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e DPartly because of geopolitical tensions, gold prices have
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Special Focus: Macroeconomic Implications of Public Investment

e Emerging market and developing economies (EMDEs) face significant investment needs to achieve key
development goals, requiring both public and private capital.

e Public investment plays an important role in EMDEs and can be a powerful policy tool to crowd in private
investment, boost productivity, and facilitate economic growth.

e Dolicies to expand fiscal space and improve government spending efficiency are critical for bolstering the benefits of
public investment.

The Global Monthly is a publication of the Prospects Group. This edition was prepared by Marie Albert, Samuel Hill, and Peter Selcuk
under the supervision of Carlos Arteta. The special focus was prepared by Amat Adarov. This Global Monthly reflects data available up to
10/21/2024. For more information, visit: www.worldbank.org/prospects. Back issues of this report are available since 2008.
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Monthly Highlights

Global activity: continued divergence between services and
manufacturing. Global growth was broadly unchanged in
2024QQ2, at 3 percent (q/q saar), and leading indicators point to
continued steady activity ahead. Investor sentiment firmed in
October, with both the Sentix overall economic conditions and
expectations indexes picking up for the second consecutive
month, partly reflecting improvements in Asia and the United
States (figure 1.A). In September, the global composite PMI
remained in expansionary territory, at 52, albeit with continued
divergence between services and manufacturing activity. While
the services PMI stayed buoyant, the manufacturing PMI
remained in contractionary territory for the third consecutive
month, with broad-based weakness across sectors, particularly in
intermediate and investment goods production.

Global trade: easing goods trade recovery. In July, global
goods trade growth edged down from 2 percent (y/y) to 1.7
percent (figure 1.B). The recovery in goods trade in advanced
economies remained anemic, except for the United States which
experienced an advance of 4.8 percent (y/y). Meanwhile, goods
trade growth in emerging market and developing economies
(EMDESs) moderated slightly in July. High-frequency indicators
signal continued weakness in manufacturing, as the global new
export orders PMI for the sector weakened further in Septem-
ber, to 47.5 from 48.4 in August, marking the fourth consecu-
tive month of contraction. In contrast, the services component
of the global new export orders PMI remained in expansionary
territory, picking up from 50.7 in August to 51.5 in September.
Dockworkers strikes on the U.S. East Coast and the Gulf of
Mexico have not materially added to supply chain disruptions or
global delivery times.

Commodity markets: higher prices. Energy prices rebounded
in October after a 7 percent decline in September, reflecting
heightened geopolitical tensions and strong demand for natural
gas and coal in Asia for power generation. Both U.S. and
European natural gas prices rose in October, following a 13
percent increase in the United States and a 5 percent decline in
Europe in September. By mid-October, Brent crude oil prices
eased to around the September average of US$74/bbl, after
surpassing US$80/bbl in early October, following an escalation
of conflict in the Middle East (figure 1.C). Prices for many
agriculture commodities edged up in October, adding to a 3
percent gain in September, driven by dry weather in South
America. Industrial metal prices continued to increase in
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Sources: Bloomberg; CPB Netherland Bureau of Economic Policy Analysis;
Haver Analytics; World Bank.

Note: AEs = advanced economies; EMDEs = emerging market and
developing economies.

A. Sentix indexes reflect investors' market expectations. Last observation is
October 2024.

B. Figure shows annual percentage change in goods trade volumes. Trade in
goods is measured as the average of export and import volumes. Last
observation is July 2024.

C. Red lines indicate key events. Daily price of Brent. Last observation is
QOctober 18, 2024.
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October, after edging 2 percent higher the month prior,
supported by renewed optimism about Chinese demand from
economic stimulus measures. Gold prices also rose further in
October, reaching another record high, partly because of
escalating geopolitical tensions.

Global financial conditions: stabilizing. Global financial
conditions stabilized following a period of significant easing.
Market expectations for U.S. interest rates firmed following the
better-than-expected September U.S. labor market report, while
the European Central Bank cut policy rates by 25 basis points as
expected. Risk appetite in most advanced economies remained
robust, with high-yield corporate spreads persisting near
historical lows and equity valuations increasing further (figure
2.A). In EMDEs, financial conditions and risk appetite contin-
ued to stabilize amid ongoing monetary policy easing. Mean-
while, financial conditions in China eased further after the
announcement of monetary stimulus and expectations of fiscal
measures to support economic activity. Risk appetite in China
rebounded as the Shanghai Composite Stock Market Index
rallied by over 20 percent by late October, from this year’s low
point reached in September. In oil-exporting EMDE:s, geopoliti-
cal tensions in the Middle East pushed up sovereign spreads,
while spreads continued to fall in oil importers (figure 2.B).

United States: still solid labor market. Following what was
initially reported as a downbeat summer in the U.S. labor
market, job creation picked up in September to a 254K net gain
in nonfarm payrolls (figure 2.C). The September increase was
broad-based across sectors and much stronger than even the
upwardly revised average pace of 140K over June-August. In
addition, the unemployment rate declined to 4.1 percent in
September, back in line with the July reading after a brief
uptick. The more dynamic labor market performance implied
by September’s robust payroll data and the upward revisions to
June-August better reflect the ongoing resilience in consumer
spending, which has picked up slightly from earlier this year.
Yet, inflation continued to recede, with growth in the personal
consumption expenditures price index falling to 2.2 percent
(yly) in August.

Other advanced economies: feeble conditions. High-
frequency indicators for September for the euro area point to
continued weakness in activity. The composite PMI declined to
49.6, as both services and manufacturing components fell, with
the latter remaining in contractionary territory (45 in Septem-
ber) since June 2022. The downward trend seen in euro area
manufacturing industrial production since early 2023 continued

FIGURE 2.A High-yield credit spreads in the
United States and euro area
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FIGURE 2.B Sovereign bond spreads in EMDE oil
exporters and importers
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FIGURE 2.C U.S. nonfarm payroll and personal
consumption expenditures

Thousands Percent
mNonfarm payroll changes

300 —Real personal expenditure growth (RHS)
250

6
5
200 4
150 3
100 2
50 1
0 0

Jun-24

Jul-24
Aug-24
Sep-24

Dec-23
Jan-24
Feb-24
Mar-24
Apr-24
May-24

Sources: Federal Reserve Bank of St. Louis; Haver Analytics; J.P. Morgan;
World Bank.

Note: EMDEs = emerging market and developing economies.

A. High yield refers to credit ratings below Baa-/BBB-. Dotted lines show 10th
percentile spreads for the period January 2000 to December 2020. Last
observation is October 23, 2024.

B. Lines show the median sovereign spreads for oil-exporting EMDEs (blue)
and oil-importing EMDEs (red) as classified by the World Bank. The orange
area shows the difference between the median sovereign spreads for oil-
exporting EMDEs and oil-importing EMDEs. Last observation is October 23,
2024.

C. Nonfarm payroll changes are shown as 3-month moving averages, while real
personal consumption expenditures are 3-month annualized percent changes.
Last observation is September 2024.
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into the second half of 2024, with notable declines in Germany
and Iraly (figure 3.A). Weakening activity has been accompa-
nied by a moderation in euro area inflation, with headline
inflation declining to 1.8 percent (y/y) in September, and core
easing to 2.7 percent. In Japan, manufacturing activity remains
soft, with declining industrial production in August and the
manufacturing PMI continuing in contractionary territory in
September. Meanwhile, August and September consumption
indicators were mixed with soft real consumption expenditure
despite solid nominal wage growth and improving confidence.

China: moderating growth. Growth edged down to 4.6
percent (y/y) in 2024Q3, from 4.7 percent in 2024Q2. This
primarily reflected declining contributions to growth from
domestic consumption and investment which offset an increas-
ing contribution from net exports (figure 3.B). Leading indica-
tors point to further near-term weakness in activity. In Septem-
ber, the services PMI slipped into contractionary territory (at
49.9) for the first time this year, and the manufacturing PMI
remained below the 50 threshold (at 49.8), albeit edging up. In
September, both headline and core inflation fell closer to zero, at
0.4 percent (y/y) and 0.1 percent respectively. To counter
slowing activity the People’s Bank of China announced further
monetary policy easing, with the one-year loan prime interest
rate cut 25 basis points, to 3.1 percent.

Other EMDEs: moderating rebound. In September, the GDP-
weighted composite PMI for EMDEs remained firmly in
expansionary territory but moderated for the second consecutive
month, to 54.5 from 55.3 in August. Both the manufacturing
and services components eased, with the decline in the manufac-
turing PMI driven mainly by the Russian Federation and
Turkiye, with smaller decreases elsewhere. Meanwhile, the
softening in services was concentrated in major EMDEs, notably
India and Russia. Amid intensifying conflict, activity in Leba-
non deteriorated further, with the composite PMI falling to
44.5 in September from 46.5 in August (figure 3.C). In
contrast, both manufacturing and services PMIs in Brazil
rebounded strongly, while economic momentum recovered
further in Bangladesh following political turmoil in July and
August. Although inflation continues to generally abate across
many EMDEs, the median headline inflation remained at 3.9
percent (y/y) in September, unchanged from August. Pakistan’s
central bank reduced its policy rate by 200 basis points follow-
ing a steep deceleration in price growth. In contrast, Brazil’s
central bank hiked interest rates 25 basis points with activity and
inflation re-accelerating, while Russia’s central bank continued
to increase its policy rate.

FIGURE 3.A Euro area manufacturing industrial
production
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FIGURE 3.C Composite PMIs for EMDEs
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Sources: Bangladesh PMI; Haver Analytics; World Bank.

Note: EMDEs = emerging market and developing economies; PMI =
purchasing managers’ index.

A. Bars shows average levels of industrial production in the manufacturing
sector, averages for the periods indicated. Last observation is August 2024.
B. Year-on-year real GDP growth and expenditure contributions. Last
observation is 2024Q3.

C. Blue bars show the GDP-weighted composite PMI for EMDEs excluding
China with available data. Bars above 0 (below 0) indicates economic
expansion (contraction). Last observation is September 2024.
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Special Focus: Macroeconomic Implications
of Public Investment

Emerging market and developing economies (EMDEs) face
significant investment needs, which require mobilization of
both public and private capital. The multiple shocks of the
past few years have substantially hindered progress in achieving
the Sustainable Development Goals (SDGs). Estimates of
investment gaps in EMDEs vary significantly across studies, but
generally amount to trillions of dollars per year. For instance,
according to the recent assessment by UNCTAD, EMDEs need
as much as $4 trillion per year to achieve the SDGs. Low-
income countries have especially large funding needs to address
mounting development gaps, including those related to infra-
structure critical for the provision of basic public services—
including electricity, transportation, clean water, sanitation, and
health (figure 4.A). Compounding the challenge, investment
growth declined over 2010-2022 to the slowest average annual
pace in the past three decades. This special focus examines recent
patterns in public investment in EMDEs and its macroeconomic
implications, explored in detail in the latest Global Economic

Prospects.

EMDE:s tend to rely on public investment relatively more
than advanced economies. This holds considerable importance
for the provision of necessary infrastructure, as the private sector
tends to be weaker in EMDEs and often lacks the capacity to
invest in large infrastructure projects. In the past decade, public
investment amounted to almost 30 percent of total investment
in EMDEs, with a greater share in low-income countries (about
40 percent). By contrast, in advanced economies, public
investment comprised less than one-fifth of total investment
(figure 4.B). As a share of GDP, public investment reached
about 7 percent in EMDEs on average, compared to about 4
percent in advanced economies.

Public investment growth in EMDEs slowed sharply over the
past decade. Public investment growth in EMDEs halved from
an average of 10 percent per year over 2000-09 to about 5
percent over 2010-22 (figure 4.C). The slowdown was attributed
to several factors. These included sluggish economic growth in
EMDEs in the aftermath of the global financial crisis, the
deterioration of the global macroeconomic environment
resulting in the slowdown in trade and capital flows, heightened
economic uncertainty, geopolitical tensions, tight financial
conditions, and commodity market volatility. Another factor was
elevated debt levels eroding fiscal space, particularly in the
aftermath of COVID-19, which resulted in cutbacks and delays
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FIGURE 4.B Public investment as a share of total
investment, 2010-22
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FIGURE 4.C Public investment growth
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Sources: Haver Analytics; IMF Investment and Capital Stock Dataset (IMF 2021);
WDI (database); World Bank.

Note: AEs = advanced economies; Com. Exp. = commodity-exporting EMDEs;
Com. Imp. = commodity-importing EMDEs; EMDEs = emerging market and
developing economies; LICs = low-income countries.

A. 2013-23 averages of the percent of the population with access to electricity,
minimally adequate drinking water, basic sanitation facilities, and 2013-23
averages of the number of hospital beds available per 1,000 people. Sample
includes 34 advanced economies and up to 104 EMDEs, of which 19 are LICs.
B. Bars show means and whiskers show interquartile ranges for 2010-22 by
group. Sample includes up to 36 advanced economies and 126 EMDEs.

C. Average annual public investment growth. Sample includes up to 162
economies, of which 126 are EMDEs.
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in public investment spending to meet the more urgent expendi-
ture needs of containing the pandemic and providing support to
vulnerable populations.

Scaling up of public investment in EMDEs can facilitate
economic growth. Empirical analysis suggests that public
investment can have a significant positive impact on output. A
scaling up of public investment by 1 percent of GDP can
increase the level of output by up to 1.2 percent over five years,
on average (figure 5.A). Moreover, these positive effects can be
even larger in the presence of conducive structural conditions—
namely, fiscal space and efficient governments. In EMDEs with
ample fiscal space, as measured by public debt-to-GDP ratios
and efficient public spending, the effect of public investment
tends to be much greater, reaching up to 1.6 percent over the
same period (figure 5.B).

Public investment can crowd in private investment and boost
productivity and potential output. Empirical analysis suggests
that in response to an increase in public investment by 1 percent
of GDP, private investment can increase by up to 2.2 percent
over five years. Public investment can crowd in private invest-
ment by requiring the use of private capital in investment
projects (for example, via public-private partnerships) and by
enabling infrastructure that raises returns and reduces risk and
uncertainty for private investors (for instance, roads and commu-
nications infrastructure). In addition, public investment boosts
productivity, which is important for promoting potential output
growth in EMDEs, which has slowed considerably in the past
decade. Estimates indicate that an increase in public investment
by 1 percent of GDP can increase total factor productivity by up
to 0.8 percent and potential output by up to 1.1 percent over
five years (figure 5.C).

Harnessing the benefits of public investment requires a
comprehensive policy effort. To enable public investment and
maximize its positive effects, EMDEs need wide-ranging policy
reforms to expand fiscal space and improve government spend-
ing efficiency. Implementation of such reforms is particularly
challenging for low-income countries, which face deep structural
challenges, vast infrastructure gaps, and limited fiscal resources
and capacity to undertake the needed reforms on their own.
Therefore, extensive coordinated global support—including
both financial and technical assistance—is needed to help these
countries accelerate structural reforms and enable an environ-
ment conducive to investment.

FIGURE 5.A Impact of public investment on output
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Sources: Adarov, Clements, and Jalles (forthcoming); World Bank.

Note: Responses of variables (cumulative change in year t relative to year t = -1,
in percent) to a public investment shock equivalent to one percent of GDP; t =0 is
the year of the shock.

A. Response of real GDP to a public investment shock. Shaded areas denote 90
percent confidence bands, based on standard errors clustered at the country level.
B. Bars indicate peak responses of output (an increase in the level of real GDP
relative to the year before the shock, in percent) to a public investment shock
equivalent to one percent of GDP, at the 5-year horizon. *** indicates statistical
significance at the one-percent level. Large-fiscal space and small-fiscal space
responses are based on local projections with the smooth transition function that
uses the public-debt-to-GDP ratio as the conditioning variable. High-efficiency and
low-efficiency samples are based on the top and bottom quartiles of the public
infrastructure efficiency index (IMF 2021).

C. Bars show increase in the level of private investment (gross fixed capital
formation), potential output, and total factor productivity after five years, relative to
the year before the shock, in percent. Whiskers indicate 90 percent confidence
intervals.
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TABLE: Major Data Releases

(Percent change, yly) (Percent change yly)

Recent releases: September 22, 2024 - October 21, 2024 Upcoming releases: October 22, 2024 - November 30, 2024
Country Date Indicator Period Actual Previous Country Date Indicator  Period Previous
Japan 9/29/24 IP AUG -8.0% -0.3% Australia 10/29/24  CPI Q3 3.8%
Germany 9/30/24 CPI SEP 1.6% 1.8% Indonesia 10/31/24  CPI OCT 1.8%
Indonesia 10/1/24 CPI SEP 1.8% 2.1% Korea, Rep. 11/4/24 CPI OCT 1.6%
Korea, Rep. 10/1/24 CPI SEP 1.6% 2.0% France 11/5/24 IP SEP 0.5%
Turkiye 10/3/24 CPI SEP 49.4% 52.0% Germany 11/7/24 IP SEP -2.5%
Brazil 10/9/24 CPI SEP 4.4% 4.2% Mexico 11/7/24 CPI OCT 4.6%
Mexico 10/9/24 CPI SEP 4.6% 5.0% Argentina 11/8/24 IP SEP -6.9%
Argentina 10/10/24 CPI SEP 209.0% 236.7% Brazil 11/8/24 CPI OCT 4.4%
United States 10/10/24 CPI SEP 2.4% 2.6% China 11/8/24 CPI OCT 0.4%
Russian Federation 10/11/24 CPI SEP 8.6% 9.0% Italy 11/8/24 IP SEP -3.2%
United Kingdom 10/11/24 IP AUG -1.6% -2.2% Mexico 11/11/24 1P SEP -0.9%
China 10/12/24 CPI SEP 0.4% 0.7% India 11/12/24  CPI OCT 5.5%
India 10/14/24 CPI SEP 5.5% 3.7% Euro area 11/13/24 P SEP -0.2%
Saudi Arabia 10/14/24 CPI SEP 1.7% 1.6% United States 11/13/24 CPI OCT 2.4%
Canada 10/15/24 CPI SEP 1.7% 1.9% Saudi Arabia 11/14/24  CPI OCT 1.7%
Euro area 10/15/24 IP AUG -0.2% -2.0% United Kingdom 11/15/24 IP SEP -1.6%
France 10/15/24 CPI SEP 1.1% 1.8% Thailand 11/17/24  GDP Q3 2.3%
China 10/17/24 GDP Q3 4.6% 4.7% Poland 11/28/24 GDP Q3 4.3%
Euro area 10/17/24  CPI SEP 1.7% 2.2% Canada 11/29/24  GDP Q3 0.9%
Japan 10/17/24 CPI SEP 2.4% 3.1% India 11/29/24 GDP Q3 6.7%
United States 10/17/24 IP SEP -0.6% -0.2% Tarkiye 11/29/24  GDP Q3 2.5%
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