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ALBANIA
Albania’s economy continued to expand in early 2026, driven
mainly by domestic demand, supported by wage growth, fa-
vorable financing conditions, and credit expansion. Poverty
declined, while inflation rose due to higher food and fuel
prices, elevated rents, and wage pressures. Fiscal and exter-
nal positions improved, with lower public debt, a narrower
current account deficit, and rising reserves. Growth is pro-
jected at 3.4 percent in 2026, before strengthening thereafter.

Key conditions and challenges

Despite strong growth averaging around 4 percent in
2022–25 and progress on the European Union (EU) ac-
cession, structural constraints continue to weigh on pro-
ductivity and slow income convergence with the EU. Re-
cent growth has been driven largely by tourism and oth-
er services, many of which remain relatively low produc-
tivity. The export base is narrow and the business en-
vironment is constrained by informality, regulatory bar-
riers, and institutional weaknesses. Emigration, aging,
and skills mismatches are intensifying labor shortages
and cost pressures, particularly as wage growth out-
paces productivity. Heavy reliance on hydropower has
significant benefits but leaves energy supply exposed to
hydrological shocks; rapid solar expansion is diversify-
ing the generation mix. Demographic and climate-relat-
ed spending pressures heighten the need for stronger
revenue mobilization and more efficient public spending.
Faster EU-aligned reforms could support diversification,
attract higher-quality investment, and raise productivity
and potential growth.

Population1 Poverty2

million millions living on less than $8.30/day

2.3 0.6
Life expectancy at birth3 School enrollment4

years primary (% gross)

79.8 111.5
GDP5 GDP per capita6

current US$, billion current US$

30.5 12986.0
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2024.
4/ 2024. 5/ 2025. 6/ 2025.

Recent developments

Albania’s economy grew by 3.7 percent y-o-y in Q1 2026, supported
by strong domestic demand, which contributed around 3.4 per-
centage points of growth; net exports made a negligible contribu-
tion. On the supply side, services and construction drove growth,
offsetting declines in agriculture and parts of industry, particularly
mining and quarrying. Confidence indicators and high-frequency
data suggest that growth remained solid in Q2 2026.

Labor market conditions remained tight in Q1 2026, with unem-
ployment at a historic low of 8.4 percent, despite slightly weaker la-
bor force participation than a year earlier. Average nominal wages
rose by 9.6 percent y-o-y, reflecting the minimum wage increase
and strong labor demand, with private-sector wages rising by 11.5
percent. Poverty (upper middle-income line, USD 8.30/day) de-
clined to 23.1 percent in 2025 from 25.0 percent in 2024, amid con-
tinued economic growth and improving labor market conditions.

Inflation rose from 2.6 percent in January to 3.4 percent in July,
driven by higher food and fuel prices. Rent inflation remained el-
evated amid strong tourism demand, contributing 0.9 percentage

FIGURE 1 / Tourism activity continued to strengthen
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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points. Wage growth and robust domestic demand sustained infla-
tionary pressures. Imported inflation intensified following the esca-
lation of the Middle East conflict, partly offset by lek appreciation.

Favorable financing conditions and strong demand supported
rapid private-sector credit growth of 12.0 percent y-o-y in the first
half of 2026. Lending was driven by business investment and
household mortgages, with the composition of credit continuing to
shift toward lek-denominated loans. Credit quality improved, with
the nonperforming loan ratio falling to 3.7 percent in June 2026
from 3.8 percent at end-2025.

Fiscal consolidation continued in the first half of 2026. The overall
fiscal surplus increased to 3.9 percent of GDP from 2.6 percent
a year earlier as revenues outpaced spending. Revenue growth
was supported by local taxes and labor-related revenues amid ro-
bust wage growth, alongside improved tax administration. Public
debt fell from 52.9 percent of GDP at end-2025 to 49.0 percent by
mid-2026, supported by fiscal surplus and lek appreciation.

The external position strengthened, with the current account
deficit narrowing by 28 percent y/y and foreign direct investment
(FDI) rising by 12 percent in the first quarter. Real estate invest-
ment, partly linked to tourism, accounted for around half of the
FDI increase. Higher foreign currency supply reinforced apprecia-
tion pressures on the lek, while reserves rose to US$9.1 billion by
June from US$7.6 billion a year earlier.

Outlook

Growth is projected at 3.4 percent in 2026, slower than in previous
years. Private consumption growth is expected to ease in real

terms, as higher wages and pensions support nominal incomes,
but higher inflation limits purchasing power. Government con-
sumption should remain supportive, reflecting higher public-sector
wages and spending on goods and services. Investment is expected
to remain strong, supported by public infrastructure, tourism-relat-
ed construction, and FDI. Growth is projected to strengthen grad-
ually over 2027–28, as easing inflation supports real consumption
and investment remains solid.

Average inflation is projected at 3.4 percent in 2026, above the
3 percent target, amid higher food and fuel prices and domestic
pressures from elevated rents and wage growth. It should return
to target in 2027, assuming oil-price effects fade and rent inflation
moderates. Poverty is expected to continue declining, but at a slow-
er pace due to weaker per capita GDP growth, reaching 21.6 per-
cent in 2026.

The current account deficit is projected to widen, particularly in
2026, as stronger domestic demand leads to faster import than ex-
port growth, followed by more gradual widening thereafter. Strong
FDI inflows should continue financing the deficit.

Thefiscaldeficit isprojectedtowidenfrom1.8percentofGDP in 2025
to 2.1 percent in 2026 despite the strong H1 surplus, as spending
accelerates in H2, including higher defense, wage, and public in-
vestment outlays in the mid-year budget revision, while the boost
from construction-related local taxes fades. It should narrow there-
after as spending growth moderates and revenue gains from the
Medium-Term Revenue Strategy help sustain debt reduction.

Uncertainty remains elevated, with global pressures posing down-
side risks, while faster EU accession and stronger reforms could
raise investment, productivity, and potential growth.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 4.0 4.0 3.7 3.4 3.6 3.7
Private consumption 2.2 4.3 3.5 3.1 3.5 3.3
Government consumption 6.6 0.5 11.4 3.6 0.8 1.2
Gross fixed capital investment 2.0 2.6 3.3 6.5 5.6 5.9
Exports, goods and services 9.6 -1.9 7.4 7.0 5.7 5.5
Imports, goods and services 0.2 -0.1 3.6 8.0 5.7 5.3

Real GDP growth, at constant factor prices 5.0 3.0 2.9 3.4 3.6 3.7
Agriculture -1.3 -0.6 -2.5 -1.2 -0.6 -0.5
Industry 5.0 1.9 1.3 0.9 1.3 1.4
Services 7.0 4.7 5.2 5.8 5.7 5.7

Employment rate (% of working-age population, 15 years+) 56.5 58.2 58.5 59.1 59.9 60.6
Inflation (consumer price index) 4.8 2.2 2.2 3.4 3.0 3.0

Current account balance (% of GDP) -1.2 -2.4 -0.5 -1.3 -1.7 -2.2
Net foreign direct investment inflow (% of GDP) 5.8 5.4 5.0 5.1 5.1 5.2

Fiscal balance (% of GDP) -1.3 -0.7 -1.8 -2.1 -1.7 -1.7
Revenues (% of GDP) 27.2 28.2 28.5 30.1 30.3 30.2
Debt (% of GDP) 57.6 54.2 52.9 49.7 48.6 47.7
Primary balance (% of GDP) 0.7 1.4 0.3 0.1 0.4 0.3

International poverty rate ($3.00 in 2021 PPP)1,2 2.4 1.9 1.6 1.4 1.1 1.0

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 6.1 5.2 4.5 4.0 3.5 3.0

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 27.2 25.0 23.1 21.6 20.1 18.7

GHG emissions growth (mtCO2e) -4.4 -1.0 -0.6 -0.8 -0.8 -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 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
Following a strong 7.1 percent growth in 2025, growth has
remained robust at 6 percent yoy in H1 2026 driven mostly
by consumption and high services growth on the supply side.
Average inflation in July 2026 was 4.5 percent, mostly driven
by food inflation. The budget recorded a surplus in H1 2026
even though a deficit had been planned. Growth is expected
to moderate over the medium term.

Key conditions and challenges

Armenia's macroeconomic performance has been strong in recent
years, resilient despite successive global and regional shocks. Over
2021–25, growth averaged 7.9 percent, public debt declined from
60.2 to 46.7 percent of GDP, and inflation eased from 7.2 to 3.3 per-
cent. However, deep structural challenges still weigh on Armenia's
productivity, jobs, and incomes. Growth is concentrated in capital-
and skill-intensive sectors (e.g., information and communication
technology, finance), creating few quality jobs for the majority of
workers (who have no post-secondary education and remain in low-
productivity, informalwork). About two-thirds of Armenians remain
poor or vulnerable, with poverty largely rural and spatially concen-
trated. Moreover, high dependence on Russia and a narrow export
base heighten vulnerability, particularly following the April 2026 re-
strictions imposed by Russia on Armenia’s agricultural exports.

Recent developments

GDP growth was 6 percent yoy in H1 2026 (similar to 5.9 percent
in H1 2025), driven by robust consumption. Private consumption

Population1 Poverty2

million millions living on less than $8.30/day

3.1 1.4
Life expectancy at birth3 School enrollment4

years primary (% gross)

78.3 102.0
GDP5 GDP per capita6

current US$, billion current US$

29.3 9495.4
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2024.
4/ 2024. 5/ 2025. 6/ 2025.

grew 4.7 percent fueled by record-high tourist arrivals, high remit-
tances and growing real wages. Public consumption rose sharply
by 13.8 percent yoy driven by high public health insurance spend-
ing and the use of goods and services. Investment grew 8 percent
yoy led by private investment.

On the supply side, growth in H1 2026 was led by services (par-
ticularly finance and insurance, information and communication
technology, and transport which were up 8.9, 11.5 and 17.5 per-
cent, yoy, respectively), mining (27.7 percent, yoy), and construc-
tion (20.2 percent, yoy). Agriculture declined (-11 percent, yoy) part-
ly due to reduced demand for related exports.

Poverty declined amid favorable growth and labor market condi-
tions,withUMICpoverty (US$8.3/day,2021PPP) fallingfrom47.4per-
cent in 2024 to an estimated 46.5 percent in 2025, and unemploy-
ment easing from 14 percent in Q1 2025 to 13.7 percent in Q1 2026.

Average inflation rose to 4.5 percent in July 2026 (from 3.2 percent
a year earlier), driven by food (7.5 percent) and health (3.8 percent).
The Central Bank of Armenia (CBA) kept the key policy rate un-
changed at 6.50 percent through end-August 2026, following re-
ductions of 25 basis points each in February and December 2025.

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
capita
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The current account deficit narrowed by 4.6 percent yoy in Q1
2026, registering 2.3 percent of estimated annual GDP. Based on
the most recent data in H1 2026, the trade deficit widened to 8.1
percent of estimated annual GDP (from 7.6 percent in H1 2025).
Mainly from Russia, tourist arrivals rose 6 percent yoy in January-
July 2026 and net non-commercial money transfers grew 21.7 per-
cent yoy in H1 2026.

The dram appreciated 3.7 percent yoy against the USD between
January and July 2026, driven by strong inflows from tourism, re-
mittances, and rising foreign investment. Gross reserves reached
US$6.2 billion at end-July, equivalent to 4.1 months of imports.

In H1 2026, Armenia achieved a budget surplus of 0.5 percent of
estimated annual GDP, compared with a planned deficit of around
2.5 percent. This outcome reflects a 9 percent revenue overperfor-
mance, driven by stronger economic activity and sound tax admin-
istration, together with a 30 percent under-execution of capital ex-
penditures. Health spending in H1 2026 more than doubled yoy,
reaching 1.2 percent of estimated annual GDP and contributing the
most to expenditure growth, while defense spending fell from 2.8
percent of estimated annual GDP in H1 2025 to 1.9 percent in H1
2026. Debt declined to 41.7 percent of GDP at end-July 2026, from
46.8 percent at end-2025, though it is expected to rise over the rest
of the year.

The financial sector remained sound, with non-performing loans at
1.3 percent and a capital adequacy ratio of 20.5 percent as of June
2026. At end-June, deposits and loans were up 20.6 and 24.4 per-
cent yoy, respectively, in nominal terms. Credit and deposit dollar-
ization stood at 34.6 percent and 42.3 percent, respectively.

Outlook

Growth is projected to moderate to 5.6 percent in 2026 and con-
verge towards potential (around 5 percent) over the medium term.
Inflation is expected to remain elevated in 2026 and 2027, partly re-
flecting potential disruptions associated with El Niño, before declin-
ing gradually towards the CBA's 3 percent target. Continued growth
and easing inflation over the medium term are expected to support
further gains in living standards, with poverty at the UMIC line pro-
jected to decline gradually from an estimated 46.5 percent in 2025
to 43.7 percent by 2028.

The fiscal deficit is projected to narrow to 3.2 percent of GDP in
2026, due to strong tax collection. Gradual fiscal consolidation is
expected to continue, bringing the deficit to 2.9 percent by 2028 as
spending moderates. Government debt is expected to remain be-
low 50 percent of GDP over the medium term.

The current account deficit will gradually narrow from its 2025 peak
of 8.7 percent to 5.5 percent by 2028.

Risks to the outlook are balanced. On the downside, escalating ten-
sions with Russia on trade, or renewed disruption in the Middle
East could sustain elevated energy and food prices and weigh fur-
ther on trade and investment. On the upside, normalization of rela-
tions with neighbors, including the finalization of the peace agree-
ment with Azerbaijan, continued progress on TRIPP, operations at
the Amulsar mine, and planned artificial intelligence data center in-
vestments, could add to medium-term growth if implementation
continues on schedule.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 8.3 5.9 7.1 5.6 5.3 5.1
Private consumption 5.7 10.1 9.4 5.4 5.3 5.2
Government consumption 10.2 -8.2 3.7 7.3 -0.8 1.3
Gross fixed capital investment 9.0 11.9 14.9 8.2 8.3 8.3
Exports, goods and services 31.7 27.7 -28.3 1.0 3.8 3.9
Imports, goods and services 30.7 30.4 -21.5 2.8 4.5 5.2

Real GDP growth, at constant factor prices 8.0 6.8 6.7 5.6 5.3 5.1
Agriculture -0.4 1.5 5.2 -3.6 1.2 2.0
Industry 2.0 5.6 9.2 7.5 6.7 6.0
Services 12.3 8.1 5.9 6.2 5.2 5.1

Employment rate (% of working-age population, 15 years+) 52.8 51.2 50.6 50.7 50.7 50.8
Inflation (consumer price index) 2.0 0.3 3.3 4.4 3.8 3.3

Current account balance (% of GDP) -3.5 -6.2 -8.7 -6.8 -6.2 -5.5
Net foreign direct investment inflow (% of GDP) 1.2 0.4 2.2 2.9 3.2 3.5

Fiscal balance (% of GDP)1 -1.9 -3.4 -3.5 -3.2 -3.1 -2.9
Revenues (% of GDP) 25.9 26.3 26.8 26.8 27.1 27.1

Debt (% of GDP)2 48.2 47.7 46.7 48.1 49.0 48.6

Primary balance (% of GDP)3 0.7 -0.4 -0.4 0.2 0.5 0.6

International poverty rate ($3.00 in 2021 PPP)4,5 1.9 0.8 0.8 0.8 0.8 0.8

Lower middle-income poverty rate ($4.20 in 2021 PPP)4,5 8.4 5.7 5.5 5.3 5.1 4.9

Upper middle-income poverty rate ($8.30 in 2021 PPP)4,5 56.9 47.4 46.5 45.5 44.6 43.7

GHG emissions growth (mtCO2e) -3.5 2.7 9.1 8.5 7.4 7.2

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/ 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
Azerbaijan's growth slowed sharply in the first half of 2026 as
hydrocarbon output declined and growth in the non-hydro-
carbon sector was negatively affected by the reduction in
public capital expenditures. Higher oil prices helped to realize
fiscal and external surpluses, while inflationary pressures in-
creased on the back of imported inflation linked to geopoliti-
cal tensions. Growth is estimated at 1.2 percent in 2026 with
medium-term growth projected below 2 percent.

Key conditions and challenges

Azerbaijan is a hydrocarbon-rich economy with signifi-
cant fiscal buffers and a resilient macroeconomic frame-
work. However, it remains structurally dependent on hy-
drocarbons, which at end-2025 accounted for more than
90 percent of exports, about one-third of GDP, and
44 percent of government revenue. With oil production
gradually declining, oil prices remaining volatile, and the
global economy shifting away from fossil fuels, diversi-
fication has become increasingly urgent, particularly as
GDP growth averaged only about 1.4 percent over the
past decade.

In addition to the declining oil output, low growth can
partially be explained by low private sector investment
in the non-hydrocarbon sector, and weak productivi-
ty—linked in part to weak market competition result-
ing from the large footprint of state-owned enterprises
and from restrictions on services trade. These challenges
have slowed down the country’s diversification drive and
affected job creation.

Population1 Poverty
million

10.2 ..
Life expectancy at birth2 School enrollment3

years primary (% gross)

74.6 105.6
GDP4 GDP per capita5

current US$, billion current US$

75.9 7410.8
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024. 3/ 2024. 4/ 2025. 5/ 2025.

Recent developments

GDP growth decelerated to 0.8 percent year-on-year (yoy) in the
first half of 2026, from 1.5 percent in H1 2025. On the supply side,
this reflected a 0.7 percent contraction in the hydrocarbon sec-
tor as production from mature oil fields continued to decline, only
partly offset by 1.5 percent non-hydrocarbon growth. On the de-
mand side, private consumption growth was subdued, consistent
with real wage growth of only 1.3 percent yoy; investment was held
back by a government-driven contraction—capital expenditure fell
23.8 percent in nominal terms, weighing directly on the construc-
tion sector's contribution to GDP. Net exports were a drag, driven
by a 15 percent decline in crude oil export volumes as mature-field
output fell, with natural gas export volumes broadly unchanged.

Inflation stood at 5.8 percent in June 2026, driven by higher food
prices and increasing imported inflation from higher global food
prices and elevated global shipping costs, both linked to height-
ened geopolitical tensions in the Middle East. The Central Bank of
Azerbaijan (CBA) kept its policy rate unchanged at 6.5 percent since
February assessing that inflation remained within its target range
of 4 ± 2 percent.

FIGURE 1 / Government budget: fiscal operations
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FIGURE 2 / Official poverty rate, unemployment rate, and real
wage growth
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The fiscal surplus narrowed slightly to 7.0 percent of GDP in H1
2026, from 7.7 percent in H1 2025—still well above the 2.6 per-
cent of GDP recorded for full-year 2025—largely reflecting lower
transfers from the State Oil Fund of Azerbaijan (SOFAZ), whose
assets stood at US$73 billion (approximately 96 percent of GDP)
at end-June 2026. The fiscal surplus helped keep public debt low,
at 18.2 percent of GDP.

Higher oil prices sharply boosted export revenue, pushing the cur-
rent account surplus to 9.5 percent of GDP in Q1 2026, up from 4.4
percent of GDP for full year 2025. Recent data suggests that the
external position remained strong as of end-June 2026. Given slug-
gish domestic demand and the substantial increase in oil prices,
the trade surplus reached an estimated 21 percent of GDP in H1
2026, up sharply from 3.7 percent of GDP in H1 2025, driven largely
by the oil price spike linked to the Middle East conflict. CBA foreign
exchange reserves increased to US$13.7 billion at end-June 2026,
equivalent to approximately 7 months of imports.

Credit to the economy expanded 12.1 percent yoy in nominal
terms by June 2026, driven by loans to households (+13.3 percent).
Deposit growth lagged well behind credit growth (2.8 percent). As-
set quality softened modestly with non-performing loans increas-
ing to 3.0 percent as of end-June 2026, (up from 2.5 percent at
end-2025), though provisioning (+16.4 percent) and profitability
(net profit +24.2 percent) both rose faster than the lending.

Outlook

Economic growth is projected to moderate to 1.2 percent in 2026,
reflecting the continued decline in oil production and weaker

non-hydrocarbon activity, in part due to a significant reduction in
public investment.

Over the medium term, growth is expected to average around
1.8 percent in 2027–28, assuming stable hydrocarbon prices,
continued fiscal consolidation, and steady progress on busi-
ness-environment reform and non-hydrocarbon investment.
The latter remains the main lever for lifting growth durably
above this baseline.

The increase in oil prices in 2026 is projected to raise the
fiscal and current account surpluses to about 4 percent and
7 percent of GDP, respectively. As oil prices gradually nor-
malize over the medium term, both surpluses are expected to
moderate, reflecting the economy’s persistent dependence on
the hydrocarbon sector.

Inflation is projected to reach 5.8 percent at end-2026, within the
CBA’s target range, albeit near the upper bound, reflecting persis-
tent imported inflationary pressures.

Risks to the outlook are broadly balanced. Downside risks
stem from weaker-than-expected non-hydrocarbon growth,
heightened geopolitical tensions in the Middle East, slower
implementation of reforms to support private sector devel-
opment, and the impact of El Niño that could weigh on agricul-
tural output and rural livelihoods—a sector that employs over
a third of the workforce. On the upside, improved relationship
with Armenia and the adoption of the National Development
Strategy 2027–30 could help to accelerate structural reforms,
strengthen private investment, and support more diversified
and resilient growth.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 1.1 4.1 1.4 1.2 1.8 1.9
Private consumption 4.0 7.0 4.8 4.2 4.3 4.0
Government consumption 8.1 11.3 4.9 3.2 3.7 2.5
Gross fixed capital investment 9.6 -0.7 -4.9 -1.0 -3.3 -2.5
Exports, goods and services -2.9 1.2 -0.7 -1.1 -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 1.2 1.8 1.9
Agriculture 3.2 1.4 0.9 1.6 2.2 2.4
Industry -0.9 1.1 0.3 0.1 0.5 0.5
Services 3.8 9.1 3.0 2.6 3.4 3.6

Employment rate (% of working-age population, 15 years+) 60.7 60.3 59.8 59.8 59.8 59.8
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 7.0 2.2 2.0
Net foreign direct investment inflow (% of GDP) -1.1 -1.1 -1.0 -1.0 -0.9 -0.9

Fiscal balance (% of GDP) 8.1 4.0 2.6 4.0 2.4 2.4
Revenues (% of GDP) 39.9 38.3 36.3 36.2 35.3 34.3
Debt (% of GDP) 21.8 21.7 22.2 23.8 23.5 22.2
Primary balance (% of GDP) 8.8 4.4 3.3 4.7 3.1 3.1

GHG emissions growth (mtCO2e) 4.4 2.3 -0.2 0.7 0.8 1.4

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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BELARUS
Although Belarus avoided recession, its 2025 slowdown high-
lighted the fragility of Belarus’s economic model. Growth is
set to improve in 2026 but decelerate over the medium term
as Russian demand weakens and supply-side bottlenecks per-
sist. Diminishing returns to stimulus and elevated inflation
cloud the outlook, while continued isolation from global mar-
kets and reliance on Russia undermines the foundations for
durable, broad-based growth.

Key conditions and challenges

Belarus's economy remains centralized and increasingly isolated
since Russia’s invasion of Ukraine and the Western sanctions that
followed. With European Union markets and global financial chan-
nels largely closed, despite a partial US easing, trade has been
rerouted through Russia, raising costs and squeezing export mar-
gins. Import substitution policies and subsidized energy have soft-
ened the blow but deepened dependence on Russia, which now
absorbs most exports and intermediates much of the rest. This
heightens Belarus's exposure to spillovers from its neighbor and
limits diversification, while diminished fiscal transparency clouds
the true state of public finances.

Growth remains dependent on fiscal and credit stimulus whose
effectiveness is increasingly blunted by structural and capacity
constraints. Despite preferential Russian energy prices, inflation
risks persist, with the GDP deflator above 13 percent. While
continued reliance on price controls and other administrative
measures helps contain headline inflation in the short term, it
distorts prices, weakening monetary transmission, and delaying
progress toward a more market-based policy framework. On the

Population1 Poverty2

million millions living on less than $8.30/day

9.1 0.2
Life expectancy at birth3 School enrollment4

years primary (% gross)

74.4 96.8
GDP5 GDP per capita6

current US$, billion current US$

106.3 11699.0
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2020 (2021 PPPs). 3/ 2024.
4/ 2024. 5/ 2025. 6/ 2025.

upside, faster diversification toward Asian and African markets
offers modest relief.

Recent developments

Following a weak rate of 1.3 percent in 2025, growth accelerated
to 2.1 percent year-on-year in January–July 2026, supported by
firmer demand from Russia and a stronger agricultural sector.
In addition to agriculture, services contributed to growth, led
by the Information and Communication Technology (ICT) sector
(+4.9 percent), as tighter conditions in Russia prompted a relo-
cation of activity and orders for domestic software. Transport
grew 4.2 percent, underpinned by the rerouting of trade
flows through Russian logistics networks. Construction re-
bounded to 2.2 percent growth from a deep contraction ear-
ly in the year, buoyed by investment programs. Domestic
trade expanded 3.2 percent on the back of non-restrictive
lending and rising real wages. On the demand side, growth
remained driven by private consumption and investment, un-
derpinned by rising real wages and sizable government sup-
port, whereas net exports continued to weigh on growth
amid weak external demand.

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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The current account deficit narrowed to 8.2 percent of GDP
in the first quarter of 2026, from 10.5 percent in the same
period in 2025. The improvement was driven by a smaller
trade deficit. This was offset by a widening of the prima-
ry income deficit, reflecting a surge in profit repatriation by
foreign, mainly Russian, firms. Exports rose only marginally,
supported by gains in Africa, Latin America, Southeast and
Central Asia markets, while imports remained elevated on
the back of rising wages and sizable government support.
The deficit was financed mainly by cash and deposits and
by foreign direct investment, which are reinvested earnings
from Russian firms (net inflows of about US$2.1 billion in Q1
2026). Gross external debt increased 3.3 percentage points to
38.8 percent at end-March 2026, while, in line with the interna-
tional gold prices, international reserves decreased by almost
10 percent to US$14.2 billion in January 2026 from the record
high in February.

Inflation has eased during 2026, slowing from 5.4 percent year-on
year in March to 4.4 percent in July, facilitated by a strong ruble
and strict administrative price controls. Monetary policy eased with
the National Bank cutting its key rate by 0.5 percentage point in Q2
2026 and refraining from withdrawing excess bank liquidity, sus-
taining domestic demand. The Belarusian ruble is mirroring the
Russian currency cycle, consistent with its roughly 60 percent Russ-
ian ruble basket weight and deep trade links.

Firmer growth pushed unemployment to 2.1 percent in Q2, from
2.5 percent in 2025. Labor hoarding in state-linked firms and
outmigration of skilled workers kept the labor market tight, sus-
taining real wage gains. As a result, household purchasing pow-
er was maintained and poverty continued to edge down, amid
slowing inflation.

Regular publication of Belarus's budget data has largely stopped
since 2022, restricting insight into the picture of its public finances.

Outlook

Belarus’s growth is expected to increase to over 2 percent in 2026
but then expected to decelerate to under 1 percent in 2027 and
2028 due to weak demand from Russia. Growth will rely heavi-
ly on state-supported construction, while industrial output, espe-
cially manufacturing, will remain soft. Retail and services will be
supported by tight labor conditions and fiscal measures, whereas
the ICT sector is likely to continue its recovery with migration of
companies from Russia to Belarus. The transport sector will also
support growth as exports are estimated to remain strong amid
partial ease of sanctions, particularly potash. Favorable agricul-
tural conditions would also support growth, but the overall out-
look remains constrained by expected slower Russian growth, ex-
isting sanctions, higher trade and logistics costs, and persistent
payment bottlenecks. Along with more accommodative monetary
policy, fiscal and credit stimulus remains active, and was expand-
ed in 2026, but price controls, profit compression, mounting losses
and structural constraints (labor and capacity shortages) increas-
ingly dull its impact on investment and growth. Despite recent in-
crease in oil demand from Russia, net exports are likely to contin-
ue to be a drag on growth given reliance on the Russian market,
sanctions, and logistical frictions. Prolonged and tighter sanctions,
or renewed energy and fertilizer price volatility could weigh on
the outlook. On the upside, faster diversification toward Asian and
African markets could offer a modest boost to growth prospects.

In 2026, falling food prices and existing administrative controls are
expected to slow inflation to around 5.8 percent. Over the medium
term, the planned relaxation of price controls is expected to keep
inflation elevated, above 6 percent in 2027 and 2028. 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 to 1.2 percent by end-2028,
corresponding to around 111,000 poor people.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 4.1 4.3 1.3 2.3 0.9 0.8
Private consumption 8.2 12.4 5.1 4.4 2.0 1.7
Government consumption 0.2 0.2 0.5 0.4 1.2 1.1
Gross fixed capital investment 17.2 9.5 12.5 2.3 2.5 2.6
Exports, goods and services 19.0 3.0 -6.3 1.6 1.1 1.2
Imports, goods and services 22.7 6.0 1.5 3.8 3.0 2.9

Real GDP growth, at constant factor prices 3.7 4.4 1.3 2.4 0.9 0.8
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 3.4 3.3 4.2 1.1 0.8

Inflation (consumer price index) 5.1 5.7 6.7 5.8 6.5 6.1

Current account balance (% of GDP) -1.5 -2.4 -2.4 -2.1 -2.4 -2.6
Net foreign direct investment inflow (% of GDP) 2.7 2.0 1.6 1.7 1.5 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 37.6 37.1 36.6
Debt (% of GDP) 37.4 36.0 37.0 35.2 34.9 35.6
Primary balance (% of GDP) 2.8 2.7 1.8 1.6 1.4 1.3

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 2.5 1.7 1.5 1.4 1.3 1.2

GHG emissions growth (mtCO2e) 4.1 -11.5 -2.2 -12.8 2.3 -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/ 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

Economic growth is expected to increase modestly to 2.4
percent in 2026 supported by recovering private consump-
tion. However, subdued exports, weak industrial production,
and uncertainty ahead of the October elections are likely to
weigh on economic activity in the near term. Over the medi-
um term, fiscal deficits are expected to remain contained,
public debt moderate, and growth to gradually accelerate to
3.1 percent by 2028.

Key conditions and challenges

Over the past three decades, Bosnia and Herzegovina (BiH) has re-
built its infrastructure and preserved macroeconomic stability de-
spite a fragmented political system. Stability rests on the euro-
pegged currency board arrangement, efficient indirect tax collec-
tion, and the prospect of European Union (EU) membership. How-
ever, accelerating growth remains a challenge.

Since 2015, growth has averaged about 3 percent a year, too weak
to close the income gap, leaving GDP per capita reaching 35 per-
cent of the EU average in purchasing power standards. Poverty has
fallen only modestly as a result: the official rate declined from 16.9
percent in 2015 to 13.5 percent in 2021, but vulnerability remains
high, with 40 percent of adults reporting in 2023 being unable to
cover expenses for more than a month if they were to lose their
main source of income.

Structural constraints continue to weigh on growth and public
finances. Population aging and outmigration are shrinking the

Population1 Poverty2

million millions living on less than $8.30/day

3.1 0.4
Life expectancy at birth3 School enrollment4

years primary (% gross)

78.0 101.2
GDP5 GDP per capita6

current US$, billion current US$

34.2 10886.6
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2021 (2021 PPPs). 3/ 2024.
4/ 2023. 5/ 2025. 6/ 2025.

workforce and tax base while raising demand for public services.
Low productivity, skills mismatches, high unemployment and wide-
spread informality continue to weigh on output. Reliance on coal-
based energy, a carbon-intensive export basket and low carbon
pricing expose the economy to competitiveness risks under the
EU's Carbon Border Adjustment Mechanism (CBAM).

Accelerating growth will require shifting toward a private-sector-led
model by tackling market distortions, investing in human capital,
reforming state-owned enterprises, and advancing energy reforms
and EU integration agendas.

Recent developments

Economic activity remained subdued in early 2026, with growth re-
liant on domestic consumption. Industry continued to be a drag
on growth in the first half of 2026, although conditions improved
in June. Industrial production rose by 0.2 percent year on year (y/
y), supported by a rebound in manufacturing (1.1 percent) and
stronger electricity generation (5.8 percent), the segment most

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
capita
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closely tied to exports and productivity, while mining fell sharply
(21.1 percent) reflecting structural issues (lower production and fi-
nancial difficulties). Merchandise exports rose 4.8 percent y/y in H1
of 2026, helped by firmer EU demand, but imports grew faster (6.1
percent), widening the trade deficit and underscoring the country’s
persistent external imbalances. Despite the continued merchan-
dise trade deficit, the current account deficit in Q1 2026 narrowed
by 12 percentage points y/y, supported by stronger services ex-
ports and resilient remittances.

In Q1 2026, the labor market showed uneven improvements. The
employment rate increased marginally by 0.8pp to 43 percent in
Q1 2026 vis-à-vis Q1 2025, and unemployment fell across workers
with both high and low educational attainment to 11.4 percent
overall. Yet, this was partly due to transitions to inactivity, as labor
force participation fell marginally, driven by weak industry. Nearly
three-fifths of the unemployed are long-term unemployed (>2
years). Strong nominal wage growth, resilient domestic demand,
and rising utility and energy costs have renewed price pressures,
with consumer prices increasing by 4.8 percent in the first half of
2026. Real wage increases were modest and concentrated in high-
er-skill sectors such as public administration or health. As such, the
PPP US$8.3/day poverty rate was projected to decrease only mar-
ginally by 0.5pp in 2025.

Fiscal developments point to continued revenue resilience, largely
supported by sustained value-added tax (VAT) performance. Gross
VAT collection rose 7.2 percent y/y in H1 2026, accounting for about
73 percent of total gross indirect tax revenues. Net indirect tax rev-
enues rose by 7.7 percent y/y in H1 2026, reflecting VAT buoyan-
cy and lower refunds compared to the same period of 2025 rather
than a broad-based strengthening of the productive economy. At
the same time, fiscal space remains tight as spending on wages, so-
cial benefits, and transfers remained elevated even as the level of
public debt is moderate by regional standards.

Outlook

Growth is expected to strengthen after the October 2026 general
elections, reaching 3.1 percent by 2028. Reduced uncertainty helps
support consumption and a gradual recovery in investment, as well
as due to moderating inflation. Progress on the Reform Agenda and
EU accession could provide an additional boost, although stronger
policy coordination and implementation will be needed. Inflation is
projected to ease by 2027 as domestic price pressures moderate.
Public finances are expected to improve gradually, with fiscal deficits
narrowing over the forecast period as recent wage and pension in-
creases are embedded in the budgets of both entities, while pub-
lic debt is expected to remain moderate at below 30 percent of
GDP. Continued economic growth and labor market improvements
should support further, albeit gradual, reductions in poverty.

External conditions are expected to remain challenging and uncer-
tain. Export growth is projected to recover gradually, while imports
will continue to outpace exports, keeping the current account deficit
elevated. Rising exposure to the EU’s CBAM will add pressure on car-
bon-intensivesectors,highlightingtheneedtoaccelerateenergysec-
tor reform, strengthen workforce skills, and improve productivity
andcompetitiveness. Recentprogress inaligning withEUclimate and
trade policies, including the incorporation of BiH’s proposals into the
European Commission’s proposed CBAM Regulation amendments,
may help ease adjustment costs and support the green transition.

Overall, faster convergence with the EU will depend on translating
political commitments into concrete reforms. Downside risks remain
as delays in reform implementation, weaker growth in the EU, and
heightened political uncertainty, could dampen investment and eco-
nomic activity. In addition, elevated global uncertainty, including po-
tentialdisruptions totrade, energy markets, andsupply chains, could
weigh on external demand and further weaken growth prospects.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 3.8 2.6 2.1 2.4 2.9 3.1
Private consumption 3.5 4.4 2.2 2.7 3.0 3.1
Government consumption 2.1 2.8 6.0 2.9 3.6 3.4
Gross fixed capital investment 3.0 8.7 3.6 3.0 2.7 3.2
Exports, goods and services -1.2 -1.6 2.5 0.3 0.5 0.5
Imports, goods and services -1.3 4.7 4.7 1.3 1.1 1.0

Real GDP growth, at constant factor prices 2.0 3.2 2.1 2.4 2.9 3.1
Agriculture -1.8 2.1 0.8 1.5 3.0 3.1
Industry -0.8 -0.8 -3.2 -2.0 0.9 1.1
Services 3.6 5.0 4.3 4.1 3.6 3.8

Employment rate (% of working-age population, 15 years+) 44.2 44.0 43.6 43.1 43.3 43.4
Inflation (consumer price index) 6.1 1.7 4.0 5.0 2.5 1.8

Current account balance (% of GDP) -2.1 -3.5 -3.2 -3.9 -4.0 -3.9
Net foreign direct investment inflow (% of GDP) 3.7 3.0 1.6 2.8 2.8 2.9

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 43.1 43.0 43.0
Debt (% of GDP) 25.3 25.5 27.6 28.6 29.0 28.7
Primary balance (% of GDP) -0.4 -0.9 -1.3 -1.1 -0.7 0.1

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 9.3 8.5 8.0 7.5 6.9 6.4

GHG emissions growth (mtCO2e) -7.2 -4.9 -1.9 2.3 2.5 2.4

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 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
Bulgaria’s growth has remained resilient amid another exter-
nal shock, supported by strong domestic demand. Rapid
wage growth and fiscal expansion buoyed activity at the cost
of higher inflation and widened deficit. The 2026 budget
deficit is projected to reach a record high, requiring difficult
medium-term consolidation. Growth is expected to slow to
2.6 percent in 2026–27 as fiscal tightening and weak external
demand weigh on activity.

Key conditions and challenges

Bulgaria has achieved substantial gains in average living
standards, underpinned by macroeconomic stability and fis-
cal prudence. Real GDP per capita in PPP terms has doubled
since 2003, reaching 68 percent of the European Union (EU)
average in 2025. The policy drive to anchor Bulgaria more
firmly at the core of the EU culminated in eurozone accession
from January 2026.

Yet the pace of convergence has lagged many Central and
Eastern European peers, reflecting constraints on productivity
and investment—the key drivers of long-term growth. These
constraints are increasingly structural: productivity growth re-
mains weak, investment persistently low, and regional dispar-
ities wide. Governance weaknesses continue to weigh on in-
stitutional effectiveness and the investment climate. As demo-
graphic pressures intensify and dividends from earlier reforms
fade, Bulgaria needs a renewed reform agenda to raise pro-
ductivity, crowd in private investment, strengthen institutions,
and put convergence—and welfare gains—on a faster, more
sustainable path.

Population1 Poverty2

million millions living on less than $8.30/day

6.4 0.3
Life expectancy at birth3 School enrollment4

years primary (% gross)

75.8 95.3
GDP5 GDP per capita6

current US$, billion current US$

131.1 20387.7
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2024.
4/ 2024. 5/ 2025. 6/ 2025.

Inclusion remains a critical challenge. Anchored at-risk-of-poverty
rates have declined and the middle class has expanded, but in-
come inequality remains the highest in the EU. Child poverty
persists, intergenerational mobility is limited, and poverty is in-
creasingly concentrated in lagging regions and municipalities, un-
derscoring entrenched territorial divides. Faster and more inclu-
sive convergence will require better access to quality services,
stronger human capital, and broader economic opportunities
across regions.

Recent developments

Real GDP growth remained robust at 3.1 percent in 2025 and
2.9 percent in Q1 2026, despite global uncertainty, domes-
tic political instability, and weak exports. Domestic demand
remained the main driver of activity, supported by rapid
wage growth, fiscal expansion—including higher public invest-
ment—and steep mortgage credit growth of 26–29 percent year-
on-year since Q2 2024.

These dynamics continued in early 2026, raising overheating con-
cerns against the backdrop of an estimated positive and widening

FIGURE 1 / General government revenues, expenditure, and
deficit
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FIGURE 2 / Actual and projected poverty rate and real GDP per
capita
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output gap, elevated services inflation, and a growing external im-
balance. Real wages rose by 10.0 percent year-on-year in Q1 2026,
up from 8.2 percent in 2025, while final consumption grew faster
than GDP. Current budget spending increased by about 14 percent
in 2025 and a further 10 percent year-on-year in H1 2026, sup-
porting demand but weakening the fiscal position. The fiscal deficit
reached 3.0 percent of GDP on a cash basis in 2025 (3.5 percent on
an accrual basis) and is expected to widen to 5.3 percent in 2026 or
just slightly below the government’s 5.7 percent deficit projection.

The deterioration reflects higher capital spending under a munic-
ipal investment program, greater maintenance outlays, and ex-
panded electricity and fuel subsidies amid rising energy prices
linked to conflict-related disruptions in the Middle East. The weaker
fiscal stance prompted the Council of the European Union to
launch an Excessive Deficit Procedure for Bulgaria, requiring cor-
rective measures to bring the deficit below 3 percent of GDP. The
government plans to reach this threshold in 2028, implying a siz-
able consolidation effort dependent on political resolve and sup-
portive macroeconomic conditions.

After rising in March–May amid the Middle East crisis and fuel price
spike, headline HICP inflation slowed to 4.1 percent year-on-year
in July 2026, but strong demand kept services inflation elevated at
6.8 percent. High consumption and sluggish exports weakened the
external position as import growth outpaced exports, with the cur-
rent account deficit reaching 5.7 percent of GDP in 2025.

Strong growth and real wage gains continued to improve living
standards, with poverty projected to decline from 4.4 percent in
2023 to 4.1 percent in 2025 at the US$8.30-per-day poverty line.
However, planned fiscal consolidation may slow income and con-
sumption gains, underscoring the need for more sustainable dri-
vers of poverty reduction.

Outlook

Growth is projected to moderate to 2.6 percent in 2026,
as exports weaken further while domestic demand remains
strong. Efforts to contain current budget spending—particu-
larly wages and social transfers—will dampen consumption
growth in 2027, while exports recover alongside the expect-
ed upturn in EU activity. Inflation is forecast to average 4.0
percent in 2026 as the energy price shock passes through
to domestic prices and strong private demand sustains ser-
vices inflation, before easing in 2027–28 as fiscal tightening
weighs on consumption.

Absorption of EU Recovery and Resilience Facility funds before
their August 2026 expiration should support public investment
and budget revenues. Still, the government’s 5.7 percent deficit
projection for 2026 (corresponding to a cyclically adjusted deficit
of 5.4 percent, against 4.2 percent in 2025) is a historical high.
Combined with a positive and growing output gap, it points to
procyclical expansion. Consolidation will require difficult mea-
sures and, judging from peers’ experience, may take longer than
planned, with the deficit potentially remaining above 3 percent
beyond 2028.

The Middle East commodity price shock is expected to keep the
current account deficit elevated at 6 percent of GDP in 2026, be-
fore it narrows to 3.8–3.6 percent of GDP in the new two years
as exports recover.

Risks remain tilted to the downside amid geopolitical uncertainty.
Renewed escalation in the Middle East could further weaken
growth and intensify fiscal pressures, underscoring the need to
protect priority social spending.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 1.7 3.4 3.1 2.6 2.6 2.7
Private consumption 1.1 4.9 7.8 8.6 3.8 4.2
Government consumption 1.1 3.6 7.0 4.6 1.7 1.6
Gross fixed capital investment 10.2 1.5 11.4 13.1 4.2 4.7
Exports, goods and services 0.0 1.8 -2.1 -3.5 3.3 3.9
Imports, goods and services -5.5 3.9 5.9 6.1 4.8 5.7

Real GDP growth, at constant factor prices 1.0 2.8 2.6 2.6 2.6 2.7
Agriculture -15.3 7.3 1.4 0.7 0.6 1.0
Industry -3.9 -4.1 -1.5 -2.6 1.8 2.0
Services 3.8 4.8 3.8 4.2 2.9 3.0

Employment rate (% of working-age population, 15 years+) 53.0 53.0 53.0 54.1 54.1 54.1
Inflation (consumer price index) 8.6 2.6 3.5 4.0 3.4 2.6

Current account balance (% of GDP) -1.2 -0.5 -5.7 -6.0 -3.8 -3.6
Net foreign direct investment inflow (% of GDP) 3.9 1.6 2.5 2.2 2.3 2.1

Fiscal balance (% of GDP) -3.0 -3.0 -3.0 -5.3 -3.5 -3.1
Revenues (% of GDP) 36.3 35.1 37.9 37.8 38.1 38.3
Debt (% of GDP) 22.9 23.8 29.9 30.1 32.1 31.8
Primary balance (% of GDP) -2.6 -2.5 -2.4 -4.8 -2.9 -2.5

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 4.4 4.3 4.1 4.0 3.9 3.8

GHG emissions growth (mtCO2e) -2.7 -1.3 0.5 1.4 0.9 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 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 economic growth moderated in the first half of 2026
from exceptionally strong rates recorded in recent years, as
European Union (EU)-funded investment and consumption
growth eased, while inflation remained elevated and the
fiscal deficit widened. Economic activity is expected to slow
down but remain robust over the medium term, although
labor shortages, external uncertainty, and competitiveness
pressures weigh down the outlook.

Key conditions and challenges

Croatia's economic performance has remained strong in recent
years, with growth consistently exceeding the European Union (EU)
average. Robust household consumption, EU-funded investment
and procyclical fiscal policy have supported economic activity,
while strong employment and wage growth have sustained house-
hold incomes. Despite this, income convergence has stalled: GDP
per capita in Purchasing Power Standards remained broadly un-
changed since 2023 at around 78 percent of the EU average. Persis-
tent labor shortages, demographic pressures, low labor productivi-
ty, and rising costs continue to constrain competitiveness and may
limit further convergence. Despite record-high employment, en-
during labor and skills shortages across sectors continue to weigh
on growth, even as firms increasingly turn to foreign workers to
fill workforce gaps. Labor productivity has grown more slowly than
wages, increasing unit labor costs and raising competitiveness con-
cerns, particularly in tradable sectors and tourism.

Fiscal buffers have weakened over the past two years. Higher
spending on public sector wages, social transfers, and domesti-
cally financed investment have widened the deficit, despite robust

Population1 Poverty2

million thousands living on less than $8.30/
day

3.9 78.5
Life expectancy at birth3 School enrollment4

years primary (% gross)

78.9 101.2
GDP5 GDP per capita6

current US$, billion current US$

105.1 27112.7
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2024.
4/ 2023. 5/ 2025. 6/ 2025.

revenues. Public debt continues to decline relative to GDP, but fis-
cal space is more limited than in previous years. This increases the
importance of mobilizing revenue efficiently, improving spending
efficiency, and maintaining prudent fiscal management, particular-
ly amid elevated geopolitical uncertainty and growing expenditure
needs related to ageing, green transition and defense spending.

Recent developments

Economic growth continued to moderate in the first half of 2026.
Real GDP grew by 1.9 percent in the first six months, significantly
below 3.4 percent recorded for 2025 overall. Domestic demand
remained the main growth driver. Private consumption growth
slowed amid subsiding real wage growth, while government con-
sumption and investment also expanded more slowly than in pre-
vious years. Net exports continued to weigh on growth, primarily
because of weak goods exports. This also deepened the external
imbalance. Tourism activity stagnated: foreign tourist arrivals and
overnight stays declined slightly, pointing to persistent price-com-
petitiveness challenges and subdued demand from some of Croa-
tia's main trading partners. The labor market remained tight, al-
though signs of cooling became more evident. While employment
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rate continued to converge toward the EU average, slower annual
employment growth and decline in the number of work permits is-
sued to foreign workers point to weakening labor demand. Infla-
tion peaked in April amid higher energy prices related to the con-
flict in the Middle East, before easing to 3.7 percent by August.

Fiscal pressures persisted. The general government deficit in-
creased to 3.0 percent of GDP in 2025, as spending on wages, social
benefits, and investment accelerated. Despite the deterioration,
public debt declined to 56.3 percent of GDP at end-2025, support-
ed by strong nominal GDP growth. In the first half of 2026, fiscal
policy also responded to higher energy prices through temporary
support for households and selected sectors. Although the pack-
age was limited in size, it added to an already weakening fiscal po-
sition at the beginning of 2026.

Croatia’s at-risk-of-poverty rate stood at 19.5 percent in 2025,
down from 20.3 percent in the previous year. Poverty risks re-
main concentrated among the unemployed, retirees, and elder-
ly people living alone, with the highest regional poverty rate in
Pannonian Croatia.

Outlook

Economic growth is projected to remain robust but gradually mod-
erate to 2.2 percent in 2026, and 2.1 percent in both 2027 and
2028. Domestic demand will remain the main growth driver, al-
though private consumption and investment are expected to slow.
Private consumption will moderate as the labor market cools and
real wage growth slows markedly. The completion of Recovery and
Resilience Facility financing may dampen government investment
from 2027, but stronger private investment should sustain overall

momentum. External demand is expected to strengthen as condi-
tions improve in Croatia's main trading partners. Nevertheless, net
exports will continue to weigh on growth through 2028, as imports
remain relatively strong and tourism growth modest.

While the conflict in the Middle East continues to affect global
prices of energy, and in turn, domestic consumer prices, overall
inflation in 2026 in Croatia might be slightly lower than previously
expected (4.4 percent, compared to 4.8 percent in the April
forecast). The downward revision reflects slower growth in food
prices due to a fall in prices of certain commodities on the global
markets as well as decelerating labor costs and, to a lesser ex-
tent, services prices. As pressures from energy prices ease to-
ward the end of the forecast horizon, inflation is expected to
continue slowing, gradually converging towards European Central
Bank’s 2 percent target.

Fiscal policy is expected to take a more neutral stance, with gen-
eral government deficit hovering just below 3 percent of GDP
over the forecasting horizon and public debt-to-GDP ratio stabi-
lizing around 55 percent.

Risks to the outlook are tilted to the downside. Elevated geopoliti-
cal uncertainty and weaker-than-expected growth among Croatia's
main trading partners, and persistent labor shortages could weigh
on investment and exports. In addition, protracted global instabil-
ity and recent adverse weather conditions could result in higher
energy and food prices weighing down real disposable income of
households and, in turn, consumption.

Croatia's poverty outlook is expected to remain broadly stable,
with limited scope for further reduction due to slower growth,
moderating wage gains, and elevated inflation.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 3.8 3.8 3.4 2.2 2.1 2.1
Private consumption 3.3 6.0 2.5 2.2 1.8 1.8
Government consumption 6.9 7.2 4.1 2.8 2.0 1.7
Gross fixed capital investment 22.7 5.3 6.1 3.5 3.5 3.4
Exports, goods and services -1.4 1.6 0.9 1.1 1.8 2.1
Imports, goods and services -4.2 8.4 2.8 1.8 2.2 2.3

Real GDP growth, at constant factor prices 4.0 3.2 2.8 2.2 2.1 2.1
Agriculture -0.1 -0.7 -1.1 -0.4 0.8 0.8
Industry 3.0 2.2 4.3 2.2 1.7 1.7
Services 4.6 3.8 2.5 2.3 2.3 2.3

Employment rate (% of working-age population, 15 years+) 49.5 51.2 51.4 51.9 52.4 52.8
Inflation (consumer price index) 8.4 4.0 4.4 4.4 2.9 2.2

Current account balance (% of GDP) 0.1 -2.2 -3.5 -4.4 -4.1 -4.2
Net foreign direct investment inflow (% of GDP) 2.4 1.9 3.2 2.8 2.8 2.8

Fiscal balance (% of GDP) -1.1 -2.3 -3.0 -2.9 -2.8 -2.8
Revenues (% of GDP) 45.5 46.1 47.1 47.8 47.5 47.2
Debt (% of GDP) 60.9 57.4 56.3 55.5 55.5 55.5
Primary balance (% of GDP) 0.2 -1.3 -2.0 -1.9 -1.9 -1.9

International poverty rate ($3.00 in 2021 PPP)1,2 0.3 0.3 0.3 0.3 0.2 0.2

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 0.6 0.6 0.5 0.5 0.5 0.5

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 2.0 2.0 1.9 1.8 1.7 1.7

GHG emissions growth (mtCO2e) 4.4 1.8 1.4 0.5 0.2 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 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
Georgia’s economy entered 2026 with strong momentum,
as robust consumption and credit supported broad-based
growth, and rising wages helped reduce poverty. Yet the
benefits of this expansion remain uneven: unemployment is
still high, while rising energy prices have pushed inflation
above the central bank’s target. Growth is expected to remain
strong at 7 percent in 2026, though sustaining it in the longer
term will depend on advancing structural reforms.

Key conditions and challenges

Georgia has achieved strong prudent macro-fiscal management,
growth and poverty reduction over the past decade, supported
by structural reforms, trade openness, and expanding services
exports. As a result, gross national income per capita has nearly
doubled, reaching US$6,755 by 2025. Despite strong economic
growth, structural constraints persist. High-quality job creation
has remained limited and labor force participation remains low
by peer standards. Earnings are weak relative to productivity, and
high-skill workers are increasingly underutilized. Without a new
phase of structural reforms, Georgia risks a gradual slowdown
in potential growth. Reform momentum has moderated amid
episodes of civil unrest, and the suspension of European Union ac-
cession talks until 2028.

Recent developments

GDP growth remained robust in the first half of 2026, averaging
7.9 percent year-on-year (yoy), moderating slightly from 8.6 per-
cent in H1 2025. Growth was broadly-based and driven by

Population1 Poverty2

million millions living on less than $8.30/day

3.9 1.7
Life expectancy at birth3 School enrollment4

years primary (% gross)

74.7 99.4
GDP5 GDP per capita6

current US$, billion current US$

38.1 9690.3
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2024.
4/ 2024. 5/ 2025. 6/ 2025.

strong performance in manufacturing, information and communi-
cation technology, transport and storage, construction, and finan-
cial and insurance services, while agriculture sector performance
weakened. On the demand side, private consumption remained
the main driver, supported by still-robust wage growth and con-
sumer credit expansion, while public investment stayed weak on
procurement and implementation delays, even as private invest-
ment held up better.

Strong economic growth supported improvement in household
incomes, contributing to a decline in poverty. The share of the
population living below the upper-middle-income poverty line
(US$8.30-per-day, 2021 PPP) fell to an estimated 43.3 percent in
2025, from 45.6 percent in 2024. However, unemployment re-
mains structurally high at 13.8 percent in the second quarter of
2026, broadly unchanged since 2024. Labor force participation
went down by 0.8 percentage points from Q2 2025 to 53.3 per-
cent in Q2 2026, pointing to continued disengagement from the
labor market.

Inflationary pressures have intensified due to higher energy prices.
Headline inflation reached 5.8 percent in June before slightly easing
to 5.5 percent in July. Faced with elevated inflation, the National
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Bank of Georgia raised the policy rate by 25 basis points to 8.25
percent in May and has kept it since.

The financial sector remains sound, with strong credit growth
reaching 14.5 percent (yoy) in June, led by household lending.
Dedollarization continued, with loans denominated in lari reaching
79 percent of total lending. Asset quality remained strong, with
nonperforming loans at 2.6 percent in end-June.

The external position strengthened markedly. The current account
deficit narrowed to 3.8 percent of GDP in Q1 2026 (from 7.9 per-
cent a year earlier), driven by strong exports, remittances, and
tourism. International reserves rose to US$7.5 billion in July (4.8
months of import cover), and the lari reached its strongest level
against the US dollar since early 2024.

The fiscal position also improved. The overall surplus rose from 0.4
percent of GDP in H1 2025 to 1.2 percent in H1 2026, reflecting ro-
bust tax revenue outpacing expenditure growth and declining cap-
ital spending due to implementation delays of some investment
projects (down 25 percent yoy). Public debt continued its gradual
decline, falling below 32 percent of GDP in July 2026, with the share
denominated in foreign currency also decreasing as the authorities
continue to shift toward domestic-currency issuance.

Outlook

GDP growth is projected to slightly moderate to 7.0 percent in 2026
as consumption eases from a high base, and converge toward its
medium-term potential of about 5 percent by 2028. Poverty is ex-
pected to continue declining, reaching 34.3 percent by 2028.

Inflation is expected to remain elevated in the second half of 2026
as energy price pressures persist, before gradually converging to-
ward the National Bank of Georgia's 3 percent target by end 2027.
Monetary policy is expected to remain prudent.

The current account deficit is projected to widen to around 4.3
percent of GDP, reflecting higher oil import costs and softer re-
gional tourism. Foreign exchange reserves will continue to provide
a substantial buffer.

The fiscal position is expected to remain strong, with govern-
ment debt declining gradually. Some catch-up in capital spend-
ing is likely in the second half of the year as procurement
backlogs clear, narrowing at 2.2 percent of GDP, the first-half
surplus, The full-year deficit is still expected to remain at 2.2
percent of GDP, below the government's original 2.5 percent
supported by revenue performance and stronger-than-budgeted
dividend income.

Risks are broadly balanced. On the downside, a prolonged Middle
East conflict could fuel inflation and dampen investment, while
domestic political polarization, suspended European Union ac-
cession negotiations, and slow structural reforms pose medium-
term risks. A poor agricultural season, due to the climatic effects
of El Nino, could disproportionately harm rural livelihoods and
poverty outcomes, particularly given agriculture's outsized share
of employment relative to its contribution to GDP. On the upside,
a durable Armenia–Azerbaijan peace deal could boost connec-
tivity, trade, foreign direct investment, and tourism; the an-
nounced multi-billion-dollar UAE investment initiative could sup-
port growth and jobs; and Middle East potential migration may
boost domestic demand.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 7.8 9.7 7.5 7.0 5.5 5.0
Private consumption 4.7 9.5 8.2 5.4 5.3 5.0
Government consumption 7.5 17.1 12.0 5.6 5.7 4.0
Gross fixed capital investment 29.4 14.4 -1.2 6.5 6.1 6.5
Exports, goods and services 9.5 5.5 5.5 9.5 6.5 6.0
Imports, goods and services 10.0 9.2 4.1 6.5 6.4 6.2

Real GDP growth, at constant factor prices 8.4 9.7 7.5 7.0 5.5 5.0
Agriculture -3.4 13.5 -5.7 1.5 3.0 3.0
Industry 4.3 4.5 1.5 6.0 5.0 5.0
Services 10.9 10.9 10.4 7.7 5.8 5.2

Employment rate (% of working-age population, 15 years+) 56.6 56.9 56.5 56.5 56.5 56.5
Inflation (consumer price index) 2.5 1.1 3.9 6.2 3.8 3.0

Current account balance (% of GDP) -5.6 -5.3 -2.8 -4.3 -4.2 -4.1
Net foreign direct investment inflow (% of GDP) 5.2 3.3 3.7 3.4 -3.5 3.7

Fiscal balance (% of GDP) -2.8 -2.9 -1.7 -1.8 -2.4 -2.4
Revenues (% of GDP) 27.4 27.7 27.2 26.9 26.4 26.3
Debt (% of GDP) 38.8 35.6 34.1 32.1 31.3 29.0
Primary balance (% of GDP) -1.3 -1.3 -0.2 -0.2 -0.7 -0.9

International poverty rate ($3.00 in 2021 PPP)1,2 5.8 4.2 3.8 3.3 2.9 2.4

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 14.0 11.0 8.7 7.7 6.7 6.1

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 49.1 45.6 43.3 40.5 37.1 34.3

GHG emissions growth (mtCO2e) 0.2 0.9 0.2 -0.6 -1.2 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-HIS. 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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KAZAKHSTAN
Economic growth is projected to ease to 4.6 percent in 2026
and to moderate further in the medium term. Inflation is
projected to decelerate to 10 percent in 2026 and continue
to decrease gradually in the medium term. The poverty rate
is projected to fall to 7.9 percent in 2028 (at the US$8.30-a-
day poverty line). Faster growth and poverty reduction will
require ambitious reforms to boost competition and increase
economic efficiency.

Key conditions and challenges

Kazakhstan aims to double its economy by 2030 from its 2023
level, requiring faster growth. However, low and stagnant pro-
ductivity, and the continued dominance of extractive industries
remain key obstacles.

Unlocking stronger growth requires productivity-enhancing re-
forms that foster competition, reduce the state's footprint, and lev-
el the playing field, for the private sector to develop and create
well-paid jobs.

In parallel, upgrading infrastructure, strengthening human cap-
ital, and advancing decarbonization will be critical to improve
firm competitiveness, attract private investment, and support
economic diversification.

Recent developments

Kazakhstan’s economic growth has moderated to 4.1 percent
year-on-year (yoy) in H1 2026, from 6.3 percent in H1 2025,

Population1 Poverty2

million millions living on less than $8.30/day

20.8 3.0
Life expectancy at birth3 School enrollment4

years primary (% gross)

74.5 97.3
GDP5 GDP per capita6

current US$, billion current US$

306.0 14680.9
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2021 (2021 PPPs). 3/ 2024.
4/ 2025. 5/ 2025. 6/ 2025.

largely due to an 8 percent yoy contraction in oil production (as
a result of maintenance at major oilfields and disruptions along
key export routes).

Manufacturing expanded by a robust 9 percent yoy in real terms
in H1 2026, while services and construction grew by 3.5 percent
and 15.2 percent, respectively. Retail trade moderated to 5.7 per-
cent yoy in H1 2026, while investment rose by 9.6 percent, sup-
ported by higher capital spending by state-owned enterprises and
the private sector.

Labor market conditions remained stable, with unemployment at
4.5 percent in Q1-2026. However, real incomes increased by just
0.1 percent yoy in Q1-2026 after contracting during 2025, while real
wages declined by 2.3 percent yoy. Poverty is likely to have declined
further in 2025 but stagnant real income may have dampened the
pace of its reduction in 2025.

Inflation eased to 9.8 percent yoy in August 2026 from 12.3 per-
cent in December 2025, which is still above the National Bank
of Kazakhstan's (NBK) 5 percent target. Price pressures remain
broad-based, with food prices rising 9.5 percent and non-food
prices 11.4 percent yoy in August. In line with the decrease in
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inflation, the NBK cut its policy rate by 125 basis points to 16.25
percent in September.

The current account shifted to a 0.7 percent of GDP surplus in H1
2026, from a 3 percent deficit a year earlier, as higher oil prices
lifted nominal export earnings by 27.4 percent yoy despite lower
production. The stronger external position and still high policy rate
supported an18.4 percent yoy real appreciation of the tenge, while
central bank reserves rose by 7.9 percent since December 2025 to
US$70.6 billion, covering 9 months of imports.

The fiscal conditions remained unchanged with the consolidated
fiscal deficit at 2.2 percent of GDP in H1 2026 (from 2.1 percent
a year earlier), as both revenue and spending decreased. In H1
2026, consolidated spending fell by 0.5 p.p. of GDP (to an estimat-
ed 23.5 percent of GDP) compared to H1 2025, while revenues
dipped 0.6 p.p. (to an estimated 21.2 percent of GDP). Public debt
remained stable near 24.4 percent of GDP, though interest pay-
ments absorbed 14.0 percent of budget revenue in H1 2026 (12.4
percent in H1 2026).

Aggregate real credit growth slowed to 4.7 percent yoy in June
2026 (from 7.9 percent in June 2025), as tight monetary, macro-
prudential conditions and weak real income growth weighed on
borrowing. The banking sector profitability moderated with re-
turn on assets at 24.1 percent in June (31.7 percent in June 2025),
while non-performing loans remained stable at 4.1 percent of the
total credit portfolio.

Outlook

The baseline assumes that geopolitical tensions will temporarily
push oil prices up in 2026 before easing as markets normalize.

Growth is projected to moderate to 4.6 percent in 2026, driven
mainly by a decline in oil output due to export infrastructure dis-
ruptions as well as El Niño-related weakness in agricultural produc-
tion. As oil production nears capacity, growth is projected to con-
verge toward its potential rate by 2028.

Inflation is projected to remain above the NBK’s 5 percent target
through at least 2027, pressured by persistent quasi-fiscal stimulus
on domestic demand and renewed fuel and utility tariff adjust-
ments after the temporary freeze. Closer coordination between
fiscal and monetary policies is critical to put inflation firmly on a
downward path.

Higher oil prices are expected to strengthen the external position
in 2026, boosting exports and narrowing the current account
deficit to 1.3 percent of GDP. The consolidated fiscal deficit should
also improve to around 2.2 percent of GDP in 2026, before widen-
ing to an average of 3.0 percent in 2027–28, contingent on expen-
diture discipline, non-oil revenue mobilization, and global oil price
trends. Public debt is expected to rise gradually to around 29.5 per-
cent of GDP by 2028.

The poverty rate is projected to fall to 7.9 percent in 2028 at the
US$8.30-a-day poverty line from 9.8 in 2026. However, weak real in-
come growth and elevated inflation could slow poverty reduction,
leaving lower-income and informal workers particularly exposed.

Risks to the outlook remain tilted to the downside. Disruptions to
Kazakhstan’s main Black Sea oil export route and global oil price
volatility could constrain shipments and growth. A stronger El Niño
could elevate global food prices, posing pass-through risks to do-
mestic inflation. As a result, a slower-than-expected decline in in-
flation could delay the recovery in real incomes and stretch house-
hold balance sheets.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 5.1 5.0 6.5 4.6 4.2 3.9
Private consumption 4.6 9.4 8.1 6.5 5.2 4.9
Government consumption 10.3 1.0 3.4 1.0 1.4 1.4
Gross fixed capital investment 20.7 6.5 10.4 9.5 6.6 6.4
Exports, goods and services 1.9 0.0 1.9 0.1 4.0 1.4
Imports, goods and services 14.7 5.8 9.0 6.6 5.1 4.9

Real GDP growth, at constant factor prices 4.9 5.2 6.6 4.6 4.2 3.9
Agriculture -7.4 13.7 5.7 -4.5 0.0 0.0
Industry 6.3 5.0 9.2 5.6 5.2 4.5
Services 5.2 4.6 4.9 4.8 3.9 3.8

Employment rate (% of working-age population, 15 years+) 67.0 67.2 64.5 64.5 64.5 64.5
Inflation (consumer price index) 9.8 8.6 12.3 9.8 8.5 7.0

Current account balance (% of GDP) -3.2 -2.3 -4.1 -1.3 -2.6 -3.7
Net foreign direct investment inflow (% of GDP) -1.0 -1.4 0.5 -1.0 -1.0 -1.0

Fiscal balance (% of GDP) -1.4 -3.3 -3.1 -2.2 -3.0 -3.2
Revenues (% of GDP) 21.8 19.2 18.3 18.6 18.2 17.8
Debt (% of GDP) 23.0 24.4 24.3 24.8 27.4 29.5
Primary balance (% of GDP) -0.5 -2.4 -2.2 -1.5 -2.3 -2.6

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 12.9 13.8 11.2 9.8 8.7 7.9

GHG emissions growth (mtCO2e) 5.9 2.8 4.6 3.2 1.3 2.3

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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KOSOVO
Following a modest slowing of growth to 3.6 percent in 2025,
the first quarter of 2026 signaled resilience amid continued
uncertainty. Intensifying price pressures weighed on activity,
but wages and remittances continued to support consump-
tion. The outlook remains subject to uncertainty surrounding
the Middle East conflict, while the domestic political impasse
continues to weigh on reform implementation.

Key conditions and challenges

Having sustained above 4 percent growth through the post-pan-
demic recovery and into 2024, while formalizing its European
Union (EU) membership application in 2022, Kosovo continued to
shift from aid dependence toward a model driven by consumption,
infrastructure investment, and financial deepening. Macro-fiscal
stability is underpinned by a prudent fiscal framework, but faster
EU convergence will require stronger revenue mobilization, and
scaled-up investment in energy, infrastructure, and human capital.
Accelerating convergence will also depend on attracting greater
private capital and raising productivity through stronger compe-
tition and a more predictable business environment. Recent po-
litical uncertainty poses risks by delaying progress on key re-
forms and external financing. Structural labor market constraints
remain a key development challenge and a barrier to welfare
gains. Expanding care services to raise female labor force partici-
pation, improving educational outcomes, and strengthening train-
ing modalities that enable better school-to-work transitions will
be crucial to achieve more and better jobs. Energy security is
another binding constraint, with aging infrastructure and limit-
ed advancement in renewables, while efficiency measures have

Population1 Poverty2

million millions living on less than $8.30/day

1.6 0.4
Life expectancy at birth3 School enrollment4

years primary (% gross)

78.2 96.2
GDP5 GDP per capita6

current US$, billion current US$

12.5 7897.0
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2024.
4/ 2025. 5/ 2025. 6/ 2025.

only recently begun to gain traction. Sustained reform efforts in
trade facilitation, governance, and business environment improve-
ment will be essential to attract productive foreign direct invest-
ment (FDI) and deepen EU integration.

Recent developments

Following a growth moderation to 3.6 percent in 2025, activity in
the first quarter of 2026 expanded by 5.4 percent, underpinned
by stronger net exports and government consumption. Goods ex-
ports rose by 19 percent YoY in the first half of the year, as higher
global nickel prices encouraged increased export of stockpiled
metals. Continued service exports growth at 13 percent YoY, dom-
inated by travel, information and communication technology, and
other business services, helped offset rising imports. Remittances
picked up, and together with FDI, cover more than half of the
current account deficit. The financial sector remained stable, with
robust credit growth supporting consumption and investment.
Following a strong base effect in the second half of 2025, food
inflation dropped steeply within-year in 2026, from 8 percent YoY
in February to 2.7 percent in July 2026. This is likely to have offset
double-digit YoY transport inflation which started in March 2026,
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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resulting in headline consumer price index (CPI) inflation averaging
6.5 percent for the first half of 2026. Inflation weighed on incomes,
but real wages increased by 9 percent YoY according to adminis-
trative data for the first half of the year, motivating the continued
inflection of poverty. The first seven months of 2026 showed sus-
tained revenue increases across all tax categories, averaging 9 per-
cent YoY, reflecting formalization, stable consumption, and high-
er average wages. This has been outpaced by a 19 percent YoY
spending increase, following across-the-board direct transfers un-
der pensions and social transfer programs, as well as a 13th salary
for the public sector paid out in March. This follows recently en-
acted permanent increases in basic and family pensions and some
social programs by around 20 percent, and a doubling of universal
child benefits, starting from the last quarter of 2025.

Outlook

Growth is expected to remain unchanged at 3.6 percent in 2026
due to a combination of domestic and external factors. Assuming
political uncertainty eases, GDP growth is expected to average
around its potential of 3.8 percent over the period. However, signif-
icant downside risks remain: prolonged political uncertainty could
delay the structural reform agenda, weigh on investor confidence,
and critically jeopardize access to external financing, constraining
the fiscal space needed to support growth. Higher fuel prices and
the effects on other CPI components following the conflict in the
Middle East could weigh further on activity. Growth will continue
to be driven by consumption, as geopolitical developments limit

the contribution of external demand, and investment faces cost-
lier import prices. Rising agricultural input costs are expected to
moderately constrain sectoral growth.

Higher average wages, government transfers, and remittances are
expected to support private consumption, while goods exports
show signs of improvement but remain subject to international
commodity price fluctuations as well as increasing input costs.
While poverty is projected to continue its decrease, the upward risk
from a possible increase in food prices remains significant, as food
represents 64 percent of total consumption for the bottom decile.
A strong legal framework continues to maintain macro-fiscal pru-
dence, as the fiscal deficit is budgeted within the legally binding
rule of 2 percent of GDP, and debt remains low, but spending inef-
ficiencies persist. The reliance on across-the-board transfers high-
lights a structural gap: without targeted, means-tested programs
and delivery systems in place, governments are left with blunt in-
struments when shocks hit. Investing in such systems during sta-
ble periods is what enables timely, efficient, and fiscally sustainable
protection of the most vulnerable. This also supports the reprior-
itization of spending toward high-quality capital investment, cru-
cial to addressing persisting development constraints. This in-
cludes accelerating implementation of the EU Growth Plan and
other policy and infrastructure development opportunities that
can shift the economy toward its potential. Structurally high and
geographically concentrated poverty rates necessitate a policy
agenda that expands and better targets social assistance, while
focusing on expanding labor force participation, upgrading skills,
and boosting firm dynamism.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 4.1 4.6 3.6 3.6 3.8 3.9
Private consumption 3.1 5.5 4.3 4.0 4.2 4.2
Government consumption 5.9 1.3 2.3 2.2 0.5 0.5
Gross fixed capital investment 4.5 7.0 8.1 3.4 5.3 5.5
Exports, goods and services 7.2 9.4 7.7 8.0 6.8 6.9
Imports, goods and services 4.7 8.7 8.8 6.2 6.0 6.0

Real GDP growth, at constant factor prices 3.6 2.9 2.8 3.6 3.8 3.9
Agriculture -3.0 5.2 3.5 0.7 1.6 1.6
Industry 3.3 2.6 1.8 2.2 3.2 3.2
Services 4.8 2.7 3.3 4.8 4.5 4.6

Inflation (consumer price index) 4.9 1.6 3.9 6.0 3.7 3.2

Current account balance (% of GDP) -7.2 -8.4 -8.2 -8.4 -8.2 -7.4
Net foreign direct investment inflow (% of GDP) 6.7 5.5 6.6 5.4 5.5 5.5

Fiscal balance (% of GDP) -0.3 -0.2 -0.7 -0.9 -0.7 -0.5
Revenues (% of GDP) 29.3 29.7 30.2 29.5 29.6 29.8
Debt (% of GDP) 17.2 16.8 16.5 17.0 18.1 18.5
Primary balance (% of GDP) 0.1 0.1 -0.3 -0.6 -0.3 -0.2

International poverty rate ($3.00 in 2021 PPP)1,2 10.1 9.5 9.3 9.2 9.1 8.9

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 12.5 11.9 11.6 11.6 11.1 11.1

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 25.4 23.2 22.2 22.0 21.1 20.2

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 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 private consumption per capita in constant LCU.
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KYRGYZ REPUBLIC
Economic growth is projected to moderate to 9.6 percent in
2026, and ease further over the medium term. Average infla-
tion is forecast to rise to 12 percent in 2026 before gradually
declining in the medium term. The poverty rate is projected to
decline from 11 percent in 2025 to 9.9 percent in 2026 (at the
US$4.20/day poverty line). Sustaining growth and poverty re-
duction will require strengthening competition, a better busi-
ness environment, and greater efficiency of public resources.

Key conditions and challenges

The Kyrgyz Republic has achieved impressive economic growth
over the past four years supported by robust domestic demand.
Increased transit trade provided a boost to economic activity and
import-related tax revenues. More recently, growth has increasing-
ly been supported by public and private investment. At the same
time, persistently high inflation limits improvements in living stan-
dards while the ongoing fuel supply disruptions highlight the coun-
try's vulnerability to external shocks.

While the economy continues to benefit from gold exports (around
8.5 percent of GDP) and remittances (around 17 percent of GDP),
further diversifying the drivers of growth and improving competi-
tiveness and the business environment would help raise productiv-
ity and create more jobs.

To address the significant infrastructure needs, the government
is advancing large-scale projects, such as the Kambarata-1 Hy-
dropower Plant, the China-Kyrgyzstan-Uzbekistan railway and in-
vesting in irrigation and roads.

Population1 Poverty2

million millions living on less than $4.20/day

7.3 0.9
Life expectancy at birth3 School enrollment4

years primary (% gross)

72.4 99.0
GDP5 GDP per capita6

current US$, billion current US$

22.6 3081.0
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2024.
4/ 2025. 5/ 2025. 6/ 2025.

Recent developments

Real GDP grew by 11.1 percent yoy in January-July 2026, sup-
ported by robust consumption and investment, amid rising real
wages and rapid credit expansion. Construction surged by 60.6
percent in real terms yoy in January-July 2026, while industry
and services grew by 11.1 percent and 6.1 percent, respectively.
Growth continues to be above its estimated potential, contributing
to inflationary pressures.

Inflation intensified in May 2026 after fuel supply disruptions from
Russia caused shortages. Average inflation rose from 8.2 percent in
December 2025 to 10.7 percent in July 2026. With inflation above
the 5-7 percent target range, the policy rate was raised by 100 basis
points to 12 percent in February 2026.

The official current account deficit widened to 24.9 percent of GDP
in 2025, from 22.6 percent in 2024 as the under-reporting of re-ex-
ports continues to be recorded under "Errors and Omissions" (es-
timated at 23 percent of GDP). Remittances increased by 17.9 per-
cent (in US$) in 2025 to 16.9 percent of GDP.

FIGURE 1 / Headline, food and fuel inflation
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In June 2026, real credit expanded by 30.2 percent, yoy, while the
non-performing loan ratio stood at 11.3 percent. The banking sec-
tor remained profitable and well capitalized with the capital ade-
quacy ratio at 31.1 percent. The liquidity ratio stood at 92.4 per-
cent—well above regulatory requirements.

The fiscal surplus widened to 6.6 percent of GDP in H1 2026, up
from 6.1 percent a year earlier. Revenues rose by 8.2 percentage
points (p.p.) to 52.9 percent of GDP, reflecting strong tax perfor-
mance (+3.9 p.p.) and higher non-tax revenues (+2.9 p.p.) including
a 6.3 percent of GDP Central Bank profit transfer. Expenditures
rose by 7.8 p.p. to 46.3 percent of GDP, driven by higher spending
on goods and services (+6.9 p.p.) and capital expenditures (+2.2
p.p.). While revenues supported this expansion, rising recurrent
spending increased budget rigidity. Public debt rose to 40.5 per-
cent of GDP at end-June 2026, from 39.5 percent at end-2025.

The poverty rate (US$4.2/day, 2021 PPP) is estimated to have de-
clined only modestly, from 12.5 percent in 2024 to 11 percent in
2025, as rising inflation weakened purchasing power, limiting the
poverty-reducing impact of growth. Labor earnings accounted for
three-quarters of the decline in poverty, with remittances, pen-
sions, and social assistance supporting the remaining reduction.

Outlook

Growth is projected to moderate to 9.6 percent in 2026, as private
consumption and investment begin to normalize from a high base.
Higher fuel prices are expected to weigh on activity by raising trans-
port and production costs, and eroding households’ purchasing
power. These will be partly offset by investment spending associ-
ated with preparations for the Shanghai Cooperation Organization

summit and the World Nomad Games and related economic activ-
ity. Growth is projected to slow to 7.3 percent in 2027 as domes-
tic demand eases and rise to 7.5 percent in 2028 supported by the
gold sector and large infrastructure projects.

Average inflation is projected at 12 percent in 2026 and 13.5 per-
cent in 2027, amid strong domestic demand and higher fuel prices,
before easing thereafter as monetary tightening takes effect.

The current account deficit is projected at 10.2 percent of GDP in
2026 before narrowing to 7.4 percent in 2028 reflecting stronger
exports of gold and services. Imports are expected to remain ro-
bust driven by infrastructure projects.

The fiscal balance is projected to remain in surplus at 1.7 percent of
GDP in 2026, supported by strong revenues. Expenditure is expect-
ed to rise, reflecting the wage increase. The fiscal balance is pro-
jected to shift to deficits in 2027–2028 driven mainly by wage and
capital spending, increasing debt to 42 percent of GDP by 2028.

Poverty is projected to decline to 9.9 percent in 2026 and gradually
fall further to 8.5 percent by 2028. While growth, social allowances
and pensions will support poverty reduction, fuel price increases
and rising inflationary pressures could slow progress.

Risks are tilted to the downside. Weaker growth in Russia or China
could reduce trade and remittances. A tightening of sanctions on
Russia, including secondary sanctions on Kyrgyz firms and banks,
could disrupt trade and financial activity. Russian fuel supply dis-
ruptions and the Middle East conflict could increase energy and fer-
tilizer prices, raising inflation and weakening household consump-
tion. A stronger El Niño could expose agricultural production and
elevate global food prices, posing additional risks to inflation.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 9.0 11.5 11.1 9.6 7.3 7.5
Private consumption 18.6 13.1 23.8 7.2 6.0 6.0
Government consumption 0.2 1.5 2.1 2.3 2.5 1.7
Gross fixed capital investment 30.6 16.4 21.1 11.6 15.9 16.7
Exports, goods and services -3.0 42.2 -35.8 17.4 9.2 11.0
Imports, goods and services 37.6 1.0 -3.6 11.2 13.4 13.9

Real GDP growth, at constant factor prices 7.9 11.9 11.1 9.6 7.3 7.5
Agriculture 0.6 6.2 2.2 2.5 2.0 2.3
Industry 4.8 9.3 10.7 7.5 7.9 9.5
Services 14.4 16.5 16.4 14.0 9.5 9.2

Employment rate (% of working-age population, 15 years+) 54.9 55.5 55.3 55.3 55.3 55.3
Inflation (consumer price index) 10.8 5.0 8.2 12.0 13.5 11.4

Current account balance (% of GDP) -44.9 -22.6 -24.9 -10.2 -8.2 -7.4
Net foreign direct investment inflow (% of GDP) 1.0 3.2 3.0 2.5 2.8 3.1

Fiscal balance (% of GDP) 1.6 2.0 2.6 1.7 -1.8 -1.5
Revenues (% of GDP) 34.5 34.5 39.4 39.5 35.6 35.3
Debt (% of GDP) 42.0 36.1 39.5 41.3 41.5 42.0
Primary balance (% of GDP) 2.7 3.0 3.9 3.0 -0.1 0.2

International poverty rate ($3.00 in 2021 PPP)1,2 2.7 2.2 1.9 1.7 1.5 1.4

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 16.4 12.5 11.0 9.9 9.2 8.5

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 72.1 65.2 62.4 60.0 58.4 56.7

GHG emissions growth (mtCO2e) 1.4 3.1 4.0 4.0 3.5 4.2

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 2019-KIHS and 2024-KIHS. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.
2/ Projection using point-to-point elasticity (2019-2024) with pass-through = 0.5 based on GDP per capita in constant LCU.
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MOLDOVA
Moldova's economy is expected to expand modestly in 2026,
with the impacts of the Middle East conflict on energy prices
weighing on growth. Fiscal and external deficits remain ele-
vated, and inflation stays high, underscoring persistent
macroeconomic vulnerabilities. While new domestic risks
have emerged and the geopolitical outlook remains uncer-
tain, timely reforms, and effective absorption of the EU Growth
Plan could strengthen growth, generate jobs and lower poverty.

Key conditions and challenges

Multiple energy shocks have strained household and public fi-
nances, while pronounced structural constraints continue to un-
dermine growth: weak competition, infrastructure deficits, and la-
bor and skills shortages. Poverty remains elevated, especially in
rural areas, as aging and outmigration constrain labor supply. As
the current account deficit (CAD) almost doubled since 2023 and
the fiscal deficit stays high, the priority should be to tame twin
deficits through fiscal consolidation and competitiveness reforms.
Despite the early-2026 energy spike, monetary policy preserved
stability, with inflation back at the target band's upper bound by
mid-2026. Moldova's energy-intensive, import-reliant economy
stays vulnerable to global energy and fertilizer shocks, making well-
sequenced reforms critical to stability, growth, and resilience.

Recent developments

Real GDP growth slowed sharply to 0.6 percent in H1 2026
year-on-year. Net exports contributed 1.9 percentage points
(pp) positively to growth as well as consumption (+1 pp) driven

Population1 Poverty2

million percent living on less than $8.30/day

2.4 21.4
Life expectancy at birth3 School enrollment4

years primary (% gross)

71.3 107.6
GDP5 GDP per capita6

current US$, billion current US$

20.4 8520.5
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2024.
4/ 2024. 5/ 2025. 6/ 2025.

by a 3.3 percent real-wage rise. However, gross capital forma-
tion dragged significantly on growth (-2.5 pp), reflecting weaker
building investment and inventory unwinding. On the produc-
tion side, growth in manufacturing, trade, energy, transport,
and agriculture sectors were largely offset by contractions in
construction, information and communication technology (ICT),
and real estate.

External imbalances remain large despite improvements, with the
four-quarter CAD (on a rolling basis) at 19 percent of GDP in Q1
2026, compared to 19.6 percent of GDP in 2025. A smaller goods
deficit, despite high energy imports, and a wider services surplus
narrowed the trade gap, as exports rose 12.5 percent on strong
agricultural shipments. With weaker remittances and foreign direct
investment (FDI), the CAD deficit was financed mainly through cash
and reserves. Gross external debt rose to 58 percent of GDP,
though liquidity risks eased as short-term debt fell.

Annual inflation increased to 7 percent in August 2026, above the
upper bound of the National Bank's target band due to the im-
pact of higher energy prices from the conflict in the Middle East.
Pressures from energy, non-tradables, and food prices weigh on
real incomes and poverty reduction efforts, with the poverty rate

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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remaining around 21 percent. In response to inflationary pres-
sures, the Bank raised the base rate to 9 percent in September.
Credit expanded modestly, supported by business lending, while
mortgage lending contracted and NPLs rose to 5.2 percent.

In the first seven months of 2026, revenues grew more slowly
than expenditures, and grants fell by 1.5 pp of GDP year-on-
year, widening the budget deficit to 3.2 percent of estimated GDP.
Spending was driven by procurement, higher domestic interest
payments, and an 18 percent increase in capital investment. Public
debt edged down to 37.7 percent of GDP in H1, while cash reserves
continued accumulating.

Outlook

Weaker external demand and higher energy prices are expected to
constrain growth to 1.9 percent in 2026, slightly lower than the 2.4
percent in 2025. While construction and real estate activities are
set to be subdued, manufacturing and agriculture sectors are ex-
pected to be resilient. Strong private consumption, backed by ro-
bust private sector wages, sustains demand.

Over the medium term, EU accession reforms and firm domestic
demand could lift growth slightly to an average of over 3 percent
during 2027–28. Investment should strengthen due to EU funding
and higher public spending, while rising energy imports keep net
exports a drag on growth. Moldova is among the top candidate
countries in absorbing EU Growth Plan grants, meeting a fifth of
conditionalities and disbursing about a third of funds in 2025. On
the sectoral side, services, including transport and ICT, are expect-
ed to remain strong, while industry and agriculture stand to benefit
from EU-aligned reforms and climate-resilient investment.

Inflation is expected to peak in Q4, driven by adjustments in reg-
ulated prices and a rise in taxes per the government planned tax
reform. Annual inflation is estimated to reach 7.5 percent in 2026.
Over the medium term, inflation is projected to converge gradually
toward the target range, as geopolitical tensions ease.

The CAD is expected to narrow only marginally to 17.9 percent of
GDP by 2028—as energy imports and weak export competitiveness
weigh on the trade balance. External debt is set to exceed 60 per-
cent of GDP in 2027 but remain sustainable, backed by official cred-
itors and stronger reserves. Public debt should rise modestly, con-
tained by stronger growth, even as the fiscal deficit stays above 4
percent of GDP in 2026 due to higher capital investment.

Rising real income, supported by an improving labor market, high-
er agricultural incomes, and strong social spending, should help
stabilize and then gradually reduce poverty, after years of increas-
es. Sustained progress, though, would require well-paid formal
jobs, targeted infrastructure investments to close the rural-urban
gap, and a reform of energy assistance toward means-tested in-
struments—all of which depend on the governance and private
sector reforms that the EU accession process now anchors.

Risks are tilted to the downside. A prolonged war in Ukraine and
conflict in the Middle East, higher energy prices, and weaker EU de-
mand could dampen growth and increase inflation, while domestic
slippages in wage and fiscal reforms could strain the budget and
stoke prices. Low Nistru water inflows and adverse weather could
hit agriculture, hydropower, and food prices, worsening poverty
and inequality. Despite EU transfers and FDI, the widening twin
deficits remain a key vulnerability. On the upside, faster EU Growth
Plan implementation and stronger EU accession reforms could
bolster the outlook.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 1.2 0.3 2.4 1.9 3.0 3.2
Private consumption 0.4 1.7 4.4 2.0 2.7 2.8
Government consumption -4.0 -0.5 0.3 1.1 1.7 2.0
Gross fixed capital investment 0.0 11.6 16.9 1.3 7.9 7.8
Exports, goods and services 4.8 -4.3 4.4 10.0 6.8 7.2
Imports, goods and services -5.1 5.7 12.6 6.0 6.4 6.6

Real GDP growth, at constant factor prices 2.4 0.1 2.5 1.7 2.8 3.2
Agriculture 26.7 -18.3 10.7 8.8 3.8 4.2
Industry -8.8 1.3 4.2 8.5 5.2 5.0
Services 1.8 3.9 0.6 -1.8 1.8 2.4

Employment rate (% of working-age population, 15 years+) 43.4 44.0 40.2 40.8 41.3 41.9
Inflation (consumer price index) 13.4 4.7 7.8 7.5 5.5 5.2

Current account balance (% of GDP) -11.1 -16.5 -19.6 -18.9 -18.4 -17.9
Net foreign direct investment inflow (% of GDP) 2.1 2.0 1.8 2.0 2.8 3.2

Fiscal balance (% of GDP) -5.1 -3.9 -4.0 -4.6 -4.0 -3.9
Revenues (% of GDP) 33.7 34.1 35.5 34.7 35.2 35.0
Debt (% of GDP) 35.7 38.8 39.2 41.4 43.3 44.0
Primary balance (% of GDP) -3.3 -2.5 -2.8 -2.9 -2.3 -2.0

International poverty rate ($3.00 in 2021 PPP)1,2 0.1 0.0 .. .. .. ..

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 0.8 0.6 0.4 0.4 0.3 0.3

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 20.4 21.4 21.3 21.2 21.2 21.1

GHG emissions growth (mtCO2e) 2.8 0.0 0.7 0.7 2.0 2.5

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 2010-HBS, 2016-HBS, and 2024-HBS. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.
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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MONTENEGRO
Economic growth is regaining momentum as the EU accession
enters a decisive phase ahead of the 2028 target. GDP is pro-
jected to rise by 3.3 percent in 2026, supported by consump-
tion, investment, tourism, and recovering electricity produc-
tion. Yet inflation remains elevated, the current account
deficit remains above 20 percent of GDP, and public debt is
rising temporarily. Maintaining fiscal discipline and rebuild-
ing buffers ahead of large debt repayments remain essential.

Key conditions and challenges

Montenegro’s small, open, and euroized economy is exposed to ex-
ternal demand, energy, tourism, and financing shocks. Without in-
dependent monetary policy, fiscal policy is the principal stabilization
tool. Policy space is constrained by public debt, refinancing needs,
and a high current account deficit financed only partly by foreign di-
rect investment (FDI). The EU-accession window should be used to
expand productive capacity and build fiscal and liquidity buffers.

Following the strong post-pandemic rebound, growth slowed to
3.2 percent in 2024 and 2.7 percent in 2025. Europe Now reforms
raised net wages and pensions and reduced labor taxation, sup-
porting incomes, formal employment, and living standards. Poverty
at the PPP US$8.3/day threshold has declined steadily since its
2020 peak, alongside reductions in severe material deprivation.
However, as growth and exports weakened, the reforms also re-
duced social-contribution revenue and widened the fiscal deficit.

EU accession can anchor a shift towards more productive, invest-
ment-led growth. All 33 negotiating chapters have been opened
and 18 have been provisionally closed by July 2026. Membership

Population1 Poverty2

thousand thousands living on less than $8.30/
day

623.1 90.7
Life expectancy at birth3 School enrollment4

years primary (% gross)

77.9 106.1
GDP5 GDP per capita6

current US$, billion current US$

9.2 14780.5
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2021 (2021 PPPs). 3/ 2024.
4/ 2023. 5/ 2025. 6/ 2025.

is targeted for 2028. Accession could strengthen market access, in-
vestment, institutions, and EU financing, but its benefits depend
on stronger fiscal governance, an operational Fiscal Council, credi-
ble medium-term budgeting, and better project execution. Import-
intensive infrastructure and energy investment will raise potential
growth only if it eases binding constraints and generates greater
domestic value added.

Recent developments

Economic activity remained resilient but uneven in the first half
of 2026. Real GDP growth is projected at 3.3 percent in 2026, as
stronger household consumption and investment outweigh weak
real exports. Industrial production rose by 20 percent y/y in Q2, dri-
ven by a 95.4 percent rebound in electricity output after the en-
vironmental upgrade of the Pljevlja thermal power plant; manu-
facturing grew by only 2.5 percent. Growth remains domestic de-
mand-driven and import-intensive, with net exports weighing on
activity despite subdued real import growth.

Tourism strengthened further in July 2026. During January–July,
arrivals rose by 7.8 percent y/y and overnight stays by 8.0 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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reversing shorter stays in 2025. Prospective EU visa alignment
could alter the tourism-market mix, given Russian visitors’ large
share of overnight stays.

Inflation reached 3.8 percent y/y in July, bringing the January–July
average to 3.4 percent. Pressures extended beyond energy to
transport, tobacco, hospitality, and selected food products. Tem-
porary fuel-excise reductions limited the oil-price shock’s pass-
through to retail prices and purchasing power but shifted part of
the cost to the budget through forgone revenue.

The real-income impulse from the minimum-wage and social-
contribution reforms faded after average real net wages rose by
11.3 percent in 2025. By July 2026, nominal net wages rose by
2.2 percent y/y, but real wages fell by 1.1 percent. With em-
ployment remaining strong and registered unemployment at a
record low of 7.4 percent in July, poverty at the PPP US$8.3/day
threshold is projected to decline by 0.6 percentage points to 7.1
percent in 2026.

Fiscal execution outperformed the plan through July: budget rev-
enue rose by 8.7 percent y/y, while payment timing and back-
loaded capital spending kept expenditure below plan. The deficit
was smaller than planned, but interest costs grew by 21.7 percent
y/y. Public debt is projected to rise temporarily to about 68 percent
of GDP by end-2026, as planned H2 borrowing builds reserves
ahead of large repayments due in 2027. This reduces refinancing
risk but temporarily raises gross debt and interest costs.

External vulnerabilities remained pronounced. The provisional H1
current account deficit widened by about 9.8 percent y/y, as the
merchandise deficit and weak non-tourism exports offset stronger
travel receipts. FDI covered only part of the financing requirement.
Gross external debt rose by 1.6 percent in Q1, mainly due to higher
bank liabilities, while government external debt declined slightly.

Outlook

Growth is projected at 3.3 percent in 2026 and 3.0–3.1 percent
in 2027–28. Consumption remains supportive, while investment
strengthens as transport, energy, and tourism projects advance.
Recovering electricity production and solid tourism should support
exports in 2026, though EU visa alignment would temper tourism
growth from 2027. Project delays would weaken near-term activity
and postpone productivity gains.

Import-intensive growth will keep external imbalances large: the
current account deficit is projected at 20.1 percent of GDP in
2026, narrowing to 19.1 percent by 2028, with net FDI covering
only one-third of the gap. Inflation is projected at 3.9 percent in
2026, easing to 2.5 percent by 2028 as external price pressures
moderate, though services prices—driven by wages and domes-
tic demand—may prove sticky. Poverty should continue declin-
ing, but more slowly as labor market slack concentrates among
lower-educated workers.

The fiscal deficit is projected to narrow from 3.7 percent of GDP in
2026 to about 3.2 percent by 2028. Following the large debt repay-
ment in 2027, the debt ratio should begin declining gradually, but
containing recurrent spending and building liquidity buffers will be
essential to preserve that path.

Risks are tilted to the downside, including renewed energy-price
pressures, weaker tourism, delayed investment, tighter external fi-
nancing, and fiscal slippage. Faster EU accession, stronger structur-
al reforms, and mobilization of EU financing represent upside risks.

Note: New policy proposals announced on September 17 could affect
revenue, expenditure, and the macro outlook. Projections will be up-
dated once details are available.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 6.5 3.2 2.7 3.3 3.0 3.1
Private consumption 7.1 10.4 5.2 3.5 2.9 2.8
Government consumption 2.8 1.6 1.2 1.1 1.0 1.1
Gross fixed capital investment 11.3 10.2 11.0 5.1 4.5 4.4
Exports, goods and services 9.0 -4.0 -4.6 1.3 2.4 2.9
Imports, goods and services 8.2 5.7 2.5 1.5 2.6 2.6

Real GDP growth, at constant factor prices 5.9 1.9 0.9 3.3 3.0 3.1
Agriculture 2.8 -3.2 -0.9 1.0 1.0 1.5
Industry 3.7 0.8 -4.7 7.5 3.5 3.5
Services 6.7 2.5 2.4 2.5 3.0 3.1

Employment rate (% of working-age population, 15 years+) 55.6 56.4 57.6 58.3 59.0 59.6
Inflation (consumer price index) 8.6 3.3 3.9 3.9 3.1 2.5

Current account balance (% of GDP) -11.2 -17.1 -20.5 -20.1 -19.6 -19.1
Net foreign direct investment inflow (% of GDP) 6.1 6.4 6.5 6.1 6.2 6.3

Fiscal balance (% of GDP) 0.6 -3.3 -4.3 -3.7 -3.3 -3.2
Revenues (% of GDP) 41.6 41.7 41.1 40.9 41.2 41.4
Debt (% of GDP) 58.4 59.8 63.5 67.9 64.0 62.3
Primary balance (% of GDP) 2.4 -1.3 -2.3 -1.6 -1.0 -0.9

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 10.2 8.5 7.7 7.1 6.8 6.3

GHG emissions growth (mtCO2e) 3.2 2.3 -2.4 3.9 2.5 2.4

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 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

Following a relatively solid growth performance in 2025,
underpinned by domestic demand, economic activity slowed
in Q1 2026 amid geopolitical headwinds, before rebounding
in Q2. Inflationary pressures have resurfaced, eroding pur-
chasing power, while weaker prospects in key European
Union (EU) export markets heighten external risks. Revenue
shortfalls and rising expenditure commitments underscore
the urgency of a credible fiscal strategy.

Key conditions and challenges

Following an acceleration in economic activity in 2025, growth mo-
mentum proved resilient into 2026, with a temporary moderation
in Q1 giving way to a stronger-than-expected rebound in Q2, when
real GDP expanded by 4.3 percent. Nonetheless, structural head-
winds continue to fuel inflationary pressures and cloud the medi-
um-term outlook. Beyond cyclical challenges, North Macedonia
faces deep-rooted structural constraints that limit growth
prospects and risk entrenching the country in a middle-income
trap. Total Factor Productivity growth has been negative since the
2010s, and only marginally improved post-pandemic, a reflection
of investment allocated to assets that do little to raise productive
capacity. Human capital pressures compound these challenges.
Sustained emigration is impacting the availability of workforce,
while a large gender participation gap, a high youth not in em-
ployment, education, or training rate, and a widening skills mis-
match weaken the economy's productive potential. At the same
time, wages are rising faster than productivity during recent years,
gradually eroding external competitiveness.

Population1 Poverty2

million millions living on less than $8.30/day

1.8 0.4
Life expectancy at birth3 School enrollment4

years primary (% gross)

76.6 96.3
GDP5 GDP per capita6

current US$, billion current US$

19.1 10489.0
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2019 (2021 PPPs). 3/ 2024.
4/ 2023. 5/ 2025. 6/ 2025.

On the fiscal front, consolidation plans have been delayed. While
revenue growth has provided some support to fiscal outcomes,
rising expenditure pressures continue to weigh on the fiscal
deficit, which remains above the 3 percent of GDP limit set by
the fiscal rule. Medium-term prospects hinge on the pace and am-
bition of structural reforms, including in the areas of energy, the
state's footprint in competitive markets, business environment, hu-
man capital and connectivity. The EU Growth Plan provides a key
anchor for the structural reform agenda. Authorities are well-posi-
tioned to leverage this framework to advance public financial man-
agement, macroeconomic stability, and accelerate income conver-
gence with the EU, but sustained commitment to reform imple-
mentation will be decisive.

Recent developments

North Macedonia entered 2026 on the back of a solid 2025, when
infrastructure investment and buoyant private consumption pro-
pelled economic activity. Growth moderated to 3.1 percent in Q1
2026, down from 3.8 percent in Q4 2025, as a more challenging

FIGURE 1 / Government revenues, expenditures, and fiscal
balance
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FIGURE 2 / Actual and projected poverty rate and real GDP per
capita
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external environment began to weigh on the economy, before re-
bounding to 4.3 percent in Q2 2026. Domestic demand continues
to be the key driver of growth in H1 2026, with investment and
private consumption providing sustained support across quarters,
underpinned by robust credit growth and continued wage expan-
sion. Despite the positive trend in exports, the trade balance, how-
ever, deteriorated in Q2. On the production side, construction out-
put surged 21.9 percent in Q2 2026, as long-delayed road projects
got underway. Labor market outcomes reflect uneven progress.
Compared to 2025, employment is rising and overall unemploy-
ment has continued to fall, reaching 11.3 percent in Q2 2026. The
gender gap in participation rates remains close to 20 percentage
points. Strong wages and credit growth, while supporting con-
sumption, have also kept inflation stubbornly elevated. After eas-
ing to an average of 3.7 percent in Q1 2026, inflation spiked to 5.7
percent in April, before gradually slowing down to reach 2.6 per-
cent in August. Faced with these persistent pressures, the Central
Bank raised its key policy rate by 25 basis points in June. Credit,
however, continues to grow robustly, with housing loans expand-
ing especially rapidly. High import growth has an impact on ex-
ternal balances. The (12-month rolling average) current account
deficit reached 4.3 percent of GDP in Q2 2026, driven by a widen-
ing merchandise trade deficit, which outweighed the recovery in
secondary income flows and the services surplus. The fiscal deficit
reached 2.9 percent by July 2026, following a budget revision that
increased spending on capital expenditures and wages. The revi-
sion projected a deficit that is 0.6 percentage points above the orig-
inal target and again above the ceiling set by the fiscal rule.

Outlook

The medium-term outlook remains stable but is subject to con-
tinued uncertainty. Real GDP growth is projected at 3.2 percent
in 2026 and is expected to remain broadly at this pace through
2028, driven by domestic demand, supported by resilient private
consumption and strong public investment, including in the Cor-
ridors 8 and 10d projects. Inflation is expected to moderate grad-
ually, though the path is likely to be uneven. Renewed commod-
ity price pressures and supply chain disruptions, combined with
wages rising faster than productivity gains on the domestic front,
risk adding to price pressures and keeping inflation elevated for
longer. The US$8.30 per day poverty rate is projected to contin-
ue declining by a further 2 percentage points between 2025 and
2028. A sharper slowdown in the EU would have a more neg-
ative impact on exports and remittances. Restoring fiscal disci-
pline and continuing structural reforms are immediate priorities
to raise potential growth and build resilience to shocks. Rebuild-
ing buffers through broadening the revenue base and containing
current spending increases and ensuring compliance with the fis-
cal rule will be essential to strengthen resilience against future
shocks and place debt on a declining path. However, fiscal con-
solidation alone is insufficient. Faster convergence with EU living
standards requires deeper structural reforms to boost compe-
tition, support higher value-added investment, address human
capital gaps and improve the business environment to attract
private capital.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 2.6 3.0 3.5 3.2 3.0 3.0
Private consumption 1.7 2.1 2.1 2.0 1.8 1.6
Government consumption -1.1 0.4 5.3 3.7 3.5 3.3
Gross fixed capital investment 5.6 5.0 5.5 9.3 9.0 6.2
Exports, goods and services -3.0 -4.0 6.1 5.7 4.4 4.7
Imports, goods and services -10.2 -1.4 6.7 6.2 5.3 4.3

Real GDP growth, at constant factor prices 2.9 2.2 3.5 3.2 3.0 3.0
Agriculture -14.1 0.4 1.8 0.9 1.0 1.1
Industry 4.0 7.5 7.6 5.0 6.0 7.0
Services 4.1 0.7 2.1 2.7 2.0 1.6

Employment rate (% of working-age population, 15 years+) 45.4 45.8 46.4 47.0 47.4 47.8
Inflation (consumer price index) 9.4 3.5 4.1 4.3 3.6 3.0

Current account balance (% of GDP) 0.3 -2.1 -4.3 -5.1 -4.3 -3.7
Net foreign direct investment inflow (% of GDP) 3.3 6.6 1.4 1.7 2.5 3.0

Fiscal balance (% of GDP) -4.3 -4.5 -4.0 -4.3 -4.0 -3.5
Fiscal balance with the state roads (% of GDP) -4.6 -4.9 -4.5 -4.8 -4.4 -3.9
Revenues (% of GDP) 32.5 33.4 33.9 33.8 34.0 34.2
Debt (% of GDP) 57.7 61.4 59.3 60.8 60.9 61.0
Primary balance (% of GDP) -2.9 -2.7 -2.1 -2.5 -2.1 -1.7

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 18.9 17.9 17.4 16.0 15.8 15.4

GHG emissions growth (mtCO2e) -1.6 -1.3 0.8 0.6 0.3 0.7

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
Poland's economy has remained resilient amid global uncer-
tainty, with growth projected at 3.6 percent in 2026. Despite a
global energy price spike triggered by the Middle East conflict,
strategic reserves ensured supply continuity and swift fiscal
interventions shielded household purchasing power. Acceler-
ated disbursements of European Union (EU) Recovery and
Resilience Facility funds sustained the investment momentum.
The principal challenge remains the tight fiscal position.

Key conditions and challenges

Poland's GDP crossed the USD 1 trillion threshold in 2025, reflect-
ing over three decades of sustained economic expansion. Yet this
milestone arrives at a moment of profound structural transforma-
tion. Four megatrends will shape Poland's trajectory in the decades
ahead: demographic aging, the artificial intelligence (AI) and tech-
nology revolution, energy transition, and growing geopolitical frag-
mentation. Sustaining growth will increasingly depend on produc-
tivity gains and innovation, securing a foothold in new AI-driven
value chains, workforce lifelong learning, and deeper capital mar-
kets. Demographic headwinds will pressure labor supply and pub-
lic finances, making productivity growth essential. Energy remains
a structural constraint: reliance on fossil fuels and the scale of
required grid modernization translate into persistently high elec-
tricity prices weighing on competitiveness. Finally, rising political
fragmentation adds uncertainty and calls for stronger institutional
foundations and strategic autonomy.

The fiscal outlook presents a more immediate challenge. Defense
and security spending have compressed available fiscal space,
while public debt is rising rapidly requiring a credible policy

Population1 Poverty2

million millions living on less than $8.30/day

36.4 0.4
Life expectancy at birth3 School enrollment4

years primary (% gross)

78.4 105.4
GDP5 GDP per capita6

current US$, billion current US$

1040.6 28576.2
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2024.
4/ 2024. 5/ 2025. 6/ 2025.

response. Poland has committed to a Medium-Term Fiscal-Struc-
tural Plan targeting compliance with EU deficit rules by 2028—yet
measures taken to date are insufficient, and a more targeted fiscal
effort will be required, especially on the expenditure side. Progress
is further complicated by institutional checks, including the active
use of veto power, which narrows the scope for tax policy changes
and reforms. Left unresolved, the misalignment risks undermining
investor confidence and long-run growth potential.

Recent developments

In the first half of 2026 GDP expanded by 3.7 percent year-on-year,
driven by investment and consumption. Higher global oil prices
stemming from the Middle East conflict did not translate into fuel
supply disruptions, as high strategic reserves ensured continuity of
supply. A temporary reduction in fuel value-added tax and ex-
cise duties on petrol and diesel, combined with the introduction
of price caps at filling stations, helped preserve household pur-
chasing power. Investment dynamics continue to be shaped pri-
marily by the EU funds absorption cycle, which has served as a
buffer against any dampening effect the conflict may have had on
broader investor sentiment. On the supply side, rising investment

FIGURE 1 / Main macroeconomic variables
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FIGURE 2 / Actual and projected poverty rates and real private
consumption per capita
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has boosted the contribution of manufacturing and construction
to output growth.

Although the cost of measures related to limiting fuel price in-
creases has been contained (0.13 percent of GDP), the fiscal
deficit remains elevated. For 2026, it is estimated at 7.0 percent
of GDP, largely reflecting defense spending and the continued
absence of substantive tax policy actions or efforts to rationalize
other expenditure categories.

Monthly inflation readings have remained relatively contained in
2026. Higher fuel prices linked to the Middle East conflict, alongside
the government's offsetting policy response, introduced some
volatility. Consumer price inflation fluctuated within the 2.5–3.4
percent range in recent months, remaining broadly in line with the
National Bank of Poland's (NBP) 2.5 percent target. Inflation is es-
timated to average 3.1 percent over 2026. The NBP reference rate
has been held at 3.75 percent since March 2026.

Despite elevated oil and gas prices, the current account deficit held
steady at around 1 percent of GDP in the first half of 2026, as surg-
ing exports of refined fuel products and other commodities offset
higher import costs.

Poverty in Poland remained broadly stable. Extreme poverty
edged up from 5.2 to 5.3 percent (measured at the national
poverty line) in 2025, while the at-risk-of-poverty rate rose slightly
from 13.3 to 13.5 percent, reflecting uneven consumption gains
across households. Strong real wage growth, minimum wage
hikes, and the expanded "800+" child benefit helped household
expenditures track the rising subsistence threshold, containing
further deterioration. Nevertheless, poverty rates remain highest
among farmers (33 percent), pensioners and households relying

mainly on non-earned income (24 percent), and families with de-
pendent children (16 percent).

Outlook

Growth is projected to decelerate to 2.9 and 2.7 percent in 2027
and 2028, respectively. The electoral cycle reduces the likelihood of
fiscal consolidation before the 2027 parliamentary elections. High
fiscal deficits could raise public debt to levels that trigger statuto-
ry debt-brake mechanisms within three years. Operating primari-
ly through expenditure constraints, these mechanisms would tem-
porarily weigh on growth.

The poverty outlook remains broadly favorable but fragile. Robust
GDP growth and continued wage gains should support incomes,
but rising electricity costs and still-elevated inflation could erode
real consumption, particularly for lower-income and rural house-
holds. Relative poverty is unlikely to improve significantly given un-
even income gains. Over the medium term, declining pension re-
placement rates raise serious elderly poverty risks, underscoring
the need for well-targeted social protection reforms.

Downside risks are associated with heightened geopolitical ten-
sions in the region, oil and gas supply disruptions, and uncer-
tainty in world trade, especially concerning tariffs. An escala-
tion of these factors could lead to the simultaneous weaken-
ing of growth and the need for accelerated fiscal adjustments.
On the upside, efforts to redirect a greater share of defense
spending toward domestic industry could provide an additional
boost to growth—as could a peaceful resolution of the conflict
in Ukraine, from which Poland is expected to benefit through its
role in reconstruction efforts.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 0.2 3.2 3.6 3.6 2.9 2.7
Private consumption -0.3 2.9 3.7 3.3 3.2 2.7
Government consumption 4.5 8.7 5.3 5.0 2.0 1.0
Gross fixed capital investment 12.7 0.4 4.4 8.2 1.7 3.4
Exports, goods and services 3.7 1.9 5.5 6.6 3.7 4.3
Imports, goods and services -1.5 4.6 6.8 6.9 3.3 4.0

Real GDP growth, at constant factor prices 1.3 2.3 3.1 3.6 3.0 2.7
Agriculture 14.4 -1.0 1.5 1.0 1.0 1.0
Industry -0.6 -0.4 2.7 3.5 2.6 2.8
Services 1.8 3.6 3.3 3.7 3.2 2.7

Employment rate (% of working-age population, 15 years+) 55.7 55.5 55.6 55.4 55.4 55.4
Inflation (consumer price index) 11.4 3.6 3.6 3.1 2.7 2.6

Current account balance (% of GDP) 1.5 0.3 -0.9 -1.1 -1.0 -0.9
Net foreign direct investment inflow (% of GDP) 2.9 1.1 1.2 1.9 1.8 1.7

Fiscal balance (% of GDP) -5.2 -6.4 -7.3 -7.0 -6.9 -6.3
Revenues (% of GDP) 41.7 42.8 43.6 43.2 43.2 43.1
Debt (% of GDP) 49.5 54.8 59.7 66.9 69.9 72.4
Primary balance (% of GDP) -3.8 -4.9 -5.5 -5.1 -4.9 -4.3

International poverty rate ($3.00 in 2021 PPP)1,2 0.2 0.2 0.2 0.2 0.2 0.2

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 0.4 0.4 0.3 0.3 0.3 0.3

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 1.1 1.0 1.0 0.9 0.9 0.9

GHG emissions growth (mtCO2e) -5.5 1.6 0.8 0.1 0.2 -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 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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ROMANIA
Romania’s economy is projected to contract by an estimated
0.5 percent in 2026. Depressed private consumption is the
main drag as real household incomes are squeezed by a re-
newed energy price shock compounding the 2025 electricity
price cap removal and ongoing fiscal consolidation, amid re-
strained wage growth hitting poorer households hardest. A
2027 recovery hinges on political stability, a credible fiscal
consolidation path, and sustained EU-funded investment.

Key conditions and challenges

Romania’s growth momentum has stalled with annual GDP
growth below 1 percent in the past two years, while poverty
and inequality remain among the highest in the European
Union (EU), with wide inter-regional gaps. Moreover, re-
newed convergence drivers have yet to take hold. Total fac-
tor productivity growth, the former engine of convergence
toward the EU average income level, has decelerated as
gains from the reallocation of production factors between
sectors waned, while structural and institutional constraints
to allocative efficiency, research and development intensity,
and wage-productivity alignment remain binding. A shrinking
workforce and brain drain compound these supply-side pres-
sures. In addition, a prolonged period of pro-cyclical fiscal
policy has left Romania with widened fiscal and external
deficits that, as recent economic developments show, have
amplified the exposure to energy shocks, driving inflationary
pressures and depressing growth. A pivot toward produc-
tivity-driven, private sector-led growth, underpinned by fiscal
sustainability and stronger institutions, would help create more
and better jobs.

Population1 Poverty2

million millions living on less than $8.30/day

19.0 1.0
Life expectancy at birth3 School enrollment4

years primary (% gross)

76.5 84.9
GDP5 GDP per capita6

current US$, billion current US$

438.9 23077.0
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2024.
4/ 2023. 5/ 2025. 6/ 2025.

Recent developments

The economy contracted 0.7 percent y-o-y in H1 2026, driven by
private consumption compression (down 2.5 percent) as energy
sector-driven inflation and a public wage and pension freeze com-
pressed household purchasing power. Investment (up 10.9 per-
cent) provided a partial offset, underpinned by EU-funded infra-
structure spending front-loaded ahead of the National Recovery
and Resilience Plan (NRRP) August 2026 closure. Net export im-
provement reflects cyclical import deceleration, while persistently
higher inflation compared to main trading partners, compounded
by rising energy costs, has eroded cost competitiveness and con-
strained export growth. On the supply side, EU-funded infrastruc-
ture drove construction growth (up 12.3 percent), while industry
contracted by 2.9 percent as elevated energy costs eroded mar-
gins, and compressed household demand affected wholesale and
retail (down 3.9 percent). Inflation has remained elevated at 10.4
percent y-o-y in June 2026, driven mainly by the energy price shock,
reflecting weather-induced electricity grid imbalances and interna-
tional oil market volatility. The job vacancy rate at 0.6 percent as
of 2026Q2, near a decade low, signals a softening labor mar-
ket. The National Bank of Romania has maintained tight financial

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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conditions with the policy rate at 6.5 percent as of mid-August
2026 amid a negative output gap. Borrowing costs remained high,
reflecting tight monetary conditions and an elevated sovereign risk
premium. Private credit growth picked up to 8.4 percent y-o-y in
June, while high lending rates constrained corporate borrowing in
lei, which grew by only 3.9 percent, as firms increasingly turned to
cheaper foreign-currency loans, raising exchange-rate exposure.

Fiscal consolidation has advanced, with the deficit as share of GDP
almost halved y-o-y to 2 percent in 2026H1. The adjustment was
both expenditure and revenue-driven. Personnel costs fell 3.9 per-
cent y-o-y, a sharp reversal from the 10.1 percent increase in
2025H1, as salary freezes and bonus cuts compressed the wage
bill. The value-added tax hike to 21 percent in August 2025 lifted
receipts by 25.1 percent y-o-y.

Poverty reduction is expected to remain limited amid weak growth,
elevated inflation, and fiscal consolidation. At the US$8.3/day (2021
PPP) line, poverty is projected at 4.9 percent in 2025, only margin-
ally below 2024. Higher prices for energy and essential goods con-
tinue to erode real incomes, while softer labor market conditions
may restrain earnings growth among less skilled and vulnerable
workers. Fiscal adjustment could further dampen incomes. Poverty
outcomes will depend partly on recent reforms that increased the
progressivity of selected social assistance programs, helping pro-
tect lower income households. Compensatory measures, including
electricity vouchers through the end of 2026 and improved target-
ing for energy-poor households, should mitigate utility cost pres-
sures in the near term.

Outlook

The outlook is based on a return to political stability, continued re-
forms, and a commitment to a credible fiscal consolidation path.

Growth is projected to rebound toward potential over the
forecast period, driven by (i) continued structural and fiscal
reforms resulting in favorable financial conditions; and (ii) im-
proved institutional capacity to absorb the EU structural funds
envelope (EUR 31 billion) that supports both reforms and public
investments, with disbursements peaking in 2027–2029. Public
debt continues to rise through 2028, but at a declining pace,
pointing toward stabilization. Inflation is projected to fall in
2026H2 as the base effects of the electricity price cap removal
and value-added tax and excise tax hikes fade, declining to
around 5.2 percent in 2027Q1 in line with the National Bank of
Romania's projections. With a negative output gap in 2026, the
demand recovery is expected to remain non-inflationary, creating
room for monetary easing, real wage recovery, and a rebound in
private investment.

Poverty outcomes are expected to improve only gradually over
the medium term. As growth is restored and inflation moder-
ates, real incomes are expected to recover, supporting house-
hold welfare. Stronger absorption of EU structural funds and
easing financial conditions should help revive economic activ-
ity and employment, creating the basis for renewed poverty
reduction. However, the pace of improvement will depend
on the extent to which growth translates into broader labor
market gains.

Downside risks to the outlook remain significant. Prolonged po-
litical instability would delay reform implementation and jeopar-
dize EU fund disbursements and absorption. This could erode
investor confidence, widen sovereign spreads, compress fiscal
space and delay income recovery, particularly for vulnerable
households. The risk of a credit rating downgrade compounds
these pressures, keeping borrowing costs elevated, crowding
out private investment, and prolonging the consumption
contraction into 2027.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 2.3 0.9 0.7 -0.5 1.7 2.0
Private consumption 2.5 5.7 0.5 -2.4 1.4 1.7
Government consumption 4.0 1.2 -2.6 4.1 3.8 3.7
Gross fixed capital investment 12.3 -2.5 3.5 8.6 5.6 6.2
Exports, goods and services -1.3 -2.5 4.3 1.3 2.1 2.4
Imports, goods and services -1.5 4.0 4.9 1.7 3.9 4.3

Real GDP growth, at constant factor prices 2.0 0.2 0.7 -0.5 1.7 2.0
Agriculture 8.9 -5.7 6.6 4.6 1.1 1.1
Industry -4.3 -0.5 -0.2 -2.3 1.2 1.9
Services 3.4 0.7 0.6 -0.3 1.9 2.1

Employment rate (% of working-age population, 15 years+) 48.8 48.7 48.3 48.3 48.3 48.3
Inflation (consumer price index) 10.4 5.6 7.3 8.1 4.2 2.8

Current account balance (% of GDP) -6.7 -8.2 -7.9 -7.6 -7.4 -7.3
Net foreign direct investment inflow (% of GDP) 2.1 1.6 2.1 1.1 1.7 1.9

Fiscal balance (% of GDP) -6.6 -9.3 -7.9 -6.0 -5.8 -5.7
Revenues (% of GDP) 34.4 34.0 35.4 36.5 36.5 36.6
Debt (% of GDP) 49.3 54.8 59.3 61.7 63.2 64.5
Primary balance (% of GDP) -4.8 -7.2 -6.2 -4.3 -3.9 -3.9

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 5.1 5.1 4.9 4.9 4.7 4.6

GHG emissions growth (mtCO2e) -4.4 -3.8 -2.7 -2.2 -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 continued cooling in 2026, with GDP
growth slowing to 0.6 percent in the first half of the year
amid weakening domestic demand, rising inflation, and
growing financial sector vulnerabilities. Growth is projected to
reach 0.8 percent this year and 0.7 percent over the medium
term, with downside risks from lower energy prices affecting
Russia’s external position and reserves.

Key conditions and challenges

Russia’seconomyremainsoutwardlyresilientbut isunder increasing
macro-financial pressure as the war-driven growth model weakens.
Growth continues slowing as high real interest rates weigh on
households, firms, and banks and fiscal space is narrowing as the
budget deficit exceeds plan and liquid National Wealth Fund (NWF)
resources decline. While higher crude export prices have tem-
porarily supported the external position, damage to energy infra-
structure is adding pressures by reducing refined-product exports,
creating domestic fuel shortages, and increasing inflationary pres-
sure, complicating the Central Bank of Russia’s (CBR) easing cycle.

Recent developments

Real GDP growth continued decelerating, from 1 percent in
2025 to 0.6 percent year-on-year (yoy) during the first half of
2026. High borrowing costs, due to tight monetary policy, con-
tinued affecting private consumption and investment. The Levada

Population1 Poverty2

million millions living on less than $8.30/day

143.5 1.3
Life expectancy at birth3 School enrollment4

years primary (% gross)

73.4 97.7
GDP5 GDP per capita6

current US$, billion current US$

2561.3 17847.3
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2024.
4/ 2023. 5/ 2025. 6/ 2025.

Center Consumer Sentiment Index dropped below 100 for the first
time since October 2022, signaling net pessimism among house-
holds. Manufacturing Purchasing Managers' Index edged above
the 50-point threshold in June and July before falling back into con-
tractionary territory in August.

Labor market indicators reflect war-related labor shortages
rather than broad-based economic strength. The unemployment
rate remained near historic lows of 2.3 percent in June 2026,
compared to above 4 percent before 2022, supporting real wage
growth of 3.4 percent yoy in June 2026, down from a 12-month
peak of 8.6 percent in January 2026. Russia’s official poverty rate
fell from 7.1 percent in 2024 to a record-low 6.7 percent in 2025,
equivalent to about 9.7 million people. Persistent inflation and
slower wage growth increasingly constrained purchasing power,
making households with children, rural populations, and low-paid
workers particularly vulnerable.

Damage to energy infrastructure have forced fuel rationing across
many Russian regions, pushed domestic gasoline prices higher,
and lifted headline inflation. Annual inflation rose to 6.3 percent in

FIGURE 1 / Real GDP growth and contributions to real GDP growth
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FIGURE 2 / Actual and projected poverty rates and real GDP per
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August 2026, up from 5.6 percent in December 2025. The CBR cut
the policy rate to 14 percent in July 2026—its tenth consecutive cut
since the peak of 21 percent in late 2024.

The external position strengthened thanks to higher hydrocarbon
export revenues, driven mainly by oil prices. The current account
surplus reached US$32.4 billion in January-July 2026, compared to
US$21.5 billion in January-July 2025. Russia’s total international re-
serves stood at US$720.5 billion in mid-2026, but an estimated
US$280–330 billion remain frozen under Western sanctions.

The fiscal position deteriorated in the first half of 2026 amid higher
spending and tightening domestic sovereign financing conditions.
The federal budget deficit reached 2.5 percent of GDP in Janu-
ary–August 2026—1.5 times the original full-year plan—up from
1.8 percent in the January–August 2025 as federal expenditures in-
creased 14.7 percent yoy in nominal terms. Due to low demand for
government bonds from banks, the Ministry of Finance tapped in-
to the NWF. Liquid assets of the NWF have declined from US$52.6
billion in June 2025 to US$46.7 billion in August 2026.

Russia’s financial sector faces growing vulnerabilities: asset quality
is deteriorating, private-sector credit growth is slowing, and bank-
ing sector liquidity is under stress due to accelerating deposit with-
drawals and declines in electronic payment turnover by legal en-
tities. The banking system’s structural liquidity deficit reached
US$32.7 billion (1.2 percent of forecasted 2026 GDP) in early Sep-
tember 2026. While CBR-reported non-performing loans remained
relatively low as of mid-2026, at around 4.5 percent of the aggre-
gate credit portfolio, 11.7 percent of corporate loans and 13.2 per-
cent of consumer loans are classified as problematic in June 2026.

Outlook

It is presently difficult to produce growth forecasts for Russia due to the
significant changes to the economy since 2022 and the decision by the
authorities to limit publication of economic data, notably related to ex-
ternal trade, financial and monetary sectors. The unavailability of data
limits our ability to assess economic prospects.

GDP growth is projected to slow to 0.8 percent in 2026 and
settle slightly below that level over the medium-term, assum-
ing further cooling of domestic demand, less favorable terms
of trade, and narrowing fiscal space that constrains govern-
ment consumption. Inflation is projected to rise to about 6.5
percent in the short term, following the recent hikes in domestic
gasoline prices. The anticipated economic cooling over the medium
term may lead to lower inflationary pressures but remain above
the CBR’s 4-percent target.

Poverty reduction is likely to stall as growth slows and inflation
rises, weakening real incomes despite continued labor shortages.
Narrowing fiscal space may also constrain social transfers, which
constitute a large share of poor households’ resources.

Risks are tilted to the downside. A further decline in global energy
prices would erode export revenues and widen the fiscal deficit,
while greater damage to energy and industrial infrastructure in-
cluding major e-commerce marketplaces would amplify inflation-
ary pressures and accelerate deterioration in financial sector asset
quality. Potential El Niño impacts on agriculture output pose addi-
tional downside risks for 2027 and 2028.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 4.1 4.9 1.0 0.8 0.7 0.7
Private consumption 8.6 6.8 3.6 2.2 2.0 2.1
Government consumption 4.0 2.2 1.1 1.4 0.6 0.5
Gross fixed capital investment 11.0 8.6 -0.4 -1.0 -2.0 -1.9
Exports, goods and services -8.9 1.0 -9.8 0.3 0.4 0.4
Imports, goods and services 20.3 2.3 -9.1 0.8 0.6 0.8

Real GDP growth, at constant factor prices 4.3 5.4 1.0 0.8 0.8 0.7
Agriculture 0.1 -3.4 2.3 -1.0 0.5 1.0
Industry 3.7 4.5 1.2 1.0 0.9 0.8
Services 4.9 6.5 0.9 0.9 0.8 0.6

Employment rate (% of working-age population, 15 years+) 60.2 60.3 59.8 59.8 59.8 59.8
Inflation (consumer price index) 7.4 9.5 5.6 6.5 5.2 4.4

Current account balance (% of GDP) 2.4 2.9 1.5 2.5 2.0 1.6
Net foreign direct investment inflow (% of GDP) 1.0 0.4 -0.6 -0.2 -0.2 -0.2

Fiscal balance (% of GDP)1 -2.2 -1.6 -3.9 -4.5 -3.9 -3.4
Revenues (% of GDP) 33.9 35.1 35.3 35.5 35.2 35.0
Debt (% of GDP) 13.3 12.4 14.8 16.4 17.6 18.1

Primary balance (% of GDP)1 -1.2 -0.8 -3.0 -2.6 -2.8 -2.7

International poverty rate ($3.00 in 2021 PPP)2,3 0.1 0.1 0.1 0.1 0.1 0.1

Lower middle-income poverty rate ($4.20 in 2021 PPP)2,3 0.2 0.2 0.2 0.2 0.2 0.2

Upper middle-income poverty rate ($8.30 in 2021 PPP)2,3 0.9 0.8 0.8 0.8 0.8 0.7

GHG emissions growth (mtCO2e) 3.6 5.9 2.4 2.3 1.1 -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 and primary balances refer to the general government and are reported on a cash basis.
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.
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SERBIA
Recent economic developments suggest that growth is likely
to exceed 3 percent in 2026, despite some headwinds, sup-
ported by a more expansionary fiscal stance. After several
years of fiscal consolidation, the deficit has widened, provid-
ing some countercyclical support to domestic demand. The
incidence of poverty is projected to be 7.4 percent in 2026
and to continue falling, driven by expected pickup in growth.

Key conditions and challenges

Serbia has achieved a solid growth in recent years, averaging
3.1 percent since 2022. However, much faster growth is needed
to converge with neighboring European Union countries. To
achieve this, deeper structural reforms are needed, including
the importance of addressing governance, human capital, and
productivity challenges.

GDP is estimated to have grown by 3.5 percent in the first half of 2026,
reflecting primarily a recovery in consumption thanks to a slow-
down in inflation and a strong expansion of loans to households.
Exports also contributed positively to growth thanks to the strong
performance of the automotive sector. Looking at the production
side, service sectors were the only significant drivers of growth.
The construction sector has started to recover. Manufacturing
had only a marginally positive contribution to growth in H1 2026.

The strong fiscal performance from the past several years
changed somewhat in 2026. Revenues were impacted by the
government’s decision to lower excises on fuel, which together
with the increase in transfers to households and subsidies, led

Population1 Poverty2

million millions living on less than $8.30/day

6.5 0.6
Life expectancy at birth3 School enrollment4

years primary (% gross)

76.0 96.0
GDP5 GDP per capita6

current US$, billion current US$

99.3 15159.8
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2024.
4/ 2024. 5/ 2025. 6/ 2025.

to a higher-than-expected fiscal deficit. Domestic political turbu-
lence has disrupted policy dialogue and implementation of key
structural reforms, although there was progress with legislative
changes related to energy, financial sector and public finance
management. Early elections are expected in October 2026.

Recent developments

Afteraweakgrowthperformancein2025,thisyearwascharacterized
by mild recovery of growth. Most importantly, there was a restart
of production of the oil refinery and operations of the Stellantis (FI-
AT) factory. These factors offset a continued weak performance of
foreign direct investment in H1 2026 and the impact of the weath-
er-related events on agriculture and electricity production. A no-
table positive development was the pickup in exports, which in-
creased by 8.8 percent in H1 2026, largely driven by higher exports
of cars and metals (up 51.1 and 33.2 percent in H1, respectively).

The labor market performance was mixed in H1 2026. Employment
was 0.5 percent lower in H1 2026 than in the same period of 2025
because of the significant reduction in jobs in manufacturing (a de-
crease of 3.4 percent) and trade (a decrease of 1.1 percent). At the

FIGURE 1 / Indexes of the level of sectoral GDP
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FIGURE 2 / Actual and projected poverty rates and real private
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same time, the unemployment rate fell noticeably to 7.2 percent in
Q2 (compared to 8.9 percent in Q1) because of the shift of those
unemployed to inactivity. The youth unemployment stood higher
at 22 percent, due to skills mismatches and limited job opportuni-
ties. A strong rate of wage growth (of 11.5 percent in nominal terms
in H1) continued. Reflecting these labor market developments, the
poverty level (based on the upper-middle income line of US$8.30/
day in 2021 PPP) continued to decrease—from 8.2 percent in 2024
to 7.9 percent in 2025. In 2026, poverty is expected to go further
down to 7.4 percent.

Inflation was on a rising path through May 2026 (reaching 3.5 per-
cent, y/y), but started to decline since. Inflation in July stood at 1.9
percent (y/y), the lowest level since March 2021. The main driver of
low inflation is a decline in food prices in 2026. In July 2026, the lev-
el of food prices was 7 percent lower than in July 2025. In addition,
cuts in excises on motor fuels helped to control inflation.

Despite the lowering of excises on fuel, as a response to the surge
in international oil prices, government revenues increased by 11.8
percent in nominal terms, in H1 year-on-year. However, expendi-
tures increased by 13.3 percent in nominal terms, driven by higher
spending on wages, pensions, and capital expenditures. As a result,
the government adopted a supplementary budget for 2026 which
envisages an increase in the fiscal deficit of the central government
from 2.9 to 3.5 percent of GDP. Public debt continues to increase
gradually in recent months and reached 45.5 percent of GDP at the
end of June.

Strong export performance of both goods and services helped con-
tain a widening of the current account deficit to reach 1.5 percent
of GDP in H1, which is 30 percent lower (in euro terms) than in
the same period of 2025. Similarly, the surplus in trade in services

increased as export of services increased by 5.9 percent (in eu-
ro terms). Foreign currency reserves reached EUR 29.6 billion in
June, covering 6.7 months of imports. Reserves increased thanks
to strong export receipts and the government’s decision to rely on
foreign borrowing to finance the deficit.

Banking sector performance remains solid. Overall credit increased
by 12.3 percent (year-over-year) through June, mainly because of
the continued increase in lending to households (up by 20 percent).
Gross non-performing loans declined to 2 percent in June 2026.

Outlook

The Serbian economy is expected to grow at around 3–4 percent
over the medium term, driven primarily by consumption and, to
some extent, by investment. However, there are downside risks.
These include continued problems in the country’s large portfolio
of state-owned enterprises, the lack of progress in the next stage
of structural reforms, global and domestic uncertainty. Inflation
is expected to increase slightly in the second half of 2026 but is
projected to stay within the target range. Fiscal performance in
2026 while now expected to be weaker at the central level due to
increased expenditures and widening of the deficit to 3.5 percent,
should remain broadly in check, and the public debt will remain
on a declining path.

Economic growth, if sustained, will continue to lift more Serbian cit-
izens out of poverty. However, many of the poor are elderly, long-
term unemployed, or completely out of the labor force. Thus, tar-
geted social assistance, care services for the disabled and elderly,
job search support, and training programs will become essential to
ensure further poverty reduction.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 3.8 3.9 2.0 3.1 3.7 3.5
Private consumption 0.5 4.2 1.6 3.3 3.3 3.5
Government consumption -2.4 5.6 7.7 5.8 5.1 2.9
Gross fixed capital investment 9.7 12.5 -1.7 0.8 2.9 4.7
Exports, goods and services 2.7 3.2 5.6 5.5 5.8 5.3
Imports, goods and services -1.6 8.3 4.8 5.2 5.2 5.1

Real GDP growth, at constant factor prices 4.8 2.2 2.0 3.1 3.6 3.4
Agriculture 7.4 -5.5 0.0 0.1 1.8 2.0
Industry 3.7 2.3 0.9 0.5 1.9 3.2
Services 5.1 2.9 2.6 4.5 4.4 3.5

Employment rate (% of working-age population, 15 years+) 50.1 51.3 51.1 51.5 51.8 52.1
Inflation (consumer price index) 12.1 4.6 3.8 3.2 4.3 3.1

Current account balance (% of GDP) -2.4 -4.5 -4.9 -4.0 -3.7 -4.3
Net foreign direct investment inflow (% of GDP) 5.6 5.4 3.3 3.0 3.1 4.2

Fiscal balance (% of GDP) -2.1 -2.0 -2.4 -3.5 -3.0 -2.5
Revenues (% of GDP) 39.4 40.5 40.9 40.4 39.7 39.7
Debt (% of GDP) 48.4 47.3 45.0 44.1 44.0 43.9
Primary balance (% of GDP) -0.4 -0.1 -0.5 -1.7 -1.4 -1.0

International poverty rate ($3.00 in 2021 PPP)1,2 1.1 1.0 1.0 1.0 0.9 0.9

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 2.1 1.9 1.8 1.8 1.7 1.6

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 9.0 8.2 7.9 7.4 6.9 6.4

GHG emissions growth (mtCO2e) -3.1 2.8 0.9 2.9 1.9 2.5

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 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
GDP growth is projected to moderate to 7.5 percent in 2026
due to expected lower remittances and energy import disrup-
tions. Inflation increased to 4.1 percent yoy as of July 2026
and is forecast to reach 5.2 percent by end 2026. Poverty is
projected to decline to 13.2 percent in 2026 (at the
US$4.2-per-day poverty line).

Key conditions and challenges

Over the past decade, sustained steady growth has raised
living standards and reduced poverty. By 2025, gross na-
tional income per capita reached US$2,080 in 2025 and the
poverty rate declined to 14.8 percent (at the US$4.2-per-day
in 2021 PPP lower-middle-income poverty line). This progress
has been supported by migrants and their transfers, which
bolstered household income and consumption. For every
four people employed domestically, about one works sea-
sonally abroad, with Russia as the main labor migration
destination. Employment remains concentrated in low-pro-
ductivity agriculture and non-tradable services, while man-
ufacturing and other higher-productivity tradable sectors
remain underdeveloped amid Dutch disease dynamics and
import dependence.

The central development challenge is shifting toward a private-
sector-led, job-intensive, and export-oriented growth model. An
uneven competitive environment, high trade costs, burden-
some taxation, and limited access to finance constrain entry
and expansion of productive firms.

Population1 Poverty2

million millions living on less than $4.20/day

10.8 1.8
Life expectancy at birth3 School enrollment4

years primary (% gross)

71.9 95.8
GDP5 GDP per capita6

current US$, billion current US$

19.1 1774.4
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024 (2021 PPPs). 3/ 2024.
4/ 2024. 5/ 2025. 6/ 2025.

Recent developments

The economy grew by 8.2 percent in H1 2026, supported by
strong foreign earnings and household consumption. Services,
industry, and construction drove growth, while agriculture was
constrained by higher fertilizer and diesel prices. Tajikistan’s em-
ployment-to-working-age population ratio remains low at 36 per-
cent compared with regional peers.

In H1 2026, the current account is expected to have re-
mained in surplus as migrant transfers—equivalent to 35.8
percent of GDP as of Q1—more than offset the trade deficit
of 27.3 percent of GDP. Imports rose to 48.2 percent of
GDP from 42.9 percent in H1 2025, driven by higher invest-
ment, while exports increased to 14.5 percent of GDP from
10.8 percent in H1 2025, driven by stronger exports of pre-
cious metals. Foreign direct investment remained weak and
mining-focused. After appreciating in 2025, the Somoni re-
mained stable against the US dollar in January–August 2026,
aided by robust financial inflows. Forex reserves increased
to an estimated US$6.7 billion in June 2026, covering eight
months of imports.

FIGURE 1 / Real GDP and supply side composition
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FIGURE 2 / Actual and projected poverty rates and real GDP per
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Inflation rose to 4.1 percent yoy in July 2026, from 3.5 percent in
December 2025, driven by higher energy, utility, and food prices.

The stable exchange rate helped contain inflationary pres-
sures, although disruptions to fuel supplies from Russia cre-
ated shortages during the harvest season and resulted in
higher gasoline prices.

The fiscal surplus rose to 4.8 percent of GDP in H1 2026
from 1.4 percent a year earlier, driven by higher grants and
tax revenues, which reached 6 and 23.3 percent of GDP, re-
spectively. Expenditures increased more moderately to 28.3
percent of GDP, mainly due to externally financed Rogun
HPP capital spending, while social spending remained at 42
percent of expenditures. Public debt fell to 18.3 percent of
GDP at end-2025 from 25 percent at end-2024, reflecting the
Eurobond repayments.

Real credit to the economy expanded by 17.9 percent yoy by
June 2026, down from 29.2 percent one year earlier. Asset
quality remains weak with non-performing loans increasing to
6.8 percent in Q1 2026 (from 6.6 percent at end-2025). Capital
adequacy at 25 percent as of Q1 2026, remains above the 12
percent minimum.

According to the Listening-to-Tajikistan survey, the share of
households receiving remittances fell slightly to 15 percent in
H1 2026, from 17 percent in H1 2025. Employment conditions
improved: households with any working member increased from
62 to 67 percent, and those with a member seeking work fell
from 4.1 to 2.3 percent. Under the US$4.2-per-day 2021 PPP
poverty line, poverty declined from 16.9 percent in 2024 to 14.8
percent in 2025.

Outlook

GDP growth is projected at 7.5 percent in 2026, supported by cross-
border inflows and precious metals exports, albeit decelerating in
H2. Weaker economic conditions in Russia and expected tighter mi-
gration policies are projected to reduce migrant transfers and low-
er medium-term growth to about 5.9 percent. Inflation is expected
to accelerate to 4.3 percent on average in 2026, still within the Na-
tional Bank’s target band of 5 percent ±2 percentage points.

The fiscal balance is projected to deteriorate in H2 as capital spend-
ing accelerates and weaker growth weighs on revenues, resulting
in an overall deficit of 1.5 percent. In the medium term, fiscal policy
is expected to remain anchored by the 2.5 percent of GDP deficit
ceiling. Fiscal risks are concentrated in Rogun-related spending and
state-owned enterprise contingent liabilities. Public debt is project-
ed to remain low at 18.5 percent of GDP in 2026, reflecting Eu-
robond repayments in March and September 2026, and to remain
stable over the medium-term.

Poverty is projected to decline to 13.2 percent in 2026 (US$4.2-per-
day poverty line). The pace of reduction in the medium term will
depend on remittance inflows and the creation of more and better-
paid jobs domestically.

Risks are tilted to the downside. Developments in Russia could re-
duce migrant transfers, weighing on demand and poverty reduction.
Higher oil prices could raise inflation. A more severe El Niño could
raise global and domestic food prices, strain rural livelihoods, requir-
ing additional government transfers, and further constrain fiscal
space. Upside risks include stronger financial inflows, faster business
environment reforms, and more diversified energy import sources.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 8.3 8.4 8.4 7.5 6.2 5.6
Private consumption 9.2 15.5 8.6 5.2 4.4 4.0
Government consumption 14.0 20.1 16.5 9.3 6.3 5.9
Gross fixed capital investment -9.9 -4.4 8.3 15.7 7.8 7.3
Exports, goods and services 13.4 -25.3 31.6 2.0 2.0 1.8
Imports, goods and services -4.3 2.6 31.5 3.0 2.5 2.5

Real GDP growth, at constant factor prices 7.4 8.4 8.4 7.5 6.2 5.6
Agriculture 12.2 -1.8 9.1 5.2 5.1 5.1
Industry 9.8 6.7 5.1 5.4 5.2 5.0
Services 4.0 14.5 9.6 9.4 7.1 6.1

Employment rate (% of working-age population, 15 years+) 35.4 35.6 35.6 35.6 35.8 36.0
Inflation (consumer price index) 3.7 3.5 3.4 4.3 5.0 4.8

Current account balance (% of GDP) 4.8 6.5 15.8 10.4 7.7 4.6
Net foreign direct investment inflow (% of GDP) 0.8 1.3 0.0 0.5 0.6 0.6

Fiscal balance (% of GDP) -0.9 0.3 0.3 -1.5 -2.2 -2.3
Revenues (% of GDP) 27.1 27.5 31.1 30.1 28.9 28.4
Debt (% of GDP) 30.0 25.0 18.3 18.5 19.1 19.7
Primary balance (% of GDP) -0.2 1.0 0.8 -0.8 -1.4 -1.6

International poverty rate ($3.00 in 2021 PPP)1,2 7.3 6.1 4.9 4.1 3.5 3.0

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 18.1 16.9 14.8 13.2 12.0 10.9

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 55.7 55.4 52.3 49.2 46.9 45.0

GHG emissions growth (mtCO2e) 1.1 4.5 3.6 4.6 3.9 3.6

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 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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TÜRKIYE
Türkiye's stabilization program continues, but disinflation has
slowed and the rise in regional tensions has disrupted reserve
accumulation. Inflation is expected to reach 29.3 percent at
end-2026, while growth is projected at 2.8 percent in 2026,
before strengthening to 3.8 percent in 2027. Maintaining tight
policies, strengthening fiscal discipline, and protecting vulner-
able households remain central to sustaining the adjustment.

Key conditions and challenges

Türkiye’s post-2023 stabilization program has improved macro-
financial conditions, but disinflation remains challenging. Mon-
etary policy remains restrictive, with the Central Bank of
Türkiye (CBRT) policy rate at 37 percent since January 2026;
macroprudential measures restrain credit growth and sup-
port lira assets; fiscal policy has tightened; and growth has
slowed. Still, services and food inflation and 12-month ahead
inflation expectations remain elevated while the Middle East
conflict adds pressure.

A key challenge is to sustain disinflation while managing
slower activity. Tight financial conditions are weighing on
firms and households, especially small firms and lower-in-
come groups. Continued monetary restraint, credible fiscal
consolidation, and targeted social protection are needed
to preserve stabilization gains, while structural reforms to
improve the business environment, strengthen competi-
tion, and support innovation and skills would help unlock
productivity-led growth.

Population1 Poverty2

million millions living on less than $8.30/day

85.9 3.5
Life expectancy at birth3 School enrollment4

years primary (% gross)

77.4 102.4
GDP5 GDP per capita6

current US$, billion current US$

1602.1 18654.9
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2023 (2021 PPPs). 3/ 2024.
4/ 2023. 5/ 2025. 6/ 2025.

Recent developments

Activity has softened under the tighter policy stance. Real growth
slowed to 2.3 percent yoy in 2026-Q2 from 3.5 percent in 2025-Q4.
The contribution of domestic consumption and investment to yoy
growth declined, while net exports contributed negatively. Manu-
facturing remains weak: the PMI rose to 48.1 in August from 47.3 a
year earlier but stayed below 50 since April 2024. Despite the slow-
down in production, consumer confidence rose to 89.8 in July from
76.4 a year earlier, supporting domestic demand.

Labor market indicators show resilience but also persistent slack.
Headline unemployment fell to a record-low 7.6 percent in June,
one percentage point below a year earlier, but broad labor un-
derutilization reflecting part-time and discouraged workers also re-
mained high at 28.8 percent, near end-2025 levels.

Disinflation has continued, but slowly and unevenly. Annual con-
sumer price index (CPI) inflation declined to 31.5 percent in August
from 33.0 percent a year earlier, though services inflation remains
sticky at 40.3 percent and end-2026 inflation expectations stood at

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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29.4 percent as of August. The Middle East conflict pushed energy
prices up, though pass-through was partly limited by the sliding-
scale tax mechanism.

External indicators weakened and remain sensitive to shocks. The
12-month current account deficit reached around 2.2 percent of
GDP in June, compared with 1.9 percent at end-2025. Net reserves
excluding swaps stood at US$55.9 billion in end-August, lower than
around US$80 billion before the Middle East conflict in February.

Thefinancialsectorremainsbroadlysound.Thecapitaladequacyratio
was16.6percentinJuly2026,aboveprudentialrequirementsbutslight-
ly lower than a year earlier at 18.2 percent. Non-performing loans rose
toabout2.9percentinJulyfrom2.2percentayearearlier,mainlyincon-
sumer and SME segments. Restrictive policies slowed loan growth,
while high lira deposit rates support local-currency assets.

Fiscal consolidation has strengthened, supporting disinflation. The
12-month central government deficit stood at about 2.5 percent of
GDP in 2026-Q2, down from 4.4 percent a year earlier, while the
primary balance shifted to a 0.9 percent surplus from a 1.0 percent
deficit. Public debt is at 23.1 percent of GDP in 2026-Q1, down from
24.1 percent a year ago.

Poverty fell dramatically, from 10.8 percent in 2022 to 4.1 percent
in 2023, driven by increases in both wage and property income,
and continued to fall to 2.5 percent in 2024. Labor markets re-
main supportive, yet minimum wage hikes, which outpaced in-
flation in 2023, have since lagged inflation. A small reduction in
inequality is also observed between 2023 and 2024 (TURKSTAT
and the World Bank measure inequality differently: the World
Bank does not equivalize income to ensure comparability across
countries. Hence, there are differences in Gini coefficients: 41 by

TURKSTAT vs. 43.4 by the World Bank in 2024. However, the in-
dices were consistent in showing a decline in inequality).

Outlook

Growth is forecast to slow from 3.7 percent in 2025 to 2.8 percent
in 2026, as tighter policies and uncertainty weigh on demand. In-
dustry growth is projected to slow amid weak manufacturing ac-
tivity, while agriculture growth is projected to recover significantly
in 2026, reflecting last year’s low base, before being negatively im-
pacted by El Nino in 2027. Growth is projected to strengthen to 3.8
percent in 2027 and 4.5 percent in 2028 as confidence and demand
recover. Government consumption is projected higher, partly re-
flecting pre-election spending pressures.

CPI inflation is forecast to decline to 29.3 percent by end-2026 and
16.2 percent by end-2028. The current account deficit is forecast to
widen from 1.9 percent of GDP in 2025 to 2.8 percent in 2026 and
2.4 percent by 2028 as imports recover amid faster growth and en-
ergy costs stay elevated. The fiscal deficit is forecast at 3.2 percent
of GDP in 2026 and to stay around 3 percent afterwards, despite
improvements in revenues.

Risks are mainly on the downside. Premature monetary easing or
market volatility could re-ignite foreign exchange demand and ex-
change-rate pressures, slowing disinflation and reserve accumula-
tion. Higher-than-projected energy prices due to an extended Mid-
dle East conflict could further weigh on inflation and the current ac-
count. Tighter global financing andweaker EUdemand could hurtex-
ports and capital inflows, pressuring the current account. On the up-
side, durable disinflation, continued credible fiscal adjustment, and
productivity-enhancing reforms could support a stronger recovery.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 5.0 3.5 3.7 2.8 3.8 4.5
Private consumption 10.5 4.5 4.1 3.7 4.2 4.7
Government consumption 2.3 -0.8 1.0 2.1 3.3 3.8
Gross fixed capital investment 7.3 2.7 7.3 3.4 3.7 4.1
Exports, goods and services -2.3 0.4 -0.6 -1.7 2.3 3.5
Imports, goods and services 12.1 -4.1 4.6 3.0 4.6 5.3

Real GDP growth, at constant factor prices 4.2 3.1 3.3 2.8 3.8 4.5
Agriculture 0.4 5.1 -8.8 7.0 0.8 1.5
Industry 3.1 2.1 2.9 1.4 2.3 3.1
Services 5.3 3.4 3.7 2.3 4.7 5.2

Employment rate (% of working-age population, 15 years+) 48.3 49.4 49.7 49.8 49.9 50.0
Inflation (consumer price index) 53.9 58.5 34.9 30.9 24.1 17.3

Current account balance (% of GDP) -3.7 -0.9 -1.9 -2.8 -2.6 -2.4
Net foreign direct investment inflow (% of GDP) 0.4 0.4 0.2 0.4 0.7 1.0

Fiscal balance (% of GDP) -5.1 -4.6 -2.9 -3.2 -3.0 -2.8
Revenues (% of GDP) 29.6 31.0 31.0 30.7 30.9 31.5
Debt (% of GDP) 28.3 23.6 23.8 25.3 25.9 26.8
Primary balance (% of GDP) -3.7 -3.1 -0.6 -0.2 0.0 0.1

International poverty rate ($3.00 in 2021 PPP)1,2 0.2 0.1 0.1 0.1 0.1 0.1

Lower middle-income poverty rate ($4.20 in 2021 PPP)1,2 0.4 0.3 0.3 0.3 0.2 0.2

Upper middle-income poverty rate ($8.30 in 2021 PPP)1,2 4.1 2.5 2.4 2.3 2.2 2.1

GHG emissions growth (mtCO2e) 0.8 1.7 0.1 0.1 0.7 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 2010-HICES, 2016-HICES, and 2024-. Actual data: 2024. Nowcast: 2025. Forecasts are from 2026 to 2028.
2/ Projection using average elasticity (2010-2016) with pass-through = 0.8 based on GDP per capita in constant LCU.
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TURKMENISTAN
As per official data, Turkmenistan’s economy grew by 6.3 per-
cent in first half (H1) of 2026, supported by investment and
growth in services, construction, industry, and agriculture.
Economic activity will be supported by strong hydrocarbon
exports—driven by growing energy import demand in neigh-
boring Central Asian economies—as well as public investment
and expanding regional trade. Inflation is projected to in-
crease, reflecting higher import costs and domestic demand.

Key conditions and challenges

Turkmenistan’s economic growth remains heavily dependent on
hydrocarbon production and exports, particularly natural gas, with
export concentration in a single market (China), limited diversifica-
tion, a narrow trade base, and a small private sector. Despite pub-
lic investment and energy exports supporting growth, these struc-
tural bottlenecks constrain productivity, better job creation, and in-
come growth outside state-led sectors. Turkmenistan is adequately
prioritizing economic diversification. In the medium term, expand-
ing 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 the transition from state-led to inclusive,
private sector-led growth. Achieving such transition while improving
competitiveness requires a shift toward a market-based strategy, in-
cluding reforms to liberalize administered prices and strengthen
monetary policy and exchange rate frameworks. In particular, ad-
dressing 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 improve resource allocation.

Population1 Poverty
million

7.6 ..
Life expectancy at birth2 School enrollment3

years primary (% gross)

70.2 95.7
GDP4 GDP per capita5

current US$, billion current US$

77.4 10158.9
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2024. 3/ 2024. 4/ 2025. 5/ 2025.

Reducing the dominance of state-owned enterprises and the state
footprint remains critical to support private sector development.

While Turkmenistan has made progress in strengthening fiscal dis-
cipline, it could accelerate medium-term budgeting, implement a
single treasury account, and broaden fiscal reporting to improve
fiscal transparency and management. The Central Bank of Turk-
menistan should focus on price and financial stability rather than
engaging in commercial lending for development purposes.

Recent developments

According to official data, real GDP grew by 6.3 percent in H1
2026, supported by investment on the demand side and con-
tinued expansion in services (8.8 percent), construction (6.7 per-
cent), industry (2.6 percent), and agriculture (4.1 percent) on the
supply side. Natural gas production increased by 0.4 percent yoy in
H1 2026 (in mil. cubic meters). Investment increased by 4.7 percent
(in nominal terms), reaching 16.7 percent of GDP, and remained
concentrated in publicly financed infrastructure, manufacturing,
housing, and social infrastructure projects (e.g. schools, hospitals,
kindergartens), and the construction of the smart city of Arkadag.

FIGURE 1 / Real GDP growth and sectoral contributions to real
GDP growth
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FIGURE 2 / Selected health and education indicators
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Real growth in services was driven by wholesale and retail trade
(8.5 percent) and transport and communications (10.4 percent),
supported by expanding regional trade, including the implementa-
tion of the new free trade regime with Uzbekistan. Infrastructure
development continued with the completion of the 600-kilometer
Ashgabat–Turkmenabat highway in April 2026, substantially reduc-
ing travel time to the Lebap region.

Official consumer price inflation was 2.7 percent in 2025 (lower
than 4.6 percent a year earlier), with limited exchange rate pass-
through as both the official and parallel exchange rates remained
broadly stable.

On the fiscal front, strong revenues and restrained expenditure
generated a 4.5 percent of GDP budget surplus in H1 2026, while
public debt remained low at 3 percent of GDP by end-2025, provid-
ing substantial fiscal buffers.

The current account surplus narrowed to 1.7 percent of GDP in
2025, reflecting higher imports of machinery, equipment, and food
products. In H1 2026, exports increased by 3.2 percent (in USD
terms), supported by fertilizers, polypropylene, cotton-fiber, tex-
tiles, base oils, and gasoline. Imports increased by 16.8 percent in
H1 2026, mainly machinery, equipment, vehicles, base metals, ani-
mal produce, and foodstuffs. The trade surplus reduced to 2.3 per-
cent of GDP in H1 2026 from 4 percent of GDP a year earlier.

Credit to the economy expanded by 7.4 percent in nominal terms
in H1 2026, with lending to the private sector increasing by 23.4
percent, consumer credit by 24.5 percent, and mortgage lending by
17.6 percent. The Law on Virtual Assets entered into force on Janu-
ary 1, 2026, establishing a legal framework for cryptocurrency min-
ing and exchange activities.

Outlook

Turkmenistan's development strategy is guided by the Presidential
Program of Socio-Economic Development (2022–2052) and medi-
um-term development strategy (2022-2028). Policy remains cen-
tered on public investment and hydrocarbon expansion while grad-
ually promoting diversification, regional integration, and private
sector development.

Growth is expected to remain strong in 2026, supported by the
Galkynysh gas field expansion (Phase IV launched in April 2026
with the China National Petroleum Corporation), progress on
the Turkmenistan-Afghanistan-Pakistan-India pipeline, expand-
ing gas-to-gasoline production, and gas swaps. Modernization
of the Turkmenbashi Refinery will boost higher-value output
(e.g. Euro-standard gasoline, aviation fuel). Authorities also pri-
oritize textiles, manufacturing, and regional trade logistics. Pub-
lic investment will continue driving construction and services.

Inflation is expected to rise gradually by end-2026, driven by higher
import prices and stronger domestic demand. The fiscal balance is
projected to maintain a small surplus, supported by hydrocarbon
revenues. The current account surplus will narrow further in 2026
as capital imports outpace strong export revenues.

The outlook faces downside risks, including delays in major hydro-
carbon projects, weaker external demand, slow exchange rate and
structural reforms, and limited data transparency. On the upside,
sustained high global energy prices could boost export revenues
beyond expectations. El Niño climate shifts pose risks of higher
food prices, and localized drought or flooding in Turkmenistan
threatening agricultural yields and livelihoods.

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 4.6 2.7

Current account balance (% of GDP)1 -0.5 4.8 3.0 1.9 4.7 1.7

Fiscal balance (% of GDP) 0.1 0.6 3.4 1.2 0.8 0.5
Debt (% of GDP) 14.9 12.7 7.9 6.0 4.1 3.0

Source: Official data. Not aligned with IMF GDDS standards.
Notes: Data in annual percent change unless indicated otherwise.
1/ IMF Staff calculations.
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UKRAINE
Ukraine’s demand-supply gap is widening as attacks on ener-
gy and logistics infrastructure disrupt activity and fuel infla-
tion and external pressures. The government now expects
hostilities to continue through 2027, resulting in a persistently
large fiscal deficit. Financing the deficit remains challenging,
while slow reform implementation could delay external fi-
nancing. Growth is projected at 1.2 percent in 2026 and 1.5
percent in 2027.

Key conditions and challenges

Ukraine's economy faces a widening gap between demand and
domestic supply. Capacity remains constrained by ongoing hostili-
ties, limiting growth, while rising defense spending and high private
consumption sustain demand, contributing to high inflation and a
widening trade deficit. Fiscal policy is driving demand. With active
hostilities now expected to last through 2027, defense expendi-
tures and the fiscal deficit (excluding grants) will continue to exceed
30 and 25 percent of GDP, respectively. Defense procurement pro-
visions under the new EUR 90 billion Ukraine Support Loans (USL)
facility from the European Commission are expected to increase
demand for domestic military production further.

The combination of high demand and constrained capacity exerts
pressure on external accounts. Imports have increased from
US$46 billion in the first half of 2024 to US$64 billion in the same
period in 2026. The National Bank of Ukraine’s (NBU) policy stance,
which combines foreign exchange interventions to resist deprecia-
tion pressure on the hryvnia with a restrictive real interest rate, has
helped to bring inflation down to a single-digit level, although infla-
tionary pressures remain elevated.

Population Poverty
million

.. ..
Life expectancy at birth1 School enrollment2

years primary (% gross)

74.7 93.3
GDP3 GDP per capita
current US$, billion current US$

214.3 ..
Sources: WDI, MFMod, and official data. 1/ 2024. 2/ 2024. 3/ 2025.

Fiscal financing remains challenging. Ukraine has secured large
external commitments for 2026–27, but slow progress on re-
forms could delay planned disbursements. Financing needs in
2027 are still uncertain but likely to be higher than previously
expected under assumptions that hostilities continue through
2027. Ukraine has continued to advance its European Union
integration agenda, with two of six negotiating clusters opened
and several key legislative reforms, in particular on the rule of
law, still pending.

Accelerating and sustaining reform implementation is a priority
to secure external financing, strengthen domestic revenues, and
improve the business and investment environment.

Recent developments

Ukraine’s economy has endured a series of supply shocks, in-
cluding attacks on the energy infrastructure during the winter,
rising global fuel prices, and attacks on the logistics infrastruc-
ture from June. Recent attacks on the Odesa Black Sea port have
disrupted agricultural exports and created storage and liquidity
bottlenecks for farmers.

FIGURE 1 / Quarterly GDP growth, year-over-year
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FIGURE 2 / Inflation, year-over-year
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Offsetting some of these headwinds is a strong demand impetus.
Defense expenditure rose 17.4 percent year-on-year in nominal
terms, to US$45.7 billion equivalent, supporting an estimated 7.2
percent expansion in defense-related manufacturing production in
the first half of 2026. Real GDP declined by 0.1 percent over the
first half of 2026, marking a sharp deceleration from the 1.8 per-
cent growth recorded in 2025.

The trade deficit increased to historical highs in the first half of
2026 (US$35.6 billion compared to US$25.7 billion in the same
period of 2025), on the back of high defense, energy, and con-
sumption imports, while exports remained flat. A substantial
drop in external grant and loan disbursements over the first five
months of 2026 left a financing gap, which the government cov-
ered by drawing down the Single Treasury Account balance un-
til disbursements from donors arrived in June. By end-June, total
external assistance inflows in 2026 reached US$24.1 billion, two-
thirds of which arrived in that single month. This provided foreign
exchange that financed the trade deficit and lifted NBU reserves
to US$48.7 billion as of September (compared to US$46.0 billion
one year earlier). With USL disbursements classified as grants,
the current account deficit narrowed compared to the first half of
2025, from US$16.3 billion to US$11.8 billion, despite the wider
trade deficit.

Producer prices in July 2026 were 42.5 percent higher than in
July 2025, reflecting rising energy, logistics, and labor costs, and
high demand. Consumer prices grew at a slower rate (8.1 percent
year-on-year in August), due in part to regulated prices (e.g., for
electricity) but also because NBU foreign exchange interventions
contained exchange-rate depreciation to 7.8 percent year-on-year
in August 2026.

World Bank microsimulations estimate that the poverty rate has
reached over 40 percent, about double the official 2021 rate. Vul-
nerability is high, with 18.2 percent of households in Listening to
Ukraine (L2UKR) phone surveys reporting that they could not pay
utility bills and 16.2 percent unable to borrow to meet basic needs.
Households with young children and persons with disabilities are
most at risk, reflecting labor market access challenges and declin-
ing real pension values.

Outlook

Growth for 2026 is projected at 1.2 percent, reflecting continued
supply-side disruptions, with conditions likely to worsen over the
winter months if an energy sector capacity deficit re-emerges. For
2027, the baseline now assumes that hostilities continue through-
out the year, rather than ending by the end of 2026 as previously
assumed. This revision lowers projected growth to 1.5 percent,
down from the earlier projection of 4 percent. The slight uptick
compared to 2026 reflects the economy's growing ability to absorb
fiscal stimulus from the USL defense component, as domestic pro-
duction capacity expands and creates local jobs. From2028,assum-
ing improved security conditions, growth is expected to accelerate
as reconstruction gathers pace and private investment recovers.

The fiscal deficit is expected to narrow only gradually from 2028
onwards given continued security and reconstruction spending
needs. The current account deficit is expected to stay high over
the medium term, driven by defense and, eventually, reconstruc-
tion imports. Inflation is projected close to 9 percent in 2026–27,
reflecting the supply-demand mismatch, before converging toward
the NBU's target of 5 percent.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 5.5 3.2 1.8 1.2 1.5 3.0
Private consumption 4.3 8.5 7.4 3.8 2.8 4.5
Government consumption 9.2 -4.1 5.7 6.7 8.3 -11.6
Gross fixed capital investment 65.9 2.1 10.9 11.3 13.0 22.4
Exports, goods and services -5.9 10.3 -12.8 -12.5 0.5 4.5
Imports, goods and services 8.9 12.5 8.3 8.0 11.1 7.5

Real GDP growth, at constant factor prices 6.4 3.8 0.8 1.4 1.6 3.3
Agriculture 11.1 -3.9 -6.2 5.1 0.0 5.0
Industry 8.0 4.6 -1.0 -2.0 3.0 7.5
Services 5.1 5.0 2.6 1.6 1.6 2.0

Employment rate (% of working-age population, 15 years+) 48.4 50.2 54.5 55.7 56.2 56.2
Inflation (consumer price index) 12.9 6.5 12.7 8.8 9.0 7.0

Current account balance (% of GDP) -5.9 -8.9 -15.6 -12.4 -9.1 -8.6
Net foreign direct investment inflow (% of GDP) -2.4 -1.9 -0.8 -1.2 -3.1 -3.2

Fiscal balance (% of GDP)1 -19.3 -17.2 -17.6 -12.6 -14.0 -10.0
Revenues (% of GDP) 54.1 54.0 56.6 66.1 61.4 51.4
Debt (% of GDP) 83.3 91.1 101.2 105.7 112.0 117.7

Primary balance (% of GDP)1 -15.5 -13.2 -13.6 -8.2 -11.3 -7.3

GHG emissions growth (mtCO2e) 0.7 -2.8 -5.4 6.3 0.7 1.9

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 balance and Primary balance are including grants.
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UZBEKISTAN
Economic growth is projected to remain robust at 7.9 percent
in 2026, reflecting stronger-than-expected economic activity,
supported by resilient private consumption, strong invest-
ment, and continued structural reforms. Poverty is projected
to decline from 12.4 percent in 2025 to 10.6 percent in 2026
(US$8.3/day, 2021 PPP). The outlook remains favorable, sup-
ported by ongoing structural reforms and private sector-led
investment and job creation.

Key conditions and challenges

Since 2017 Uzbekistan has made significant progress in transform-
ing its economy and accelerating job creation by adopting a mar-
ket-based system. GDP per capita grew at 4 percent per annum in
2017–25, surpassing the LMIC average. Annual employment growth
averaged 1.8 percent in 2022–25, exceeding the 1.4 percent annual
increase in the working age population. Sustaining job growth will
require steadfast reform implementation. Key priorities are ensur-
ing competitive neutrality for state-owned enterprises (SOEs), lib-
eralizing backbone sectors (telecom, finance, railways, chemicals,
electricity), boosting digital and physical connectivity and better in-
tegration in the global economy (including through World Trade Or-
ganization membership), and boosting workforce skills.

Recent developments

Real GDP grew by 8.5 percent in H1 2026, driven by domestic de-
mand. Household consumption grew by 8.5 percent driven by ris-
ing real wages and resilient remittances, while fixed investment in-
creased by 17.5 percent. Growth was broad-based across services

Population1 Poverty2

million millions living on less than $4.20/day

37.9 1.5
Life expectancy at birth3 School enrollment4

years primary (% gross)

72.5 120.9
GDP5 GDP per capita6

current US$, billion current US$

147.3 3886.4
Sources: WDI, MFMod, and official data. 1/ 2025. 2/ 2025 (2021 PPPs). 3/ 2024.
4/ 2025. 5/ 2025. 6/ 2025.

(+9.2 percent), construction (+13.8 percent), and industry (+8 per-
cent). Exports decreased by 8.8 percent yoy in H1 2026 (in USD
terms) as gold exports normalized after high growth in the same
period last year. Natural gas exports fell by 30 percent yoy (in USD)
due to increased domestic consumption, while non-gold exports
increased by 29 percent yoy. Imports expanded by 21 percent yoy
(in USD) in H1 2026, led by fuel, crude oil, food, and capital goods.

These dynamics and lower remittances widened the H1 2026 cur-
rent account deficit to 1.5 percent of GDP. Net remittances reached
9 percent of GDP in H1 2026 (from 10 percent of GDP a year ear-
lier), with Russia remaining the main source alongside expanding
inflows from the EU, US, and UK. The Uzbek sum appreciated by
1.9 percent against the US dollar in January-August 2026. Forex re-
serves rose to US$64.3 bn by end-July (in part reflecting a valuation
effect from high gold prices), providing 10 months of import cover.

The budget deficit narrowed to 3 percent of GDP in H1 2026 (from
4 percent in H1 2025), supported by value-added tax revenue gains
and reduced energy subsidies. Inflation fell to 6.4 percent yoy in Ju-
ly 2026, from 8.9 percent in July 2025, anchored by a 14 percent
policy rate despite the rise in gas, electricity, and heating tariffs for
households and firms by 9.9 percent from June 1, 2026.

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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Banks remain well-capitalized—with a capital adequacy ratio of
18.5 percent and regulatory non-performing loans at 3.5 percent
as of July 2026—yet financial intermediation remains shallow and
over 40 percent of micro, small, and medium-sized enterprises are
credit-constrained due to state dominance, directed lending, and
gaps in financial infrastructure.

Average real wages grew by 12 percent yoy in H1 2026 (compared
to 6.5 percent yoy in H1 2025), largely due to a 27.7 percent real in-
crease in public-sector wages after the transition to performance-
based pay structures. Net employment rose by 670,000 in 2025,
exceeding working-age population growth (470,000), with strong
gains among men in the bottom income quintile, whose employ-
ment rate rose from 51 percent to 65 percent. These gains support-
ed pro-poor income growth and a decline in poverty to 12.4 per-
cent in 2025 at the UMIC poverty line.

Outlook

Growth is projected at 7.9 percent in 2026. Investment in infrastruc-
ture, energy, and housing, alongside rising real wages, will support
domestic demand. Consumption growth will be supported by rising
real wages and continued employment growth, offsetting moder-
ation in remittance inflows. Investment and consumption will re-
main strong over the medium term but normalize from their highs
in 2026. Imports are set to accelerate and outpace export growth in
2026 due to higher fuel and food prices. This effect should reverse
in the medium term as gold exports begin to recover.

The current account deficit is projected to widen to 4.8 percent
of GDP in 2026, due to elevated capital imports and moderating

remittance growth. Over the medium term, the deficit should
narrow to 4 percent of GDP in 2028 as net exports improve, sup-
ported by recovering gold exports and expanding non-resource
exports and services, moderating capital imports, while remittance
inflows stabilize as labor migration diversifies.

Average inflation is projected to decline to a 7 percent average in
2026 despite higher global energy, food, and gold prices, reflecting
tight monetary policy, and to approach the Central Bank of Uzbek-
istan’s inflation target of 5 percent by end-2028. International re-
serves should increase to 11 months of imports by end-2026.

The fiscal deficit is expected to narrow to 2.2 percent of GDP in
2026, through fiscal consolidation, including lower energy subsi-
dies, reduced on-lending to SOEs, and stronger revenue collection.
Over the medium term, however, the deficit is projected to widen
toward 3 percent of GDP, driven by public infrastructure invest-
ment, rising social protection spending for vulnerable households,
and higher debt service costs. Public debt is projected to peak at
28.3 percent of GDP in 2026 before declining over the medium term.

Sustained private consumption growth and moderate inflation are
expected to support reduction in poverty. With distribution-neutral
income growth, the UMIC poverty rate is projected to decline to
10.6 percent in 2026.

Downside risks include geopolitical tensions, Middle East conflict
escalation, weaker Russian growth dampening remittances, and
price volatility. A stronger El Niño could elevate global food prices
and worsen water constraints, posing risks to Uzbekistan’s agricul-
ture and inflation in 2027. Upside risks include higher prices for
gold and critical minerals, and stronger foreign direct investment.

Recent history and projections 2023 2024 2025 2026e 2027f 2028f

Real GDP growth, at constant market prices 6.3 6.7 7.7 7.9 7.5 7.1
Private consumption 7.0 11.5 9.5 8.6 7.8 7.4
Government consumption 1.1 1.2 0.7 1.2 1.2 1.2
Gross fixed capital investment 23.4 31.3 10.5 18.3 14.3 12.2
Exports, goods and services 17.3 -5.9 2.5 3.8 7.2 8.0
Imports, goods and services 15.3 -1.5 7.7 6.8 7.0 7.2

Real GDP growth, at constant factor prices 6.2 7.4 8.3 8.6 8.1 7.6
Agriculture 4.1 3.4 4.4 4.8 4.1 4.3
Industry 6.6 7.3 8.4 8.0 7.6 7.3
Services 7.2 10.4 10.9 12.0 11.3 10.0

Employment rate (% of working-age population, 15 years+) 55.2 57.1 58.9 59.4 60.1 60.3
Inflation (consumer price index) 10.0 9.6 8.8 7.0 5.8 5.1

Current account balance (% of GDP) -7.3 -4.7 -3.9 -4.8 -4.4 -4.0
Net foreign direct investment inflow (% of GDP) 2.0 2.4 2.9 2.7 2.8 2.9

Fiscal balance (% of GDP) -4.6 -3.0 -2.1 -2.2 -2.3 -2.6
Revenues (% of GDP) 24.8 24.3 25.7 26.9 26.9 27.0
Debt (% of GDP) 30.7 30.9 28.6 28.3 27.3 26.5

Primary balance (% of GDP)1 -4.0 -2.1 -1.0 -1.2 -1.4 -1.8

International poverty rate ($3.00 in 2021 PPP)2,3 4.1 2.7 2.3 2.0 1.9 1.8

Lower middle-income poverty rate ($4.20 in 2021 PPP)2,3 7.3 5.1 4.0 3.7 3.4 3.2

Upper middle-income poverty rate ($8.30 in 2021 PPP)2,3 24.6 20.7 12.4 10.6 9.6 8.9

GHG emissions growth (mtCO2e) 3.4 3.3 4.6 5.5 5.5 5.4

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/ The primary balance excludes interest payments received.
2/ Calculations based on ECAPOV harmonization, using 2025-HBS. Actual data: 2025. Forecasts are from 2026 to 2028.
3/ Projection using neutral distribution (2025) with pass-through = 1 (High (1)) based on private consumption per capita in constant LCU.
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