP) -11.1 -16.6 -19.0 -19.2 -18.6 -18.1
Net foreign direct investment inflow (% of GDP) 2.1 2.0 2.6 2.8 3.1 3.2
Fiscal balance (% of GDP) -5.1 -3.9 -4.0 -4.7 -4.0 -3.9
Revenues (% of GDP) 33.7 34.1 35.5 35.4 35.2 34.8
Debt (% of GDP) 35.7 38.8 39.2 42.0 43.4 44.0
Primary balance (% of GDP) -3.3 -2.5 -2.8 -3.0 -2.3 -2.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)"? 20.4 21.4 21.1 20.7 20.2 19.6
GHG emissions growth (mtCO2e) -3.1 -0.6 0.4 1.8 3.3 3.3

Source: World Bank, Fiscal Policy & Growth Department. 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-HBS, 2021-HBS, and 2023-HBS. Actual data: 2023. Nowcast: 2024-2025. Forecasts are from 2026 to 2028.
2/ Projection using annualized elasticity (2019-2021) with pass-through = 1 based on GDP per capita in constant LCU.
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MONTENEGRO

Growth slowed to 2.7 percent in 2025, reflecting lower
electricity production and softer tourism. The fiscal deficit
widened from 3.3 to 4.3 percent of GDP in 2025, reducing
policy space and increasing financing needs. Public debt is
about 64 percent of GDP amid sizable upcoming repay-
ments. As European Union (EU) accession advances,
stronger fiscal discipline and rebuilding buffers will be key
to safeguarding stability and supporting growth.

Key conditions and challenges

Montenegro’s small, highly open, and euroized economy is struc-
turally exposed to external shocks. Without independent monetary
policy, fiscal policy is the main macroeconomic instrument, increas-
ing the importance of prudent budgeting, credible medium-term
frameworks, and reform implementation. Heavy reliance on
tourism, foreign investment, and external financing further height-
ens vulnerability to shifts in global demand and financial conditions
amid elevated geopolitical uncertainty.

After a sharp pandemic contraction, Montenegro recorded a
strong rebound, with growth averaging 9.1 percent in 2021-23.
As external momentum softened and base effects faded, growth
moderated to 3.2 percent in 2024. The Europe Now reform agenda,
expanded in 2024 through “Europe Now 2,” significantly increased
net wages and pensions and reduced labor taxation, supporting
household incomes and formal employment. While supporting liv-
ing standards, these measures, implemented amid slowing growth,
have widened the fiscal deficit in 2025. The poverty rate, measured
at the purchasing power parity (PPP) US$8.3/day threshold, has
been declining steadily since the peak in 2020.

2
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2021 (2021 PPPs). 3/ 2023.
4/ 2023. 5/ 2025. 6/ 2025.

EU accession remains Montenegro's central policy anchor, shaping
its fiscal and growth agenda. All 33 negotiating chapters have been
opened and 14 provisionally closed, with membership targeted for
2028, contingent on sustained reform progress. Alignment with the
EU acquis—particularly under Chapter 17 (Economic and Monetary
Policy)—requires strengthening fiscal governance, improving medi-
um-term budgeting, and enhancing debt management. An impor-
tant pending reform is the operationalization of an independent
Fiscal Council, which would reinforce fiscal discipline and policy
credibility. EU integration, supported by pre-accession funds and
the Growth Plan, provides both financing and reform incentives,
linking stronger institutions with more sustainable growth.

Recent developments

Growth moderated further in 2025, estimated at 2.7 percent, ex-
tending the gradual slowdown observed since 2024 and reflecting
significantly weaker net exports. Industrial production declined by
9.2 percent, largely due to reduced electricity output following the
temporary closure of the Pljevlja thermal power plant for environ-
mental upgrades. Tourism remained broadly stable: total arrivalsin-
creased by 4.7 percent, while overnight stays declined by 1.5 percent,

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rate and real private
consumption per capita
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pointing to shorter average stays. At the same time, retail trade and
credit growth pointed to resilient domestic demand.

Inflation increased to 3.9 percent in 2025, driven mainly by housing
and utilities. Strong wage growth supported household purchasing
power, with average net wages rising by 11.3 percent in real terms,
reflecting the minimum wage increase and reduced pension contri-
butions. Registered unemployment fell 14.3 percent by end-2025,
while employment rose nearly 5 percent, pointing to still-favorable
labor market conditions. Supported by positive employment and
wage dynamics, the PPP US$8.3/day poverty rate declined 0.8 per-
centage points (pp) to 7.7 percent in 2025.

External imbalances widened significantly. The current account
deficit reached 20.5 percent of GDP in 2025, driven by a large
goods trade deficit (around 46 percent of GDP), only partly offset
by a sizeable services surplus. Net foreign direct investment cov-
ered roughly a third of the external gap, with the remaining part
financed primarily through other capital inflows.

The fiscal position weakened, with the overall deficit widening from
3.3 percent of GDP in 2024 to 4.3 percent in 2025. Higher spending,
particularly on social transfers, capital investment, and interest, to-
gether with lower social contribution revenues, outweighed strong
tax performance. Public debt rose to 63.9 percent of GDP, partly
reflecting liability management operations to strengthen liquidity
buffers ahead of large, uneven repayments. While improving
short-term resilience, they highlight debt management risks and
reliance on foreign financing.

Qutlook

Economic activity is projected to expand at about 3 percent an-
nually over 2026-28. Domestic demand is expected to remain the

main engine of growth, reflecting steady household spending, solid
tourism, and a pipeline of capital projects, amid heightened global
uncertainty. Public investment in transport and renewable ener-
gy—together with continued non-resident interest in proper-
ty—should support medium-term prospects by easing infrastruc-
ture bottlenecks and advancing decarbonization. Outcomes will,
however, depend critically on implementation capacity. As invest-
ments are import dependent, external imbalances are likely to per-
sist, with the current account deficit averaging 18-19 percent of
GDP in 2026-28.

Early-March Middle East conflict pushed up oil and gasoline prices,
lifting the inflation projection to an estimated 3.2 percent in 2026
before it eases to 1.9 percent by 2028.

The PPP US$8.3/day poverty rate is projected to decline by a
further 1.4 pp during 2026-2028, but the pace of poverty re-
duction is tapering off, as labor market absorption lags for low-
skilled workers. Higher prices driven by the Middle East conflict
are expected to put additional strain on the purchasing power
of households.

The fiscal deficit is expected to decline gradually from 3.7 per-
cent of GDP in 2026 to about 3.1 percent by 2028. Public debt is
projected to hover around 64 percent of GDP, although amorti-
zation pressures will intensify in 2027. Considering sizable gross
financing needs, a robust fiscal framework—grounded in debt
sustainability, aligned with EU requirements, and capable of ad-
dressing fiscal risks while supporting development objectives—wiill
be essential to safeguard investor confidence and underpin
durable growth.

Downside risks stem from financing and geopolitical pressures,
including conflict in the Middle East; faster EU accession could
improve the outlook.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 6.5 3.2 2.7 2.9 3.1 3.1
Private consumption 7.1 10.4 5.2 3.1 2.9 2.8
Government consumption 2.8 1.6 1.2 0.9 1.1 1.2
Gross fixed capital investment 11.3 10.2 11.0 4.1 4.1 4.1
Exports, goods and services 9.0 -4.0 -4.6 2.1 2.9 3.2
Imports, goods and services 8.2 5.7 2.5 2.7 2.7 2.6
Real GDP growth, at constant factor prices 5.9 1.9 0.9 2.9 3.1 3.1
Agriculture 2.8 -3.2 -0.9 -0.5 -0.3 -0.1
Industry 3.7 0.8 -4.7 5.4 2.0 2.5
Services 6.7 2.5 2.4 2.6 3.5 3.5
Employment rate (% of working-age population, 15 years+) 55.6 56.4 54.3 55.1 55.9 56.6
Inflation (consumer price index) 8.6 3.3 3.9 3.2 2.5 1.9
Current account balance (% of GDP) -11.2 -17.1 -20.5 -19.6 -18.9 -17.9
Net foreign direct investment inflow (% of GDP) 6.1 6.4 6.5 6.5 6.5 6.5
Fiscal balance (% of GDP) 0.6 -3.3 -4.3 -3.7 -3.4 -3.1
Revenues (% of GDP) 41.6 41.7 41.1 41.1 41.3 41.6
Debt (% of GDP) 58.4 59.8 63.9 66.4 64.2 64.1
Primary balance (% of GDP) 2.4 -1.3 -2.3 -1.6 -1.3 -1.0
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 10.2 8.5 7.7 7.1 6.8 6.3
GHG emissions growth (mtCO2e) 1.5 2.4 -2.7 1.4 1.6 1.5

Source: World Bank, Fiscal Policy & Growth Department. 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: 2022-2025. Forecasts are from 2026 to 2028.
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 strengthened in 2025, driven by highway construc-
tion and services. Rising wages, together with food and ser-
vices price increases kept inflationary pressures elevated.
Revenue shortfalls and an increasing debt stock highlight the
need for timely fiscal consolidation. Outlook projections are
contingent on sustained reform implementation and subject
to significant downside risks, including uncertainty stemming
from the Middle East conflict.

Key conditions and challenges

Growth accelerated in 2025, with output rising by an average
3.5 percent, underpinned by robust investment and con-
sumption. Poverty, measured by the US$8.30 per day poverty
line, is declining slowly, reflecting wage growth, but structur-
al labor market weaknesses remain due to youth unemploy-
ment, low participation of women in labor markets and a
high degree of informality. Medium-term prospects hinge on
tackling persistent structural constraints that limit productiv-
ity, inclusive growth, and convergence with European Union
(EU) living standards. Weak competitive dynamics, reflected
in market barriers to entry and exit, informal sector prac-
tices, and a weak competition landscape, increase risks for busi-
nesses and discourage innovation and investment. A high lev-
el of state presence in the economy creates market distortions
and limits the effectiveness of public support measures. Fiscal
governance and public administration reforms are a key priority
to safeguarding macroeconomic stability and creating space for
growth-enhancing spending.
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2019 (2021 PPPs). 3/ 2023.
4/ 2023. 5/ 2025. 6/ 2025.

Fiscal consolidation plans have been postponed, and the fiscal
deficit in 2025 is above limits set by the fiscal rule. Persistent weak-
nesses in expenditure management and medium-term budgeting
together with structural challenges in revenue administration, re-
duce the ability of fiscal policy to support growth. Strengthening
public financial management, reprioritizing expenditure toward
human capital and infrastructure, and improving state-owned en-
terprise management are critical to improve the effectiveness of
fiscal policy. Indicators of human capital development are among
the lowest in the region, pointing to efficiency and quality issues,
especially in the education and health sectors. Reforms in the ar-
eas of energy, digitalization, connectivity and labor markets re-
main a priority for the growth agenda. Anchoring reforms in the
EU Growth Plan, with credible implementation and monitoring,
could promote private investment, and sustain poverty reduction.

Recent developments

Output growth accelerated in 2025, reaching 3.5 percent, propelled
by gross investments which also dragged imports up, amid growing

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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consumption and a higher trade deficit. On the production side,
growth was led by construction, largely highway-related, and ser-
vices. In line with stronger investment-led demand, external bal-
ances deteriorated. By end 2025, the current account deficit deep-
ened to 4.3 percent of GDP on the back of a higher merchandise
trade deficit and narrower services surplus. Net foreign direct in-
vestment, a large portion of which consists of reinvested earnings,
decelerated in 2025 to its lowest level since 2020. Labor market
conditions for those aged 15+ continued to improve in 2025 along-
side output growth, but gains were uneven across age groups and
favored men. The unemployment rate decreased to 11.5 percent,
with a sharper decline for men, reflecting the chronic underutiliza-
tion of the country’s human capital. These developments preceded
the escalation of the Middle East conflict, which has since emerged
as a source of heightened global uncertainty. Poverty, as measured
by the US$8.30 per day poverty line, is estimated to have margin-
ally declined by 0.5 percentage points (pp) in 2025, helped by a 5.3
percent increase in real wages during 2025, partly driven by labor
shortages. Robust wage gains, coupled with strong credit growth,
and persistent food and services price increases weighed on infla-
tion (4.1 percent in 2025). To strengthen monetary policy transmis-
sion, the Central Bank adjusted its operational framework by short-
ening the maturity of the main policy instrument and introducing
a symmetric interest rate corridor. Although robust growth and ris-
ing inflation bolstered revenues, revenue collection fell short of the
revised 2025 target, reflecting broad-based shortfalls. Combined
with increased spending on social and municipal transfers, these
revenue gaps contributed to a larger than planned fiscal deficit of
4 percent of GDP in 2025.

Outlook

Growth is projected to average around 3 percent in
2026-2028 driven primarily by domestic demand. However,
this trajectory faces downside risks. Increased uncertainty
associated with the conflict in the Middle East poses risks to
the inflation outlook, although targeted measures could help
cushion the impact of inflation in 2026. Higher global com-
modity prices and supply chain disruptions could also drive-
up import costs in 2026, putting additional pressure on the
current account. A slowdown in key trading partners, par-
ticularly in the EU, could weigh on export demand and re-
mittances. The US$8.30 poverty rate projection is only mar-
ginally affected in 2026 by 0.04pp, as growth and inflation
impacts remain muted and is projected to decline a fur-
ther 1.7pp between 2025 and 2028. Rebuilding fiscal buffers
and ensuring compliance with the fiscal rule will be critical
to strengthen resilience against shocks. Accelerating conver-
gence toward EU living standards will require stronger re-
form efforts to advance the structural transformation of
the economy. Priority should be given to reforms that en-
hance competitiveness, crowd-in investment toward higher
value-added sectors, and expand opportunities for more
and better jobs. Effective and timely implementation of
reforms under the EU Growth Plan, including reforms in
public administration, the energy sector, digitalization and
human capital can further catalyze the country’s long-term
growth agenda.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 2.6 3.0 3.5 2.9 3.0 3.0
Private consumption 1.7 2.1 2.1 1.7 1.5 1.5
Government consumption -1.1 0.4 5.3 3.6 3.6 3.1
Gross fixed capital investment 5.6 5.0 7.7 7.3 6.3 5.8
Exports, goods and services -3.0 -4.0 6.1 3.5 4.4 4.7
Imports, goods and services -10.2 -1.4 6.7 4.0 4.1 4.1
Real GDP growth, at constant factor prices 2.9 2.3 3.4 2.9 3.0 3.0
Agriculture -14.1 0.4 1.8 0.2 0.1 0.1
Industry 4.0 7.5 7.6 1.2 1.1 1.1
Services 4.1 0.7 2.1 3.7 3.9 3.9
Employment rate (% of working-age population, 15 years+) 45.4 45.8 46.5 46.9 47.2 47.3
Inflation (consumer price index) 9.4 3.5 4.1 3.4 2.7 2.5
Current account balance (% of GDP) 0.3 -2.1 -4.3 -3.8 -3.1 -2.8
Net foreign direct investment inflow (% of GDP) 3.3 6.6 1.4 2.1 2.6 3.1
Fiscal balance (% of GDP) -4.3 -4.5 -4.0 -3.6 -3.3 -3.1
Fiscal balance with the state roads (% of GDP) -4.6 -4.9 -4.5 -4.1 -3.8 -3.6
Revenues (% of GDP) 325 33.4 33.9 34.1 34.3 34.5
Debt (% of GDP) 57.7 61.4 59.3 59.4 59.8 60.0
Primary balance (% of GDP) -2.9 -2.6 -2.1 -2.2 -1.9 -1.7
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 18.9 17.9 17.4 16.5 16.0 15.6
GHG emissions growth (mtCO2e) -1.1 -1.2 1.4 2.0 2.5 2.7

Source: World Bank, Fiscal Policy & Growth Department. 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: 2020-2025. Forecasts are from 2026 to 2028.
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

In 2026, growth is projected to decelerate at 3.1 percent,
supported by EU funded investments, despite the expected
commodity-price shock induced inflation. Tight labor mar-
kets and fiscal challenges remain a concern, the latter limit-
ing potential mitigation measures on energy prices. Down-
side risks arise from global uncertainty from the conflict in
the Middle East; the region has become Poland's primary
supplier of crude oil since the onset of the war in Ukraine.

Key conditions and challenges

Despite rising global uncertainty and geopolitical tensions, Poland’s
economy has continued to show resilience, underpinned by di-
versified structure, appropriate macroeconomic policies, a sound
financial sector, and firms' flexibility. Poland ranked among the
world's 20 largest economies in 2025, in nominal GDP. Yet, with a
rapidly aging society, sustaining success will require continued pro-
ductivity growth and international competitiveness. Beyond tech-
nology absorption, mobilizing private capital and private invest-
ment, innovation will need to play an increasingly important role
supported by stronger financial markets and a resilient innovation
ecosystem. Ensuring access to affordable, clean energy is another
pivotal enabler. While necessary, safeguarding security in a shifting
geopolitical environment is tightening the fiscal space, with rapidly
rising public debt posing a growing policy challenge.

Lack of alignment between the government and the President, who
wields veto power, negatively affects the pace and scope of re-
forms, notably institutional strengthening, regulatory predictabili-
ty, and the rule of law. Poland has been placed under an Excessive
Deficit Procedure and has committed to a Medium-Term Fiscal
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Structural Plan to converge to the European Union (EU) fiscal deficit
rules by 2028, but the path to sustainability will require more tar-
geted measures, despite activation of the National Escape Clause,
which permits a temporary deviation of up to 1.5 percent of GDP in
net expenditure growth until 2028.

Recent developments

Growth picked up from 3 percent in 2024 to 3.6 percent in 2025,
driven primarily by private consumption (+3.7 percent y/y). Assum-
ing a temporary impact from the Middle East conflict, given the
high levels of energy stockpiles, there should be no shortage of fu-
el. Still, the conflict is expected to weigh down on 2026 growth by
about 0.5 percentage points (pp) as higher inflation weakens con-
sumption, delays investment, and tightens financial conditions. The
overall impact is expected to be partially mitigated by private and
public investments associated with the Recovery and Resilience
Facility, high levels of household savings and inventory build-
up—which has historically helped cushion the impact of supply
shocks on GDP growth. On the supply side, the resurgence of
manufacturing and construction in late 2025 is projected to con-
tribute more significantly to economic growth in 2026.

FIGURE 1 / General government deficit and composition
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FIGURE 2 / Actual and projected poverty rate and real GDP per
capita
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Household income growth in 2024 was supported by strong labor
markets, rising wages and pensions, and expanded child benefits.
These gains helped reduce the national extreme poverty rate by
1.4 pp to 5.2 percent, though it remains above its 2022 level. The
share of the population at risk of poverty persisted around 14
percent between 2022 and 2024, reflecting uneven income gains
and the real erosion of some benefits. Population resilience has
been weakened by declining coverage and adequacy of minimum
income programs, despite substantial social protection spending.
The absence of inflation indexation has reduced the progressivity
of the personal income tax system during recent inflationary peri-
ods. In 2025, national extreme poverty is expected to return to its
2022 level, supported by strong labor market conditions and tar-
geted minimum-income programs.

Although private consumption remained strong, declining energy
prices lowered headline inflation to 2.4 percent by end-2025. In-
flation returned to the National Bank of Poland’s target range (2.5
percent, +/-1 pp) more quickly than expected, which led the Mon-
etary Policy Council to make significant rate cuts—bringing the
policy rate down by 200 basis points to 3.75 percent in March
2026. A shift in monetary policy stance is likely, given the risk
that higher gas and oil prices will pass through to core inflation
(second-round effects).

With imports growing faster than exports, the current account
recorded a small deficit of 0.9 percent of GDP in 2025. It is pro-
jected that, with higher energy prices, the deficit will increase in
2026. For the second consecutive year, the fiscal deficit exceeded
6 percent of GDP in 2025, largely due to defense spending and
the absence of substantive tax policy actions or efforts to opti-
mize other expenditures. Under these conditions, the deficit is
set to remain above 6 percent in 2026, especially given the shield-
ing measures already proposed by the government in response to
rising energy prices.

Outlook

Medium-term growth is projected to settle around potential near 3
percent; but 2027 will suffer from carry-over from the commodity-
price shockin 2026 affecting investment decisions. Inthe shortterm,
upward pressures on inflation from higher oil and gas prices stem-
ming from the conflict in the Middle East are mitigated through pre-
purchased oil reserves; however, the extent of the final impact will
hinge on how long the conflict persists and the degree to which com-
modity markets are disrupted. Political headwinds to fiscal reform
are likely to hinder meaningful deficit reduction before the 2027
parliamentary elections. Elevated deficits are raising public debt,
which is set to exceed 60 percent of GDP into the medium term.

Rising energy prices—amplified by the Middle East conflict—dis-
proportionately affect poorer households more exposed to price
shocks. While the international poverty rate is projected to remain
low through 2026-28, the distributional outlook is fragile. Slower
income growth, moderate pension and minimum wage increases,
and rising food and energy costs may erode real incomes, in-
creasing poverty risk and widening inequality. Labor force partici-
pation among low-income households may rise but is constrained
by high taxes on secondary earners and rural barriers. Over the
medium term, early retirement, rising life expectancy, and declin-
ing pension replacement rates heighten the risk of elderly pover-
ty, underscoring the need for well-targeted social protection.

Risks stem from regional and global geopolitical dynamics, including
persistent oil and gas supply disruptions and uncertainty in world
trade.Overthe mediumterm, Poland'’s publicfinances alsoface pres-
suresfrommorefrequent and intense weather events, demograph-
ic aging, and the investment requirements associated with national
security. Should the conflict in Ukraine reach a peaceful resolution,
Poland stands to benefit from its role in reconstruction efforts.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 0.2 3.0 3.6 3.1 2.6 2.9
Private consumption -0.3 3.0 3.7 3.3 2.8 2.7
Government consumption 4.5 8.7 2.8 0.5 2.5 2.0
Gross fixed capital investment 12.7 -0.9 5.0 7.8 1.7 3.4
Exports, goods and services 3.7 2.0 4.5 3.0 3.9 4.3
Imports, goods and services -1.5 4.5 5.6 4.3 3.8 4.0
Real GDP growth, at constant factor prices 1.3 2.1 3.7 3.0 2.6 2.9
Agriculture 14.4 -1.3 3.3 1.0 1.0 1.0
Industry -0.6 -0.7 2.1 3.1 2.7 2.7
Services 1.8 3.5 4.4 3.1 2.6 3.1
Employment rate (% of working-age population, 15 years+) 57.3 56.8 56.9 56.8 56.6 56.4
Inflation (consumer price index) 11.4 3.6 3.6 4.3 2.8 2.5
Current account balance (% of GDP) 1.5 0.3 -0.9 -1.8 -1.1 -0.9
Net foreign direct investment inflow (% of GDP) 2.9 1.1 2.0 1.9 1.8 1.7
Fiscal balance (% of GDP) -5.2 -6.5 -7.2 -6.5 -6.2 -5.7
Revenues (% of GDP) 41.7 43.0 42.9 43.1 43.3 43.4
Debt (% of GDP) 49.5 55.1 59.7 64.9 68.4 71.5
Primary balance (% of GDP) -3.8 -5.0 -5.5 -4.6 -4.1 -3.7
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 1.1 1.0 1.0 0.9 0.9 0.9
GHG emissions growth (mtCO2e) -5.5 1.6 1.0 -0.2 -0.2 -0.2

Source: World Bank, Fiscal Policy & Growth Department. 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: 2024-2025. Forecasts are from 2026 to 2028.
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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ROMANIA

Romania’s growth slowed to 0.7 percent in 2025, reflecting
structural weaknesses in productivity and competitiveness,
while fiscal consolidation and high inflation eroded welfare,
notably for poorer households. The Middle East conflict adds
inflationary pressures and clouds growth prospects, raising
poverty risks. Amid headwinds, the Government's recovery
package aims to support a gradual rebound, contingent on
swift implementation and EU funds absorption.

Key conditions and challenges

Romania has advanced European Union (EU) conver-
gence. However, growth has recently lost momentum as
structural bottlenecks weigh on productivity, competi-
tiveness and the inclusiveness of growth. Key constraints
include weak governance and regulatory unpredictabili-
ty that suppress investment, skills mismatches and un-
derdeveloped capital markets that misallocate labor and
capital, and limited firm-level innovation capacity hinder-
ing the transition to higher value-added growth. Despite
high-income status and significant progress in poverty
and inequality reduction, they remain among the highest
in the EU, with wide urban/rural and inter-regional de-
velopment disparities. Pro-cyclical fiscal policy widened
twin (fiscal and external) deficits, amplifying structural
weaknesses and raising macro-financial risks. Vulnerabil-
ity to external shocks and geopolitical uncertainty fur-
ther increases downside risks. A durable pivot toward pro-
ductivity-driven, private sector-led growth and credible fis-
cal consolidation is needed to address these long-standing
structural pressures.

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

18.9 1.0

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

76.6 84.9

GDP’ GDP per capita®

current US$, billion current US$

427.4 22556.4

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2023.
4/ 2023. 5/ 2025. 6/ 2025.

Recent developments

Growth slowed to 0.7 percent in 2025, with output dynamics in neg-
ative territory in 2025H2. Investment cushioned the deceleration
underpinned by record-high public investment of RON 138 bn (7.2
percent of GDP), over half EU-funded. A narrowing current account
deficit, aided by net exports turning positive in 2025Q3, reduced
the external drag. Growth remains uneven, driven mainly by con-
struction, supported by a cyclical surge in EU-funded infrastructure,
while industry continues to shrink, weighed down by July 2025 elec-
tricity price liberalization, raising costs and eroding competitiveness.
Inflation accelerated in 2025H2t0 9.7 percent y-o-y in December, dri-
ven largely by electricity prices, despite a softening labor market with
a 0.6 percentjobvacancy rate at a decade low in 2025Q2. Faced with
persistent inflationary pressures, the National Bank of Romania
kept the policy rate at 6.5 percent as of mid-February 2026, main-
taining tight financial conditions, despite negative ex-post real
rates, with sovereign risk premia pushing up borrowing costs. Pri-
vate credit growth slowed to 6.2 percent y-o-y by December 2025,
driven by weak corporate lending, with leu-denominated credit
falling 8.1 percent as elevated lending rates and sticky spreads
compressed demand and drove foreign exchange substitution.

FIGURE 1/ Fiscal and current account balances
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FIGURE 2 / Actual and projected poverty rate and real GDP per
capita
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Romania’s fiscal deficit narrowed to 7.6 percent of GDP (cash) and
an estimated 8 percent (accrual) in 2025, outperforming the 8.4 per-
centcashtargetagreed with the European Commission, driven by fis-
cal consolidation measures to enhance revenues and contain ineffi-
cient expenditure. Key revenue measures included raising the statu-
tory VAT rate from 19 to 21 percent and consolidating reduced rates
to 11 percentin August 2025. Net VAT receipts accelerated, with cu-
mulative y-o-y growth increasing to 16.7 percent in August-Decem-
berfrom 5.7 percentinjanuary-July. Fiscal restraint slowed expendi-
ture growth to 11.2 percent in 2025, from 19.1 percent in 2024, an-
chored by a publicwage freeze that compressed personnel spending
growth to 1.9 percent from 24 percent in 2024. Strong front-loaded
consolidation supports Romania’'s path towards the 3 percent
deficit target by end-2030 under EU's Excessive Deficit Procedure.

Poverty reduction has stalled amid slowing growth, higher inflation,
and fiscal consolidation. At the US$8.3/day (2021 PPP) line, poverty
is estimated at 5.1 percent in 2024, broadly unchanged from 2023.
Inflationary pressures—particularly from electricity price liberaliza-
tion fiscal consolidation, and lower employment rates among un-
educated groups have weighed on their real incomes. However,
recent social protection reforms have increased the progressivity
of selected social transfers, helping to cushion these impacts. As
a result, the short-term welfare impacts of fiscal consolidation are
expected to remain contained, as revenue measures are paired
with targeted social support, including the extension of electricity
vouchers through the end of 2026 and progress toward a more
permanent targeting system for energy-poor households.

Qutlook

The conflict in the Middle East is estimated to add at least 2.2
percentage points (pp). to 2026 inflation, mainly via energy price
pressures, under a baseline assuming a temporary 2026-confined

shock. The shock cuts 2026 GDP growth by 0.4 pp, with demand-
and supply-side revisions led by private consumption (-0.6 pp), re-
flecting real income erosion, and industry (-0.5 pp), reflecting en-
ergy cost pass-through. The Government has responded mainly by
capping commercial markups and restricting fuel exports. Price pres-
suresweigh onfiscal consolidation and raise poverty risks, asindirect
energy price effects account for most of the welfare losses, although
the recently approved solidarity package is expected to partially mit-
igate these impacts for vulnerable groups. The Government'’s Febru-
ary 2026 economic recovery package is expected to strengthen in-
vestment and competitiveness, supporting growth amid current ex-
ternal headwinds. Measures include Development and Investment
Bank financing for strategic sectors alongside new tax incentives for
researchand developmentand reinvested profits. Swift, high-quality
implementation, alongwith effective absorption of EU funds—critical
amid fiscal consolidation pressures—will be vital to improving
growth prospects after the 2025H2 contraction, crowd in private cap-
ital, and improve confidence. Fiscal reforms are gradually placing
public debt on a sustainable path, with public debt-to-GDP expected
at 64.5 percent in 2028 and stabilizing by 2030, sustaining lower
risk premia and supporting investment momentum. As domestic
supply-side shocks ease, monetary policy normalization remains
contingent on the evolution of external energy price pressures.

Poverty outcomes are expected to improve only gradually over the
medium term, reflecting improved growth. The shift toward invest-
ment-led growth—supported by targeted stimulus measures, im-
proved financing conditions, and lower risk premia—offers scope
for income gains, but the pace and inclusiveness of poverty re-
duction will depend on the speed and quality of implementation.
As inflation eases and financing costs decline, real incomes should
recover, supporting household welfare. However, with growth dri-
ven initially by capital-intensive and high-value sectors, translating
investment momentum into broad-based employment and wage
gains will be critical for sustained poverty reduction.

Recent histo ry and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 2.3 0.9 0.7 0.5 1.4 2.1
Private consumption 2.5 5.7 0.6 0.7 2.2 3.2
Government consumption 4.0 1.2 -3.2 0.6 -0.1 0.0
Gross fixed capital investment 12.3 -2.5 4.1 4.2 5.0 5.2
Exports, goods and services -1.3 -2.5 3.9 3.5 3.8 4.1
Imports, goods and services -1.5 4.0 4.8 4.7 5.4 5.7
Real GDP growth, at constant factor prices 2.0 0.2 0.6 0.5 1.4 2.1
Agriculture 8.9 -5.7 6.6 0.7 1.1 1.1
Industry -4.3 -0.5 -0.2 -0.3 0.7 1.9
Services 3.4 0.7 0.5 0.7 1.6 2.2
Employment rate (% of working-age population, 15 years+) 48.8 48.6 48.6 48.6 48.6 48.6
Inflation (consumer price index) 10.4 5.6 7.3 8.7 4.2 3.0
Current account balance (% of GDP) -6.7 -8.2 -8.0 -7.7 -6.7 -6.4
Net foreign direct investment inflow (% of GDP) 2.0 1.6 2.2 2.3 2.8 3.0
Fiscal balance (% of GDP) -6.7 -9.3 -8.0 -6.2 -5.3 -4.9
Revenues (% of GDP) 34.4 34.2 36.3 37.1 37.1 37.1
Debt (% of GDP) 49.3 54.8 60.9 62.9 64.1 64.5
Primary balance (% of GDP) -4.9 -7.2 -6.3 -4.4 -3.4 -3.2
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 5.1 5.1 4.8 4.8 4.7 4.6
GHG emissions growth (mtCO2e) -7.4 -5.0 -3.5 -3.0 -2.0 -1.8

Source: World Bank, Fiscal Policy & Growth Department. 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: 2024-2025. Forecasts are from 2026 to 2028.
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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RUSSIAN
FEDERATION

Russia's economy slowed sharply in 2025, with GDP
growth falling to 1 percent from 4.9 percent in 2024, as
fiscal stimulus faded and tight monetary conditions
weighed on consumption and investment. Inflation moder-
ated in line with cooling demand. The fiscal deficit widened
and external surplus narrowed amid falling oil revenues.
Growth is projected to remain anemic in the medium
term, hovering around 0.7 percent.

Key conditions and challenges

Economic performance continues to be shaped by the country’s in-
vasion of Ukraine and resulting sanctions. Economic growth has
been upheld by the sizable economic stimulus, which is not sus-
tainable in the medium term due to the decrease in fiscal space
and the accumulation of financial sector vulnerabilities.

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 lim-
ited by the adverse labor market dynamics and the restrictions on
access to foreign markets and technology.

Recent developments

Russia’s economic performance weakened significantly in 2025
as the effects of earlier fiscal stimulus faded and tight mon-
etary conditions constrained domestic demand. GDP growth

Population' Poverty’
million millions living on less than $8.30/day
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2212.8 15501.0

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2023.
4/ 2023. 5/ 2025. 6/ 2025.

slowed to 1 percent in 2025, down from 4.9 percent in 2024, with
broad-based deceleration across most sectors. While agriculture
rebounded from contraction and hospitality remained relative-
ly resilient, activity in industry including military related manu-
facturing, construction, and trade moderated markedly. On the
demand side, consumption eased due to high borrowing costs
dampening consumer lending while investments contracted due
to slowdown in corporate lending and dwindling fiscal spend-
ing. The labor market remained tight with unemployment at 2.1
percent in 2025 resulting in 5.4 percent increase in real wages
though slower than 8.9 percent in 2024.

Inflation moderated to 5.6 percent in 2025 from 9.5 percent in
2024, reflecting slower economic activity and restrained credit
growth, but remained above the Central Bank of Russia’s 4 percent
target. Amid slowing inflation, the Central Bank eased monetary
policy reducing the policy rate from 21 percent to 16 percent in
multiple steps during 2025.

Fiscal conditions deteriorated markedly in 2025. Budget revenues
declined by 6.4 percent in 2025, driven by a 30 percent fall in oil

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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and gas revenues amid lower oil prices and ruble appreciation.
Gains in non-oil revenues—supported by tax policy changes were
insufficient to offset hydrocarbon losses. Real budget expenditures
declined modestly, but the budget deficit widened to 3.9 percent of
GDP in 2025, compared with 1.7 percent in 2024, financed primari-
ly by domestic debt issuance.

Externally, the current account surplus narrowed to 1.7 per-
cent of GDP in 2025, from 2.8 percent in 2024, reflecting
weaker energy export revenues largely driven by fall in oil
price as tightened sanctions widened the discount on Russ-
ian oil to US$16.6 in 2025 year-end from 8.7 in 2024 while
imports remained subdued.

Real bank credit to the economy contracted by 2.9 percent in 2025,
driven primarily by 5.6 percent decline in household lending in
2025 amid high interest rates while share of the non-performing
loans in consumer portfolio increased 3.9 percentage points to
a very high 13 percent. Corporate lending growth slowed to 1.4
percent in 2025. At the same time, household deposits increased
by 6.9 percent in 2025, reflecting high interest rates and a shift
toward savings.

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.

The projections assume a temporary disruption to global energy
supply, driving up prices in 2026 by 36 percent on average for Brent
oil, by 67 percent on average for natural gas, and by 20 percent
on average for fertilizer, and are subject to considerable uncertain-
ty. Growth is projected to slow to 0.8 percent in 2026 driven by
subdued consumption due to tight monetary conditions and high-
er value-added tax rates while fiscal stimulus is expected to be lim-
ited. Growth is projected to average 0.7 percent during 2027-2028
as demand pressures will ease due to anticipated tight monetary
conditions for an extended period, while fiscal space is expected to
dwindle after 2026 as lower energy prices will limit the fiscal stim-
ulus to the economy. Increased value-added tax rate is anticipated
to suppress further consumption.

Inflation is projected to decline in the medium term though ex-
pected high external pressures on inflation in 2026 will weaken
the pace of disinflation. Inflation is estimated to reach the central
bank’s target of 4 percent in 2028 as external factors phases out
and tight domestic demand conditions persist.

The current account surplus is expected to widen in 2026 to 2.6
percent of GDP in 2026 thanks to the increase in energy prices, and
ease in 2025-2027 reflecting the decline in energy prices.

The fiscal deficit is projected to narrow in 2026—as a result of the
higher energy prices from the conflict in the Middle East—and then
widen gradually to around 3.4 percent during 2027-2028.

Higher energy prices from the conflict in the Middle East presents
an upward risk in 2026. Beyond 2026, risks are tilted to the down-
side due to anticipated reduction in energy prices and sluggish
economic growth.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 4.1 4.9 1.0 0.8 0.7 0.7
Private consumption 6.0 5.4 2.7 2.4 2.1 2.1
Government consumption 3.7 4.8 2.3 1.9 1.4 1.3
Gross fixed capital investment 12.7 3.7 -3.6 -3.7 -3.3 -3.6
Exports, goods and services -8.2 1.0 0.4 0.4 0.3 0.3
Imports, goods and services 16.9 1.5 0.9 0.8 0.7 0.5
Real GDP growth, at constant factor prices 3.9 4.9 1.0 0.8 0.7 0.7
Agriculture 0.1 -3.5 2.3 1.6 1.7 1.8
Industry 3.7 4.5 1.4 1.2 1.1 1.0
Services 4.3 5.7 0.7 0.5 0.4 0.5
Employment rate (% of working-age population, 15 years+) 59.8 59.5 59.5 59.5 59.5 59.5
Inflation (consumer price index) 7.3 9.5 5.6 5.2 4.4 4.0
Current account balance (% of GDP) 3.3 2.8 1.7 2.6 1.8 1.5
Net foreign direct investment inflow (% of GDP) -1.2 -1.0 -0.9 -0.8 -0.8 -0.8
Fiscal balance (% of GDP)*! -2.1 -1.7 -3.9 -2.3 -3.4 -3.4
Revenues (% of GDP) 33.6 35.1 35.4 35.4 34.6 33.3
Debt (% of GDP) 13.4 12.6 13.7 13.8 13.9 13.3
Primary balance (% of GDP)1 -1.2 -0.8 -3.0 -1.4 -2.5 -2.4
International poverty rate ($3.00 in 2021 PPP)>3 0.1 0.1 0.1 0.1 0.1 0.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)%3 0.2 0.2 0.2 0.2 0.2 0.1
Upper middle-income poverty rate ($8.30 in 2021 PPP)*> 0.9 0.8 0.8 0.8 0.7 0.7
GHG emissions growth (mtCO2e) 3.3 5.6 2.7 2.7 1.9 0.9

Source: World Bank, Fiscal Policy & Growth Department. 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: 2024-2025. Forecasts are from 2026 to 2028.
3/ Projection using neutral distribution (2023) with pass-through = 0.87 (Med (0.87)) based on GDP per capita in constant LCU.

Macro Poverty Outlook / April 2026 75



SERBIA

Growth slowed to 2 percent in 2025 amid internal and ex-
ternal pressures. It is projected to recover to 2.7 percent
in 2026, as consumption and investment rebound gradually
although external uncertainty persists, including due to the
conflict in the Middle East. The incidence of poverty re-
mained broadly flat at 7.8 percent in 2025 and is projected
to continue falling, albeit at slower rate, as the remaining
poor are often characterized by chronic unemployment.

Key conditions and challenges

GDP growth slowed to an estimated 2 percent in 2025, reflect-
ing relatively weak consumption amid stubbornly high infla-
tion and significantly lower investment. Exports, however, con-
tributed positively to growth. Looking at the production side,
services sectors were the only significant drivers of growth.
Construction posted the largest drag on growth (of 0.7 percent-
age points), while adverse weather conditions had a notable
effect on agriculture. Manufacturing had only a marginally pos-
itive contribution to growth.

Serbia continues to demonstrate a strong fiscal perfor-
mance, and the economic slowdown of 2025 did not affect
the collection of revenues, which together with the under-
performance of expenditures, led to a lower-than-expect-
ed fiscal deficit. Domestic political uncertainty has, how-
ever, disrupted policy dialogue and implementation of key
structural reforms, which are inter alia reflected in slow-
er-than-expected progress with the European Union (EU)
accession process.
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2023.
4/2022. 5/ 2025. 6/ 2025.

Recent developments

After a strong 2024, Serbia's economy lost momentum in 2025.
A series of domestic and external events led to this economic
underperformance. The resignation of the Prime Minister and
the delayed formation of the government, Russia-related sanc-
tions impacted the oil sector, another poor agriculture season
led to a significant increase in food prices and slower-than-ex-
pected GDP growth, and the year was characterized by repeat-
ed political protests. All these factors, together with a contin-
ued weak external economic environment, led to a drop in net
foreign direct investment (FDI) inflows by about 50 percent in
euro terms and some decline in employment in the manufac-
turing sector. A notable positive development was the pickup
in operations of the Stellantis (Fiat) factory in Kragujevac, which
contributed significantly to a good export performance in 2025.
Exports increased by 8.4 percent in 2025, largely driven by
higher exports to the EU and the Balkans region. Despite the
slowdown, private consumption remained resilient, supported
by wage growth of 11.5 percent (7.4 percent in real terms) and
a continuous increase in short-term consumption loans.

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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While the unemployment rate stabilized at around 8.8 percent
(practically at the same level as in 2024), the youth unemployment
remained at over 23 percent, due to skills mismatches and limited
job opportunities. Consequently, many young Serbian citizens mi-
grate abroad, fueling brain drain and a shrinking workforce. While
regional disparities are severe, thereisverylittle internal labor mobil-
ity. Reflecting these labor market pressures and inflation eroding in-
comes, the poverty level (based on the upper-middle-income line of
US$8.30/dayin2021 PPP)was atan estimated 7.8 percentin 2025.

Inflation rose in early 2025, peaking at 4.9 percent in July, slightly
above the target the upper bound of the target range (3+1.5 per-
centage points). This increase was largely driven by food prices,
which were 7.4 percent higher in July than a year ago affected by
the poor agriculture season. In response, the government decid-
ed to introduce an administrative control of margins in the retail
sector, which contributed to lower inflation in the second half of
2025. However, it remains to be seen whether prices will rebound
as these measures expired in February 2026.

Against the backdrop of slower growth, weaker domestic demand,
and somewhat higher inflation in 2025, government revenues per-
formed well. They increased by 7.9 percent in nominal terms, year-
over-year, thanks to a higher-than-planned collection of contribu-
tions for social insurance, value-added tax, and personal income
tax. However, expenditures increased by 9 percent in nominal
terms, driven by higher spending on wages and pensions, pushing
the consolidated fiscal deficit to 2.4 percent of GDP. Public debt
continues to decline gradually and reached 45 percent of GDP at
the end of December.

Strong export performance helped contain the widening of the cur-
rent account deficit (CAD), which increased only slightly in 2025, to

4.9 percent of GDP. Exports proved resilient, helping reduce the
trade deficit by 4.2 percent (in euro terms). In contrast, the sur-
plus in trade in services was significantly lower (down by 17.6 per-
cent). Financing of the CAD deteriorated since net FDI inflows de-
creased by 50 percent. Foreign currency reserves reached EUR 29
billion in December, covering 6.7 months of imports. Performance
of the banking sector remains solid. Overall creditincreased by 13.5
percent (year-over-year) through December. Loans to businesses in-
creased by 10 percent, while loans to households increased by 19.5
percentand loanstothe governmentincreased by 6.4 percent. Gross
non-performing loans declined to 2.1 percent in December 2025.

Qutlook

The Serbian economy is expected to grow ataround 3-4 percentover
the medium term, driven primarily by consumption and, to some ex-
tent, by investment. However, there are downside risks. These in-
clude continued problems in state-owned enterprises, the lack of
progress in the next stage of structural reforms, global and domestic
uncertainty, and the recent conflictin the Middle East. Inflation is ex-
pected toremain elevated in 2026 in part due to the expected impact
of the Middle East conflict on energy prices, but is projected to stay
within the target range. Fiscal performance in 2026 should remain
broadly in check, provided that energy-crisis support measures
provetemporary or are offset by measures on expenditure side.

Economic growth, if sustained, will continue to lift more Serbian citi-
zens out of poverty. However, the remaining poor are concentrated
among pensioners, the long-term unemployed, or those completely
outofthelaborforce.Thus, targeted social assistance, care services
for the disabled and elderly, job search support, and training pro-
grams will become essential to ensure further poverty reduction.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 3.8 3.9 2.0 2.7 3.0 4.0
Private consumption 0.5 4.2 1.6 2.8 3.3 4.3
Government consumption -2.4 5.6 7.7 4.2 2.8 4.0
Gross fixed capital investment 9.7 12.5 -1.7 2.0 5.1 4.2
Exports, goods and services 2.7 3.2 5.6 5.4 5.4 5.2
Imports, goods and services -1.6 8.3 4.8 5.3 6.0 5.1
Real GDP growth, at constant factor prices 4.8 2.2 2.0 2.7 3.0 4.0
Agriculture 7.4 -5.5 0.0 1.8 1.8 2.0
Industry 3.7 2.3 0.9 1.8 1.9 3.2
Services 5.1 2.9 2.6 3.1 3.6 4.5
Employment rate (% of working-age population, 15 years+) 52.5 53.0 53.3 53.7 54.0 54.3
Inflation (consumer price index) 12.1 4.6 3.8 4.2 3.9 3.0
Current account balance (% of GDP) -2.4 -4.5 -4.9 -4.9 -4.5 -4.3
Net foreign direct investment inflow (% of GDP) 5.6 5.4 3.3 4.0 4.5 4.2
Fiscal balance (% of GDP) -2.1 -2.0 -2.4 -3.0 -3.0 -2.5
Revenues (% of GDP) 39.4 40.5 40.9 40.3 40.2 40.0
Debt (% of GDP) 48.4 47.3 45.0 44.9 44.7 44.7
Primary balance (% of GDP) -0.4 -0.1 -0.5 -1.2 -1.3 -0.9
International poverty rate ($3.00 in 2021 PPP)"2 1.1 1.0 1.0 1.0 0.9 0.8
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 2.1 1.9 1.8 1.8 1.7 1.6
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 9.0 8.2 7.8 7.3 6.8 6.3
GHG emissions growth (mtCO2e) -2.5 2.1 0.6 1.6 1.6 1.7

Source: World Bank, Fiscal Policy & Growth Department. 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: 2024-2025. Forecasts are from 2026 to 2028.
2/ Projection using neutral distribution (2023) with pass-through = 0.87 (Med (0.87)) based on private consumption per capita in constant LCU.
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TAJIKISTAN

Tajikistan’s economy grew 8.4 percent in 2025, fueled
by remittances. Growth is projected to ease to 6.5
percent in 2026 due to decreasing remittances and
lower non-precious metal exports. The fiscal balance is
expected to deteriorate due to substantial capital expen-
ditures, though debt will remain low at 19 percent of
GDP. Poverty declined to 14.8 percent and is projected to
decline further.

Key conditions and challenges

Despite strong economic growth over the past 25 years, Tajik-
istan remains the poorest country in the Europe and Central Asia
region, with a GDP per capita of US$1,634 and a poverty rate of
14.8 percent (lower-middle-income country poverty line) in 2025.
Structural transformation has been limited, while weak institu-
tions alongside a challenging business environment continue to
constrain job creation.

The Tajik economy remains highly reliant on remittances, averag-
ing 41 percent of GDP over the past five years and originating pre-
dominantly from Russia. Remittances finance household consump-
tion and imports as the domestic production base remains small.
Remittances have contributed to solid GDP growth over the past
decade (7.6 percent per annum), yet job creation has lagged be-
hind the needs of a growing population, with employment at just
36.4 percent in 2025.

Jobs-rich growth will require a better environment for private in-
vestment through reforms that reduce state distortions, protect in-
vestors, and strengthen competition. Complementary reforms are
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required to improve public sector efficiency, enhance state-owned
enterprise governance, strengthen transport and digital connectiv-
ity, and raise the quality of basic social service provision.

Recent developments

Tajikistan's economy grew 8.4 percent in 2025, driven primarily by
remittances. Growth was broad-based across all sectors, with ser-
vices and agriculture leading the expansion.

The current account surplus rose from 6.1 percent to an
estimated 12 percent of GDP in 2025, supported by a 30.5
percent increase in net remittances to 46 percent of GDP,
reflecting strong wage growth in Russia and a stronger ru-
ble. The trade deficit widened to 35 percent of GDP in
2025, due to declining cotton and services exports and high-
er imports of vehicles, machinery, and non-precious metals.
Strong growth in non-precious metal exports, primarily relat-
ed to a surge in antimony sales to Europe, only partially off-
set the growing imports. Foreign direct investment inflows weak-
ened further amid a persistently challenging business environ-
ment. Meanwhile, robust foreign exchange inflows supported the

FIGURE 1/ Real GDP, remittances, and current account balance
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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accumulation of international reserves to US$5.6 billion in 2025,
equivalent to over 8 months of imports.

Prudent monetary policy and appreciation of the exchange rate
have ensured a low inflation rate of 3.4 percent. The central bank
reduced the policy rate from 9 percent in January 2025 to 7.5 per-
cent by year-end. In January 2026, it implemented an additional 50
basis point cut, as inflationary pressures remained benign.

The fiscal balance deteriorated to -1.4 percent of GDP from a small
surplus of 0.3 percent in 2024. Despite an increase in revenues and
grants to 29.4 percent of GDP, the deficit increased as total expen-
diture grew from 27.2 percent of GDP in 2024 to 30.8 percent in
2025, driven largely by capital spending related to the Rogun hy-
dropower plant. Strong economic growth, combined with the re-
payment of two Eurobond tranches totaling US$166 million, con-
tributed to asignificantdeclinein publicdebtto 18.3 percent of GDP.

Large external inflows strengthened the banking sector, boosting
profitability and lifting the capital adequacy ratio to 23.1 percent
by December 2025, well above the 12 percent minimum. Non-
performing loans declined from 7.1 to 6.6 percent of the total
loan portfolio in December 2025. In November 2025, three Tajik
banks were sanctioned under the European Union's 19th package
of sanctions on Russia, complicating international operations. The
poverty rate fell to 14.8 percent in 2025, down from 16.9 percentin
2024 (lower-middle-income country poverty line).

Qutlook

Growth is expected to ease to 6.5 percent in 2026 as remit-
tances and non-precious metal exports normalize. The conflict

in the Middle East is projected to have a small negative effect
on overall growth, and higher global prices are expected to
raise inflation to 4.8 percent. The projections assume a tem-
porary disruption to global energy supply, driving up prices in
2026 by 36 percent on average for Brent oil, by 67 percent
on average for natural gas, and by 20 percent on average for
fertilizer, and are subject to considerable uncertainty. Pover-
ty is projected to fall to 13.4 percent in 2026, though higher
inflation may have welfare implications.

Remittances are expected to decline steadily to 30.3 percent of
GDP by 2028 due to stricter migration policies and slowdown
of growth in Russia, though higher oil prices due to the con-
flict in the Middle East are easing the decline. This reduction
in foreign inflows is expected to decrease the Current Account
Surplus to 6.1 percent of GDP in 2026. Overall, higher prices
are partially offset by remittances, cushioning growth and the
current account balance.

Fiscal pressures are expected to persist due to Rogun hydropow-
er plant spending and repayments of Eurobonds and the IMF's
Rapid Credit Facility. Grant inflows are expected to decline as
Tajikistan transitions out of International Development Associa-
tion and Asian Development Bank grants. The fiscal deficit is pro-
jected at 2.2 percent of GDP, which is the operational anchor to
maintain debt sustainability.

Tajikistan faces external risks from geopolitical and trade tensions,
including downside risks from the conflict if energy prices remain
elevated beyond 2026. While structural reforms are advancing, do-
mestic risks, including loss-making state-owned enterprises, Euro-
pean Union sanctions, and natural disasters, could weaken overall
economic performance.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 8.3 8.4 8.4 6.5 5.0 4.8
Private consumption 9.2 15.5 8.6 2.5 2.8 3.2
Government consumption 14.0 20.1 16.5 6.0 5.2 4.9
Gross fixed capital investment -9.9 -4.4 8.3 9.1 7.8 7.8
Exports, goods and services 13.4 -25.3 31.6 -21.9 6.4 2.0
Imports, goods and services -4.3 2.6 31.5 -1.7 1.9 1.5
Real GDP growth, at constant factor prices 7.4 8.4 8.4 6.5 5.0 4.8
Agriculture 12.2 -1.8 9.1 5.1 5.1 5.1
Industry 9.8 6.7 4.8 5.3 5.2 5.1
Services 4.0 14.5 9.8 7.8 4.9 4.5
Employment rate (% of working-age population, 15 years+) 36.5 36.4 36.4 36.5 36.8 37.2
Inflation (consumer price index) 3.7 3.5 3.4 4.8 4.9 4.9
Current account balance (% of GDP) 4.8 6.1 12.0 6.1 2.7 0.3
Net foreign direct investment inflow (% of GDP) 0.8 1.3 0.2 1.1 1.1 1.1
Fiscal balance (% of GDP) -0.9 0.3 -1.4 -2.2 -2.2 -2.3
Revenues (% of GDP) 27.1 27.5 29.4 28.9 28.8 28.8
Debt (% of GDP) 30.0 25.0 18.3 19.0 19.3 19.6
Primary balance (% of GDP) -0.2 1.0 -0.6 -1.4 -1.3 -1.5
International poverty rate ($3.00 in 2021 PPP)"2 7.3 6.1 4.9 4.2 3.8 3.4
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 18.1 16.9 14.8 13.4 12.6 11.6
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 55.7 55.4 52.3 49.6 47.9 46.4
GHG emissions growth (mtCO2e) 1.5 4.4 3.0 2.5 1.8 1.7

Source: World Bank, Fiscal Policy & Growth Department. 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. Nowcast: 2025. Forecasts are from 2026 to 2028.
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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TURKMENISTAN

Official data indicate that Turkmenistan's economy grew by
6.3 percent in 2025, driven by investment, private consump-
tion, services, construction, and agriculture. The growth out-
look remains positive in 2026, reflecting the country's better
prospects for energy export performance due to the impact
of the conflict in the Middle East, while inflation is projected
to increase gradually reflecting pressures from international
energy prices as well as domestic factors.

Key conditions and challenges

Turkmenistan’s economic growth remains heavily dependent on
hydrocarbon exports, particularly natural gas, with export concen-
tration in a single market (China), limited diversification, a narrow
trade base, and a small private sector. Despite public investment
and energy exports supporting growth, above structural bottle-
necks constrain productivity, better job creation, and income
growth outside state-led sectors. Turkmenistan is adequately pri-
oritizing economic diversification. In the medium term, expanding
into downstream petrochemicals, logistics, renewable energy, and
tradable services would lower vulnerability to commodity price
swings and encourage more job-intensive growth.

Another main challenge is transition from state-led to inclusive
private sector-led growth. Achieving such transition while improv-
ing competitiveness requires a shift toward a market-based strat-
egy, and related reforms to liberalize administered prices and
strengthen monetary policy and exchange rate frameworks. In
particular, addressing exchange rate distortions—by moving to
a single, market-based exchange rate would help reduce the
overvaluation of the manat relative to other currencies and
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improve resource allocation. Reducing state-owned enterprises
(SOEs) dominance and the state footprint remains critical to sup-
port private sector development.

While Turkmenistan has made progress in strengthening fiscal
discipline, it could accelerate medium-term budgeting, imple-
ment a single treasury account, and broaden fiscal reporting
to improve fiscal transparency and management. The Central
Bank of Turkmenistan (CBT) should focus on price and financial
stability, and not engage in providing commercial lending for
development purposes.

Recent developments

Official data indicate real GDP grew by 6.3 percent in 2025, driven
by strong growth in private consumption, budget and SOEs invest-
ment (on the demand side) and expansion of services (10.7 per-
cent), agriculture (7.0 percent), and construction (7.9 percent) sup-
ported by state-funded projects (on the supply-side). Investment
grew by 6 percent in real terms, focusing on infrastructure, manu-
facturing, housing, education and health facilities, as well as final-
ization of the new “smart city”, Arkadag.

FIGURE 1/ Real GDP growth and gas prices
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FIGURE 2 / Selected health and education indicators
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Growth in services was primarily driven by retail distribution (which
grew by 13.2 percent) and transport and communication activities
(by 9.8 percent), supported in part by the new free trade regime
with Uzbekistan, and increasing trade with neighboring countries
across the region. Industrial growth was more moderate (excluding
construction, industry grew by 1.8 percent), with the private sec-
tor's growth prospects limited by restricted access to foreign ex-
change (at the official rate) and credit.

Inflation persisted, with officially reported inflation in the mid-sin-
gle digits, but the International Monetary Fund Article IV mission to
Turkmenistan in June 2025 estimated that actual inflation is higher,
especially for imported goods, resulting in a lower alternative real
GDP growth estimate. The exchange rate pass-through to inflation
remains muted, as both official and parallel rates have been broad-
ly stable, despite a persistent spread between them.

Exports contracted by 7.2 percent (in US$ terms) in 2025, on lower
natural gas shipments while smaller-scale food exports grew by
30 percent compared to 2024. Imports increased by 38.3 percent,
mainly due to purchase of equipment for state projects.

Fiscal policy was moderately expansionary in 2025 as the budget
surplus is estimated to have shrunk from 0.8 to 0.1 percent of
GDP reflecting higher public investment in infrastructure, energy,
and construction and increases in public sector wages and social
spending. However, SOE-related contingent liabilities and quasi-fis-
cal activities pose fiscal risks.

Bank loans increased by 4.8 percent in nominal terms in 2025,
compared to 2.2 percent a year earlier. Mortgage loans increased
by 20.1 percent in 2025 and by 16.2 percent in 2024 showing gov-
ernment priority to increase new home purchases, including in the
cities of Ashgabat and Arkadag.

Real household incomes rose in line with GDP, by 6.1 percent in
2025, mainly due to a nominal 10 percent annual increase in public
sector wages, pensions, stipends and allowances, and an increase
of 7,000 jobs in construction projects and SOEs. Average wages in
large and medium-sized SOEs increased by 11.9 percent in 2025.
Poverty estimates are uncertain due to data limitations, but indica-
tors suggest extreme poverty is low, though vulnerability to income
shocks and inflation is significant.

Outlook

The outlookis closely linked to hydrocarbon production and external
demand and prices from its main trading partner, China. The global
energy price shock from the conflictin the Middle East is expected to
temporarily boost Turkmenistan’s gas export revenues, supporting
growth and the current account in 2026. Higher global energy and
transport costs could also raise food import prices, adding to do-
mestic inflationary pressures. Real GDP growth is expected to in-
crease slightly in 2026, driven in part by higher gas prices, and pub-
lic investment in infrastructure, gas sector, and related industries.

Turkmenistan’'s goods exports are projected to increase modestly
in 2026 and 2027 due to the incremental production increases and
diversification efforts. But pipeline expansion timelines (construc-
tion of Line D to China resumed in early 2026) are uncertain with-
in the forecast period. Non-hydrocarbon growth is expected to re-
main subdued due to a challenging business environment for private
firms, real exchange rate overvaluation and the predominance of di-
rected lending to state-owned enterprises, which limits credit avail-
abletothe private sector. Higher wages will drive up imports, adding
pressure on the trade balance. The current account balance is ex-
pected to improve in 2026, and then weaken in 2027-2028 reflect-
ing lower hydrocarbon prices and an overvalued national currency.

Inflation is forecast to rise gradually, due to pressure from interna-
tional energy prices on food imports, and due to ongoing public sec-
tor wage and pension increases and exchange rate pressures. Ex-
change rate regime reforms, if implemented in the forecast period,
could temporarily raise inflation but provide longer-term growth
benefits through improved resource allocation and investment.

The fiscal position should stay stable if hydrocarbon revenues con-
tinue. Fiscal transparency and a medium-term fiscal framework
would boost resilience.

Downside risks stem from external demand shocks, volatile com-
modity prices, tighter trade or financial conditions among partners,
SOE liabilities, large investment commitments, and delays in struc-
tural reforms. Upside potential could arise from higher global hy-
drocarbon prices, successful diversification, better connectivity,
and gradual economic liberalization.

Recent history 2020 2021 2022 2023 2024 2025
Real GDP growth, at constant market prices 5.9 6.2 6.2 6.3 6.3 6.3
Real GDP growth, at constant factor prices 5.9 6.2 6.2 6.3 6.3 6.3
Agriculture 5.7 4.0 7.2 5.1 5.3 7.0
Industry 2.7 7.8 5.9 5.6 3.2 2.9
Services 10.8 4.3 6.5 7.6 11.0 10.7
Inflation (consumer price index) -0.1 4.6 3.0 1.4 3.8 3.9
Current account balance (% of GDP) -0.5 4.8 3.0 1.9 1.5 2.3
Fiscal balance (% of GDP) 0.1 0.5 3.1 1.3 0.8 0.1
Debt (% of GDP) 14.9 12.7 7.9 6.0 5.6 5.2

Source: Official data. Not aligned with IMF GDDS standards.
Notes: Data in annual percent change unless indicated otherwise.
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TURKIYE

Macroeconomic policies have contributed to disinflation, re-
duced external imbalances, higher reserves, and moderate
economic growth. Growth is projected at 2.8 percent in 2026
and 3.7 percent in 2027. Continued progress on disinflation
requires preserving tight monetary stance and further tight-
ening fiscal policy. Poverty and unemployment reduction has
somewhat been offset by high cost of living. Uneven welfare
gains callfor social protection measures for vulnerable groups.

Key conditions and challenges

Macroeconomic stabilization policies continue, with the Central
Bank of the Republic of Turkiye (CBRT) maintaining a tight mone-
tary policy stance despite rate cuts, aided by macroprudential poli-
cies, alongside fiscal consolidation. Policies have led to increased
macro-financial stability, reserve build-up, sustained growth, and
continued—but very gradual—disinflation as inflation remains per-
sistent and is aggravated by the conflict in the Middle East.

Progress on disinflation and the re-anchoring of expectations ne-
cessitates maintaining tight monetary policy, further tightening fis-
cal policy, and strengthening social policies to protect vulnerable
groups. Removing structural barriers in parallel with macroeco-
nomic stabilization could help unlock productivity-led growth over
the medium term.

Recent developments

After growing 3.3 percent in 2024, the economy grew 3.6 percent
in 2025. Despite tight financial conditions, private consumption
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rebounded in H2 and grew 4.1 percent in 2025 while investment
growth accelerated to 7.0 percent in 2025, even as the Purchas-
ing Managers' Index remained below 50 since March 2024. The
contribution of net exports to growth was negative in 2025. The
unemployment rate dropped to 8.1 percent in January, from 8.5
percent a year earlier, while the labor underutilization rate (in-
cluding discouraged and underemployed workers) increased to
29.9 percent from 27.3 percent.

The risk premia (credit default swap spread), which surpassed
330 basis points (bps) in April 2025, declined over the past year
to 210 bps, before exceeding 300 bps in March in response to
the conflict in the Middle East. Net international reserves ex-
cluding swaps reached US$77.7 bn as of February. The current
account deficit widened in 2025 to 1.6 percent of GDP, from 0.8
percent in 2024.

After raising the policy rate to 46 percent in April 2025 due to
heightened market uncertainty, the CBRT reinitiated cuts in July,
bringing the policy rate to 37 percent in January 2026, while simul-
taneously tightening credit conditions. Tight policy and subdued
nominal exchange rate depreciation helped bring inflation down to
31.5 percent in February.

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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Tight monetary and macroprudential policies have preserved
buffers and stability in the financial sector, but real conditions re-
main restrictive for households and small firms. In January 2026,
the capital adequacy ratio fell slightly to 16.8 (from 17.7 a year ago)
and the non-performing loan ratio remains contained despite edg-
ing up to 2.6 (from 1.9 a year ago). The sector is resilient, though
tighter, costlier TL credit and elevated inflation are straining firms’
incomes and investment while increasing their short-term foreign
exchange liabilities.

The fiscal deficit improved significantly from 4.7 percent of GDP in
2024 to below 3 percent in 2025 thanks to stronger revenues and
decelerating non-interest expenditures. General government debt-
to-GDP remains low at 24.5 percent as of September 2025, up from
23.6 percent at end-2024.

The share of people below the US$8.30 poverty line fell from 10.8
percent in 2022 to 4.1 percent in 2023. Rising rents boosted living
standards for low-income homeowners but squeezed renters. Min-
imum wage hikes helped lower-income workers keep pace with in-
flation but became modest in 2024-2025 and have lower impacts
on informal workers.

Qutlook

Growth projections for 2026 have been adjusted down to 2.8
percent due to the conflict in the Middle East and the associated
policy responses. The projections assume a temporary disruption
to global energy supply, driving up prices in 2026 by 36 percent
on average for Brent oil, by 67 percent on average for natural
gas, and by 20 percent on average for fertilizer, and are subject
to considerable uncertainty. Growth is expected to accelerate to

3.7 percent in 2027 and 4.3 percent in 2028 with a pickup in
private consumption and investment. The conflict is impacting
growth through higher energy prices, higher risk premia and
higher interest rates on the back of higher inflation. Disinflation
is projected to progress gradually due to sticky services inflation
and higher energy and food prices in 2026, with inflation expect-
ed to decline to 28.3 percent by end-2026. The current account
deficit may widen with higher oil price and recovering consump-
tion growth in outer years. The fiscal deficit is projected to re-
main around 3 percent of GDP.

Despite the headline poverty reduction, uneven welfare outcomes
call for targeted social policies. Poorer households remain especial-
ly vulnerable to price shocks from the conflict in the Middle East:
bottom-decile households spend eight times more of their budget
on natural gas and oil than top-decile households. Food also repre-
sents 32 percent of their consumption, and rising energy prices are
likely to push food costs higher through logistics.

Downside risks stem from the conflict, particularly if energy prices
remain elevated beyond 2026. If energy prices stay higher for
longer than in the baseline, the negative impact on inflation,
growth and the current account could be higher. Furthermore,
the slowed pace of disinflation is testing the resilience of con-
sumers and firms—as real disposable incomes of consumers
erode and the longer adjustment process puts pressure on
firms, risking their ability to sustain employment and investment.
Faster-than-expected easing of monetary policy or heightened
market uncertainty could trigger a run to foreign exchange by
domestic investors, putting upward pressure on inflation and re-
serve accumulation. Faster progress on structural reforms could
boost productivity-led growth, accelerate disinflation, and increase
the resilience of the economy.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 5.0 3.3 3.6 2.8 3.7 4.3
Private consumption 10.5 4.3 4.1 3.5 4.2 4.7
Government consumption 2.3 -0.8 0.8 1.1 1.7 2.3
Gross fixed capital investment 7.3 2.7 7.0 1.5 2.7 3.8
Exports, goods and services -2.3 0.1 -0.3 1.3 1.9 2.3
Imports, goods and services 12.1 -4.4 49 2.3 2.9 3.8
Real GDP growth, at constant factor prices 4.2 2.9 3.6 2.8 3.7 4.3
Agriculture 0.4 5.1 -8.8 2.1 1.4 1.5
Industry 3.1 2.1 2.9 1.4 2.3 3.1
Services 5.3 3.1 34 3.4 4.4 4.9
Employment rate (% of working-age population, 15 years+) 48.3 49.2 49.2 49.0 49.1 49.3
Inflation (consumer price index) 53.9 58.5 34.9 30.3 23.0 16.5
Current account balance (% of GDP) -3.6 -0.8 -1.6 -2.6 -2.7 -2.8
Net foreign direct investment inflow (% of GDP) 0.4 0.4 0.3 0.6 0.7 0.8
Fiscal balance (% of GDP) -5.1 -4.7 -2.8 -3.5 -3.3 -3.0
Revenues (% of GDP) 29.6 31.6 31.7 30.3 30.7 30.9
Debt (% of GDP) 28.7 24.0 24.6 25.6 26.4 27.4
Primary balance (% of GDP) -3.7 -3.2 -0.6 -0.5 -0.1 0.2
International poverty rate ($3.00 in 2021 PPP)"2 0.2 0.0 0.0 0.0 . .
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 0.4 0.2 0.1 0.1 0.0 0.0
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 4.1 3.7 3.3 2.9 2.5 2.1
GHG emissions growth (mtCO2e) -2.9 0.8 1.8 1.3 2.2 2.0

Source: World Bank, Fiscal Policy & Growth Department. 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, 2023-SILC-C, and 2024-SILC-C. Actual data: 2023. Nowcast: 2024-2025. Forecasts are from 2026 to 2028.
2/ Projection using average elasticity (2018-2022) with pass-through = 0.5 based on GDP per capita in constant LCU.
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UKRAINE

Ukraine’s economy remains in a wartime equilibrium, main-
taining macroeconomic stability through the effective use of
external assistance, but experiencing slowing growth from
labor shortages and an energy crisis resulting from infra-
structure destruction and a sharp rise in global fuel prices.
While Ukraine has secured assurances of US$136.5 billionin
external supportfor2026-2029, stronger reform momentum
is neededto reignite growth and ensure timely disbursements.

Key conditions and challenges

With hostilities entering their fifth year, Ukraine continues to
maintain macroeconomic stability through the effective deploy-
ment of large-scale external assistance. At the same time, growth
has markedly slowed. Initially driven by labor shortages, the
slowdown has been compounded by recent energy shocks that
result from targeted attacks on the energy infrastructure and
rising global fuel and fertilizer prices. Due to the high energy
intensity of key economic sectors, including mining, metallurgy,
manufacturing and agriculture, these factors impose substantial
supply-side disruptions.

Budget allocations for defense are high in 2026 and are expected
to remain so even after an eventual ceasefire, to allow for re-
stocking. This further constrains fiscal space for reconstruction
even though needs continue to rise, estimated at US$588 billion
by the February 2026 Rapid Damage and Needs Assessment.
While donors have committed support of US$136.5 billion for 2026
to 2029 as part of a new International Monetary Fund (IMF) pro-
gram, much of these disbursements hinge on the timely comple-
tion of policy conditionality under the Ukraine Facility Plan, the IMF
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program, and World Bank budget support at a time when domestic
reform momentum has slowed.

The prospect of European Union accession remains a critical an-
chor for structural reforms. The screening process concluded in
September 2025 and, as of March 2026, discussions and prepara-
tions on all six accession negotiation clusters are ongoing.

Recent developments

GDP growth slowed to 1.8 percent in 2025, from 3.2 percent in
2024, as output approaches its constrained potential. From late
2025 intensified attacks have damaged major power plants, deep-
ening a domestic energy production shortfall that had already dri-
ven a rapid increase in gas and electricity imports since early 2025.
These developments have raised production costs and increased
Ukraine's exposure to the global fuel price shocks relating to the
conflict in the Middle East. Factory gate prices charged by energy
producers rose 13 percent year-on-year in January 2026 and are
expected to climb further. Together, these supply-side pressures
have further decelerated growth, with high-frequency estimates
pointing to an economic contraction in January and February.

FIGURE 1/ GDP growth year-over-year
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FIGURE 2 / Inflation, year-over-year
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Defense spending remained the main expenditure driver in 2025,
pushing total expenditure by 3.3 percentage points to 74.6 percent
of GDP. Revenues (excluding grants) rose to 50.9 percent of GDP
(from 48.1 percent in 2024), supported by a higher military per-
sonal income tax rate and larger in-kind aid. The fiscal deficit (ex-
cluding grants) remained at 23.6 percent of GDP, financed mainly
through external borrowing, as grants fell from 5.9 to 0.3 percent.
Public debt increased to 101.9 percent of GDP, with a larger share
owed to multilateral creditors.

Inflation, which had accelerated to 15.9 percent in May 2025, has
declined to 7.6 percent in February 2026, because of tight mone-
tary policy. In response to supply shocks and rising input costs dri-
ven by labor and energy shortages, the National Bank of Ukraine
(NBU) raised the policy rate from 13 percent in November 2024
to 15.5 percent in March 2025, and held it at this level until Feb-
ruary 2026, when it was reduced to 15 percent. Large foreign ex-
change interventions stabilized the currency market but led to real
exchange rate appreciation in January-October 2025.

Higher imports of energy and military equipment, combined with
real exchange rate appreciation, nearly doubled the current ac-
count deficit to 15 percent of GDP (US$31.9 billion) in 2025, up from
8 percent in 2024. Official assistance of US$58.6 billion was suffi-
cient to finance these outflows, allowing reserves to reach a record
high of US$57.7 billion in January 2026.

Poverty and inequality continued to rise in 2025. Simulations sug-
gest the poverty rate increased from already elevated 2024 lev-
els, reaching 38 percent based on the actual subsistence mini-
mum. Inequality also worsened, with the Gini coefficient rising
from 0.42 in 2023 to 0.50 in 2025, reflecting uneven wage growth

and declining real pension values. Public transfers, including pen-
sions, social assistance, and internally displaced people support,
remain critical for many households.

Qutlook

Ukraine's economic outlook depends primarily on the duration
of hostilities and continued donor support. The baseline as-
sumes the war continues through 2026. In this case, growth is
projected at 1.2 percent in 2026, which reflects electricity short-
ages and the assumption that global energy and fertilizer prices
will remain elevated for the remainder of 2026. Downside risks
include energy shortages extending into the next heating sea-
son, while a reversal of the recent global energy price increase
represents an upside.

Assuming a ceasefire is in place by 2027, growth is projected at 4
percent, below the previously expected 7 percent in the first post-
ceasefire year, reflecting structural labor market imbalances and
greater-than-anticipated damage to infrastructure and production
facilities. Sustained reform implementation is critical for any recov-
ery, including undertaking a growth-enhancing fiscal adjustment,
reducing the state footprint, simplifying business regulations, and
deshadowing the economy, as well as eliminating sector-specific
growth bottlenecks.

The fiscal deficit is projected to contract slowly, reflecting elevated
security risks and high public capital expenditure needs. Inflation is
projected at 8.5 percent in 2026, reflecting imported inflation and
domestic price pressure from global energy shocks, and is likely to
remain above the NBU's 5 percent target through 2028.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 5.5 3.2 1.8 1.2 4.0 4.5
Private consumption 4.3 6.8 2.4 2.6 3.0 3.5
Government consumption 9.0 -10.6 9.3 -2.5 -12.6 -3.5
Gross fixed capital investment 65.9 11.8 10.2 12.9 21.1 15.6
Exports, goods and services -5.9 10.3 -2.0 -0.5 4.5 3.0
Imports, goods and services 8.9 7.7 8.9 6.5 5.0 7.0
Real GDP growth, at constant factor prices 5.5 3.2 1.8 1.2 4.1 4.5
Agriculture 11.1 -7.3 3.0 1.5 5.0 6.0
Industry 32.8 3.9 2.5 -0.8 8.0 7.0
Services -2.5 5.1 1.3 1.8 2.5 3.4
Employment rate (% of working-age population, 15 years+) 44,7 45.3 46.3 47.3 47.7 47.7
Inflation (consumer price index) 12.9 6.5 12.9 8.5 8.0 5.8
Current account balance (% of GDP) -5.3 -8.0 -15.0 -19.5 -16.8 -9.8
Net foreign direct investment inflow (% of GDP) -2.6 -2.0 -1.0 -1.5 -3.9 -4.0
Fiscal balance (% of GDP)*! -19.3 -17.2 -23.3 -18.2 -17.3 -7.3
Revenues (% of GDP) 54.1 54.0 51.2 43.1 40.9 43.9
Debt (% of GDP) 78.3 87.4 101.9 107.2 112.3 108.0
Primary balance (% of GDP)1 -15.5 -13.3 -19.1 -13.0 -13.8 -3.5
GHG emissions growth (mtCO2e) 0.7 -2.8 -5.4 -2.0 -0.8 -0.2

Source: World Bank, Fiscal Policy & Growth Department. 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 including grants.
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UZBEKISTAN

Uzbekistan's economy grew 7.7 percent in 2025, driven by
export recovery and private consumption. Growth was pro-
poor, with national poverty falling from 8.9 percent in 2024
to 5.8 percent in 2025. GDP growth is projected at 6.4 per-
cent in 2026, broadly in line with the economy’s estimated
potential growth. The outlook remains positive, assuming
sustained strong reform momentum, which will boost pri-
vate sector growth and job creation.

Key conditions and challenges

Since 2017, Uzbekistan has shifted toward a market-based
economy aimed at achieving inclusive growth. Annual per capi-
ta GDP growth has averaged 3.8 percent, above the lower-mid-
dle-income country average. Net job creation rose from 0.4
percent in 2017-2021 to 2.5 percent annually in 2022-2025.
With the working-age population set to grow by 1.4 million in
five years, continued reforms are essential. Priorities include
reducing the footprint of the state in the economy, liberalizing
key services sectors characterized by significant regulatory
and trade barriers (especially telecommunications and trans-
port), joining the World Trade Organization, and improving
workforce skills.

Recent developments

In 2025, real GDP rose by 7.7 percent, up from 6.7 percent in 2024,
driven by export recovery, private consumption, and growth in ser-
vices, agriculture, and industry. Private consumption increased by
9.2 percent in real terms due to higher wages and remittances,
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while investment grew by 10.5 percent (reaching 31.9 percent of
GDP, with foreign direct investment making up a third).

Exports rose 24 percent (in US$ terms), led by gold, copper,
zinc, uranium goods, food, fertilizers, and services, while imports
increased 18.5 percent due to higher energy, machinery, and
intermediate goods purchases. The current account deficit nar-
rowed to 3.3 percent of GDP in 2025 from 4.7 percent in 2024,
supported by high gold prices, stronger non-gold exports, and
steady remittances.

The Uzbek sum appreciated 0.6 percent in 2025 against
the dollar due to increased foreign inflows, including remit-
tances, export revenue and prudent Central Bank policy. In-
ternational reserves reached US$70 billion in January 2026 (86
percent in gold), up US$27.1 billion from a year prior, covering
17 months of imports.

Fiscal performance exceeded expectations in 2025, with revenue at
26.1 percent of GDP and spending at 28.2 percent, yielding a 2.1
percent deficit (lower than the 3.3 percent deficit in 2024), thanks
to higher tax revenues and reduced energy subsidies, and a decline
in subsidized lending to state-owned enterprises (SOEs).

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rate and real GDP per
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When inflation rose to 10.3 percent in March 2025, the Central
Bank raised the policy rate by 50 basis points to 14 percent in
March 2025, slowing inflation to 7.3 by December 2025 and 7.2
percent by January 2026. Food inflation was 5.5 percent on av-
erage in 2025, while services inflation (mainly gas, electricity, ed-
ucation) rose to 13.9 percent. To compensate for higher energy
tariffs, low-income families received a one-time US$80 cash trans-
fer equivalent in November 2025.

Real credit to the economy expanded 9.7 percent in 2025 (from
5.3 percent in 2024), despite the higher interest rates, as fiscal
and industrial policies and strong demand fueled growth—espe-
cially in construction, fintech, household, and microfinance cred-
it. The banking sector remains well-capitalized (18.3 percent cap-
ital ratio in December 2025, up from 17.4 percent in December
2024; minimum requirement is 13 percent), and reported non-
performing loans decreased to 2.9 percent in December 2025
from 3.9 percent in December 2024, but may understate risks
due to classification differences.

Household income growth in 2025 was high, driven by wage in-
come growth, and favored lower-income groups, especially in ur-
ban areas. This pro-poor growth cut the national poverty rate from
8.9 percent to 5.8 percent and improved the Gini coefficient from
34.6 to 32.7 between 2024 and 2025.

Qutlook

The projections assume a temporary disruption to global energy
supply, driving up prices in 2026 by 36 percent on average for Brent
oil, by 67 percent on average for natural gas, and by 20 percent on
average for fertilizer, and are subject to considerable uncertainty.

As a net importer of oil and gasoline, Uzbekistan is exposed to
the energy price shock from the conflict in the Middle East. Do-
mestic natural gas production, regulated energy tariffs (shifting
impact to SOEs rather than to consumer price index), and ris-
ing gold exports during geopolitical tensions help to partly off-
set these effects. On balance the conflict is expected to slight-
ly dampen GDP growth in 2026, increase the current account
deficit, and add modestly to inflation.

Growth is projected to moderate to 6.4 percent in 2026, driven pri-
marily by domestic demand, especially private consumption and
investment, while the contribution of net exports and remittances
is expected to be modest due to slowing growth in Russia and Chi-
na. The current account deficit is projected to widen to 4.4 percent
of GDP in 2026 compared to 3.3 percent in 2025.

The overall fiscal deficit is expected to remain at 3 percent of GDP
in 2026 and in the medium term, thanks to the continuation of fis-
cal consolidation via reduced energy subsidies, lower on-lending to
SOEs, and intensified revenue collection efforts. The government is
expected to adhere to its debt limits, with public debt remaining
around 28 percent of GDP in 2026-2027. Headline inflation is pro-
jected to decline below 8 percent in 2026 and gradually approach
the inflation target of 5 percent by 2028.

Downside risks stem from a deeper-than-anticipated deterio-
ration in Russia's economic performance, a correction in gold
prices, tighter-than-expected global financial conditions, and an
extended conflict in the Middle East, particularly if energy prices
remain elevated beyond 2026. Upside risks include higher glob-
al gold, uranium, and copper prices, and stronger productivi-
ty growth and foreign direct investment inflows from ongoing
structural reforms.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 6.3 6.7 7.7 6.4 6.7 6.8
Private consumption 7.0 11.5 9.2 6.5 6.8 6.7
Government consumption 1.1 1.1 1.1 1.1 1.1 1.1
Gross fixed capital investment 23.4 31.3 10.5 16.4 15.2 15.6
Exports, goods and services 17.3 -5.9 6.0 11.0 8.4 7.5
Imports, goods and services 15.3 -1.5 12.9 10.5 8.6 8.0
Real GDP growth, at constant factor prices 6.3 6.7 7.7 6.4 6.7 6.8
Agriculture 4.1 3.1 4.4 3.7 3.9 4.0
Industry 6.2 7.3 6.9 6.8 7.0 7.3
Services 7.1 7.5 9.1 7.0 7.4 7.3
Employment rate (% of working-age population, 15 years+) 68.3 68.7 69.0 69.4 69.6 69.9
Inflation (consumer price index) 10.0 9.6 8.8 7.8 5.8 5.3
Current account balance (% of GDP) -7.6 -4.7 -3.3 -4.4 -3.7 -4.0
Net foreign direct investment inflow (% of GDP) 2.3 2.4 2.6 2.5 2.5 2.6
Fiscal balance (% of GDP) -4.9 -3.3 -2.1 -3.0 -3.0 -3.0
Revenues (% of GDP) 25.9 25.6 26.1 26.1 26.2 26.2
Debt (% of GDP) 31.5 32.6 28.6 27.8 27.4 27.2
Primary balance (% of GDP)* -4.2 2.3 -1.1 -2.0 2.0 2.1
Lower middle-income poverty rate ($4.20 in 2021 PPP)2 7.3 5.1 4.0 3.2 2.6 2.1
GHG emissions growth (mtCO2e) 3.6 3.7 3.9 4.1 4.1 4.0

Source: World Bank, Fiscal Policy & Growth Department. 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 (2021-2025) with pass-through = 1 based on GDP per capita in constant LCU.
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ARGENTINA

Substantial progress in restoring macroeconomic stability
through fiscal consolidation and exchange rate reforms.
Growth rebounded to 4.4 percent in 2025 and is projected
at 3.6 percent in 2026. Inflation is declining. Poverty has
eased, though high informality and inequality constrain in-
clusive growth. Balancing exchange rate flexibility, reserves
accumulation, and disinflation poses risks, amid shallow
buffers and heightened international volatility.

Key conditions and challenges

Argentina’s recent efforts to address long-standing macroeconom-
ic imbalances provide a more stable platform for economic recov-
ery and poverty reduction. The country benefits from abundant
natural resources, a relatively skilled labor force, and comparative
advantages in agro-industry and services. However, decades of
macroeconomic instability—driven by chronic fiscal imbalances, re-
current monetary financing of deficits, and a highly restrictive regu-
latory environment, have weakened productivity, discouraged pri-
vate investment, and heightened vulnerability to shocks.

The current economic program aims to restore macroeconomic sta-
bility through fiscal consolidation, the gradual normalization of the
exchangerate and capital accountregime, and the removal of distor-
tionary regulations. Nonetheless, the economy remains exposed to
significantchallenges, includinglimited fiscal and external buffers, in-
flation inertia, shallow financial intermediation, and infrastructure
gapsthat constrain productivity growth and job creation.

Argentina’s household welfare reflects the contrast between
lower inflation and weak job creation concentrated in informal,
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low-productivity activities, including self-employment and plat-
form-based delivery work. While the poverty rate fell from 16.4 per-
cent in 2023 to 15.2 in 2024 (at the US$8.30 per day, 2021 PPP
poverty line), below several regional peers, a sizable share of the
population remains vulnerable.

Looking ahead, the key challenge is to consolidate macroeconomic
stabilization while advancing structural reforms that support
growth. Strengthening fiscal and external buffers, improving fiscal
efficiency, accelerating infrastructure investment, and rebuilding
human capital are critical to enhancing resilience, expanding for-
mal employment, and enabling sustained poverty reduction.

Recent developments

Real GDP grew by 4.4 percent in 2025, largely reflecting a favorable
end-2024 base effect, alongside a gradual recovery in domestic de-
mand and investment in energy, agriculture, and mining. Growth was
tempered by the political cycle, with mid-term elections in October.
Progress in strengthening fiscal and external sustainability supported
a sharp decline in sovereign risk spreads, from around 2,000 basis
points in January 2024 to about 600 basis points by March 2026.

FIGURE 1/ Central government primary balance and monthly CPI
inflation
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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Fiscal consolidation remains a central pillar of the economic pro-
gram. Expenditure restrained supported an overall fiscal surplus of
0.2 percent of GDP in 2025 at the Central Government, despite the
elimination of the PAIS tax—a temporary tax on foreign exchange
transactions introduced in 2019—and the reduction of export du-
ties, both highly distortionary sources of revenue.

To strengthen external sustainability, the governmentintroduced an
exchange rate band with crawling adjustments and a phased lifting of
capital controls in April. The new regime helped close the foreign ex-
change gap and reduced volatility. However, increased dollarization
ahead of the October elections—estimated at around 50 percent of
broad money (M2)—tightened monetary conditions, requiring tem-
porary U.S. liquidity support to preserve financial stability and main-
tain the course of the economic program. In January 2026, the band
was further flexibilized by indexing its bounds to past inflation, re-
placingthefixed 1 percentmonthly adjustmentin place since April.

The Peso depreciated by 29 percent in 2025, correcting accumu-
lated real exchange rate misalignments. While inflation declined
sharply in 2024, monthly inflation began rising gradually from 1.5
percent in April 2025 to 2.9 percent by January 2026. Pass-through
remained contained despite depreciation, suggesting better-an-
chored inflation expectations. Net international reserves remained
negative, but the authorities initiated a plan to accumulate approx-
imately US$10 billion in 2026, with Central Bank foreign exchange
purchases totaling approximately US$3 billion since January.

Labor market gains in 2025 were uneven. Employment growth was
concentrated in informal and self-employment, while registered
private employment declined. Recent gains in real wages are at

risk, as informal sector wages have been lagging inflation in recent
months. Inequality remains high—the Gini coefficient at 0.42 un-
derscores persistent disparities. Poverty is estimated to have fallen
to 14.7 in 2025 (US$8.30/day, 2021 PPP), as first-semester disinfla-
tion more than offset the late-year rise in food prices.

Qutlook

Real GDP is projected to grow by 3.6 percent in 2026, driven by a
recovery in private consumption and sustained strength in invest-
ment and exports. A favorable agricultural season and large-scale
investments in oil, gas, and mining will support tradables, while im-
proved macro stability should bolster domestic demand. Fiscal dis-
cipline and a tight monetary policy will remain as the economic sta-
bilization program'’s anchor, sustaining disinflation.

Fiscal consolidation is expected to continue in 2026, with a pro-
jected primary surplus of about 1.6 percent of GDP, supported by
stronger revenues and continued expenditure restraint. A consis-
tent fiscal and monetary program should place public debt on a de-
clining path, reducing the debt-to-GDP ratio to about 65 percent by
2027. A more flexible exchange rate regime is expected to support
reserve accumulation and gradually rebuild external buffers.

The outlook faces notable downside risks. Domestically, regulated
price adjustments and greater exchange rate flexibility could slow
disinflation. Externally, the conflict in the Middle East could also de-
lay disinflation through higher fuel prices, particularly if the shock
proves long-lasting. This would require a prolonged tight policy
stance, weighing on growth.

Recent histo ry and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices -1.9 -1.3 4.4 3.6 3.7 3.5
Private consumption 1.0 -2.9 6.4 2.7 2.9 2.8
Government consumption 2.1 -3.8 1.2 0.7 1.7 1.9
Gross fixed capital investment -2.0 -17.2 20.4 8.4 8.4 7.2
Exports, goods and services -9.5 19.8 6.1 4.6 5.8 4.9
Imports, goods and services 1.9 -10.2 27.5 4.0 5.9 5.0
Real GDP growth, at constant factor prices -1.5 -1.4 4.4 3.6 3.7 3.5
Agriculture -23.4 30.8 4.4 3.6 3.1 3.0
Industry -0.2 -7.0 4.1 3.2 3.1 2.9
Services 0.8 -2.1 4.5 3.8 4.0 3.8
Employment rate (% of working-age population, 15 years+) 58.5 57.3 58.4 58.8 59.0 59.0
Inflation (private consumption deflator) 129.1 217.6 40.7 28.0 15.0 8.5
Current account balance (% of GDP) -3.2 0.9 -1.3 -0.3 -1.0 -1.2
Net foreign direct investment inflow (% of GDP) 3.3 1.4 1.6 1.6 2.1 2.2
Fiscal balance (% of GDP)* -4.6 0.2 -0.1 0.2 0.4 0.6
Revenues (% of GDP) 33.8 32.3 31.4 30.7 31.3 31.2
Debt (% of GDP)® 170.0 88.5 80.3 68.6 64.7 61.2
Primary balance (% of GDP)1 -2.7 1.9 1.3 1.6 2.5 2.6
International poverty rate ($3.00 in 2021 PPP)%3 1.2 1.0 0.9 0.9 0.9 0.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)>3 3.1 2.8 2.6 2.5 2.5 2.4
Upper middle-income poverty rate ($8.30 in 2021 PPP)?*> 16.4 15.2 14.7 14.5 14.4 14.2
GHG emissions growth (mtCO2e) -1.6 -1.7 2.2 2.8 3.7 4.1

Source: World Bank, Fiscal Policy & Growth Department. 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. Nowcast: 2025. Forecasts are from 2026 to 2028.

3/ Projections using microsimulation methodology.
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THE BAHAMAS

Tourism continues to underpin the Bahamian economy, yet
its small scale, import dependence, climate threats, skills
gaps, and marked inequality curb longer-term prospects.
Recent gains in construction and cruise traffic are offset by
hotel capacity bottlenecks, limiting growth and labor market
gains. While prices stay subdued and revenues rise, growth
is set to cool gradually, slowing the public debt decline.

Key conditions and challenges

Bahamas is a small island economy highly dependent on tourism
from the United States, Canada, and the United Kingdom. The
economy’s medium-term growth prospects are constrained by its
small size, narrow production base, and skills shortages which limit
economic opportunities, especially for the poorest. Additional
headwinds include hotel capacity constraints, vulnerability to ex-
treme weather events and external shocks, and limited fiscal
space. Elevated public debt and sizable gross financing needs cre-
ate fiscal pressures, but fiscal trajectory is on a sustainable path.
Since independence in 1973, the Central Bank has maintained a
strict 1:1 peg of the Bahamian dollar to the U.S. dollar, supporting
monetary stability but limiting policy flexibility.

Despite progress, economic and social gaps persist, underscoring
the need for policies to promote inclusive, sustainable growth. In
2013, the latest available data, 12.5 percent of people lived below
the national poverty line, which is relatively low in regional stan-
dards. The poverty rate was higher in large households, house-
holds with children, households with a head with little education,
and Haitian nationals—a significant minority group. Inequality is a
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Poverty

persistent challenge: in 2013 the Gini coefficient stood at 41.4,
surpassing the World Bank's threshold for high inequality. In
2023, The Bahamas ranked 66th on the Human Development In-
dex with a score of 0.82, mainly reflecting disparities in income
and life expectancy.

Recent developments

Real GDP is estimated to have grown by 2.8 percent in 2025.
In the first half of 2025, real GDP rose 4.7 percent year-on-
year, led by construction—which employs about 8 percent of
workers and contributed nearly 2 percentage points to GDP
growth—on major tourism and energy projects. Growth mod-
erated in the second half of the year, as projects moved from
construction to operation.

Tourism trends are mixed. Cruise arrivals increased 11.6 percent
year-on-year through October 2025, while stayover tourists fell 1.9
percent. Hotel capacity constraints persisted during peak periods,
tempering opportunities in critical segments of the economy (such
as restaurants and retail, which employs 19 percent of workers).
Growth in short-term rentals helped ease pressures.

FIGURE 1/ Real GDP growth and sectoral contributions to real
GDP growth
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FIGURE 2 / Public debt
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Notwithstanding robust growth in the construction sector, unem-
ployment climbed to 9.3 percent in Q2 2025, due to increased labor
force participation. Ongoing projects and services continue to sup-
port jobs, however capacity constraints have kept unemployment
above pre-pandemic lows.

Inflation remained subdued at 0.6 percent in 2025 (0.4 percent
in 2024), supported by lower global energy and goods prices and
electricity tariff reductions. A recently announced zero-rate value-
added tax (VAT) on unprepared food will benefit lower-income
households, for whom food represents a larger share of spending.
With the currency peg anchoring expectations, imported price dy-
namics will continue to dominate domestic inflation.

Investment-related imports widened the current account
deficit to an estimated 7.6 percent of GDP in 2025, financed
primarily through government external borrowing and for-
eign direct investment inflows.

The fiscal position improved on stronger revenues. Higher depar-
ture taxes, VAT gains, and tourism receipts supported a prima-
ry surplus of 3.7 percent of GDP in FY2024/25 (2.7 percent in
FY2023/24). The overall deficit narrowed to 0.5 percent of GDP
from 1.2 percent. Public debt stood at 72.9 percent of GDP at the
end of 2025.

Qutlook

Growth is projected to moderate as large construction impulses
continue to fade, with real GDP growth rate falling from 2.2 percent
in 2026 to 1.8 percent in 2028. A rising national savings rate will

support long-term growth but constrain private consumption in
the medium term, despite steady labor-force participation. As ma-
jor tourism and energy projects transition to early operations, eco-
nomic activity will increasingly rely on incremental capacity addi-
tions, and services. Expanding short-term rentals and incremental
upgrades will be essential for achieving gains in higher-spending
segments in the medium term. Poverty and inequality are expected
to remain relatively stable.

Continued fiscal consolidation and prudent financing are ex-
pected to place public debt on a declining path, with central
government debt projected to fall to 67.6 percent of GDP
by 2028. Sustaining primary surpluses through stronger rev-
enue administration and spending efficiency, while advancing
resilience investments, will be important to build buffers and
underpin medium-term debt sustainability.

Unless the March 2026 spike in energy prices proves long-lived,
headline inflation will stay near historical norms and the external
position is expected to slowly improve if easing investment-related
imports are accompanied by increase in tourism receipts. Cost-
of-living is expected to remain contained, with inflation moving
toward 2 percent over the medium term, anchored by the long-
standing currency peg and moderating imported price pressures.
The current account deficit is projected to narrow from 7.5 percent
of GDP in 2026 to 7.0 percent in 2028.

Risks stem from heightened volatility of energy prices due to
the conflict in Middle East, weaker external demand, tighter
global financial conditions, and climate shocks; upside risks in-
clude faster-than-expected project execution and further gains
in tax administration.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 3.0 3.4 2.8 2.2 1.9 1.8
Private consumption 9.1 3.2 2.1 2.1 2.0 1.8
Government consumption 7.2 0.9 2.0 2.0 1.9 1.9
Gross fixed capital investment 6.6 20.7 0.7 1.7 2.0 2.1
Exports, goods and services 5.0 6.2 -1.0 2.5 2.0 2.0
Imports, goods and services 15.2 12.7 3.6 2.1 2.1 2.1
Real GDP growth, at constant factor prices 2.4 3.3 2.8 2.2 1.9 1.8
Agriculture 33.3 21.0 -1.0 0.0 0.5 0.5
Industry 9.7 10.4 1.1 0.5 2.5 2.5
Services 1.7 2.6 3.0 2.4 1.9 1.8
Employment rate (% of working-age population, 15 years+) 65.9 65.9 65.9 65.9 65.9 65.9
Inflation (consumer price index) 3.1 0.4 0.6 1.4 1.8 1.8
Current account balance (% of GDP) -6.0 -6.7 -7.6 =7:5 -7.3 -7.0
Net foreign direct investment inflow (% of GDP) 2.4 3.0 3.0 3.0 2.9 2.8
Fiscal balance (% of GDP)*! -3.5 -1.2 -0.5 -0.4 -0.4 -0.4
Revenues (% of GDP) 18.7 19.4 21.1 22.1 22.2 22.2
Debt (% of GDP)* 74.8 72.5 72.9 71.2 69.3 67.6
Primary balance (% of GDP)1 0.0 2.5 3.3 3.5 3.3 3.3
GHG emissions growth (mtCO2e) 3.5 1.4 1.2 1.5 1.7 1.7

Source: World Bank, Fiscal Policy & Growth Department. 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’ tourism-dependent, import-heavy economy
remains exposed to external and climate shocks. Growth
cooled in 2025 as domestic demand normalized, but with
stable prices, resilient tourism, job creation, and modest
fiscal gains, while poverty continued to fall. Public debt,
though easing, still limits fiscal flexibility, prompting the
continuation of priority reforms to foster green energy,
diversification, and stronger safety nets.

Key conditions and challenges

Barbados confronts structural vulnerabilities typical of small island
economies. The country's heavy reliance on tourism and imports
amplifies exposure to natural disasters and external financial
shocks. After more than six decades without hurricanes, Barbados
experienced two in 2021 and 2024, underscoring rising natural dis-
aster risks. While public debt has been declining, it remains elevat-
ed, imposing sizable debt service obligations and constraining fis-
cal space. In response, the authorities are implementing the Bar-
bados Economic Recovery and Transformation (BERT) 2026 plan
that targets a reduction in public debt to about 60 percent of GDP
by FY2035/36. The program also supports green energy transition,
economic diversification, enhanced competitiveness, investments
in education and health, affordable housing, and strengthened so-
cial protection systems.

In 2016/17, the latest available data, 15.8 percent of Barbadians
lived on less than US$8.30 per day (2021 PPP). While the Gini
coefficient was relatively low, at 34.1, differences between popu-
lation groups persisted: poverty was higher for women and chil-
dren as well as in households whose heads were not working,
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underlining the importance of productive jobs. By 2022, approx-
imately 6 percent of the total population received support from
the National Assistance Program. Meanwhile, the National Insur-
ance Scheme faces long-term sustainability challenges due to ris-
ing old-age pension costs driven by an aging population.

Recent developments

Growth moderated in 2025 as domestic demand normalized and
external conditions shifted. Real GDP is estimated to have expand-
ed by 2.7 percent, slowing from 3.4 percent in 2024. Activity was
supported by tourism, construction, business and other services,
and agriculture—where strong poultry and crop output offset
weaker performance elsewhere. Services were buoyed by hospital-
ity and related activities, while construction benefited from ongo-
ing public and private projects. Tourism set new records in 2025
with long-stay arrivals up 3.3 percent from 2024 and cruise tourism
arrivals up 0.7 percent.

Inflation pressures eased further. Headline inflation fell to 0.7 per-
cent (from 1.7 percent in 2024), largely on lower international oil
and freight costs. Toward year-end, housing and utilities began

FIGURE 1/ Public debt
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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adding modest upward pressure, but overall price dynamics re-
mained benign, supporting real incomes under the currency peg.

The external position weakened. The current account deficit
widened to 7.5 percent of GDP (from 3.8 percent in 2024), as the
merchandise trade deficit increased on higher imports—vehicles,
food, and construction inputs—and lower exports, including fuel
re-exports and processed foods. Nevertheless, external buffers re-
mained adequate: international reserves stood at 27.4 weeks of
import cover.

The overall fiscal deficit narrowed despite stronger capital spend-
ing to 0.5 percent of GDP (from 0.7 percent in 2024), while the pri-
mary surplus stayed nearly flat at 4.1 percent of GDP, supported
by value-added tax, corporate income taxes, and import duties. Ro-
bust public investment in infrastructure, hospitals, and tourism-re-
lated projects lifted capital expenditures in line with recent policy
priorities. Public debt declined to 93.3 percent of GDP (from 100.1
percent in 2024), reflecting growth, statistical rebasing effects, and
sustained primary surpluses.

While unemployment dropped to 6.6 percent in Q3 2025, down
from 7.1 percent in Q3 2024, the labor force participation rate
fell from 65.8 percent to 63.6 percent over the same period, re-
vealing a mixed picture for the labor market. Wholesale and re-
tail trade and accommodation and food services remained the
largest employers. In June 2025 the government increased min-
imum wage by 23.5 percent, potentially boosting earnings for
wage-employed individuals at the bottom of the earnings distri-
bution. With growth slowing but inflation abating too, poverty is
projected to drop. The share of Barbadians living on less than

US$8.30 2021 PPP per day is estimated to have declined from
19.7 percent in 2021 to 12.6 percent in 2025.

Qutlook

Growth is expected to strengthen gradually, averaging 2.9 percent,
supported by sustained tourism expansion, major infrastructure
projects, and investment under the BERT 2026 program. As bot-
tlenecks ease and capacity expands, construction and market ser-
vices should remain robust.

Inflation is forecast to edge up but remain contained, reflecting
firmer domestic demand and some pass-through from utilities
and housing costs. Unless the March 2026 spike in energy prices
proves long-lived, the current account deficit is projected to nar-
row gradually on the back of strong tourism receipts and be fi-
nanced by robust investment inflows. International reserves are
expected to remain adequate.

Fiscal performance should slightly deteriorate to -0.8 percent of
GDP in 2026 as a result of fiscal measures in response to the in-
crease in oil prices and improve moderately after despite contin-
ued capital outlays. The primary surplus is expected to stay around
4 percent of GDP, supporting a gradual decline in public debt.

Risks are tilted to the downside, including higher commodity
prices, weaker global growth, tighter financial conditions, climate
shocks, and delays in large projects. Upside risks include stronger
tourism, accelerated infrastructure execution, and reforms that im-
prove the business environment and raise potential growth.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 1.8 3.4 2.7 2.7 3.0 3.1
Real GDP growth, at constant factor prices 2.7 2.5 2.7 2.7 3.0 3.1
Agriculture 12.6 -4.2 12.0 0.0 0.5 0.5
Industry -4.0 5.0 1.1 2.0 2.0 2.0
Services 3.7 2.3 2.8 2.9 3.2 3.3
Employment rate (% of working-age population, 15 years+) 58.4 58.2 58.2 58.2 58.2 58.2
Inflation (consumer price index) 3.2 1.7 0.7 1.7 2.0 2.2
Current account balance (% of GDP) -7.7 -3.8 -7.5 -6.3 -5.8 -5.4
Fiscal balance (% of GDP) -1.4 -0.7 -0.5 -0.8 -0.1 0.0
Revenues (% of GDP) 234 26.1 254 25.0 254 25.3
Debt (% of GDP) 103.0 100.1 93.3 92.0 89.9 87.0
Primary balance (% of GDP) 3.5 4.2 4.1 3.4 4.1 4.0
International poverty rate ($3.00 in 2021 PPP)2 1.5 1.5 1.5 1.5 1.4 1.3
Lower middle-income poverty rate ($4.20 in 2021 PPP)2 3.0 2.8 2.8 2.6 2.3 1.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> 13.8 13.5 12.6 12.0 11.3 10.7
GHG emissions growth (mtCO2e) 1.6 0.8 0.6 0.7 0.8 0.8

Source: World Bank, Fiscal Policy & Growth Department. 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 2028.
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 has stabilized but remains vulnerable to
energy prices, climate risks, and business constraints. In
2025, growth slowed, fiscal balances weakened, but inflation
eased, and unemployment fell. Poverty is declining but high-
erin rural areas and among children and Maya communi-
ties. A modest recovery, low inflation, narrower current ac-
count deficit, adequate reserves, and declining debt are ex-
pected in the medium term

Key conditions and challenges

Belize is an upper-middle-income economy heavily reliant on
tourism, agriculture, and remittances for foreign exchange.
The United States is central to economic performance, serv-
ing as the main source of tourists and remittances, the lead-
ing export market, and a key investor. As a net oil and
gas importer with a US-dollar peg, Belize is sensitive to
energy price swings. The country also faces significant cli-
mate and natural disaster risks. Recent policy efforts have
strengthened macroeconomic stability—fiscal discipline im-
proved, public debt declined, and liabilities were restruc-
tured, including via the blue bond. However, constraints in
the business environment persist, including limited access to
credit, inadequate infrastructure, skills shortages, and crime.

The World Bank estimates that in 2025, 16.9 percent of Belizeans
lived on less than US$8.30 a day (2021 PPP), the upper-middle-in-
come poverty line, while the Statistical Institute of Belize reported
that 19.1 percent were multidimensionally poor. Multidimension-
al poverty is more common in rural areas (27.8 percent) than in
urban areas (6.5 percent), with Toledo being the most affected
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district (59.5 percent). Poverty is especially pronounced among
households with children, Belizeans of Maya descent, larger fam-
ilies, and households where the head has no formal education.
Women and youth continue to face challenges in the labor mar-
ket. Women make up about two-fifths of the labor force. Informal
work is widespread (35.9 percent), particularly in wholesale and
retail trade and in agriculture.

Recent developments

Growth softened in 2025 amid a mixed agricultural outturn
and weaker services. Real GDP growth is estimated at 1.5
percent, down from 3.5 percent in 2024. Agriculture, live-
stock, fishing, and marine output strengthened, even as sug-
arcane production fell sharply due to Fusarium disease and
weather disruptions. In contrast, services expansion moder-
ated as tourism cooled, contributing to slower wholesale and
retail trade and transportation activity. According to the Cen-
tral Bank's latest review, stay-over arrivals declined by 2.9
percent in the first three quarters of the year, but cruise
tourism remained robust, with disembarkations up 5.7 per-
cent over the same period.

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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Labor market conditions improved modestly: unemployment
reached a record low of 1.9 percent (down from 2.1 percent
in 2024). Labor force participation rose to 58.1 percent in
September, from 56.3 percent a year earlier. Job creation
was strongest in tourism and transportation, storage and
communication—expanding these sectors’ combined share in
total jobs by 4 percentage points—and construction (share
expanded by 1.2 percentage points). Despite these improve-
ments, female and youth participation rates remain low (47.2
and 41.3 percent, respectively).

Inflation eased alongside lower fuel prices (to 1.4 percent in 2025
from 3.3 percent in 2024), reducing pressure on real incomes.
Estimated declines in the monetary poverty rate slowed from
0.5 percentage points in 2024 to 0.1 percentage points in 2025.
Nonetheless, multidimensional poverty continued its rapid de-
cline, dropping 3.0 percentage points in 2025.

The current account deficit is estimated to have narrowed slightly
to 1.5 percent of GDP, as lower fuel import costs and remittances
offset softer tourism receipts. It continues to be financed primari-
ly by tourism-related foreign direct investment and official project
financing. Fiscal balances deteriorated with slower growth and
higher spending: the primary surplus is estimated at 1.1 percent
of GDP, and the overall deficit at 1.2 percent of GDP. Public debt
continued to decline.

Financial sector indicators remain sound. The non-performing
loan ratio declined to 1.6 percent, excess liquidity stayed high,
and credit to the private sector expanded by 4.8 percent.

Outlook

Growth is projected to increase in the near term and then mod-
erate. Real GDP is expected to rise to 2.4 percent in 2026, sup-
ported by a gradual recovery in tourism and steady primary-sec-
tor activity, before easing to 2.2 percent, as tourism activity nor-
malizes. Average inflation is expected to peak at 2.4 percent in
2026, lifted by higher energy prices, and decline to 1.3 percent
by 2028. Sustained growth is expected to support social gains:
poverty is projected to fall to 15.8 percent by 2028.

External buffers should remain adequate, with international re-
serves staying at about 4 months of imports, and the current ac-
count deficit is expected to remain contained unless both higher
import prices and a sharper-than-expected moderation in growth
of tourism services materialize.

Fiscal outcomes are likely to deteriorate mildly as growth acceler-
ates only moderately while spending pressures persist. The prima-
ry surplus is projected to decline and the overall deficit to widen
modestly. Provided growth stabilizes and fiscal discipline is main-
tained, public debt is expected to continue its gradual decline.

Risks are tilted to the downside: higher-than-expected energy
prices because of the conflict in the Middle East, weaker global
growth, tighter financial conditions, climate shocks, and delays
to investment could deteriorate households’ income generation
potential and slow down poverty reduction. Stronger reform and
investment execution could lift the outlook.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 0.5 3.5 1.5 2.4 2.2 2.2
Private consumption 1.5 2.8 0.3 2.9 1.6 1.6
Government consumption 2.9 2.5 0.7 3.4 2.6 2.6
Gross fixed capital investment 5.4 -1.2 1.3 5.2 0.8 0.8
Exports, goods and services 10.9 -1.3 -2.9 0.5 3.4 3.4
Imports, goods and services -2.4 5.0 0.8 2.7 2.0 2.0
Real GDP growth, at constant factor prices 0.8 4.2 1.5 2.4 2.2 2.2
Agriculture -6.2 -0.1 4.0 0.0 0.5 0.5
Industry -2.5 1.7 1.1 0.5 2.5 2.5
Services 2.6 5.3 1.3 3.1 2.3 2.3
Employment rate (% of working-age population, 15 years+) 57.0 57.7 57.7 57.7 57.7 57.7
Inflation (consumer price index) 4.4 3.3 1.4 2.4 1.6 1.3
Current account balance (% of GDP) -0.6 -1.6 -1.5 -0.8 -1.3 -1.2
Net foreign direct investment inflow (% of GDP) 0.5 -2.5 -2.5 -2.4 -2.3 -2.2
Fiscal balance (% of GDP)! -3.4 -0.3 -1.2 -1.2 -1.8 -1.8
Revenues (% of GDP) 23.5 25.3 24.7 25.3 24.0 24.0
Debt (% of GDP)* 67.1 63.8 60.4 59.3 59.1 57.1
Primary balance (% of GDP)* -1.1 1.6 1.1 1.1 0.5 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 3.0 2.8 2.8 2.8 2.8 2.8
Upper middle-income poverty rate ($8.30 in 2021 PPP)*> 17.5 17.0 16.9 16.4 16.0 15.8
GHG emissions growth (mtCO2e) -0.2 0.0 -0.1 -0.1 -0.1 -0.1

Source: World Bank, Fiscal Policy & Growth Department. 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: 2019-2025. Forecasts are from 2026 to 2028.
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BOLIVIA

After reducing fuel subsidies in late 2025, the new govern-
ment faces the task of addressing inherited high fiscal
deficits, high inflation, and falling living standards. With real
GDP estimated to have contracted by 2.1 percent in 2025,
Bolivia needs a credible plan to tackle widening imbalances
and rebuild fiscal and external buffers to stabilize the econo-
my and reignite growth and poverty reduction.

Key conditions and challenges

Bolivia's macroeconomic imbalances have accumulated since
the end of the commodity boom in 2014. Government
spending remained elevated as hydrocarbon revenues fell,
resulting in large deficits, dwindling reserves, and loss of
market access. State-owned enterprise expansion crowded
out private investment while generating contingent liabilities.
A weak business environment, marked by price distortions,
export restrictions, and heavy state intervention, has con-
strained private sector activity, undermined export diversifi-
cation, and discouraged investment in key sectors like gas.
Depleted buffers leave the country vulnerable to external
and climate-related shocks.

These macro trends have weighed on social outcomes. Lower
growth, high inflation, and constrained finances have eroded
living standards and the state's capacity to protect the poor.
Low job quality remains a structural constraint on poverty re-
duction, compounded by a demographic transition requiring
more and better jobs. Bolivia lags the region in maternal and
infant mortality. About 61.8 percent of the rural population had
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unmet basic needs in 2024, four times the urban rate. Social
assistance programs offer limited coverage, hampering rapid
responses to shocks.

Recent developments

The economy contracted 1.1 percent in 2024, driven by
declining exports and investment, and weak private and
government consumption amid fuel and goods shortages.
The recession deepened to an estimated 2.1 percent in
2025, dragged by investment contraction. Price controls
and export restrictions failed to curb inflation, which rose
to 20 percent in December 2025, amid acute foreign ex-
change shortages and an exchange rate premium reaching
171 percent.

Labor force participation and employment remained sta-
ble in 2025, masking rising underemployment and de-
clining real incomes. Despite double-digit inflation, nom-
inal wages rose by only 3-4 percent. Social transfers
also lost purchasing power, weakening consumption fur-
ther. Official remittances declined 0.5 percent in U.S.

FIGURE 1/ Fiscal and current account deficits
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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dollar terms in 2025, though actual flows likely in-
creased as transactions shifted to the parallel market.
The poverty rate is estimated to have risen to 19.5 per-
cent in 2025 (US$8.30/day, 2021 PPP), up from 17.4 per-
cent in 2024.

The fiscal deficit reached 9.0 percent of GDP in 2024 and
is estimated at 11.1 percent in 2025, driven by declining
gas revenues and persistently high spending, particularly
on fuel subsidies. Without access to international capital
markets or legislative approval for external loans, the gov-
ernment resorted to financing from the central bank and
the state pension fund. Monetary policy is further con-
strained by regulatory caps on bank lending rates, distort-
ing domestic credit. Public debt stood at 90.4 percent of
GDP at end-2025, up from 31.3 percent in 2014. Bullet
payments on outstanding external sovereign debt begin in
2026Q1. A new administration took office in November,
signaling a commitment to fiscal consolidation. In Decem-
ber 2025, it reduced fuel subsidies and announced tempo-
rary social mitigation measures.

The current account deficit narrowed to 2.0 percent of
GDP in 2025, from 2.4 percent in 2024. Goods exports in-
creased 8.3 percent in nominal terms but fell in volume,
reflecting strong mineral and manufacturing prices but
weak hydrocarbon and agricultural export volumes. The
parallel exchange rate weighed on imports in the first half
of 2025, but they closed the year flat. International re-
serves stood at US$3.7 billion (4.8 months of imports) at
end-2025, buoyed by gold valuation gains. Gold holdings
remain slightly above the 22-ton statutory minimum and
constitute the bulk of reserves.

Outlook

Real GDP is projected to contract 3.2 percent in 2026, as fiscal con-
solidation, higher fuel prices, and policy uncertainty weigh on do-
mestic activity. Prolonged disruptions from the Middle East conflict
are expected to drag on growth and delay the urgently needed fis-
cal consolidation. On the external side, higher fuel import prices
are set to widen the current account deficit to 2.7 percent of GDP,
with gains in agricultural and mining exports only partially offset-
ting lower hydrocarbon receipts. Returns from lithium develop-
ment and gas exploration will be limited in the near term given
their long investment horizons. A gradual recovery is expected in
the medium term as inflation eases and reforms, including incen-
tives to support private investment, are implemented.

Poverty is projected to rise in 2026 as economic contraction and
persistent inflation continue to erode purchasing power. The new
temporary social program is expected to partially offset the impact
of the fuel subsidy reform on lower-income households, but its
short duration (between three and twelve months) may limit its
overall effectiveness. Poverty is expected to remain elevated be-
fore gradually easing as growth recovers.

Risks to the outlook are tilted to the downside, including delays
in fiscal and structural reforms, a protracted conflict in the Middle
East weighing on crude oil prices, and social or political resistance
to further fiscal rationalization. A credible medium-term stabiliza-
tion program is essential, prioritizing frontloaded fiscal consolida-
tion, adjustment of key relative prices, and rationalization of public
investment. Improving the business climate, facilitating private in-
vestments, and raising productivity are equally critical for ensuring
fiscal sustainability, job creation, and durable poverty reduction.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 2.5 -1.1 -2.1 -3.2 4.0 3.2
Private consumption 2.6 1.7 -0.4 -3.0 3.6 3.1
Government consumption 4.1 0.6 -0.3 -7.7 -2.3 -0.1
Gross fixed capital investment 3.0 -10.9 -11.6 1.2 10.8 7.0
Exports, goods and services -8.2 -14.5 -8.0 0.8 6.0 4.3
Imports, goods and services -4.0 -10.4 -0.7 -0.3 4.0 3.7
Real GDP growth, at constant factor prices 2.6 -0.8 -2.1 -3.2 4.0 3.2
Agriculture 6.7 -3.9 3.7 0.9 3.4 3.0
Industry 1.1 -2.3 -2.8 -2.8 4.4 4.0
Services 2.7 0.6 -2.7 -4.2 3.8 2.8
Employment rate (% of working-age population, 15 years+) 75.1 76.4 77.4 77.4 77.4 77.4
Inflation (consumer price index) 2.6 5.1 19.5 21.2 16.0 9.0
Current account balance (% of GDP) -2.2 -2.4 -2.0 -2.7 -2.3 -2.1
Net foreign direct investment inflow (% of GDP) 0.0 0.5 0.5 0.8 1.0 1.0
Fiscal balance (% of GDP) 9.4 -9.0 -11.1 -9.2 -8.3 -7.5
Revenues (% of GDP) 23.9 24.8 21.8 21.9 21.3 21.0
Debt (% of GDP) 78.3 83.2 90.4 89.9 84.9 83.9
Primary balance (% of GDP) -7.5 -6.4 -8.3 -6.4 -5.7 -4.8
International poverty rate ($3.00 in 2021 PPP)"/2 2.8 2.1 3.3 4.6 4.4 4.5
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 5.1 4.9 6.4 7.8 7.7 7.3
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 16.5 17.4 19.5 20.6 20.7 20.0
GHG emissions growth (mtCO2e) 0.4 -0.1 -2.8 -0.7 -7.1 -2.6

Source: World Bank, Fiscal Policy & Growth Department. 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-EH. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.

2/ Projections using microsimulation methodology.
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BRAZIL

Growth is projected to moderate to 1.6 percent in 2026
amid global headwinds, before increasing to 2.2 percent
over the medium term as structural reforms continue. Ad-
vancingfiscal consolidation andincreasing public spending ef-
ficiency are crucialfor macroeconomic and debt sustainability.
Astronglabor market contributedto lowering poverty by 0.2
percentage points (p.p.)in 2025, though further reforms re-
mainnecessaryto reduce inequality and improve jobs quality.

Key conditions and challenges

Brazil's growth has remained resilient in recent years,
averaging 3.2 percent since 2022, while labor market
conditions strengthened markedly as unemployment de-
clined. These gains contributed to reductions in poverty,
supported Brazil's removal from the United Nations
Hunger Map in 2025 and broad expansions of Brazil's
middle class—one of the largest in Latin America and
the Caribbean. Nevertheless, inequality remains high, re-
flecting unequal human capital accumulation, along with
persistent spatial and racial disparities.

Further challenges stem from Brazil's fiscal outlook. With
elevated public debt and high sensitivity to interest-
rate shocks, decisive fiscal adjustment is required to
improve debt dynamics, anchor inflation expectations,
create space for monetary easing, and lower the cost
of capital, thereby supporting public and private invest-
ment. Reducing budget rigidity and expenditure indexa-
tion are also critical to align public spending with the
primary surpluses needed to stabilize public debt.

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

212.8 43.8

Life expectancy at birth’ School enrollment”

years primary (% gross)
75.8 104.0
GDP’ GDP per capita®

current US$, billion current US$

2280.4 10715.8

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2022. 5/ 2025. 6/ 2025.

In terms of growth, the long-awaited value-added tax
reform to simplify Brazil's complex tax system was an
important gain. Further structural reforms are needed
to sustain growth while reducing poverty and inequality.
Priorities include improving the business environment,
fostering trade openness, strengthening education qual-
ity and skills, addressing critical infrastructure and hu-
man development gaps, and accelerating climate adap-
tation and mitigation.

Recent developments

Real GDP growth moderated to 2.3 percent in 2025, re-
flecting weaker private consumption and investment. Infla-
tion eased to 4.3 percent, slightly below the Central Bank's
4.5 percent upper target limit, driven by lower food prices
and currency appreciation, despite strong services demand
and elevated household energy costs. Following a cumula-
tive 450-basis-point tightening cycle that began in Septem-
ber 2024, the Central Bank held the policy rate steady at
15.0 percent from June 2025 through February 2026, be-
fore initiating a 25-basis-point cut in March 2026.

FIGURE 1/ Fiscal balances and general government (GG) gross
debt
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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The current account deficit remained at 3.0 percent of GDP in 2025
and was largely financed by net foreign direct investment (FDI) in-
flows of 2.1 percent of GDP. Gross international reserves reached
15.7 percent of GDP in 2025. After depreciating by 27.9 percent
(yoy) in 2024, the Brazilian real appreciated by 11.1 percent in 2025
amid its higher interest rate and US dollar depreciation.

The general government overall deficit increased from 6.3 per-
cent in 2024 to 8.1 percent of GDP in 2025, as interest payments
rose to 7.7 percent of GDP (from 6.3 percent in 2024), while the
primary deficit increased to 0.4 percent of GDP (from 0.3 per-
cent). The central government only complied with the primary
deficit target of 0 percent (+/- 0.25 p.p.) after exemptions. Gross
public debt increased from 76.3 percent of GDP in 2024 to 78.6
percent in 2025, reflecting higher interest payments and an in-
sufficient primary balance to stabilize debt.

The unemployment rate reached a historic low of 5.1 percent in
December 2025, while real average household income increased
by 5.0 percent (yoy), reaching a record high (R$3,613). Employment
growth was concentrated in mid- and high-paying service activities
and increasingly shifted toward formal jobs. Poverty declined from
20.6 percentin 2024 t020.4 percentin 2025 (at US$8.30 per day, 2021
PPP). Inequality remains virtually unchanged, shifting marginally
from50.3t050.2, reflectingan unevendistribution ofincome gains.

Qutlook

Growth is expected to moderate to 1.6 percent in 2026, as house-
hold consumption slows amid reduced government transfers and
softer labor market gains, while normalizing agriculture growth
after a bumper year, elevated interest rates and global economic

uncertainty weigh on investment and exports. Inflation is project-
ed to gradually converge to 3.7 percent by 2028, remaining above
the Central Bank’s 3.0 percent target, due to fiscal uncertainty and
higher oil prices. Over the medium term, growth is expected to
gradually recover to 2.2 percent by 2028, reflecting ongoing struc-
tural reforms and an anticipated easing of monetary policy in 2026.
The current account deficit is projected to narrow to 2.3 percent of
GDP by 2028, driven by weaker imports amid softer activity, with
net FDI inflows remaining as the main source of external financing.
Poverty is expected to gradually decrease to 20 percent by 2028,
as limited fiscal capacity for increased social spending and slower
wage growth in services constrain the pace of decrease.

The primary deficit is projected to reach 0.4 percent in 2026 and
turn into a surplus of 0.2 percent of GDP by 2028 as consolidation
efforts advance. Still, public debt is projected to rise to 87.5 percent
of GDP by 2028, reflecting elevated financing costs and underscor-
ing the need for continued and faster fiscal adjustment.

Macroeconomic risks are tilted to the downside. While resilient
activity and additional structural reforms could support stronger
growth, insufficient fiscal adjustment could weaken growth
prospects, hinder the anchoring of inflation expectations, and
heighten debt vulnerabilities. The conflict in the Middle East ele-
vated inflation and exchange rate risks and delayed monetary nor-
malization, which may dampen domestic demand. Rising oil prices
can reduce the current account deficit as Brazil is a net oil ex-
porter. Higher fertilizer prices are not expected to affect agricul-
ture until 2027, as most of the grain harvest is already complete or
nearly so. Nonetheless, Brazil's robust financial system, sizable for-
eign reserves and government cash buffers, flexible exchange rate,
and low public-sector debt exposure to foreign currency fluctua-
tion provide important buffers against shocks.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 3.2 3.4 2.3 1.6 1.8 2.2
Private consumption 3.2 5.1 1.3 1.5 1.8 2.4
Government consumption 3.8 2.0 2.1 1.7 1.4 1.2
Gross fixed capital investment -3.0 6.9 2.9 0.8 1.3 1.6
Exports, goods and services 8.9 2.8 6.2 2.8 3.0 3.0
Imports, goods and services -1.2 15.6 4.5 1.5 2.8 2.8
Real GDP growth, at constant factor prices 3.4 3.1 2.4 1.6 1.8 2.2
Agriculture 16.3 -3.7 11.7 24 1.6 2.0
Industry 1.7 3.1 1.4 1.4 1.6 1.6
Services 2.5 3.9 1.6 1.6 1.8 2.4
Employment rate (% of working-age population, 15 years+) 56.8 58.0 58.6 57.8 57.4 57.3
Inflation (consumer price index) 4.6 4.4 4.3 4.0 3.9 3.7
Current account balance (% of GDP) -1.2 -3.0 -3.0 -2.5 -2.3 -2.3
Net foreign direct investment inflow (% of GDP) 1.7 2.2 2.1 2.5 2.5 2.5
Fiscal balance (% of GDP) -7.8 -6.3 -8.1 -8.7 -8.3 -7.7
Revenues (% of GDP) 37.6 39.4 39.8 39.6 38.7 38.0
Debt (% of GDP) 73.8 76.3 78.6 82.3 85.7 87.5
Primary balance (% of GDP) -2.2 -0.3 -0.4 -0.4 -0.2 0.2
International poverty rate ($3.00 in 2021 PPP)"/2 3.8 3.0 3.0 3.0 2.9 2.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)%> 7.4 6.2 6.1 6.1 6.0 5.9
Upper middle-income poverty rate ($8.30 in 2021 PPP)'2 23.3 20.6 20.4 20.4 20.2 20.0
GHG emissions growth (mtCO2e) -5.8 -16.5 -3.0 2.8 2.4 0.5

Source: World Bank, Fiscal Policy & Growth Department. 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. Nowcast: 2025. Forecasts are from 2026 to 2028.

2/ Projections using microsimulation methodology.
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CHILE

GDP growth slowed to 2.5 percent in 2025, as supply-side
constraints in mining mitigated the impulse from rising
investment. Inflation eased into the tolerance band, but
the fiscal deficit overshot its target. Growth is expected to
edge down in 2026, and poverty is projected to continue
its steady decline.

Key conditions and challenges

Market-oriented reforms propelled Chile to Organisation for
Economic Co-operation and Development membership in
2010 and made it Latin America and the Caribbean’s first
high-income country, but its development model has since
been losing steam: GDP per capita growth has declined from
3.2 percent in the 2000s to 2.1 percent in the 2010s and 1.2
percent between 2020 and 2024. Fiscal performance has also
deteriorated: the structural balance target has been missed
in 13 of the past 20 years, public debt is approaching the
self-imposed 45 percent of GDP ceiling, and the sovereign
credit rating has been downgraded by two notches over the
past decade, though it remains investment grade. Reversing
two decades of weak total factor productivity is essential to
lifting potential growth.

Poverty (under the US$8.30 2021 PPP line) has fallen steadily over
the past two decades—except in 2020—making Chile the country
with the lowest poverty rate in the region at 4.5 percent. Income
inequality, measured by the Gini coefficient, has also declined and
now aligns with the regional average. Multidimensional poverty has

Population' Poverty’
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2023.
4/ 2023. 5/ 2025. 6/ 2025.

decreased, but 15 to 30 percent of households report gaps in edu-
cation quality, employment, housing, safety, and inclusion— prior-
ity areas for targeted social policies.

Recent developments

Full-year GDP growth in 2025 was 2.5 percent, revised downward
after mining output contracted in the second half of the year.
Non-mining output grew 3.0 percent, driven by services. Invest-
ment outperformed expectations, underpinned by large mining
and energy projects.

Unemployment declined to 8.0 percent by end-2025, still
above the 6.8 percent pre-pandemic average, with women
slightly above. The weak recovery reflects elevated labor
costs, slow growth in labor-intensive sectors, and con-
strained non-mining investment.

Inflation averaged 4.2 percent in 2025 but returned to the Central
Bank’'s 2-4 percent target band by August 2025, prompting a re-
sumption of the easing cycle, with the policy rate cut by a cumu-
lative 50 basis points to 4.50 percent by end-2025.

FIGURE 1 / Business sentiment turns optimistic for the first time
since 2010
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FIGURE 2 / Actual and projected poverty rate and real private
consumption per capita
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Commercial lending returned to positive year-on-year growth be-
tween August and December, reversing a contraction cycle of
over two years. Consumer credit growth has remained negative
since early 2020, reflecting tighter collateral requirements and
weak demand.

The current account deficit remained at 1.2 percent of GDP, sup-
ported by high copper prices.

The fiscal deficit reached 2.8 percent of GDP in 2025, or 3.6 percent
on a cyclically adjusted basis under Chile’s budget rule, above the
1.6 percent structural target. The shortfall was driven by lower-
than-expected non-mining revenue. Although corrective measures
were announced as forecasts deteriorated, implementation
lagged. Public debt stayed at 41.4 percent of GDP, supported by as-
sets drawdowns, with the Economic and Social Stabilization Fund at
1.0 percent of GDP, below the International Monetary Fund's rec-
ommended 5-7 percent.

In January 2026, the government released revised official poverty
estimates using a new methodology, raising the 2024 poverty rate
to 17.3 percent (from 4.9 percent previously) while maintaining the
long-term trend of a roughly 20-point decline since 2009. Between
2022 and 2024, poverty declined from 20.5 to 17.3 percent.

Outlook

Real GDP growth is expected at 2.4 percent in 2026, in a
baseline scenario without major policy changes, supported by
mining investment and its economy-wide spillovers. Business
sentiment crossed the optimism threshold for the first time

since May 2019 (Figure 1), and a new permitting law is set
to strengthen investment conditions. These gains may be tem-
pered by the Middle East conflict, which raises energy costs
and uncertainty, lifting inflation to 3.8 percent in 2026 before
returning to the Central Bank's 3 percent target by mid-2027.
The current account is projected to deteriorate, with elevated
copper prices partially offsetting the energy shock.

Over the medium term, growth is expected to revert to its 2.3
percent potential as investment moderates. Productivity enhanc-
ing reforms, including on education quality, innovation, female
labor force participation, and export diversification, could signifi-
cantly raise potential growth. Poverty (at the US$ 8.30 2021 PPP
line) is projected to decline slowly from 4.5 percent in 2024 to 3.8
percent in 2028.

Fiscal revenue is projected to rise by 0.5 percentage points of GDP
in 2026, supported by the 2025 Tax Compliance Law and elevated
copper prices. Updated projections point to a fiscal deficit of 1.8
percent of GDP in 2026, with the structural deficit expected to ex-
ceed its target, requiring corrective measures. With the new admin-
istration signaling significant spending cuts, the 2027-2028 outlook
assumes only committed expenditures, implying fiscal consolida-
tion and public debt at 42.8 percent of GDP.

Domestically, risks are broadly balanced: the new administration
may leverage early political capital to advance pro-growth reforms,
but transition-related policy uncertainty could weigh on activity. Ex-
ternally, persistent global uncertainty, including trade tensions and
the risk of prolonged oil market disruption from the Middle East
conflict, could dampen export demand, raise production costs, and
weaken domestic confidence.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 0.7 2.8 2.5 2.4 2.3 2.3
Private consumption -4.7 1.1 2.7 2.5 2.5 2.5
Government consumption 2.3 2.8 3.0 2.5 2.2 2.2
Gross fixed capital investment 0.3 -1.6 7.0 4.3 4.0 3.5
Exports, goods and services 0.3 7.2 4.6 1.5 2.1 2.1
Imports, goods and services -11.1 2.1 10.5 3.0 3.8 3.6
Real GDP growth, at constant factor prices 1.5 3.2 2.4 2.4 2.3 2.3
Agriculture 0.2 7.8 7.9 1.8 1.8 2.1
Industry 3.2 3.6 0.6 1.7 1.7 1.7
Services 0.9 2.7 2.8 2.7 2.6 2.5
Employment rate (% of working-age population, 15 years+) 56.0 55.9 56.6 56.6 56.6 56.6
Inflation (consumer price index) 7.6 4.3 4.2 3.8 3.6 3.0
Current account balance (% of GDP) -3.1 -1.2 -1.2 -2.5 -2.5 -2.5
Net foreign direct investment inflow (% of GDP) 3.2 2.8 1.6 2.4 2.4 2.4
Fiscal balance (% of GDP) -2.3 -2.8 -2.8 -1.8 -1.6 -1.4
Revenues (% of GDP) 25.1 23.8 24.2 24.7 24.7 24.7
Debt (% of GDP) 39.3 41.4 41.4 41.7 42.8 42.8
Primary balance (% of GDP) -1.6 -1.8 -1.8 -1.0 -0.7 -0.6
Upper middle-income poverty rate ($8.30 in 2021 PPP)"> . 4.5 4.2 4.0 3.9 3.8
GHG emissions growth (mtCO2e) -15.7 4.6 5.0 3.9 1.6 1.7

Source: World Bank, Fiscal Policy & Growth Department. 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-CASEN. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.

2/ Projections using microsimulation methodology.
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COLOMBIA

Growth accelerated from 1.5 percent in 2024 to 2.6 per-
cent in 2025, driven by private consumption and govern-
ment spending amid expansive fiscal and income policies.
Disinflation paused and the fiscal position deteriorated
further following the suspension of the fiscal rule. Growth
is projected at 2.2 percent in 2026, with poverty edging
down to 34.8 percent. Risks include fiscal slippage,
inflationary pressures, and geopolitical uncertainty.

Key conditions and challenges

Colombia’s robust institutions—inflation targeting, a flex-
ible exchange rate, and fiscal rules—have supported
macroeconomic stability. Over a decade and a half, the
economy grew by about 3.5 percent annually and pover-
ty fell by nearly a quarter. However, productivity has
stagnated, slowing income convergence and gains in
poverty and inequality reduction.

Limited global integration constrains diversification beyond
commodities. A complex tax system and weak competition
deter investment, innovation and the creation of quality jobs.
Rigid spending also limits investment in infrastructure, and
service delivery needed to build human capital. The recent
fiscal deterioration and suspension of the fiscal rule further
complicate development efforts.

These structural constraints disproportionately affect poorer re-
gions. Wide regional disparities persist. Bogotd's income is nearly
six times Chocd’s and children in La Guajira are twice as likely to
fall behind in school as those in the capital.
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2022. 5/ 2025. 6/ 2025.

The incoming government taking office in August will face a de-
manding reform agenda. Raising productivity requires better in-
frastructure and service delivery, a simpler and fairer tax system,
more efficient public spending, and a more open business climate.
Inclusive growth requires better targeted fiscal transfers, further
investment in human capital, and a modernized social security.

Recent developments

Real GDP grew 2.6 percent in 2025 (1.5 percent in 2024), driven
by private consumption and public spending. Private consump-
tion rose 3.6 percent supported by real income gains from record
remittances, resilient labor markets, and elevated coffee prices.
Public spending grew by 5.8 percent as the government cleared
investment backlogs (2.7 percent of GDP) and expanded civil
works. These gains were partly offset by declining private invest-
ment and weak net exports, reflecting lower mining output and
strong import demand.

Inflation eased from 6.6 to 5.1 percent in 2025 as the peso appre-
ciated (0.5 percent on average in 2025) but stayed around 5.2 per-
cent most of the year as services and regulated prices proved slow

FIGURE 1/ GDP and components
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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to adjust. Monetary policy eased modestly, with a 25-basis-point
cut in April to 9.25 percent, constrained by fiscal and trade risks
and persistent inflation pressures.

Fiscal accounts deteriorated further in 2025, with a primary deficit
estimated at 2.6 percent of GDP—the largest outside the pandem-
ic—partly cushioned by debt operations that reduced interest pay-
ments and kept the overall deficit below target. The deterioration
led to a temporary suspension of the fiscal rule for 2025-2027, trig-
gering sovereign downgrades. Public debt rose to 66.5 percent of
GDP, and Emerging Markets Bond Index Global spreads remained
elevated at around 310 basis points, even as regional and rating
peers saw spreads decline.

The current account deficit widened from 1.7 to 2.4 percent of
GDP as stronger imports and weaker oil and mining export receipts
outweighed record remittances (2.9 percent of GDP). Net foreign
directinvestment (FDI) inflows fell to 1.6 percent of GDP, their lowest
in 15years, while net portfolio inflows helped cover the gap. Reserves
stayed comfortable at US$66 billion (eleven months of imports).

Poverty (US$8.3/day 2021 PPP) declined by 2.1 percentage points in
2024, driven by higher earnings, partly offset by lower social trans-
fers amid fiscal pressures. Urban poverty declined more than rur-
al, while rural extreme poverty stagnated and income inequality
remained high. In 2025, labor markets slightly improved, with
791,000 jobs created, nearly half in self-employment, mostly in the
tertiary sector, benefiting urban areas, and men slightly more.

Qutlook

GDP growth is projected to moderate to 2.2 percent in 2026,
as rising inflation and tighter monetary policy will cool demand

and constrain private investment. Inflationary pressures from a
record minimum wage increase and global oil prices are expect-
ed to fade in the medium term, bringing inflation back to target
by late 2028, allowing gradual monetary easing and supporting
growth of 2.7 percent.

The fiscal deficit is projected to narrow modestly in 2026, as man-
dated spending deferrals from the unapproved 2025 financing bill
deliver partial adjustment. Larger consolidation is anticipated from
2027 ahead of the rule’s reinstatement in 2028. Achieving fiscal tar-
gets will require structural reforms to raise tax revenues, reduce
budget earmarks and rigidities, and improve spending efficiency.
Public debt is expected at 66.6 percent of GDP in 2026, stabilizing
as reforms take effect.

The current account deficit is expected to narrow to 2.1 percent
in 2026, supported by higher oil export receipts amid elevated
global prices, while domestic supply constraints cap volume
gains in coffee and coal. Net FDI inflows should remain the main
external financing source.

The poverty rate is projected to decline from 35.5 percent in
2025 to 34.8 percent in 2026, while inequality remains stagnant.
Heavy rains and floods, mostly in the Caribbean region, could
disproportionately affect the poorest.

Downside risks are significant. Delays in fiscal consolidation or a
wider deficit could raise borrowing costs further and keep mon-
etary policy tight. Stronger wage-driven inflation could prolong
rate hikes and weaken private investment. Regional violence risks
deepening the country’s already stark territorial disparities. Exter-
nal shocks, including a prolonged conflict in the Middle East or
trade policy uncertainty, could dampen demand, tighten financial
conditions and exacerbate fiscal pressures.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 0.8 1.5 2.6 2.2 2.4 2.7
Private consumption 0.5 1.6 3.6 3.0 2.8 2.7
Government consumption 1.6 0.6 7.1 2.5 -1.9 -5.7
Gross fixed capital investment -12.8 0.7 1.3 -0.4 5.2 8.3
Exports, goods and services 3.1 0.4 1.8 3.2 3.4 4.6
Imports, goods and services -10.0 1.2 8.4 3.0 2.9 2.0
Real GDP growth, at constant factor prices 1.2 1.6 2.6 2.2 2.4 2.7
Agriculture 1.6 6.1 3.1 1.2 2.2 3.1
Industry -0.6 -1.5 -0.5 1.0 2.0 3.1
Services 1.9 2.3 3.7 2.7 2.6 2.5
Employment rate (% of working-age population, 15 years+) 57.6 57.5 57.6 57.6 57.6 57.6
Inflation (consumer price index) 11.7 6.6 5.1 6.1 5.1 4.0
Current account balance (% of GDP) -2.3 -1.7 -2.4 -2.1 -2.7 -2.8
Fiscal balance (% of GDP) -2.7 -5.8 -5.6 -4.9 -4.0 -3.0
Revenues (% of GDP) 30.9 27.6 27.5 28.7 28.8 28.3
Debt (% of GDP) 59.8 64.1 66.5 66.6 66.0 65.1
Primary balance (% of GDP) 1.4 -1.3 -2.6 -1.8 0.4 1.5
International poverty rate ($3.00 in 2021 PPP)"2 8.6 8.5 7.9 7.7 7.5 7.3
Lower middle-income poverty rate ($4.20 in 2021 PPP)'2 15.2 14.7 13.6 13.3 13.0 12.8
Upper middle-income poverty rate ($8.30 in 2021 PPP)2 39.1 37.0 35.5 34.8 34.4 33.9
GHG emissions growth (mtCO2e) -1.0 -1.1 -0.4 0.3 0.9 0.9

Source: World Bank, Fiscal Policy & Growth Department. 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. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.

2/ Projections using microsimulation methodology.
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COSTA RICA

Growth accelerated to 4.6 percent in 2025 on resilient
exports, but it is projected to moderate to 3.6-3.7 per-
cent over 2026-2028 as external demand eases. While
fiscal consolidation has continued, revenue growth has
flatlined and central government debt remains high at
60.4 percent. Although real wage growth reduced poverty
to its lowest rate since 2010, falling participation rates
and persistent inequality pose challenges.

Key conditions and challenges

Real per capita income grew 3 percent annually on aver-
age over 2004-2024, leading to Costa Rica's classification
as a high-income economy in 2025. Prudent fiscal manage-
ment, anchored in a fiscal rule, has helped to uplift the
credit rating to two notches below investment grade.

Poverty has declined to 9.7 percent (at US$8.30/day, 2021
PPP, or 17.1 percent under the national poverty line), while
60 percent of the population belongs to the middle class. In-
equality, however, remains high at 0.49 Gini points, exacer-
bated by the dual economic structure. Export-oriented firms
benefiting from special regimes such as free trade zones
have experienced strong productivity gains, generating ro-
bust real wage growth for skilled workers, while domestic,
non-beneficiary firms—which generate 85 percent of
GDP—remain sluggish, leading to flatter wage growth for
most workers. Reducing these disparities will require improv-
ing the business environment for all firms, enhancing the
quality of education spending, and crowding in more private
investment in infrastructure.

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

5.2 0.5

Life expectancy at birth’

School enrollment®

years primary (% gross)
80.8 106.2
GDP’ GDP per capita®

current US$, billion current US$

102.9 19968.4

Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2025 (2021 PPPs). 3/ 2023.
4/ 2023. 5/ 2025. 6/ 2025.

Recent developments

Real GDP accelerated to 4.6 percent in 2025 amid resilient
goods export growth (13.3 percent year-on-year). This likely
reflected the frontloading of medical device imports by U.S.-
based companies ahead of the 15 percent reciprocal tariff
beginning August 2025. Strong manufacturing growth offset
weather-related contractions in agriculture.

Unemployment declined to 6.3 percent in the quarter
ending December 2025. While average real wages rose,
participation and employment rates declined to 54.5 and
51.1 percent, respectively, 1.7 and 5.2 percentage points
lower than in 2022. This partly reflects aging, but also a
drop in female labor force participation to 43.2 percent,
the lowest rate since 2010.

Consumer prices contracted by 0.1 percent in 2025, driven by
lower global fuel prices and the continued appreciation of the
colén (2.4 percent). Core inflation averaged 0.6 percent. The
Central Bank lowered the policy rate by a cumulative 75 basis
points to 3.25 percent, but prices still fell by 2.6 percent y-o-y

FIGURE 1/ Inflation year-over-year
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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on average in January and February 2026 as the colén contin-
ued to appreciate (+5.2 percent).

Notwithstanding a smaller services trade surplus (on account
of the strong colén, which favored outbound tourism), the cur-
rent account deficit narrowed to 0.7 percent of GDP on goods
exports growth and higher reinvested earnings. Net foreign di-
rect investment (FDI) is estimated to have risen to 5.2 percent
of GDP as free trade zones expanded. Net international re-
serves surged to US$17.1 billion, equivalent to 8.9 months of
imports, as the government—unauthorized by Congress to issue
Eurobonds externally—placed an inaugural EUR 1 billion bond in
the local market with a coupon of 6.5 percent.

The non-financial public sector deficit is estimated to have nar-
rowed by 0.3 percentage points of GDP to reach 1.4 percent in
2025. Lower interest payments led central government (CG) ex-
penditures to decline slightly (0.3 percent), while revenues rose
by only 0.8 percent, reflecting lower value-added tax collections.
The CG debt to GDP ratio rose from 58.9 to 60.4 percent as the
government frontloaded liquidity to mitigate refinancing risks. In
line with the fiscal rule, this implies tighter constraints on total
spending growth in 2027.

Qutlook

Growth is projected to slow to 3.6-3.7 percent over
2026-2028 as export growth decelerates from a high base
amid lingering global trade uncertainty. Private consump-
tion is expected to moderate as inflation picks up and real
interest rates remain elevated.

Inflation is projected to increase to 1.0 percent in 2026, driven by
temporarily higher prices due to the conflict in the Middle East, and
return to the target range (2-4 percent) thereafter.

The poverty rate is projected to remain below 10 percent for
2025-2027. Better targeting and more efficient social spending
could help cement reductions in poverty and vulnerability.

The current account deficit is projected to rise to 1.4 percent of
GDP in 2026 and to 1.6 percent in 2027-2028, reflecting a deceler-
ation in export growth and higher fuel import prices.

Fiscal consolidation is expected to be supported by prudent
spending and by ongoing efforts to modernize tax administration,
but only at a very gradual pace unless reforms to mobilize more
tax revenues and improve spending efficiency occur. Reforms to
enable more predictable access to external borrowing are critical
to further reduce borrowing costs.

External risks include global uncertainty and the pending out-
come of a U.S. investigation into imported medical devices,
which may affect FDI and exports and increase borrowing costs.
Domestically, persistent deflation could weaken competitiveness
and worsen debt ratios, while prolonged disruptions to global oil
supplies from the Middle East conflict pose the opposite risk of
broader cost pressures. Perceptions of worsening security could
also dampen FDI and tourism. Longer-term downside risks in-
clude low female labor force participation, aging, and vulnera-
bility to natural disasters. Upside risks could materialize if the
new administration accelerates reforms to improve the business
environment and to close infrastructure gaps, including through
public-private partnerships.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 4.8 4.1 4.6 3.6 3.7 3.7
Private consumption 4.2 3.8 3.8 3.6 3.7 3.8
Government consumption -0.5 0.9 2.8 1.6 1.2 0.9
Gross fixed capital investment 9.2 4.7 3.9 4.0 4.2 4.4
Exports, goods and services 10.6 5.7 8.6 4.0 4.8 4.8
Imports, goods and services 6.5 5.1 6.5 4.1 4.5 4.7
Real GDP growth, at constant factor prices 4.8 4.1 4.8 3.6 3.7 3.7
Agriculture 3.0 2.0 -1.5 1.3 1.6 2.0
Industry 8.5 3.7 8.2 3.0 3.2 3.3
Services 3.8 4.3 4.1 3.9 3.9 3.9
Employment rate (% of working-age population, 15 years+) 51.0 52.5 52.0 52.1 52.1 52.0
Inflation (consumer price index) 0.5 -0.4 -0.1 1.0 2.2 3.0
Current account balance (% of GDP) -1.3 -0.9 -0.7 -1.4 -1.6 -1.6
Net foreign direct investment inflow (% of GDP) 4.2 5.1 5.2 5.0 5.0 5.0
Fiscal balance (% of GDP)*! -1.3 -1.7 -1.4 -1.3 -1.2 -1.1
Revenues (% of GDP) 25.5 25.5 25.0 25.1 25.2 25.3
Debt (% of GDP)* 72.8 71.0 72.3 71.5 70.6 69.7
Primary balance (% of GDP) 2.5 2.1 2.0 2.0 2.0 2.0
International poverty rate ($3.00 in 2021 PPP)? 1.5 L3 0.8 0.8 0.9 0.9
Lower middle-income poverty rate ($4.20 in 2021 PPP)? 3.4 2.6 1.7 1.7 1.7 1.7
Upper middle-income poverty rate ($8.30 in 2021 PPP)? 15.3 12.6 9.7 9.4 9.2 9.0
GHG emissions growth (mtCO2e) -8.3 3.1 5.5 4.1 2.9 0.6

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

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

1/ Debt data refers to unconsolidated public debt. The fiscal accounts cover the non-financial public sector (NFPS).
2/ Projection using average elasticity (2010-2016) with pass-through = 0.5 based on private consumption per capita in constant LCU.
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DOMINICA

Growth accelerated to 3.1 percent in 2025, driven by infra-
structure investment and tourism, and is expected to re-
main robust despite moderation as major projects con-
clude, reflecting increased productive capacity. The fiscal
deficit is projected to decline as capital outlays decrease
and revenue measures are implemented, supporting debt
sustainability. External shocks could weaken growth and
employment, pushing vulnerable households into poverty.

Key conditions and challenges

As a small island nation dependent on tourism and agriculture,
Dominica is highly vulnerable to climate and external shocks. For
example, Hurricanes Erika in 2015 and Maria in 2017 caused
US$1.8 billion (almost three times the GDP) in damage. In the
post-pandemic period of 2021-2022, economic growth averaged
8 percent, fueled by recovery investments, a resurgence in
tourism, and a marked increase in Citizenship-by-Investment (CBI)
revenues. However, growth normalized at around 2.9 percent
during 2023-25, as base effects faded. The fiscal deficit and pub-
lic debt remained elevated, peaking at 7.2 percent and 102.3 per-
cent of GDP in fiscal year 2023/24, respectively, as the govern-
ment continued to undertake large infrastructure projects aimed
at upgrading and expanding tourism capacity.

Dominica faces persistent challenges with high debt that limits fis-
cal flexibility, a narrow and volatile economic base, skilled labor
emigration, declining productivity, elevated energy and logistics
costs, and limited access to finance, which compound climate vul-
nerability. Stronger fiscal buffers, greater economic diversification,
investments in climate resilience, broader insurance coverage, and

Population'
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023. 3/ 2024. 4/ 2025. 5/ 2025.

improved job opportunities could foster broad-based growth, help-
ing provide economic security for poor and vulnerable Dominicans.

Recent developments

Real GDP is estimated to have grown by 3.1 percent in 2025, fueled
by infrastructure investment and rising tourism. Construction was
driven by public projects— climate-resilient infrastructure, the In-
ternational Airport, and a geothermal plant—and private devel-
opments like the Ariel Tram/Cable Car and luxury hotels. These
expansions increased tourism capacity, with stayover arrivals up
13.7 percent in January-September 2025 from the previous year.
Agriculture—the largest employer for Dominica's poorest work-
ers—slowed but remained supported by government initiatives.

Inflation eased to 2.6 percent in 2025, helped by lower glob-
al commodity prices, with year-on-year food price inflation
standing at 3.1 percent in September 2025. This likely mit-
igated food insecurity for the poor and vulnerable that de-
vote a larger share of income to food. In 2025, 40 percent of
respondents to the Caribbean Food Security and Livelihoods
Survey reported going hungry but not eating, similar to 2024

FIGURE 1/ Real GDP growth and sectoral contributions to real
GDP growth
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FIGURE 2 / Public debt
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and up from 2021 (18 percent). Health and education costs
have also increased faster than overall inflation, which could
hamper human capital development.

The current account deficit increased to an estimated 38.6 percent
of GDP in 2025, driven by capital goods imports related to infra-
structure projects, only partially offset by tourism receipts. The
deficit was primarily financed by CBI inflows and, to a lesser extent,
by recovering foreign direct investment (FDI). In 2025, imputed re-
serves covered 4.3 months of imports.

The fiscal deficit narrowed to 1.6 percent of GDP in fiscal year 2024/
25 (from 7.2 percent in the previous year), supported by higher tax
revenue, controlled current expenditures, and stronger economic
growth. As a result, debt declined to 99.5 percent of GDP in fiscal
year 2024/25.

The financial sector is adequately capitalized but low asset quality
and heavy reliance on credit unions increase vulnerabilities due
to weaker regulatory frameworks. Non-performing loans in com-
mercial banks declined to 8.9 percent in December 2025 but
remain above the Eastern Caribbean Central Bank's prudential
benchmark (5 percent).

Qutlook

GDP growth is projected to converge to 2.8 percent by 2028 as ma-
jor infrastructure projects are concluded. Nonetheless, expanded
capacity in tourism, investments in agriculture and a transition to
geothermal energy will continue supporting the expansion.

Inflation is expected to remain high at 2.6 percent in 2026 due to
anincrease in oil prices driven by the conflict in the Middle East but
then decline to 2.1 percent over the medium term, supporting pur-
chasing power. Poverty should fall in the medium term. However,
updated data on poverty, labor markets and other key indicators is
urgently needed to monitor wellbeing and guide policy.

The fiscal deficit is projected to narrow to 0.6 percent of GDP
by fiscal year 2027/28, driven by increased excise taxes, higher
eco-tourism site fees, new environmental and highway mainte-
nance taxes, and stable economic performance. Although fiscal
incidence studies are not available, international evidence sug-
gests that consumption taxes could disproportionately affect
poor and vulnerable households. Current spending restraint
and a slowdown in capital outlays as projects are completed
will further contribute to the adjustment, enabling a primary
surplus and a gradual decline in public debt to around 91.3
percent of GDP by 2028.

The current account deficit is expected to narrow to 16.1 percent
of GDP by 2028, driven by lower capital imports, reduced fuel costs
linked to geothermal energy production, and increased tourism re-
ceipts enabled by the new airport and hotels. CBI and FDI inflows
are projected to continue financing the deficit.

The economic outlook faces significant downside risks from
volatile CBI revenues, fluctuating food and fuel prices, and trade
disruptions resulting from global uncertainty and the conflict in
the Middle East. Additional risks include natural disasters, tighter
global financial conditions, and fiscal vulnerabilities that may slow
the decline in public debt.

Recent history and projections 2023 2024 2025e 2026f 2027f 2028f
Real GDP growth, at constant market prices 3.7 2.1 3.1 2.8 2.9 2.8
Real GDP growth, at constant factor prices 2.0 1.9 3.1 2.8 2.9 2.8
Agriculture -4.0 3.2 2.9 2.7 2.5 2.3
Industry 2.4 8.8 4.2 2.6 2.3 2.3
Services 3.3 0.2 2.9 2.8 3.1 3.1
Inflation (consumer price index) 5.1 2.7 2.6 2.6 2.1 2.1
Current account balance (% of GDP) -40.4 -37.8 -38.6 -30.6 -20.8 -16.1
Fiscal balance (% of GDP)! -4.6 7.2 -1.6 -1.2 -0.7 -0.6
Revenues (% of GDP) 61.7 63.0 62.4 56.5 45.9 44.0
Debt (% of GDP)® 94.7 102.3 99.5 96.8 93.9 91.3
Primary balance (% of GDP)* -2.0 -4.8 0.9 1.2 1.5 1.5
GHG emissions growth (mtCO2e) 2.9 1.9 2.5 2.4 2.3 2.2

Source: World Bank, Fiscal Policy & Growth Department and Eastern Caribbean Central Bank. Emissions data sourced from CAIT and OECD.

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

1/ Fiscal balances and public debt are reported in fiscal years.
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DOMINICAN
REPUBLIC

Growth moderated to 2.1 percent in 2025, reflecting weak
construction and subdued investment, partially offset by
solid performance in agriculture and mining. Rising remit-
tances, resilient labor market conditions, and strong FDI
supported household incomes and contributed to improved
welfare. Economic growth is forecast to recover to 3.6 per-
cent in 2026, driven by investment recovery and resilient
private consumption, resulting in further poverty reduction

Key conditions and challenges

The Dominican Republic remains one of the fastest-growing
economies in Latin America, averaging 5.2 percent growth over
the past two decades, supported by a favorable business environ-
ment, an open economy, and a strong tourism sector. Prudent
monetary and fiscal policies anchored macroeconomic stability,
underpinning growth, containing inflation, and supporting a dy-
namic labor market. At the same time, the country achieved sub-
stantial social progress. Poverty declined threefold, reaching 14.0
percent in 2024 (US$8.3/day, 2021 PPPs), driven by labor income
growth and public transfers. The middle class more than doubled
from 22.5 to 51.7 percent and inequality declined considerably,
with the Gini index falling from 50 to 39.

Recent shocks, including surging commodity prices and floods,
have strained public finances. Public debt remains above pre-pan-
demic levels (58 percent of GDP), while revenue mobilization re-
mains low despite rising spending pressures. Transfers to cover
losses in the energy sector exceed 1 percent of GDP, and interest
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million millions living on less than $8.30/day
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Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2023.
4/2024. 5/ 2025. 6/ 2025.

payments absorb more than 3 percent of GDP, restricting fiscal
space for public investment.

The authorities have advanced key institutional and anticorrup-
tion reforms, including public procurement and penal code. Sus-
taining growth and protecting social gains will depend on recov-
ering public and private investment, continued resilience in pri-
vate consumption supported by labor income, and solid export
performance. Medium-term productivity gains hinge on attract-
ing foreign direct investment (FDI) into higher-value activities and
gradual improvements in fiscal efficiency.

Recent developments

GDP decelerated to 2.1 percent in 2025, as tighter global conditions
translated into high domestic interest rates weakening credit, par-
ticularly mortgages, and demand. Services, agriculture, and mining
expanded (2.9, 3.7, and 4.6 percent), while manufacturing stagnat-
ed and construction fell 1.8 percent, its sharpest non-crisis decline
in two decades. On the demand side, investment fell 3.0 percent,

FIGURE 1/ Monthly Index of Economic Activity (IMAE)
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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while consumption rose 2.5 percent, supported by remittance in-
flows and real income gains. Exports grew 3.9 percent, and imports
contracted 1.8 percent amid weaker capital spending.

The current account deficit (CAD) narrowed to 1.2 percent of GDP,
driven by strong remittances growth (10.3 percent) and a sharp
increase in merchandise export values (14.4 percent) from higher
gold shipments. FDI reached US$5.0 billion (up 11.3 percent),
hence the Banco Central de la Republica Dominicana (BCRD) accu-
mulated reserves reaching US$14.7 billion (4.6 months of imports).

Inflation averaged 3.9 percent (target 4 + 1). Monetary conditions re-
mained tight through most of 2025 following earlier rate hikes, though
the BCRD cutthepolicyratetwiceto5.25 percenttowardyear-end after
approving an RD$81 billion liquidity program to bolster demand and
credit. December inflation reached 4.9 percent, reflecting higher food
prices after Hurricane Melissa and a more accommodative stance.

Official poverty rate declined to 17.3 percentin 2025 (1.7 percentage
points below 2024), supported by higher real incomes and improved
labor market conditions. Employment rose 1.6 percent, and most
new jobswereformal and held by women, despite men having higher
employment rates overall (75.7 vs. 51.1 percent). Poverty remains
higherinruralareasthaninurbanareas(21.6vs.16.5 percent).

The fiscal deficit reached 3.6 percent of GDP in 2025. Revenues
reached 15.8 percent of GDP, broadly stable compared to 2024,
once one-off Airport concession contract revenues are excluded
(0.6 percent of GDP). Capital spending rose to 2.9 percent of GDP.
While primary spending was contained, higher interest payments
lifted current expenditure. Public debt increased to 57.9 percent of
GDP due to slower growth.

Outlook

Growthis projected at 3.6 percentin 2026, supported by areboundin
private investmentand strong exports. Inflation is expected to reach
theupperboundofthe BCRD targetreflecting higherenergy pricesin-
fluenced by the conflictin the Middle East. Growth is forecast to con-
verge toward 4.5 percent in 2028, driven by investment and solid ex-
port performance, particularly in tourism and mining. Poverty is ex-
pectedto continue declining, reaching 12.3 percentin 2028 underthe
upper-middle-income country line (US$8.3/day, 2021 PPPs).

The CAD will widen to 2 percent as the energy bill rises, partially
offset by higher gold revenues. The fiscal deficit is projected to
increase to 3.8 percent of GDP in 2026, reflecting higher energy
subsidies, before narrowing to 3 percent by 2028 given spending
containment efforts and stable tax revenues. Public debt will peak
in 2026 and thereafter decline to 57.2 percent of GDP by 2028.
Stronger revenue mobilization and tighter expenditure manage-
ment remain essential to accelerate consolidation, expand social
spending, and increase investment in infrastructure.

The outlook faces significant risks. External risks include protracted
high interest rates, potential remittance taxation, extended geopo-
litical tensions, and continued disruptions to cross-border trade
with Haiti, which could affect consumption and external balances.
Domestically, inefficiencies in the electricity sector could amplify
the impact of higher energy prices, increasing fiscal pressures and
contingent liabilities. La Nifia-related shocks may weigh on produc-
tivity and investment, raise fiscal risks, and disproportionately af-
fect vulnerable populations. Upside risks include stronger demand
for rare earths and gold, and stronger fiscal management.

Recent history and projections 2023 2024 2025e  2026f  2027f  2028f
Real GDP growth, at constant market prices 2.2 5.0 2.1 3.6 4.4 4.5
Private consumption 2.7 4.6 2.5 3.4 4.3 4.3
Government consumption 2.4 4.1 1.9 0.6 0.9 2.6
Gross fixed capital investment 2.0 2.9 -3.0 4.2 3.9 3.8
Exports, goods and services -1.6 7.8 3.9 4.8 4.7 4.7
Imports, goods and services 0.1 3.4 -1.8 3.5 2.5 2.5
Real GDP growth, at constant factor prices 2.1 4.7 2.2 3.6 4.4 4.5
Agriculture 3.6 49 3.7 4.7 4.6 4.4
Industry -0.8 2.8 0.1 4.0 3.8 3.6
Services 3.2 5.5 2.9 3.3 4.6 4.9
Employment rate (% of working-age population, 15 years+) 61.7 62.3 63.4 63.5 64.0 64.4
Inflation (consumer price index) 4.8 3.3 3.9 4.9 4.0 4.0
Current account balance (% of GDP) -3.7 -3.1 -1.2 -2.0 -1.5 -1.1
Net foreign direct investment inflow (% of GDP) 3.6 3.6 4.0 3.7 3.7 3.7
Fiscal balance (% of GDP)*! -3.3 -3.1 -3.6 -3.8 -3.3 -3.0
Revenues (% of GDP) 15.8 16.4 15.8 15.6 15.4 15.4
Debt (% of GDP)? 58.3 57.4 57.9 58.1 57.8 57.2
Primary balance (% of GDP)1 -0.1 0.3 -0.1 -0.1 0.4 0.7
International poverty rate ($3.00 in 2021 PPP)>* 1.3 0.8 0.7 0.7 0.7 0.7
Lower middle-income poverty rate ($4.20 in 2021 PPP)>* 3.0 2.0 1.9 1.8 1.8 1.7
Upper middle-income poverty rate ($8.30 in 2021 PPP)>* 16.9 14.0 13.4 12.9 12.6 12.3
GHG emissions growth (mtCO2e) 1.7 3.5 2.8 3.5 3.7 3.8

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

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

1/ Fiscal balances are shown for the non-financial public sector (i. e. excluding central bank quasi-fiscal balances).

2/ Consolidated public sector debt.

3/ Calculations based on SEDLAC harmonization, using 2024-ECNFT-QO03. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.

4/ Projections using microsimulation methodology.
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