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Foreword

This edition of the Global Economic Prospects, a World Bank Group Flagship Report, describes the
forces acting on the global economy and its implications on developing countries using evidence
based analysis. The report includes forecasts for individual developing regions and countries, as
well as a research focused chapter examining capital flows and risks to developing countries.

The report describes a global economy that is at a turning point. For the first time in five years, there
are indications that a self-sustaining recovery has begun among high-income countries — suggesting
that they may now join developing countries as a second engine of growth in the global economy.

The stronger growth in high-income countries reflects progress in both private- and public-sector
healing in the wake of the financial crisis. In particular, the drag from fiscal consolidation and policy
uncertainty is expected to ease sharply in the United States and in high-income Europe. The stronger
growth in rich countries is expected to boost demand for the exports of developing countries and
contribute to a modest acceleration in their growth. Overall, global trade growth which has been
particularly weak is expected to strengthen over next few years reaching about 5.1 percent by 2016.

The counterpart to the strengthening and normalization of output in high-income countries will be a
normalization of policy — including a gradual withdrawal of quantitative easing policies. Despite the
turmoil that was associated with the speculation about the beginning of the taper during the spring
and summer of 2013, the impact thus far of the actual announcement and initial implementation of
the taper has been very smooth. The Global Economic Prospects describes a baseline scenario
where this gradual process is assumed to continue, resulting in a modest reduction in capital flows
fo developing countries from 4.6 percent of their GDP in 2013 to around 4.0 percent in 2016.
Whatever drag this implies for developing country growth is more than offset by the additional export
demand due to stronger high-income country growth.

While the smooth adjustment process is the most likely scenario, the novelty of the unwinding
process has only begun and the rapid spike in long-term interest rates during the summer of 2013
suggests that a much more abrupt rise in long-term interest rates is also a possibility, if less likely.

In such a disorderly adjustment scenario, capital flows to developing countries could decline
temporarily by 50 percent or more for a period of several months — potentially pushing one or more
countries into crisis. Evidence suggests that countries with large current account deficits or those
that have had a rapid accumulation of credit in recent years could be most vulnerable to a precipitous
tightening of international financial conditions.

Other risks, such as those deriving from uncertainty over US debt-ceiling discussions, crisis in the
Euro Area and high borrowing and investment rates in China have become less likely but remain.

Kaushik Basu

Chief Economist and
Senior Vice President
The World Bank
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Global Dutlook

Overview and main messages

After several years of extreme weakness, high-income
economies appear to be finally turning the corner, con-
tributing to a projected acceleration in global growth from
2.4 percent in 2013 to 3.2 percent this year, 3.4 percent in
2015, and 3.5 percent in 2016 (table 1.1).

Most of the acceleration is expected to come from
high-income countries, as the drag on growth from fiscal
consolidation and policy uncertainty eases and private sec-
tor recoveries gain firmer footing, High-income growth is
projected to strengthen from only 1.3 percent in 2013 to
2.2 percent this year and 2.4 percent in each of 2015 and
2016. This strengthening of output among high-income
countries marks a significant shift from recent years when
developing countries alone pulled the global economy for-
ward. In addition to providing a second basis for global
growth, stronger high-income growth and import demand
will be an important tailwind for developing countries'
exports. This should help compensate for the inevitable
tightening of global financial conditions that will arise as
monetary policy in high-income economies is normalized.

Activity and sentiment in developing countries has turned
up since mid-2013, bolstered by strengthening high-in-
come demand and a policy-induced rebound in China.
These positive developments were partly offset by tighter
financial conditions and reduced capital flows as long-term
interest rates in the United States ticked up in response
to expectations of the gradual withdrawal of quantitative
easing. Other major headwinds included declining com-
modity prices for commodity exporters.

Overall, growth in developing countries is projected to
pick up modestly from 4.8 percent in 2013 to 5.3 percent
this year, 5.5 percent in 2015, and 5.7 percent in 2016.
Developing-country GDP growth will be about 2.2 per-
centage points weaker than it was during the pre-crisis
boom period. The slower growth is not cause for concern,
however. More than two-thirds of the slowdown reflects a
decline in the cyclical component of growth and less than
one-third is due to slower potential growth.

Growth accelerations are projected to be particularly
muted in East Asia and the Pacific and Latin America and
the Caribbean, as economies in both these regions have
already recovered from the crisis and are growing at close
to potential. In the East Asia and Pacific region, GDP
growth is projected to remain flat at about 7.1-7.2 per-
cent over the projection horizon, partly reflecting a trend
slowing of growth in China as it rebalances its economy.

Growth in the Latin America and the Caribbean region
remained broadly flat at 2.5 percent in 2013. Supported
by a strong rebound in Mexico coupled with more modest
firming of growth elsewhere, regional GDP is expected to
pick up to around 2.9 and 3.2 percent in 2014 and 2015
before strengthening to about 3.7 percent in 2016.

Positive spillovers from a gradual upturn in high-income
Europe and a reduced pace of household, fiscal, and bank-
ing sector consolidation are expected to slowly boost GDP
growth in developing Europe and Central Asia from 3.4
percent in 2013 to 3.5 percent in 2014, rising further to
3.8 percent in 2016. In the Sub-Saharan Africa region,
relatively robust domestic demand, notably resource-sec-
tor and infrastructure investments, should help support
regional growth of about 5.4-5.5 percent in 2015 and 2016.
In South Asia, weaker growth in India—following several
years of rising inflation and current account deficits—has
opened up a large negative output gap, which is projected
to gradually close as the economy slowly recovers. Better
Indian performance will be heavily reflected in the region’s
growth, which is expected to strengthen from 4.6 percent
in 2013 to 5.7 percent in 2014 to about 6.7 percent in 2016.

Many of the economies of the Middle Fast and North
Affica region remain in turmoil nearly three years after the
Arab Spring uprisings first began. Nascent recoveries have
repeatedly faltered as political and social tensions period-
ically flare up. These tensions and their economic conse-
quences are assumed to persist in the baseline forecast—
holding back a more vigorous rebound. Regional GDP,
estimated to have remained flat in 2013, is projected to
expand by 2.8 percent in 2014 before rising to 3.6 percent
in 2016. Of course, should tensions ease more quickly than
anticipated (or deteriorate) outcomes could be substantially
better (worse).

Prospects will be sensitive to the pace at which extra-
ordinary monetary support measures in high-income
countries are withdrawn

Strengthening growth in the United States has prompted
the Federal Reserve to begin reducing the support it
provides to the economy in January 2014. The gradual
normalization of U.S. monetary policy is welcome as it
reflects increasingly convincing signs that a self-sustaining
recovery is now underway.

In the baseline, the withdrawal of quantitative easing (and
its effect on the long end of U.S. interest rates) is assumed
to follow a relatively slow orderly trajectory as the econ-
omy improves. The corresponding increase in global inter-
est rates is expected to weigh only modestly on investment
and growth in developing countries as capital costs rise



Table 1.1 The global outlook in summary

(percentage change from previous year, except interest rates and oil price)

2012 2013e 2014f 2015f 2016f
GLOBAL CONDITIONS
World trade volume (GNFS) 2.4 3.1 4.6 5.1 5.1
Consumer prices
G-7 Countries™? 1.8 1.3 1.8 1.9 2.0
United States 2.1 1.5 1.7 2.0 2.2
Commodity prices (USD terms)
Non-oil commodities -8.6 -7.2 -2.6 -0.2 0.1
Oil price (US$ per barrel)® 105.0 104.1 103.5 99.8 98.6
Qil price (percent change) 1.0 -0.9 -0.6 -3.5 -1.2
Manufactures unit export value* -1.2 -1.4 1.6 1.1 14
Interest rates
$, 6-month (percent) 0.7 0.4 0.4 0.7 1.3
€, 6-month (percent) 0.8 0.3 0.3 0.5 0.8
International capital flows to developing countries (% of GDP)
Developing countries
Net private and official inflows 5.1 4.7 4.3 4.3 4.2
Net private inflows (equity + debt) 5.0 4.6 4.2 4.2 4.1
East Asia and Pacific 4.7 4.4 4.0 3.9 3.7
Europe and Central Asia 78 6.6 6.0 6.2 6.3
Latin America and Caribbean 5.7 5.3 5.0 5.1 4.9
Middle East and North Africa 2.1 1.5 1.1 1.6 1.7
South Asia 4.1 3.7 3.6 3.7 3.9
Sub-Saharan Africa 4.8 5.3 4.3 4.2 4.1
REAL GDP GROWTH®
World 215 2.4 3.2 3.4 3.5
Memo item: World (2010 PPP weights) 2.9 2.9 3.7 3.9 4.0
High income 15 13 2.2 2.4 2.4
OECD countries 1.4 1.2 2.1 2.2 2.3
Euro Area -0.6 -0.4 1.1 1.4 1.5
Japan 1.9 1.7 14 1.2 1.3
United States 2.7 1.8 2.8 2.9 3.0
Non-OECD countries 3.5 25 3.3 3.7 3.8
Developing countries 4.8 4.8 5.3 5.5 5.7
East Asia and Pacific 74 72 72 71 71
China 77 77 77 75 75
Indonesia 6.2 5.6 5.3 515) 515)
Thailand 6.5 3.2 4.5 5.0 5.2
Europe and Central Asia 2.0 3.4 3.5 3.7 3.8
Kazakhstan 5.0 6.0 5.8 5.9 5.9
Turkey 2.2 4.3 3.5 3.9 4.2
Romania 0.7 25 25 2.7 2.7
Latin America and Caribbean 2.6 25 2.9 3.2 3.7
Brazil 0.9 2.2 2.4 2.7 3.7
Mexico 3.8 1.4 3.4 3.8 4.2
Argentina 1.9 5.0 2.8 25 25
Middle East and North Africa 1.5 -0.1 2.8 3.3 3.6
Egypt® 2.3 2.0 2.2 3.1 3.3
Iran -2.9 -1.5 1.0 1.8 2.0
Algeria 3.3 2.8 3.3 3.5 3.5
South Asia 4.2 4.6 5.7 6.3 6.7
India®” 5.0 4.8 6.2 6.6 71
Pakistan®” 4.4 3.6 3.4 4.1 4.5
Bangladesh® 6.2 6.0 5.7 6.1 6.0
Sub-Saharan Africa 3.5 4.7 5.3 5.4 515)
South Africa 25 1.9 2.7 3.4 3.5
Nigeria 6.6 6.7 6.7 6.8 6.8
Angola 5.2 5.1 8.0 7.3 7.0
MEMORANDUM ITEMS
Developing countries
excluding transition countries 4.8 5.0 5.4 5.6 5.8
excluding China and India 2.9 3.2 3.6 4.0 4.2

Source: World Bank.
Notes: PPP = purchasing power parity; e = estimate; f = forecast.

1. Canada, France, Germany, Italy, Japan, the United Kingdom, and the United States.

2. In local currency, aggregated using 2010 GDP weights.
3. Simple average of Dubai, Brent, and West Texas Intermediate.

4. Unit value index of manufactured exports from major economies, expressed in USD.

5. Aggregate growth rates calculated using constant 2010 dollars GDP weights.
6. In keeping with national practice, data for Bangladesh, Egypt, India, and Pakistan are reported on a fiscal year basis in table 1.1.

Aggregates that depend on these countries are calculated using data compiled on a calendar year basis.

7. Real GDP at factor cost, consistent with reporting practice in Pakistan and India.
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and capital flows moderate in line with a global portfolio
rebalancing. In an orderly adjustment scenario, tailwinds
from strengthening global trade should offset headwinds
from tighter global financial conditions.

So far, market reactions to the Fed announcement are in
line with such an orderly scenario. If, however, the taper
is met with an abrupt market adjustment, capital inflows
could weaken sharply

placing renewed stress on vul-
nerable developing economies. In a scenario where long-
term interest rates rise rapidly by 100 basis points, capital
inflows could decline by as much as 50 percent for sev-
eral quarters (80 percent in the less likely but more acute
scenario of a sudden 200 basis point increase). Impacts
on developing countries under such scenarios are likely
to be concentrated among middle-income countries with
deeper financial markets and domestic imbalances.

Especially in the scenarios where interest rates adjust rap-
idly and capital flows weaken, financial conditions in many
developing countries could tighten sharply. The ability to
withstand such shocks will depend crucially on domestic
vulnerabilities and policy buffers, with some countries bet-
ter placed to navigate these headwinds.

Risks will be most pronounced among developing econ-
omies where short-term or foreign debt (or both) rep-
resents a large proportion of overall debt, or where credit
has been expanding rapidly in recent years. Policy makers
in these economies should be taking steps now to restruc-
ture debt holdings toward longer-term issues and requir-
ing banks to stress-test their loan books and begin provi-
sioning now (before they go bad) those loans that might
be at risk.

Rebalancing, retrenchment and reforms will prove much
harder to deliver than stimulus

Developing countries responded to the 2007-08 global
financial crisis by deploying fiscal and monetary stimulus.
However, with fiscal and current account deficits some
3 percent or more of GDP higher in most countries
than before the crisis, the scope for such reactions has
declined greatly.

More to the point, for most developing countries improved
growth will have to come from supply-side reforms that
increase underlying growth potential.

Given the risks that developing countries are facing, pol-
icy makers need to give thought now to how they would
respond to a sharp deterioration in external conditions.
Appropriate policy responses will vary from country to
country but may include a tightening of monetary policy to

reduce vulnerabilities and attract capital, controlled depre-
ciations (particularly for economies with flexible exchange
regimes and overvalued exchange rates), and the prudent
use of capital controls and macro-prudential regulations.
These measures may need to be supplemented by policy
reforms—for example, as being done in Mexico and China.
By improving the longer-term growth outlook, credible
reform agendas can go a long way toward boosting investor
and market confidence and potentially set in motion a virtu-
ous cycle of stronger investment, including foreign invest-
ment, and output growth over the medium term.

Although major tail-risks have subsided, they have not
been eliminated and include fiscal policy uncertainty

in the United States, protracted recovery in the Euro
Area, and possible set-backs in China’s restructuring.

In the United States the general government deficit has
come down significantly, mainly due to heavy spending
cuts imposed by the sequester and rising tax revenues
as the economy recovers. Little progress has been made
to agree to a medium-term plan for bringing the debt-
to-GDP ratio under control, and the risk of additional
brinksmanship and an excessive and disruptive tightening
of policy remains. If upcoming debt ceiling debates in
the United States prove as tense as they were in Octo-
ber 2013, they could hobble the recovery currently under
way through negative confidence and spending impacts;
at worst, a debt default could spark an acute global crisis.

In the Euro Area much has been achieved, and banks have
gone a long way toward restructuring themselves. Never-
theless the banking sector is still weak and details on a fully
fledged banking union are still being worked out, and the
currency bloc remains susceptible to shocks. The remain-
ing formidable challenges, including pervasive youth and
long-term unemployment are raising concerns about a
permanent deterioration in the job skills and employability
of the jobless, which could be weakening prospects for a
more solid recovery.

In China, high levels of investment and associated lend-
ing have generated significant vulnerabilities, which rep-
resent risks to the banking sector. Recognition of such
risks prompted authorities to adopt a program designed to
restructure the sources of demand and growth away from
investment and toward consumer demand and the service
sector. Successfully engineering such a restructuring of
the Chinese economy represents a formidable challenge.
Although a tail risk, an involuntary abrupt decline in invest-
ment rates could have significant impacts on Chinese GDP,
and important knock-on effects in the region and among
economies with close trading linkages (including commod-
ity producers in Sub-Saharan Africa and Latin America).
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Recent developments

High income economies are finally emerging
from the crisis

After years of feeble growth or outright recession, recov-
ery appears to be taking hold in high-income economies
(figure 1.1). Among the three major high-income econ-
omies (the United States, the Euro Area, and Japan),
the recovery is the most advanced in the United States.
GDP there has grown for 10 consecutive quarters (as
of Q3, 2013) and is now 5.6 percent higher than it
was in the pre-crisis period (although only 1 percent
higher in per capita terms) (figure 1.2).

In the United States, headwinds from higher long-term
interest rates, fiscal uncertainty, and the government
shutdown have delayed but not derailed the recovery.
A rebound in consumer and business sentiment in
the fourth quarter, reflected in rising household
spending, industrial output, and employment gains,
indicates continued firming in growth after a strong
acceleration in the third quarter. Meanwhile a recent
budget compromise that puts an end to protracted
budget negotiations and eases “sequester” cuts that
have weighed on activity in recent years should boost
confidence and help unleash pent-up household and
business demand over the medium term. Partly as
a result, the Federal Reserve has announced that it
will begin withdrawing quantitative easing stimulus
beginning in January 2014.

Figure 1.1 Growth is slowly improving in high-income
economies
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In Japan, the economy has responded to strong fiscal and
monetary stimulus with robust growth, rising inflation, and
a substantial depreciation of the currency that has boosted
exports. Partly as a result, output is nearly at par with its
pre-crisis peak. Although growth more than halved in the
third quarter, indications are that activity has rebounded,
with momentum gaining additional strength in the fourth
quarter as consumers frontload spending ahead of the
upcoming consumption tax increase in April 2014.

Finally in the Euro Area, growth turned positive in
the second quarter of 2013 led by stronger growth in
Germany. In addition, output in the troubled Southern
European periphery economies has also strengthened.
Three of the five high-spread economies (Ireland, Portugal
and Spain) exited recession during 2013, helped by
strong export growth, while the recession is easing in
the other two (Italy and Greece). Nevertheless, Furo
Area output remains well below pre-crisis levels and 10
or more percent below pre-crisis levels in some of the
hardest-hit countries of the area.

Surveys in all three major high-income economic regions
are pointing to further firming in business activity and to
an upturn in investment spending during the course of
2014. December manufacturing Purchasing Managers Indi-
ces (PMIs) in the United States continued to show solid
improvements in business conditions with the pace of
expansion remaining close to the November 20-month
peak as drags from the October government shutdown
faded. Japan’s PMIs showed manufacturing activity
expanding at the fastest pace in more than seven years,
while Euro Area PMIs indicated a sixth consecutive
month of expansion, signaling the durability of the ongoing

FLOICRPEY GDP in most high-income economies
remains below pre-crisis levels
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Figure 1.3 Manufacturing surveys point to expanding

output levels
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recovery (figure 1.3). PMIs for the service sector—which
accounts for nearly two-thirds of total output—have also
strengthened in the United States and Germany, indicating
a broadening of the recovery.

While the outlook is brightening, significant challenges
remain in all three economies: the weak levels of activ-
ity compared with pre-crisis years, burdensome debt lev-
els, and risks that crisis fatigue and improving economic
conditions slow the pace of reforms. In Japan, structural
reforms unveiled by the government—arguably the most
important of the “three arrows” of “Abenomics”—have
disappointed thus far, raising doubts about whether the
improvement in economic performance can be sustained
over the medium to longer term.

In Europe, a return to growth is not yet a signal of a return
to health. Although labor markets are showing signs of
stabilizing, long-term and youth unemployment remain
endemic, spreading concerns about the potentially perma-
nent employability effects of extended joblessness. At the
same time, significant spare capacity has opened up, con-
tributing to a sharp slide in core inflation (figure 1.4) and
fears that a pernicious debt-deflation cycle could begin.
Banks are holding a rising share of sovereign debt in the
troubled economies and continue to face deleveraging
pressures ahead of asset quality reviews due in 2014. Any
delays in the development of a credible banking union
also carry the potential for a renewed bout of financial
market turmoil or further deleveraging pressures if ade-
quate backstops for the banking sector are not found.

In the United States, any missteps as the Federal Reserve
gradually exits from extraordinary monetary support

FLOICRRSY Sliding core inflation in the Euro Area
reflects significant spare capacity
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measures could undermine the recovery, as could politically
chargednegotiationsinFebruaryoverraisingthedebtceiling
Furthermore, although unemployment at 7 percent of the
labor force is at its lowest level since 2008, employment
rates remain well below pre-crisis levels—partly because
of withdrawal from the labor force of retirees, but also
because of large numbers of part-time workers.

Activity has strengthened in developing countries
after a weak start to 2013...

Growth in the developing world began to strengthen in
the second and third quarters of 2013, despite financial
market tensions and slightly weaker momentum in
high-income countries. This strengthening followed a
period of weakness that set in toward the end of 2012.
The recovery has been uneven, however, with GDP
growth accelerations in China, India, Malaysia, Thailand
and Mexico in the third quarter offsetting softness in
South Africa, Turkey,
Brazil. Overall, developing-country industrial production

Indonesia and contraction in

grew at a 13.8 percent annualized pace during the three
months ending October 2013 (figure 1.5). Excluding
China, activity was much more subdued (0.4 percent).
However, more timely manufacturing PMI data for
developing countries, which moved into the above
50-zone in August, has continued to show sustained
expansion in four of five regions where data are available

(figure 1.6).

The improvement partly reflects strengthening high
-income economies and rising demand in China, where
growth accelerated to a 9.3 percent annualized pace in
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FEOICRNEY Industrial output growth has rebounded

in China
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the third quarter from 6.9 percent in the first, helped by
a “mini-fiscal stimulus” earlier in the year. As a result
(and boosted by currency depreciations in some
countries during the summer), developing-country
exports (excluding China) grew at a 11.2 percent
pace during the three months ending October 2013,
the fastest in seven months.

At the regional level, strengthening was most visible in
East Asia, notably China but also Thailand and Malay-
sia. where GDP growth accelerated in Q3. In other
regions, a recession in Ukraine and a growth slowdown
in Turkey has tempered a broader improvement in
industrial activity in the developing Europe and Central
Asia region. In Latin America and the Caribbean, activ-
ity is recovering in Mexico, following a sharp slowdown
ecarlier in the year, but has weakened in Brazil. Activity
in the Middle East and North Africa is weak, reflect-
ing unsettled political conditions among oil importers
in the region and production setbacks among its oil
exporters (Box 1.1).

Slower growth in recent years mainly reflects an
easing in the cyclical component of growth

>

Cyclical factors have played a large role in developing countries
GDP growth during both the pre-ctisis and post-crisis petiods. A
decomposition of the sources of developing countries’ growth
suggests that most of the slowdown between the pre-crisis
(2003—-07) and post-crisis (2010—13) periods is attributable to
cyclical factors rather than to any significant slowing in poten-
tial growth (table 1.2).
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Overall, developing-country growth has slowed by 2.4
percentage points, with cyclical factors accounting for 2.0
percentage points of the total (table 1.2). Slower poten-
tial growth accounted for the remainder (0.4 percentage
points), with almost all of the slowing reflecting weaker
productivity growth (a slight increase in the contribution
from capital accumulation was offset by an equally modest
decrease in the contribution from increased labor supply).

These trends are broadly visible across most developing
regions. Indeed in the majority of developing countries
actual growth remains broadly in line with potential.
Although the slower growth of the past year or so in these
countries has served to unwind some of the overheating
pressures that had built up earlier (notably in East Asia),
negative output gaps in most of these economies are
small—despite growth rates below potential. The excep-
tions are Europe and Central Asia where potential growth
slowed to a larger extent (accounting for half of the 3.4
percentage point growth deceleration and reflecting steep
contractions in investment during the crisis) and the Mid-
dle East and North Africa, where severe political turmoil
has slowed productivity growth sharply.

In many middle-income economies, spare capacity has
remained limited. For Brazil and Turkey, output gaps
remain either positive or only slightly negative, suggest-
ing that the recent slowdown has been helping to alleviate
some of the excess demand pressures that have contrib-
uted to a buildup of imbalances and vulnerabilities in these
countries (box 1.2). The main exception is India where
the sharp slowdown in the first half of 2013 opened up a
relatively larger negative output gap, but this has begun to
narrow as growth rebounded in the third quarter.



m Recent Regional Economic Developments

(The regional annexes to this volume contain more detail on recent economic developments and outlook, including country-specific forecasts)

2013 marked another year of easing growth in East Asia and the Pacific region. Regional growth moderated from 7.4 percent in
2012 to 7.2 percent in 2013 reflecting slower growth in Indonesia, Malaysia and Thailand, where weak revenues from declining com-
modity prices, combined with policy tightening to address domestic and external imbalances cut into activity in the first quarter of
2013 when global demand was still subdued. Despite a weak Q1 and mid-year financial turbulence, regional output growth firmed
to an 8.5 percent annualized rate in Q3 buoyed by strengthening high-income country demand and policy stimulus in China. Quar-
terly output growth in the region excluding China also picked up to 5.2 percent in Q3 benefitting from better net-exports. Pressures
on regional assets and currencies have considerably lessened from the May-September tightening episode, but remain present,
particularly in Indonesia reflecting ongoing adjustment and in Thailand due to rising political uncertainty.

Growth in the developing Europe and Central Asia region has strengthened from 2.0 percent in 2012 to 3.4 percent in 2013. The
improvement has been led by Central and Eastern European countries whose exports have been lifted by strengthening Euro Area
demand and by continued strengths in Turkey and energy-exporting Central Asian countries. In Turkey, growth accelerated to 4.3
percent in 2013 from 2.2 percent in 2012 helped by buoyant domestic demand in the first half and depreciation and stronger exter-
nal demand in the second half of the year. The global financial market volatility during the summer hit hard several countries in the
region, with Hungary, Serbia, Turkey, and Ukraine among the most affected. Commonwealth of Independent States countries are
exposed to fluctuations in commodity prices and the slowdown in Russia, although remittances to the region have held up so far.
Non-energy commodity exporters have suffered a negative terms of trade shock reflecting sharp declines in metal and agricultural
commodity prices. Belarus, Kyrgyz Republic, and Ukraine experienced the most negative terms of trade impacts, with lower export
prices and higher energy import prices.

Subdued global trade followed by tighter financing conditions and less supportive commodity markets in 2013 have left many coun-
tries in the Latin America and Caribbean region struggling with relatively weak and volatile growth patterns. Regional merchandise
exports from January to November grew by 4.1 percent compared with the 7.6 percent expansion over the same period in 2012.
Domestic demand growth is also moderating from cyclical highs and there are only modest signs of improvement in Q4, notably in
Brazil where industrial activity has been particularly volatile, in part reflecting monetary tightening along with foreign exchange rate
interventions during the summer that successfully stemmed currency pressures. Activity is starting to recover in Mexico, after flag-
ging earlier due to a slump in exports to the U.S. weakness in construction and a drop in government investment spending. Bumper
harvests in Argentina have supported growth and export revenues in the face of headwinds from weak growth in Brazil, a continued
lack of access to international debt markets and restrictive currency, capital and price controls. Exports are rebounding in Central
American economies, partly supported by the expansion of the Panama Canal.

Three years after the Arab Spring, the economies of the Middle East and North Africa region remain depressed. Political turmoil
in Egypt, stalemate in Tunisia and an escalation of the civil war in Syria with spillovers to neighboring Lebanon and Jordan have
weakened activity in the developing oil-importing countries. Meanwhile, security setbacks, strikes, infrastructure problems, and in
the case of Islamic Republic of Iran, international sanctions, have negatively affected developing oil exporting countries. Growth
for the region contracted by 0.1 percent in 2013—down from already weak growth of 1.5 percent in 2012, largely as a result of set-
back in oil-exporters relative to 2012. If Syria is removed from the regional aggregate, the growth slowed to 0.8 percent, down from
2.7 percent in 2012. In addition, fiscal and external balances have worsened and macroeconomic vulnerabilities have deepened.
Meanwhile, the persistent structural problems of high youth unemployment and poor service delivery remain unaddressed.

South Asia's GDP rose an estimated 4.6 percent in 2013 on a market price-calendar year basis vs. 4.2 percent in 2012. Growth was,
however, subdued compared to average growth over the past decade, reflecting a combination of domestic imbalances and weak
external environment. Regional exports and industrial activity experienced a cyclical recovery in Q3, reflecting both strengthening
external demand and currency depreciation in India (the latter resulting from a sharp withdrawal of capital flows during mid-year
on apprehensions of tapering of U.S quantitative easing). Despite the cyclical rebound, regional industrial activity for the full year
was very weak, growing an estimated 1.5 percent (y/y). Lower international commodity prices helped ease inflation in Sri Lanka, but
inflation remains stubbornly high in India and has recently increased in Bangladesh. Despite a moderation in Q1, remittances rose
an estimated 6.8 percent in 2013—while India was the largest recipient by size, flows were more important for Bangladesh, Nepal,
Pakistan, and Sri Lanka as a share of their GDP.

Economic growth picked up in Sub-Saharan Africa in 2013, supported by strong domestic demand, notably resource-based in-
vestments. Real GDP growth strengthened to an estimated 4.7 percent for the region, up from 3.5 percent in 2012; excluding South
Africa, its largest economy, average GDP growth accelerated to 6.0 percent from 4.0 percent. The recovery during the first half of
2013 remained weak among oil exporters (Angola, Gabon, and Nigeria), partly because of domestic challenges in Nigeria. Indus-
trial output in South Africa contracted at an 8 percent annualized pace in Q3 partly reflecting the impacts of labor strikes. Overall in
the region, strong investment spending— notably large public infrastructure programs - have exacerbated current account deficits,
which widened further in 2013. However, these were financed to a large extent with official transfers and FDI flows which rose to an
estimated US$43 billion in 2013 from US$37 billion in 2012, flowing into both mining and non-mining sectors. Lower food prices and
prudent monetary policies helped push inflation lower in many countries, which combined with a 6.2 percent increase in remittances
has helped to support private consumption. However fiscal balances deteriorated further in 2013, especially among oil exporters in
part reflecting weak commodity revenues.
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Table 1.2 Contributions to GDP growth in developing
countries (percentage points)

Tighter international financial conditions pose a

All Developing Countries headwind for developing countries
GDP growth 7 55 53 55 Financial conditions in developing countries were roiled in
Contribution from cyclical component 15 -0.6 -0.5 0.0 mid-2013 by a portfolio a djus tment that was set into motion
Contribution from potential growth 6.2 6.2 5.8 5.6 by speculation over when the US. Federal Reserve would
—-of which TFP 26 25 22 2.1 begin to withdraw some of the extraordinary measures that
--of which capital 2.2 2.5 2.4 2.2 it had put in place to support growth duting the post-crisis
--of which labor 1.3 1.2 1.1 1.2 period. Although the Federal Reserve merely indicated in May
East Asia and the Pacific 2013 that it might begin tapering its long-term interventions
GDP growth 10.2 8.5 76 72 toward the end of the calendar year, financial markets
Contribution from cyclical component 13 -0.2 -0.6 -0.4 rapidly priced in a significant increase in long-term yields.
Contribution from potential growth 8.9 8.7 8.2 76 The yield on 10-year US. Treasury bills rose by 100 basis
—of which TEP 47 45 40 38 pmints, increasigg US. mortgage ratés by 1.2 percent:ilge
—of which capital 0 =¥ = e points and causing spreads on dex.felopmg—country sovereign
; bonds to rise by some 80 basis points between early May and
--of which labor 1.0 0.8 0.8 0.8
the end of August (figure 1.7).
Europe and Central Asia
GOl il e e 3.9 . The increase in long-term U.S. yields sparked a significant
Contribution from cyclical component 2.0 2.6 0.3 0.3 portfolio readjustment. Previously, unprecedentedly low
Contribution from potential growth 5.3 3.9 3.6 3.8 interest rates on U.S. Treasury bills had induced investors
--of which TFP 2.0 13 13 14 to place their money into riskier higher-yielding assets —
--of which capital 25 1.8 1.7 1.7 including developing-country bonds and equities. Partly as a
--of which labor 0.7 0.7 0.6 0.7 result, over the past five years the share of developing coun-
Latin America and Caribbean try bond matkets (net of Brady bonds') in global allocations
GDP growth 5.4 29 3.0 33 increased from a broadly stable 7 percent share in the last
Contribution from cyclical component 19 08 03 02 dficade to more than 10 percent in the first half of 2013, the
o B e e g 35 3.7 3.4 3.0 highest level observed over the last two decades (figure 1.8).
--of which TFP 13 12 0.9 0.6
--of which capital 10 13 14 14 1. Brady bonds were dollar-denominated bonds, issued mostly by
--of which labor 12 1.1 1.0 1.0 Latin American countries beginning in 1980 as a debt-reduction and
e
GDP growth 5.4 4.0 0.8 25 the 1980s.
Contribution from cyclical component 0.9 0.4 -2.0 0.1
Contribution from potential growth 4.5 3.6 2.8 2.4
--of which TFP 1.1 0.4 -0.1 0.0
—-of which capital 15 18 14 1.0 U.S. treasury yields and emerging market
X spreads rose rapidly during the summer
--of which labor 1.9 14 15 15
South Asia Percent s
GDP growth 8.4 6.9 5.0 6.3 56 US Treasury 10-yearyields (LHS) 1000
Contribution from cyclical component 1.3 -0.1 -1.0 0.4 *7 9%
Contribution from potential growth 71 70 6.3 5.9 97 e
--of which TFP 2.9 27 2.4 2.3 4-“ ‘ Eurozone Crisis FiEd
--of which capital 2.7 2.8 2.5 BE 354 2604Fedhikes ' W‘ 2013 market turmoil
--of which labor 15 14 1.3 1.3 3 2008 Global Crisis 500
Sub-Saharan Africa 254 Mfmo
GDP growth 72 5.3 5.1 6.3 24 m\'f-aon
Contribution from cyclical component 15 -0.8 -0.7 0.3 15 ’ L 200
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Source: World Bank.



m Slower growth in major middle-income countries reflects a closing of output gaps from above

Growth dynamics in developing countries over the past several years have been heavily influenced by capacity constraints. Among
several large middle-income countries, capacity constraints appear to have stymied efforts of policy makers to boost GDP growth
through fiscal and monetary policy stimulus -- yielding increased fiscal deficits, larger current account deficits and higher inflation
rather than faster growth.

Several of these economies entered the great recession with demand levels well above capacity following several years of unusual
fast growth during the boom period 2003-07. While the crisis caused output in these economies to slow (as elsewhere in the world),
the slowing occurred from positions of significant excess demand or strongly positive output gaps (the difference between the level
of actual demand and supply capacity/potential output expressed as a percent of potential output, (box table 1.2.1). Initially growth
in these economies bounced back from the crisis very quickly —in part because of fiscal and monetary stimulus. As a result, by 2010
they had regenerated positive output gaps (Brazil and India) or closed them significantly (Turkey).

Box table 1.2.1 Real GDP growth and output gaps in select economies

Average growth Growth in 2013

Output gap

199599  1999-03  2003-07 Lat(‘:zgg Potential
Brazil 14 23 47 18 18 28 -02  -10 22 19 3.0
India 6.1 5.2 9.0 5.8 26 22 01 A7 4.4 4.8 6.4
Turkey 3.4 3.0 73 55 44 23 o 03 43 35 40
South Africa 2.4 3.4 5.2 3.0 44 10 10 19 19 0.7 2.9

Source: World Bank.
Note: Growth rates are on a calendar year and market price basis for all countries, except the latest quarterly data for India, which is on a factor cost basis.

However, growth during 2010-12, was held back by supply constraints and slowed significantly (relative to 2003-07) despite further
fiscal and monetary stimulus. In the case of Brazil, India and South Africa GDP grew much less quickly than potential output growth.
As a result, by 2012 the large positive output gaps of 2010 had been closed. For Russia and Turkey, growth was also much slower
than during the boom years, but was still stronger than potential output growth so in these countries output gaps closed from be-
low by 2012. For 2013 as a whole, GDP growth for these countries is below potential, with large negative output gaps having been
opened up in four of the five countries under consideration.

As yields on 10-year U.S. Treasury bills nearly doubled dut-
ing the summer of 2013, investors quite naturally decided
to increase the share of now higher-yielding US bonds in
their overall portfolios. This portfolio adjustment caused a

temporary but significant reversal in capital flows from
developing countries to the United States. On a cumu-
lative basis, investors withdrew a net total of $64 billion
from developing-country mutual funds between June and

August. Gross capital flows to developing countries fell by
half, and the currencies and stock markets of several major
developing economies declined by as much as 15 percent.

The share of developing country bonds*
in global allocations is at a record high Markets are increasingly differentiating between

countries on the basis of macroeconomic risks

Developing country international bonds as a share of global outstanding (%)
1

Il Brady Bonds

Bl Developing Country Bonds Financial market pressure was much more focused on a few
developing countries than is broadly recognized. Rather
than depreciating, the currencies of nearly two-thirds (62
percent) of developing countries were stable or appreciated

I during the May through September period (Figure 1.9).

The impact of the portfolio adjustment on developing-coun-
try financial assets and currencies was most pronounced

0- among middle-income economies, notably Brazil, India,

. e o o o o o Indonesia, Malaysia, Turkey, and South Africa. In part, these
economies were hit because they have relatively deep financial
markets, and therefore the investors seeking to rebalance their

Source: World Bank.
Note: * Net of Brady Bonds.
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m Why some middle-income countries fared better than others during the mid-summer sell-off

International financial market developments during the summer of 2013 are a stark reminder of the vulnerability of developing
economies to rapid changes in global financial conditions. Currency and equity market declines that followed after expectations of
a tapering of US monetary policy began to build in May were concentrated mostly in middle-income economies with relatively deep
capital markets. But even among these there were clear differences, with some experiencing sharper declines than others.

Despite policy action from local central banks working mostly through foreign exchange interventions and domestic monetary tight-
ening, the currencies of Brazil, India, Indonesia and Turkey fell by 10 percent or more between late May and September in trade
weighted terms. In contrast, currency declines were significantly smaller in Mexico, Malaysia and South Africa (about 7 percent),
and Chile (about 3 percent).

The degree to which countries were hit reflected a combination of three factors: namely degree of market liquidity, domestic vulner-
abilities and growth prospects. In part the stress reflected an unwinding of sizable carry trades that had built up in recent years. As
investors started to rethink prospects for US interest rates, funding for carry trade flows into large middle-income economies also
fell back. However market reassessments of their growth prospects and the size of domestic and external imbalances also likely
played a role. For example, despite news that growth contracted in Mexico by 2.2 percent (saar) in Q2 compared to an acceleration
to 6 percent in Brazil, currency declines were smaller in Mexico likely reflecting greater market confidence in light of strong progress
on an ambitious structural reforms in energy and labor markets and fiscal retrenchment which has helped to contain fiscal deficits.

Chile meanwhile has benefited from decades of prudent mac-

roeconomic management: despite strong domestic demand, Nominal effective exchange rates
capital inflows, and ample liquidity, there are no signs of gen- and current account balances,
eralized asset or credit bubbles, inflation remains below target selected economies
and growth robust with ample fiscal space to boost the econ-
omy in case of adverse external shocks. Malaysia meanwhile fareent )

. % change in Neer (May 21- Sept 1, 2013)
has continued to run large current account surpluses (to the % change (Sept 1 2013-Jan 3 2014) A
order of 7 percent of GDP) which has contributed to currency s 4 CA Balance (% of GDP 2012)
stability.

o

In Brazil in contrast, investor and consumer confidence has 1 A y )
weakened on poor macroeconomic management and interven- 5 A
tionist government policies at the same time as terms of trade 1 4
have deteriorated in line with declining agricultural and metal -10
prices since 2012. In India, currency and equity pressures only g‘g;:j:;;;g:cﬁve exch. rate
began to subside on indications of an improving trade balance -15
in August and a strengthening of its central bank’s inflation
credibility and regulatory changes to encourage the repatria- 20

Mexico Brazil Chile India Indonesia Turkey S. Africa Malaysia

tion of capital. Indonesia’s currency has however fallen by a
further 9.5 percent since early September, reflecting ongoing

adjustments to external balance pressures. el LG faEULE

portfolios actually had money in these economies to withdraw
But other economies, like Peru, Mexico, and China, have also .Currency c_iepretlziations were co_nce“trated
received large inflows but were much less affected by the in a few middle-income economies
adjustment. What distinguishes these two sets of economies
from each other is the extent to which they had been charac-
terized by growing external and domestic imbalances (includ-

ing current account deficits, government deficits, and rising

No of countries

10 Only 34% of developing

countries depreciated between
April 1 and August 28, 2013

62% appreciated (4% unchanged)

©

inflation). With markets repricing risk, those economies with
relatively poorer macroeconomic fundamentals and growth
prospects came under more pressure than others (box 1.3).

Turkey, Brazil - 12%

Capital flows are stabilizing but conditions
remain sensitive to developments in high income
econom|es 15 -13 11 9 -7 5 -3 -1 1 3 5 7 9 11 13 15

Size of nominal effective appreciation/depreciation between April 1 and Aug 28 2013

India,-17%

o =2 N W » 00 O N ©

Financial market conditions began to improve in mid-August, Source: World Bank

likely reflecting an end to the portfolio adjustment in
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asset markets. Negative pressures eased on currencies in
the middle-income economies that had been hit hardest
by the capital outflows during the summer (figure 1.10).
This was accompanied by a recovery in stock market
valuations and some narrowing in developing-country
bond spreads. This recovery in equity and currency
levels was bolstered further in late September when
the Federal Reserve announced that it would delay the
beginning of its tapering operations.

Initial financial market reactions have also remained
muted following the December 18th announcement that
the Federal Reserve would curtail its $85 billion a2 month
bond purchasing program by about $10 billion, and which
started in January 2014. Meanwhile, developing country
capital flows which had dropped off after rebounding in
September appear to be stabilizing at about two-thirds
their levels in May 2013 (figure 1.11), prior to when spec-
ulation about tapering first began to build. As a result
aggregate net flows in 2013 remained broadly at par with
net flows in 2012 (table 1.3).

However conditions in developing countries remain sen-
sitive to high-income country developments. There are
indications that bond market access for high-risk corporate
borrowers has become mote constrained in recent months.

HCDICRR0 Downward pressure on currencies
began to ease in mid-August as portfolio

adjustments drew to a close

Nominal Effective Exchange Rates (April1,2013=100)
105+ Fed "no tapering” announcement  Fed "taper” announcement

A

;
,.M\
100y -

-

95

90+

85

India fli’

80
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Source: World Bank.

Meanwhile several non-investment grade sovereign
Gabon, Macedonia, Ukraine,
Honduras, and Laos) have increased debt issuance in

borrowers (Hungary,
November and December in an attempt to lock in exter-
nal funding before any spikes in borrowing costs (figure
1.12). Bond issuance by investment grade sovereigns and

Table 1.3 Net financial flows to developing countries ($billions)

2008 2009 2010 2011 2012 2013e 2014f 2015f 2016f
Current account balance 315.2 167.4 112.0 -16.3 -93.4 -173.5 -180.9 -178.2 -154.6
Capital Inflows 831.3 698.1 1,116.1 1,109.2 1,121.5 1,116.8 1,088.8 1,176.4 1,249.7
Private inflows, net 788.4 604.2 1,035.9 1,077.3 1,093.6 1,078.4 1,065.2 1,149.6 1,226.0
Equity Inflows, net 582.8 491.3 634.9 6574 709.7 681.1 686.2 742.7 794.6
Net FDI inflows 623.4 380.3 511.6 654.7 612.2 623.5 610.4 644.7 679.7
SR ey 406 1109 1234 2.7 976 576 75.8 980  114.9
Private creditors. Net 205.6 112.9 401.0 419.9 383.9 397.3 379.0 406.9 4314
Bonds 7.8 49.9 115.5 120.6 178.7 176.7 144.8 132.9 132.0
Banks 200.0 16.4 28.1 129.9 95.5 100.9 90.5 117.8 126.1
Other private =51 -0.8 1.8 =517 6.3 3.8 3.3 3.1 5.4
Short-term debt flows 29 474 255.6 1751 103.4 115.9 140.4 153.1 167.9
Official inflows, net 42.8 93.8 80.1 32.0 279 38.4 23.6 26.8 23.7
World Bank 7.8 18.3 23.0 7.0 12.1 10.3
IMF 16.6 31.8 13.4 0.5 -13.3 -2.8
Other official 18.4 43.8 43.7 245 29.2 30.9

Source: World Bank.
Note: e = estimate, f = forecast.
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Figure 1.11 Developing country gross capital flows
have recovered, although bond flows are

down
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Figure 1.13

Rising long term rates over the summer
unwound about half of the effects of QE
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Source: U.S. Federal Reserve, European Central Bank, Bank of Japan, Bank

of England, Turner 2013, World Bank.
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corporates appears to have recovered to the levels of the
first half of the year.

Morteover, domestic factors have meant that in some
economies the slide in asset values that started in May
2013 has since continued. This is particularly the case for
Indonesia, but also Thailand and Turkey. In the latter two,
rising political uncertainty has coincided with the start of
tapering contributing to a sharp drop in equities (down 8.7
and 13.1 percent respectively between December 18th and
the first week of January) and currencies. This reinforces
the view that as long as their domestic growth challenges
and vulnerabilities remain unaddressed they will remain
susceptible to changes in global financial conditions.

The bulk of adjustment to the normalization of
monetary policy in high income economies lies
ahead

With the tapering of monetary support beginning in
January 2014, easing intervention at the long end of the
yield curve should cause a further increase in yields on
10-year U.S. Treasuries that should reduce capital flows
to developing countries. When that occurs there is likely
to be a further tightening of global financial conditions
and additional portfolio adjustment.

Although some financial adjustment has taken place, based
on pre-crisis levels, US. yields could rise significantly further
over the medium-term (figure 1.13), especially if markets
demand an additional return given the increase in the US.
debt-to-GDP ratio (from 64 percent in the pre-crisis period
to an estimated 107 percent of GDP in 2014). Yields are
likely to rise even more in developing countries as spreads
over US. benchmark yields increase in line with rising risk
premia (Kennedy 2013). In World Bank baseline assumptions,
global interest rates are projected to adjust very gradually to
a new equilibrium, with U.S. and global 10-year bond yields
increasing respectively to 3.8 and 3.6 percent by mid-2016.
These assumptions are consistent with implied market forward
rate expectations, but are subject to significant upward risks,
as heightened market volatility and medium-term pressures
could result much sharper increases.

Internationally traded food and metal commodity
prices have weakened over the past 18 months

The real price of internationally traded food and metal
commodities, denominated in U.S. dollars, has declined
by 13 and 30 percent, respectively, between their peaks
in early 2011 (figure 1.14) and November 2013, boosting
incomes in commodity importers, but hurting exporters.
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Energy prices are down 9 percent in real terms over the
same period, and oil prices have eased most recently thanks
to growing supply in the United States and the easing of
tensions surrounding Iran.

The decline in metals prices has been steady throughout
this period, reflecting both moderate demand growth
in China and a strong supply response to earlier price
increases that have attracted a fivefold increase in long-
term investments in new mines over the past few years.

In contrast to metals prices, much of the decline in food
prices has occurred more recently. Good supply prospects
along with the release of Thai rice stocks led to a 14 percent
drop in rice prices, while improved harvests led maize prices
to fall 34 percent since June of 2013. Still, prices rice and
maize remain 57 and 105 percent higher than their January
2005 levels. Wheat prices have not eased nearly as much, and
risks remain to the upside because of relatively low stocks.

Price risks remain generally weighted to the downside in
commodity markets. In metal markets, prospects hinge on
China, which accounts for 45 percent of global metal
consumption. If robust supply trends continue and Chinese
demand remains weaker than in recent years, the sharp
price falls over the past two years could extend further. In
agricultural markets, weather-related supply disruptions
could push prices higher (especially for wheat where
stocks remain relatively low), but upside risks are limited
by rising production and adequate stocks, notably for rice.

In energy markets, downside risks include weak oil demand
if growth prospects deteriorate in emerging economies
(where most of the demand growth is taking place). However,

EIICRRES Food and metal commodity prices have
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changing supply patterns also mark a structural shift.
Surging US. production led by advancements in shale
extractive technologies has allowed the United States to
surpass Russia as the largest non-OPEC producer of
liquid hydrocatbons.? (figure 1.15) As a result, US. oil
import demand is falling, putting downward pressure on
global markets. The United States has also increased its
potential to become a major energy exporter for natural
gas—which is also putting downward pressure on global
natural gas prices, notably in Europe. Over the long term,
oil demand is likely to be dampened further as substitution
between crude oil and natural gas intensifies (a slow and
expensive process resulting from a lack of infrastructure
to support wider use of natural gas in vehicle transport).

... generating a large negative terms of trade
shock for food and metals producers

The sharp fall in global food and metal prices has led to
a steady worsening in the terms of trade of commodity
producers, hurting export and fiscal revenues. In addition
to affecting outturns in 2013, continued price declines in
the second half of 2013 should weigh on growth in 2014.

A comparison of average prices in 2013 with average
prices in 2012 suggests that since 2012 agricultural and
metal commodity producers in Sub-Saharan Africa and
Latin America and the Caribbean have suffered on aver-
age terms-of-trade losses of over 1 percent of GDP and
over 2.5 percent in some cases. Income declines in major

2. Crude oil, condensate, biofuels, and liquid natural gas.

FCOICRRER The U.S. is now the largest non-OPEC
producer of liquid hydrocarbons*
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Source: KBC Advanced Technologies, World Bank.
* includes crude oil condensate, natural gas liquids (NGLs) and ethanol.
OPEC data includes NGLs which are not subject to quota.
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Commodity exporters have suffered large
terms of trade shocks as commodity
prices have fallen

% of GDP
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Source: World Bank.

middle-income commodity producers are smaller but not
insignificant, tallying about 0.4-0.6 percent of GDP in
Indonesia, South Africa, and Vietnam and nearly 0.2 per-
cent in Brazil (figure 1.106).

Estimates of the year-to-date fall in commodity prices
show much larger impacts for agricultural commodity
producers (reflecting the sharper declines in prices in the
second half of the year), amounting to 0.7 percent of
GDP for major producers such as Thailand and Indonesia
and 3.5 percent or more of GDP in smaller economies,
which should weigh on growth during 2014.

Improvements in global trade should provide an
important tailwind to developing countries

Global trade growth weakened markedly in the post-crisis
period. During the period 1990-2007, global trade tended
to grow twice as quickly as global GDP, with the share
of trade in developing- country GDP steadily rising as

developing countries increased their share in both final-
and intermediate-goods markets.

However, in the post-crisis period global trade has grown
at about the same speed as the global economy

spark-
ing speculation about whether the period of rapid trade
deepening by developing countries may have come to an
end, and with it whatever contributions it may have made
to growth.

Detailed trade data suggests that part of the decline in the
elasticity of trade relative to GDP (the ratio of the trade
growth rate to the GDP growth rate) reflects a change
in the composition of global demand away from goods
and services with heavy import content and toward prod-
ucts with a higher domestic component in value added
(and therefore less gross trade per unit of final demand).
Indeed, the import content of private demand is much
higher than the import content of government consump-
tion (and that it is highest for private investment) (table
1.4). These results hold for both developing and high-in-
come economies, although on aggregate import intensi-
ties are higher for the latter. The financial crisis has cut
sharply into activity and growth in high-income counttries,
and weak private demand has translated into weakness in
import demand.

Looked at from the perspective of value chains, the com-
positional shift in demand is equivalent to saying that
during the post-crisis period the average amount of gross
trade to value added trade has declined because of a shift
away from products that involve many intermediate steps
toward those that involve fewer steps. An analysis of the
Trade in Value Added (TiVA) database, produced by the
Organisation for Economic Cooperation and Develop-
ment (OECD) is consistent with this hypothesis. It finds
that the share of goods like automobiles, which tend to
have long value chains and a low share of final exporter
value added compared with the total value added, has
declined while that of goods with short product chains
and high final-exporter value added ratios has increased.

Table 1.4 Import intensities* by component of aggregate demand in high-income and developing countries

Government Consumption Private Consumption Exports Investment
Developing 0.12 0.22 0.24 0.34
High-income 0.14 0.33 0.33 0.38
Average 0.14 0.31 0.31 0.37

Source: World Bank, World Input-Output Database Project.

Note: * These indicate the increase in imports for a unit increase in aggregate demand component.
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HCOICRRYE Growth in global trade should accelerate
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Source: World Bank.

Note: *

Regression model projections are derived from a regression of the %

annual growth in global export volumes on aggregate GDP growth in high-income
economies and GDP growth each of the six developing regions.

As growth normalizes and the pattern of demand in high
income economies shifts back towards import sensitive
private investment and consumption, trade is likely to
accelerate more rapidly than global GDP growth. Projections
from the World Bank multi-country econometric model
suggest that growth in global trade volumes will accelerate
from 3.1 percent in 2013 to 5.1 percent by 2015, which
correlates closely with forecast estimates from a simple
regression model of global trade and growth across
high-income and developing countries (figure 1.17). In
both of these models the average trade elasticity will rise to
around 1.5—partly recovering the declines observed to date.

Prospects are for a slow
acceleration in global
economic growth driven by
high-income economies

Global GDP growth is projected to accelerate gradually
from 2.4 percent in 2013 to 3.5 percent by 2016, mainly
reflecting a slow but steady improvement in outturns among
high-income economies and the developing countties of
Burope and Central Asia.

Growth in high-income economies is expected to rise to
2.2 percent in 2014 from 1.3 percent in 2013, increasing
to about 2.4 percent by 2016. The recovery in Europe and

29

the United States is expected to be supported by still very
loose monetary policy; a diminished drag on growth from
government and household budget consolidation efforts;
and pent-up demand for consumer durables and invest-
ment goods. The baseline projection assumes a timely
resolution to the debt ceiling debate in the United States,
steady progress in economic rebalancing in the Euro Area,
and some additional fiscal stimulus in Japan that helps off-
set a drag from higher consumption taxes in 2014.

The pace of recovery in Europe is projected to be slow; reflect-
ing the long and deep adjustments in the private sector balance
sheet. As balance sheets improve, however, the drag from these
adjustments is expected to ease over time. In particular the drag
from fiscal consolidation is expected to ease from about 0.8
percentage points of GDP in 2013 to 0.4 percentage points in
2014. This gradual healing process is expected to allow growth
to improve to around 1.5 percent by 2016.

In the United States, overall growth for 2014 is projected to
accelerate sharply to 2.8 percent from a relatively subdued
1.8 percent in 2013. A main driver of this improvement is
a reduction in the drag on growth from fiscal consolidation,
which in 2013 amounted to 1.8 percent of GDP and is pro-
jected to decline to less than 0.5 percent of GDP in 2014. The
pickup in growth will also reflect an acceleration in residen-
tial investment, which as a percent of GDP remains nearly 2
percentage points lower than its long-term average (business
investment rates are closer to their long-term average).

In Japan, aggressive fiscal and monetary easing have sparked
a strong cyclical recovery, but this recovery is unlikely to be
sustained in the absence of structural reforms that boost
productivity growth and wages, particularly in the relatively
low-productivity domestic service sector. In addition, in
contrast to other high-income economies, fiscal tightening
is expected to weigh on growth in 2014. However the econ-
omy should continue to be supported by loose monetary
policy which should further contribute to yen weakness
at a time when the US Federal Reserve will be tightening,
Accordingly, the economy is projected to grow broadly
in line with potential growth, expanding by 1.7 percent in
2014, and slowing to about 1.3 percent in 2016.

Developing country growth should remain
weaker than in pre-crisis years, but in line with
potential

Developing country GDP is estimated to have grown
about 4.8 percent in 2013, roughly the same pace as in
2012, reflecting weakness at the start of the year. However,
as discussed eatlier, growth accelerated in the second half
of 2013 and has generated a positive carry over for 2014,
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with GDP expected to expand by 5.3 percent, broadly in
line with potential (figure 1.18).

Going forward, developing countries face significant
headwinds as monetary policy returns to “normal” in
high-income economies. U.S. long-term rates are expected
to rise by a 100 basis points by 2016 in line with forward
market expectations, with short rates expected to start
rising in 2015 and to increase by 150 basis points by the
end of 2016. These higher interest rates can be expected
to boost the cost of capital. Capital flows to developing
countries are meanwhile projected to decline by about 0.6
percent of developing-country GDP by 2016, as global
asset portfolios are rebalanced toward high-income econ-
omies (see Chapter 3 for more). For commodity produc-
ers, slower demand for their products from China as it
rebalances its economy are also expected to weigh on
export and fiscal revenues.

However, the baseline also projects significant tailwinds
from strengthening of growth in high-income econ-
omies. As discussed earlier, over the past several years,
global trade has been subdued — both because of weak
overall demand in high-income countries, but also
because of changes in the composition of demand away
from import sensitive categories of demand like invest-
ment goods and toward less trade creating government
spending. As high-income import demand recovers (it is
projected to rise from 2.4 percent in 2013 to 4.2 percent)
by 2016 global trade is expected to accelerate, rising from
3.1 percent in 2013 to 4.6 percent in 2014 and to 5.1 in
2015 and 2016.% This should help offset negative impacts
from higher interest rates and weaker capital flows to
developing countries.

HGIICRRER Developing countries are expected to

grow in line with potential

Trend growth post crisis

In addition, a weakening of developing-country curren-
cies as capital flows to developing countries ease will be
an essential part of the rebalancing in these economies.
As figure 1.19 shows, this process has already begun—
although it has yet to fully unwind the significant currency
appreciations since 2003 in major middle-income econ-
omies that reflected strong capital inflows and elevated
commodity prices for commodity exporters. Further
depreciations should help improve the competitiveness
of the traded sectors and for commodity exporters, help
reverse some of the Dutch Disease impacts associated
with elevated commodity prices over the past decade.

Accordingly, aggregate developing country growth is
expected to accelerate modestly to about 5.7 percent in
2016. Although broadly in line with potential, this would
be nearly 2 percentage points lower than average growth
of 7.3 percent during the pre-crisis boom years.

Supply side constraints and alleviating domestic imbal-
ances generated during the years of overheating remain
dominant policy challenges in the Fast Asia and Pacific
and Latin America and Caribbean regions (figure 1.20 and
Box 1.4). Growth for manufacturing-intensive economies
in both regions should benefit from stronger demand
in high income economies, but growth in commodity
exporters should suffer (especially in 2014) as a result of
the decline in commodity prices over the past year (see
earlier discussion of terms-of-trade effects).

3. Despite the firming, global trade growth rates are not expected to
regain pre-crisis levels largely because global growth, though strength-
ening, will be almost 2 percentage points slower than it was during the
pre-crisis boom period.

IRl Strong real currency appreciations over the

past decade in developing countries have
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Barring structural reforms that boost supply capacity
and productivity, growth in East Asia and the Pacific
(excluding China)—which is broadly in line with poten-
tial—is unlikely to accelerate much further without hitting
capacity constraints and generating overheating pressures.
Overall growth in the region excluding China is projected
to rise mildly from about 5.2-5.3 percent in 2013 and
2014 to about 5.5 percent in 20106, as external demand
solidifies and adjustment comes to completion with out-
put gaps projected to turn positive by 2015. A temporary
acceleration of regional growth in 2015 (to 5.7 percent)
partly reflects the reconstruction efforts in the Philippines.
Growth in the Latin America and the Caribbean region is
expected to reach about 3.7 percent in 2016, up from 2.5
percent in 2013. China’s GDP is expected to grow about
7.5 percent annually over the projection horizon (in line
with potential) as the economy shifts to slower but more
sustainable consumption-led growth.

In developing Sub-Saharan Africa, continued robust
investment is projected to lift growth from about 4.7 per-
cent in 2013 to about 5.4 percent in 2014-2016 despite
the negative income effects of lower commodity prices.
With its close trade and financial ties to the Euro Area,
growth in developing Europe is expected to benefit from
the recovery in high-income Europe, which will transition
from being a serious negative factor for growth in the
region to a small positive one. For many regional econ-
omies, 2013 is expected to mark only the beginning of a
lengthy recovery process toward regaining the pre-crisis
output levels.

Theongoingslowdownin Russia (now classified asahigh-in-
come country) creates new uncertainties for developing

S -WmP0l) Output is expected to remain supply

constrained in several developing regions
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Europe and Central Asia, for which the former is a
important trading partner and main source of remittances
for many countries. In addition, debt overhang from the
2008-09 crisis will impede a strong pickup in growth,
which for Europe and Central Asia as a whole is projected
to accelerate from 3.4 percent in 2013 to about 3.8 percent
by 2016. In addition, growth in Belarus and Ukraine is
expected to remain elusive and fragile due to considerable
structural issues and reform deadlocks. Growth in Turkey
is estimated to decelerate in 2014 as a result of lower con-
fidence due to the recent political uncertainty as well as
tighter financing conditions.

Growth in South Asia is estimated to have been a very
weak 4.6 percent in 2013, mainly reflecting weakness
in India following several years of rising inflation and
current account deficits, and high government deficits.
Growth appeared to be recovering toward the end of
2013, and regional GDP on a calendar-year basis is pro-
jected to slowly accelerate to about 6.7 percent in 2016,
mainly reflecting stronger growth in India, and a cyclical
recovery in investment and external demand.

Prospects for developing countries in the Middle East
remain extremely unfavorable, reflecting continued social
and political tensions that have sapped macroeconomic
strength and have exacerbated the severe structural chal-
lenges inherited from the period before the Arab Spring,
Growth in the baseline is expected to rise to 3.6 percent
by 2016, up from —0.1 percent in 2013, worse than average
growth in the pre—Arab Spring period. Under the baseline
scenario, marked improvement in the political uncertainty
that has plagued the region is not expected. In the absence
of a political consensus necessary to lift confidence and
activity, and create the room for necessary reforms, the
balance of risks remains weighed to the downside.

The outlook is subject to
significant uncertainties

While the baseline forecast remains the most likely out-
come, the outlook is subject to significant uncertainties.
While the main tail-risks that have preoccupied the world
economy over the past five years have subsided, the under-
lying challenges, though less acute, remain.

o [n the Euro Area much has been achieved, and banks have
gone a long way toward restructuring themselves, but
there is still a long road ahead before all of the problems
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(The regional annexes to this volume contain more detail on recent economic developments and outlook, including
country-specific forecasts)

The outlook for the East Asia and the Pacific region reflects several counterbalancing factors, including the impact of normal-
ization of long-term interest rates in high income economies, and a recovery in global demand for exports. Overall growth in
the region is expected to stay flat at around 7.2 percent in 2014 and ease insignificantly to 7.1 percent in 2015 and 2016. This
is about 2 percentage points slower than during the pre-crisis boom years but broadly in line with potential. Growth for China
is expected to remain at around 7.7 percent in 2014, but slow thereafter to 7.5 percent, with less reliance on policy induced
investment-led growth. Regional output growth (excluding China) is estimated to settle around 5.5 percent by 2016 as external
demand solidifies and adjustment comes to completion. A temporary acceleration of regional growth (excluding China) in
2015 to 5.7 percent partly reflects reconstruction efforts in the Philippines. The region is vulnerable to risks of abrupt tightening
in global financing conditions possible set-backs in China’s restructuring and a weaker contribution from net-exports than
assumed under the baseline. Potential escalation of regional political tensions presents additional risk to the regional outlook.

The overall outlook for the Europe and Central Asia region remains positive, with GDP growth projected to steadily rise from
3.5 percent in 2014 to 3.8 percent by 2016. With stronger trade links with the Euro Area, the Central and Eastern European
economies will benefit from pickup in external demand, but the growth impetus will be partly offset by weaker domestic
demand due to ongoing banking-sector restructuring, tighter international financial conditions, and ongoing or planned fis-
cal consolidation in several countries (Albania, Macedonia, Serbia). As the significant beneficiary of capital flows in recent
years, Turkey will be affected by tighter global financial conditions. The region continues to face considerable risks, including
prolonged weakness in the Euro Area and Russia (although by the same token, stronger than expected growth would be an
upside), a disorderly adjustment to higher global interest rates, and further sharp declines in commodity prices.

With global economic conditions expected to improve in 2014 and beyond, the economic outlook in the Latin America and
the Caribbean region in the medium term is positive, with regional growth picking up from 2.5 percent in 2013, to 2.9 percent
in 2014 rising steadily to 3.7 percent in 2016. Strong export growth along with a steady consumption growth is expected to
nudge Brazil's growth higher from 2.4 percent in 2014 to 3.7 percent in 2016. Argentina and Paraguay will be moderating
from their bumper harvest booms in 2013 to grow at average rate of 2.6 percent and 3.6 percent, respectively, for the remain-
der of the forecasting period. Hinging on the pickup in the United States, Mexico is expected to see a growth rate of 3.4 per-
cent in 2014, accelerating to 4.2 percent in 2016. The outlook for the Central American economies is generally positive with
growth accelerating in Belize, El Salvador, and Honduras. Downside risks for the region include a disorderly jump in global
interest rates due monetary tightening, which would increase financing costs and threaten investment, and a prolonged and
deeper slump in commodity prices which could further substantially cut export revenues.

Growth in the Middle East and North Africa region is expected to remain weak during the forecast period. Under the base-
line scenario, marked improvement in the political uncertainty that has plagued the region is not expected. Consequently,
aggregate growth for the region will slowly pick up to about 3.6 percent in 2016—but remain well below—it’s potential growth.
In developing oil importing countries, consumption will be underpinned by large public outlays on wages and subsidies,
while public investment will likely be constrained in the forecast period by large fiscal deficits, while growth in developing
oil exporters will strengthen as the oil prices remain relatively high and infrastructure problems and security setbacks are
resolved and mitigated.

GDP growth in South Asia is projected to improve to 5.7 percent in 2014, rising gradually to 6.7 percent in 2016, led mainly
by recovering high income import demand and regional investment. The projected pickup in regional investment and GDP
growth, however, will depend critically on macroeconomic stability, sustained policy reforms, and progress in reducing
supply-side constraints (particularly in energy and infrastructure). India's growth is projected to rise to just over 6 percent
in FY2014-15, and to increase to 6.6 percent in FY2015-16 and 7.1 percent in FY2016-17. Pakistan's growth is expected
to moderate slightly to 3.4 percent in FY2013-14, reflecting necessary fiscal tightening, and then rise to 4.5 percent in the
medium term. Relatively stable or declining international commodity prices will help reduce inflation and current account
pressures, and - together with normal harvests and sustained remittance flows -- support consumption demand in the re-
gion. The main risks to the outlook are fiscal and policy reforms going off-track; uncertainties related to national elections in
Afghanistan, Bangladesh and India; entrenchment of inflation expectations; and a disorderly adjustment of portfolio capital
flows to tapering of U.S quantitative easing.

Robust domestic demand, relatively resilient FDI flows and slower pace of inflation that boosts real income are expected to
continue to support growth in Sub-Saharan Africa in the medium term, despite tighter global financial conditions to which
countries in the region are relatively insensitive. A modest fiscal consolidation is expected to start in 2014 and current ac-
count deficits are expected to narrow in 2016 as export capacity rises and import growth slows. Significant external risks
relate to sharper than projected declines in commodity prices, and spillovers from U.S. monetary tapering to South Africa
where rising domestic and external imbalances render it vulnerable to rapid capital flow movements. For frontier countries
that have been raising funds in international bond markets, currency depreciations could raise repayment costs. Domestic
risks relate to weather shocks to local harvests and food prices, political unrest which could deter investment, and pirate
attacks along the gulf of Guinea, which could raise shipment costs and disrupt regional trade.
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that the global financial crisis laid bare are fully resolved.
In order to close the large output gaps that have opened,
a strong acceleration in growth will be necessary, and
the drivers of such growth remain unclear. Moreover
with the banking sector still weak and details on a fully
fledged banking union still being worked out, the cur-
rency bloc remains susceptible to shocks, including a
tightening of policy in the United States.

Meanwhile significant amounts of spare capacity have
opened up. On the one hand, pervasive youth and
long-term unemployment are raising concerns about
a permanent deterioration in job skills and employ-
ability of the jobless. At the same time, continued
sharp credit contractions raise the specter of deflation,
which could exacerbate debt overhang problems and
result in a much more muted recovery than considered
in the baseline.

e In the United States the general government deficit has
also come down significantly, mainly through heavy
spending cuts imposed by the sequester and rising tax
revenues as the economy recovers. Nevertheless, little
progress has been made to agree to a medium-term
plan for bringing the debt-to-GDP ratio under control,
and the risk of additional brinksmanship and an exces-
sive and disruptive tightening of policy remains.

 In China concerns persist over the scale of investments
being made, their medium-term profitability, and the
viability of the loans taken out to finance them. Recog-
nizing the challenge the authorities have made restruc-
turing the economy toward greater reliance on con-
sumer demand and services for growth. While now a
core objective of Chinese policy, the challenge remains
formidable. Even though it remains a tail risk, an abrupt
unwinding of investment in China there remains a pos-
sibility, which if realized could sharply reduce GDP by
3 percent or more (see World Bank, Global Economic
Prospects 2013a for more) with significant knock on
effects in the region and other economies with close
trading linkages (including commodity producer).

While disappointments along any of these fronts could
slow growth, there are also potential upside risks. A force-
ful reinforcement of the structural component of Japa-
nese policy, a multiyear agreement on fiscal policy in the
United States and additional progress toward a banking
union and recapitalization of Furopean banks would all
likely boost confidence and clear the way for a more force-
ful recovery in high-income countries.

On the upside, a stronger-than-expected recovery in high-in-
come economies could provide considerable support to

external demand in developing countries, helping offset
downward adjustments in domestic demand triggered by
rising global interest rates. Finally, lower food prices should
also reduce inflation pressures and contain food import
costs, although they are a negative for food exporters.

In the near term, the transition to higher global
interest rates could prove bumpy

Over the medium term, the gradual return of long-term
interest rates in both high—income and developing coun-
tries to more normal levels should help reduce the excesses
and vulnerabilities associated with a persistently low inter-
est rate environment from building up further. The higher
cost of capital implied by a gradual normalization and its
negative impacts on investment and growth are incorpo-
rated into the baseline.*

Private capital flows to developing countries are also
expected to recede in the baseline as asset portfolios are
rebalanced (see the extensive discussion in chapter 3), with
flows expected to taper off by 0.6 percent of develop-
ing-country GDP to about 4.0 percent of GDP by 2016
(about 10 percent relative to current levels).

However, should market reactions to the withdrawal of
extraordinary monetary measures in high-income coun-
tries be less orderly than assumed in the baseline, then a
much more disruptive path toward the new equilibrium
can be envisaged, where long-term interest rates in “G-4”
economies (USA, Japan, UK and Furo Area) rise rapidly
by 200 basis points (figure 1.21).

Simulations based on econometric work, discussed in
more detail in Chapter 3, suggest that a more precipitous
adjustment of interest rates and investor portfolios could
inflict significant damage on developing economies, rais-
ing domestic and external costs of debt servicing. Those
most at risk would include those that are more integrated
into the global financial system and those that have large
external imbalances. In addition, countries with large
amounts of external debt and those that have experienced
large credit expansions in recent years could also be at risk.

In a disorderly adjustment scenario, financial inflows
to developing countries could decline by as much as 80
percent for several months, falling to about 0.6 percent
of developing-country GDP (figure 1.22). In the event,

4. Annual impacts have been estimated to be as high as 0.6 percentage
points in the medium term (Chapter 3), although this estimate does not
take into account potential productivity gains that could come from
using capital more efficiently.
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m Potential impacts from a disorderly unwinding of capital flows and rapid increase in global interest
rates associated with an unwinding of quantitative easing policies in high income economies

As the recovery in high-income countries proceeds amid a withdrawal of extra-ordinary monetary policies, developing countries
might be affected by the resultant tightening of global financing conditions. A benign scenario where global interest rates and risk
premia adjust gradually to a new equilibrium, the risk of a significant decline in capital inflows to developing countries remains
modest. However, World Bank simulations show that in the face of abrupt market adjustments, with 10-year U.S. Treasury yields
increasing suddenly by 100 to 200 basis points within a couple of quarters, financial inflows to developing countries could weaken
sharply, declining by between 50 and 80 percent for several months (figure 1.21).

Results derived from VAR simulations integrated into the World Bank’s multi-country econometric model show that in such a scenario,
growth in medium income countries would be most affected, with rapid increases in global interest rates and temporary capital pull-

backs subtracting a cumulative 0.8 to 1.2 percentage points
from GDP levels over the forecast period (see Box Figure
B1.5.1) compared to the baseline. The impact of a rapid tight-
ening of global financing conditions on high income countries
would be around half the effect estimated for medium income
countries, as rising long-term interest rates would itself reflect
signs of a sustained recovery in high income countries while a
reversal of capital flows would support their resilience.

Low income countries that are less dependent on international
capital flows or less integrated in global financial markets, are
mainly affected through trade channels (as weaker import
demand from medium and high income countries sap export
growth and activity). Simulations indicate that a rapid tighten-
ing of global financial conditions in medium and high income
countries would lower real GDP levels in low income countries
by between 0.2 to 0.4 percent compared to the baseline fore-
cast. This should be considered as a lower bound impact, as
the multi-country model does not cover financial market spill-
overs that could impact financing costs for many low income
economies that had begun to enter international debt markets
in recent years.

E[I-MP38 Long term interest rates in G4 countries

under different normalization scenarios

G4 long term interest rates (percent)
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Source: World Bank.
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Figure B1.5.1 Impact on real GDP of a more rapid

increase in global interest rates than
assumed in the baseline

Difference relative to baseline (percent of GDP)
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nearly a quarter of developing countries could experience
sudden stops in their access to global capital, substantially
increasing the probability of economic and financial insta-
bility. World Bank simulations suggest that in such a sce-
nario, GDP could fall by a cumulative 1.2 percent by 2016,
relative to the baseline, in middle-income counttries, and by
roughly 0.4 percent in low-income economies, reflecting
the different degrees of global financial and trade integra-
tion of these economies (box 1.5).

For some countries, the effects of a rapid adjustment in
global interest rates and a pullback in capital flows could
trigger a balance of payments or domestic financial crisis.
As research in Chapter 3 shows, more than a third of past
crises (over the last 20 years) were either preceded by a
sharp surge or accompanied by a sharp stop. Global and
domestic factors seem equally important triggers, with the
probability of crisis rising significantly after periods of



GLOBAL ECONOMIC PROSPECTS | January 2014 Global Outlook

low global interest rates, low risk aversion, high commod-

ity prices, and rapid domestic credit growth. IR~ Private capital inflows to developing
countries under different scenarios

...and comes at a time when policy space has
been significantly eroded and macroeconomic
imbalances have deteriorated

Capital inflows developing countries (percent of GDP)

Il Overshooting

While the resilience that developing countries displayed

in the face of the great recession is comforting, and 5]
symptomatic of their much improved fundamentals and )
macroeconomic management, they are much more vul- \/ﬁ
nerable now than they were then. Currently, fiscal deficits
are more than 4 percentage points of GDP higher than

they were in 2007 in nearly half of developing countries

5
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020

(figure 1.23). The deterioration has been particularly
marked in the Middle East, but is also evident among Source: World Bank.
commodity producers in Sub-Saharan Africa and East

Asia, and in South Asia and the smaller economies in
Latin Ametica. H[I-WWPX® Fiscal balances have deteriorated in most
developing countries

Monetary policy is also loose in most developing coun- No of countries
tries, leaving little room for additional stimulus were it
to be required (figure 1.24). Since November 2011, the
number of rate cuts has outnumbered rate increases by No of countries
a ratio of 4.> Loose policy has translated into rising or
persistently high inflation in many countries. Develop-

ing-country inflation has continued to accelerate over

Namibia, Mongolia, Cape Verde, Algeria
Mac., Georgia, Tanz., Egy., Mad., Nigeria

Gabon, St Lucia

Swaziland

the past year despite sharp declines in food commodity
prices in recent months, suggesting that wage pressures

Camer., Yem., Jor., Bots., Thai., Moz., Pan., Kyr., Bulg.

S Africa, Haiti, C. Rica, Mor., Surinam

Dom. R.

and limited spare capacity (along with currency depre-
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ciations and other factors) are sustaining higher prices
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With demand stimulus keeping import demand relatively Source: World Bank.

strong despite a sharp easing in exports, the aggregate

developing-countries current account balance has swung

from a surplus of neatly 3 percent of developing-country ACICAPZP Central banks have yet to unwind monetary

GDP in pre-crisis years to a small but growing deficit since easing implemented in recent years

2011 (figure 1.26).

Number of changes

26 Bl Cuts

As a result, developing countries will be more vulnerable
Il 'ncreases

to a deterioration in external financing conditions like

that expected. For commodity exporters, whose current ]
account surpluses have mostly been wiped out (compared
with surpluses approaching 10 percent of GDP in 2000),

financing pressures could be further exacerbated if com-

modity prices fall sharply more than projected in the base- N
line during this period. o | ‘ ‘ ‘ | ‘ ‘ ‘ ‘ ‘ ‘
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5. Since November 2011, there have been some 200 policy rate cuts
by central banks in developing countries, compared to fewer than 60 Source: World Bank.
rate increases.
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FLOICRPLE Developing country inflation has remianed

high despite a sharp declines in international

food prices
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FUICRREY Current account balances have deteriorated

for most developing countries
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FLOICRPre Domestic credit has expanded strongly

in recent years
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Financial sector risks have increased across
developing countries, but are most pronounced
in East Asia

The stock of credit as a share of GDP in several devel-
oping countries has increased very rapidly over the past
five years (figure 1.27), reflecting policy stimulus at home
and spillovers from loose global financial conditions.
This indicates the potential for debt servicing difficulties
among untested or first-time borrowers and a possibly
significant increase in the exposure of existing borrowers,
with risks to financial stability if economic cycles worsen.
Among major middle-income economies, the stock of
credit has increased by 20 percent of GDP or more since
2007 in Brazil, Turkey, Malaysia, Vietnam, Thailand,
Indonesia, and China. In China, credit stock has increased
more than 60 percentage points since 2007 to 210 percent
of GDP in Q4 2013 (if credit that has originated from
the under-regulated shadow banking sector is included).

Public sector indebtedness is also high, in excess of 60 per-
cent of GDP in many developing economies (figure 1.28).
Moreover, given implicit guarantees to banking sectors in
many developing economies and the use of state-owned
banks to stimulate domestic credit growth (Brazil, China,
India), public debt levels or fiscal burdens could rise rap-
idly in case deteriorating banking asset books require state
support or capital injections.

Among developing regions, private sector external debt
levels are particularly high in developing Furope (fig-
ure 1.29) increasing susceptibility to changes in external
financing conditions and currency mismatch risks. Added
to this, banking sectors remain weak due to the legacy of
high levels of non-performing loans from the previous
crisis in several economies. Ukraine is the most vulnerable
on account of a de-facto peg which has come under pres-
sure over the past year due to a severe recession. Risks in
Turkey reflect rising leverage in the corporate sector with
large amounts of foreign exchange liabilities (intermedi-
ated through the banking sector), relatively lower reserve
coverage of short term external debt (compared to other
major middle-income economies), and a reliance on short
term capital inflows to cover its current account deficits.

Business-as-usual is no longer a policy option
for developing countries

With developing countries entering a potentially disrup-
tive period of global financial tightening, maintaining a
business-as-usual policy stance is no longer an option. Pol-
icy complacency risks a further accumulation of domestic
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Figure 1.28 Private sector external debt ratios are

particularly high in Europe and Central Asia

Public debt levels are in excess of 60% of
GDP in many developing economies

Figure 1.29
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vulnerabilities likely requiring larger adjustments down the
road, and at greater economic cost given the closer scru-
tiny of domestic risks by financial markets.

However, the already daunting political challenge repre-
sented by implementing necessary measures—both short
term to boost macroeconomic stability during the transi-
tion to higher global interest rates and longer term to raise
growth potential—may be made even more difficult given
upcoming elections in several of those countries that were
most tested during the summer, including South Africa,
Thailand, Turkey, Indonesia, Brazil and India.

Furthermore, indications of policy complacency also
appeared once financial market pressure subsided after
the summer sell-off. Although there have been positive
developments, credit continues to expand too quickly in
several of the countries hardest hit by markets during the
summer, a factor that may be adding to vulnerabilities.
For example, despite rate hikes in Brazil, lending by state-
owned banks and quasi-sovereign institutions continues to
remain strong and may be adding to vulnerabilities.

inflation remain

Similarly,  although

entrenched, the Indian central bank is only gradually tight-

expectations

ening policy—raising its main policy rate by a cumulative
50 basis points to 7.75 percent since September—so that
real rates remain firmly in the red at 2.1 percent currently.
Meanwhile, the ratio of restructured advances to gross
advances plus the nonperforming asset ratio reached
10.2 percent of loans in September 2013, prompting the
Reserve Bank of India to warn recently of the stress on
banks' asset books. In particular, the bank warned of lend-

ing to the iron and steel, and infrastructure sectors, which
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have the highest levels of stressed assets. The authorities’
recent decision to allow increased foreign participation
and private-sector competition in the banking sector is a
good initial step in the right direction.

In Turkey, although credit is growing at an annual rate
of nearly 30 percent, overall monetary policy continues
to be stimulative with the central bank missing its infla-
tion target for the third consecutive year in 2013. Mexico
has eased policy, cutting rates (by 100 basis points in total
during 2013 with the most recent cuts in September and
October) recently, but this step is easier to justify in light
of reforms that have already begun to address some of
the structural issues in that economy.

1) Developing conntries need to stand ready to respond
to financial marfket pressures

With tapering now underway, policy makers need to stand
ready to respond to financial market pressures including
through tighter monetary policy and exchange rate adjust-
ment supported by central banks’ reserve management
policies, macro-prudential policies, and capital controls
(see chapter 3 for more discussion). These measures
helped limit spillovers to domestic activity during the sum-
mer sell-off and remain relevant in the current environ-
ment for reducing external financing dependencies, bring-
ing down domestic imbalances, and ensuring the viability
of existing loans in the event of a hike in interest rates.

Even during May-September episode, however, policy
actions were complicated by domestic vulnerabilities and
imbalances. Notably the usefulness of exchange rates as a
“first line of defense” or “shock absorber” was constrained
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by the risk that rising import costs would add to cost-push
inflation (Brazil, India, and Indonesia) or that budgetary
pressures would rise in countries with large (imported)
fuel subsidies (India and Indonesia). In addition, some
policy measures, notably trade restrictions may prove
counterproductive over the long term while having a
relatively limited impact in the short term.

2)... and to supplement these efforts by rebuilding policy
buffers and implementing structural reforms

The resilience of developing countries to the 2008-09
global financial crisis was underpinned by both strong
macroeconomic fundamentals and strong growth poten-
tial. As discussed eatlier, however, buffers have eroded
considerably since then as growth eased and stimulus
was deployed. The experience of high-income countries,
where fiscal sustainability unraveled and monetary buffers
were quickly exhausted (even among countries that started
from a position of relative strength) demonstrates the
importance of possessing sufficient policy room to absorb
the impact of financial and economic stress.

Meanwhile, for most developing countries, a further accel-
eration of growth (or even sustaining current growth levels
that are broadly in line with potential) cannot be assured
without constant efforts to expand capacity and increase
productivity. In middle-income economies, structural
reforms are needed if they are to escape the so-called “mid-
dle-income trap” and further boost per capita incomes. As
productivity gains associated with shifting workers out of
low-productivity agriculture toward manufacturing dimin-
ish, rising productivity and innovation within manufactur-
ing and services will increasingly have to drive growth.

Policy actions that address the rebuilding of policy buf-
fers and boost supply capacity and productivity growth
are intertwined, with some measures yielding payoffs
both in the near term and over a longer horizon. In fiscal
policy, relatively easy short-term “wins” include subsidy
cuts. Although precise numbers are hard to obtain, the
cost of food and fuel subsidies can be disproportion-
ate in developing countries compared with other public
spending priorities. For instance, agricultural subsidies are
estimated at close to or over 2 percent of GDP in China,
Indonesia, and Turkey (OECD 2013, figure 1.30). Fuel
subsidies alone in several economies in the Middle East
and North Africa region amount to more than 6 percent
of GDP (IMF 2012).

Scaling back such subsidies would also potentially yield
medium-term benefits to the current account through
the rationalization of (imported goods) prices, and
longer-term benefits to fiscal sustainability and potential
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growth if they create room to raise spending on priority
areas such as infrastructure, health, and education that
relieve supply side constraints. Explicitly combining a
reduction in subsidies with targeted social assistance of
the very poor can make such reforms more acceptable,
minimize the negative poverty effects, and improve the
functioning of automatic fiscal stabilizers.

Policy steps that would stimulate the supply side include
addressing energy bottlenecks that are particularly promi-
nent across the South Asia region, and infrastructure bot-
tlenecks that are significant for all developing regions but
that are a particularly binding constraint in Sub-Saharan
Africa and the Middle East and North Africa. Solutions
for boosting infrastructure are complex, however, and a
microeconomic, rather than a macroeconomic, problem,
for most developing countries, with policy makers need-
ing to pay close attention to improving the quality of
investment and infrastructure spending. Arguably levels
of investment are already quite high in countries such as
China and India and are at historically high levels in most
of Sub-Saharan Africa (figure 1.31) where public invest-
ment in recent years has (rightly) been geared toward the
provision of basic infrastructure, particularly power gen-
eration and roads and port facilities (World Bank 2013b).

Other policies that could help boost longer-term productivity
growth include reducing regulatory impediments to business
and trade, which are particularly severe in Sub-Saharan Africa
and to a lesser extent in the Middle East and North Africa and
South Asia regions (World Bank 2013c). Although local condi-
tions and therefore recommendations differ, such policies are
likely to generate the largest dividends and are more likely also
to attract long-term stable flows of foreign direct investment.

Brazil
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FLOICREE Investment levels are at historical highs

in China, India and Sub-Saharan Africa
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Trade facilitation reforms represent particularly low-hang-
ing fruit that could yield substantial benefits for developing
countries. It takes about thrice as much time and twice as
much documentation and cost to import goods in devel-
oping countries compared with high-income OECD coun-
tries (World Bank 2013c, figure 1.32). Reducing these costs
could yield annual gains of nearly $120 billion in additional
global GDP, most of which should accrue to developing
countries (Hufbauer et al 2013). In this context, the recently
negotiated Agreement on Trade Facilitation (as part of the
Doha Development Agenda) is an important step in facili-
tating greater merchandise trade, although negotiations on
the further liberalization of trade in services and agricul-
tural goods continues to be a thorny issue.

In many developing economies, financial sectors tend to
be bank-centric and heavily dominated by the state; local
debt markets are relatively underdeveloped. This is also
true in middle-income economies despite significant capi-
tal market deepening efforts in recent years. For instance,
in Malaysia, government-controlled or -influenced invest-
ment entities hold nearly a third of market capitalization
in listed companies, while in Indonesia, the largest three
state-owned commercial banks account for a third of
the banking sector asset and deposit base (IMEF 2010).
Meanwhile, both the ownership and the client base of the
banking sector in China are dominated by the state, which
provides implicit guarantees in the absence of an explicit
deposit insurance system and resolution frameworks.
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S[I1[-WmkPl) Custom clearances can be particularly
cumbersome in developing countries
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In India, pervasive government regulations mandate that
a substantial portion of bank lending be directed toward
priority sectors such as agriculture. Meanwhile state-
owned banks account for 73 percent of total assets in
the Indian banking sector. In Brazil state-owned banks
accounted for 50 percent of all outstanding credit in
mid-2013, up from 33 percent in 2008—the first time
they passed the halfway mark since a wave of bank pri-
vatizations in 1999.

Accordingly, further progress on financial reforms is
needed to fully mobilize domestic savings and push them
toward their most productive use. The heavy involvement
of the state needs to be rolled back to increase exposure
to market discipline and to improve governance, the effi-
ciency of capital allocation. and risk management.

Among major middle-income economies, China and
Mexico stand out as having the most ambitious and
advanced reform agendas. However, progress on the
credible implementation of reform measures is critical
not only for reinvigorating growth over the medium to
longer term, but for helping to limit the vulnerability of
domestic economies to tighter, or more volatile, global
financing conditions in the short term. In this context, by
boosting investor confidence, putting credible reforms in
place can also help to support a sustainable virtuous cycle
of strong investment, including foreign investment, and
output growth over the medium term.
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Despite a weak start and mid-year turbulence, growth in the region firmed up in 2013H2
supported by better net exports and a stimulus in China. Regional output is projected to
stay at around 7.1 percent over the forecast period reflecting connterbalancing effects of
growth moderation in China and pick up in the rest of the region. Although of a relatively
low probability, the regional outlook would be sensitive to the risks of either an abrupt
tightening of global financing conditions, or a rapid decline in China’s investment rates.

Recent developments

2013 marked another year of weakening growth in the East
Asia and Pacific region. Growth moderated to 7.2 percent
in 2013 from 7.4 percent in 2012. Growth in China was
unchanged from the 7.7 percent recorded in 2012." A
one percentage point slowdown in growth in the rest of
the region reflects a moderation of economic activity in
Indonesia, Malaysia, and Thailand, and a sharp slowdown
in Papua New Guinea that resulted from completion of
construction of a major liquid gas facility. Despite the
damage caused by the natural disasters, output in the
Philippines is estimated to expand at a 6.9 percent rate in
2013, reflecting an ongoing construction boom.

Weakening of regional growth reflects umwinding of  imbalances
accumnlated during the years of above-potential growth. Because
output in the region was capacity-constrained at the onset
of the 2008—09 crisis, domestic policy induced a quick
rebound from the economic slowdown in 2009, leaving

1. Regional aggregates are computed for low and middle-income
countries in the region and do not include any of the region's high-in-
come countties.
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output in the region close to or above capacity. Continued
fiscal and monetary stimulus in the post-ctisis period combined
with the strong foreign inflows exacerbated imbalances,
leading to a rapid expansion of credit, deteriorating
current account positions, and growing asset price pressures,
in several countries between 2007 and 2012 (figure 2.1).
Domestic credit expanded by more than 20 percentage

Figure 2.1 Loose policies domestically and globally

helped sustain a period of rapid credit
growth
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points of GDP in Cambodia, China, I.ao People’s Democratic
Republic, Malaysia, Thailand, and Vietnam during this
period. In several countries, including Lao PDR, Mongolia,
Papua New Guinea, and Vietnam, a large part of the debt
was foreign financed.

Toward the end of 2012, authorities in the region began o tighten
policies to unmwind imbalances, contributing to sharp declines in eco-
nomic activity in the first quarter of 2013. Policy tightening along
with still weak external demand contributed to the sharp
decline in real economic activity in the first part of 2013,
when regional quarterly GDP growth fell from an 8.3 per-
cent annualized rate in 2012Q4 to 5.3 percent in 2013Q1
(8.2 percent to 2.7 percent for the region excluding China).
Significant measures taken to tighten fiscal policy included
a reduction of domestic stimulus in China and a 33 percent
increase in fuel prices in Indonesia. Monetary policy put on
hold and then tightened was a major contributing factor
in Indonesia, but also played a role in Malaysia and China
(broadly unchanged since July of 2012) and in the Philip-
pines (on hold since October of 2012)—although China
has sought to actively guide credit flow within the economy.
Only Thailand, where the decline in economic activity was
most marked, continued to ease policy throughout 2013,
including a rate cut implemented in November.

Declining commodity prices have cut into fiscal revenues among com-
modity-exporting countries, complicating the process of adjustment.
World metal and mineral prices have declined nearly 30
percent, food prices have eased by over 14 percent, and
raw materials have weakened by almost 30 percent from
their post-crisis high in February 2011, hurting the regional
food, metal, and raw material exporters. Deteriorating
terms of trade are estimated to have reduced incomes by

Figure 2.2 Downward pressure on currencies began

to ease in mid-August, except for Indonesia
and Thailand
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as much as 3.4 percent of GDP in Papua New Guinea,
2.5 percent of GDP in Mongolia, and 0.5— 0.6 percent of
GDP in Indonesia, .ao PDR, and Vietnam.

The impact of domestic adjustment was also exacerbated by a
tightening of international financial conditions in the second quar-
ter of 2013. Speculation about the timing of tapering in
the United States, provoked a global portfolio adjust-
ment toward U.S. assets, whose yields had nearly dou-
bled, and cut sharply into regional financial flows and
asset prices. Net capital flows to the region declined by
20 percent between May and September 2013. Hardest
hit were those economies where prolonged expansionary
policies had increased domestic vulnerabilities (current
account deficits, high debt). Sovereign spreads increased
by 200 basis points in Indonesia and 130 basis points in
Vietnam, compared with a developing-country average
of around 100 basis points. Despite interest rate hikes,
Indonesia’s currency declined by about 9 percent in
nominal trade-weighted terms, reflecting a deteriorating
current account and rising inflation; Thailand’s currency
dropped by about 7 percent (figure 2.2). Stock markets
fell by between 20 (Thailand and the Philippines) and 35
percent (Indonesia) versus a 12 percent decline on aver-
age for developing countries.

Despite the mid-year financial turbulence, growth in the region
has been strengthening since 201301, supported by improved
external demand, lower imports, and policy stimulus in some
countries. 'The weaker-than-expected growth in China
in 2013Q1 (5.9 percent saar) prompted authorities
to deploy a relatively modest stimulus package. This,
in combination with recovering import demand from
high-income countries, pulled Chinese quarterly GDP

Figure 2.3 Outside China imports contunue to contract

but at a slower pace
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growth up to a 9.3 percent annualized rate in the third
quarter. Quarterly GDP growth in the rest of the region
also accelerated to an annualized rate of 5.2 percent in
QQ3, mainly because of better net exports resulting from
lower imports (figure 2.3). Quarterly GDP growth in
Thailand accelerated to a 5.2 percent annualized rate in
Q3 following two quarters of disappointing outcomes.
In Indonesia, growth remained robust, but quarterly
GDP growth eased to 4.9 percent in Q3 relative to its
recent trend. In Malaysia, output coped relatively well,
recovering from contraction in the first quarter to a
strong 6.8 percent annualized rate expansion in Q3. In
the Philippines, typhoon Haiyan, had a large human-
itarian impact and has cut deeply into activity in the
central islands, but its impact on the country’s overall
economic growth is likely to be limited, and growth is
estimated to be 6.9 in 2013. This reflects about a 0.9
percent decline in growth in 2013Q)4, leading to a mar-
ginal 0.2 percentage point fall in annual growth rate in
the 2013 compared with pre-crisis projections).

Since Augnst 2013, capital inflows to the re-
gion have rebounded, leading to a decline in bond
yields, which nevertheless remain elevated; a par-
tial recovery of asset prices; and eased pressures
on local currencies.

Pressures on current accounts have considerably less-
ened from the May-September tightening episode, but
remained present, particularly in Indonesia reflecting
ongoing adjustment to external balance pressures and
in Thailand most recently due to on-going political
tensions. Despite earlier losses, regional reserve posi-
tions have remained stable, in excess of five months

Figure 2.4 Business sentiment is improving
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of import coverage in most countries, with the notable
exception of Cambodia, Lao PDR, Vietnam and some
Pacific Islands. Increased revenue from tourism and
remittances, fueled by recovering economic activity
in high-income countries, played some role in easing
pressures on regional current accounts. Remittances
to the region grew an estimated 7.4 percent in 2013
(to $115.3 billion). In the Philippines, remittances
expanded by an estimated 5.8 percent in 2013 and will
likely accelerate in the wake of typhoon. Buoyant rev-
enue from tourism has benefited Thailand and smaller
economies of the region including the Pacific Islands.

Sentiment bas turned up and both industrial produc-
tion and exports have started to firm, but performance
remains uneven across the region.

Sentiment has turned up, helped by strengthening
high-income demand and the growth rebound in
China. Business surveys in the region, which dropped
below the 50 growth/no growth line in May, have
improved most recently and the divergence within
the region has also narrowed (figure 2.4). Quarterly
exports rebounded at double digit rates in China (in
October) and in Indonesia (in November) following a
six month period of contraction. Export recovery in
Thailand was more modest (about 3.3 percent annu-
alized rate growth during October-November period)
(figure 2.5). Industrial production firmed up in China
(about 12 percent quarterly growth since September),
Indonesia, and the Philippines but continues to con-
tract in Thailand and showed some signs of weaken-
ing in Malaysia most recently.

Figure 2.5 Regional exports excluding China and the
Philippines continue to be weak
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Net capital flows to East Asia and the Pacific ($ billions)
2008 2009 2010 2011 2012 2013e 2014f 2015f 2016 f
Capital Inflows 208.2 259 529.6 546.4  485.8  495.7 505.9 536.1 560.6
Private inflows, net 208.6  255.1 525.6 546.8 4825  495.3 506 5374 562.5
Equity Inflows, net 203.6 184.7 3315 346.6 351.6 335.3 350.8 369.1 386.5
Net FDI inflows 211.2 154.5 291.1 339.9 311817 320 326 337 348
Net portfolio equity inflows -7.6 30.2 40.3 6.7 37.9 15.3 24.8 32.1 38.5
Private creditors. Net 5 70.4 194.1 200.2 130.9 160 155.2 168.3 176
Bonds 2.7 9.5 28.1 30.6 45.7 56 413 38.1 39.5
Banks 17.8 -4.2 16 28.9 31.9 41 38.2 41.3 43.3
Other private -2.3 0.1 1.1 -4.5 -3.3 0.2 0.4 0.6 1.0
Short-term debt flows -13.3 65 148.9 145.1 56.7 62.8 75.3 88.3 92.2
Official inflows, net -0.4 3.9 4 -0.4 33 0.4 -0.1 -1.3 -1.9
World Bank 1.2 2.2 2.7 0.9 1 0.2
IMF 0 0.1 0 0 -0.1 -0.3
Other official -15 1.6 1.3 -1.3 23 0.5

Notes: e = estimate, f = forecast
Source: World Bank

Outlook

Economic prospects for the region reflect several counter-
balancing factors, including the impact of normalization
of long-term interest rates, which is projected to weigh on
prospects for several middle-income countries (Indonesia,

Malaysia, and Thailand).

Higher interest rates will impact ability to access exter-
nal financing (see chapter 3 for more detail), especially
in the economies where portfolio flows represent a large
share of total capital flows (53 percent in the region
excluding China compared with the developing-coun-
try average of about 10 percent). Bond issuance in the
region will be disproportionately affected and is esti-
mated to decline by about 30 percent over the fore-
cast period from its current record-high level (about
$56 billion in 2013)(table 2.1). Higher borrowing costs
and reduced capital inflows (projected to decline from
estimated 4.7 to 3.7 percent of regional GDP between
2013 and 2016) are expected to weigh on investment.

At the same time, the recovery in import demand from bigh-in-
come countries should spur an acceleration in global trade and
regional exports. Global GDP growth is expected to
gradually firm from 2.4 percent to 3.5 percent in 2016.
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Global trade flows are also projected to recover from
their current low levels of 3.1 percent to 5.1 percent by
2016. Increased trade will particularly benefit export-
ers of manufacturing products and services (China,
Malaysia, Pacific Islands, the Philippines, Thailand),
and economies with relatively low unit labor costs
and competitive exchange rates (Cambodia, L.ao PDR,
Myanmar, Vietnam). Declining commodity prices are,
however, projected to weigh on outturn for commodity
exporters (Indonesia, Malaysia, Mongolia, and Papua
New Guinea).

Overall growth in the region is expected to stay flat at around
7.2 percent in 2014 and ease marginally to 7.1 percent in
2015 and 2076. This is about 2 percentage points
slower than during the pre-crisis boom years but
broadly in line with potential. Full-year growth for
China is expected to remain at around 7.7 percent in
2014, but the quarterly pace should slow somewhat
toward the second half of the year, with growth pro-
jected to stabilize at around 7.5 percent in 2015 and
2016. Growth in the rest of the region should also
be broadly stable in 2014 but is projected to pick up
in 2015 to 5.7 percent reflecting modest acceleration
in Indonesia and Thailand, reconstruction efforts in
the Philippines, and the start of production of Papua
New Guinea Liquefied Gas before settling at 5.5 per-
cent in 2016 (table 2.2).
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East Asia and the Pacific forecast summary*
(annual percent change unless indicated otherwise)
00-09° 2010 2011 2012 2013e 2014f 2015f 2016 f
GDP at market prices® 8.0 9.6 8.3 74 72 72 71 71
(Sub-region totals -- countries with full NIA + BOP data)°
GDP at market prices® 8.0 9.6 8.3 74 72 72 71 71
GDP per capita (units in US$) 7.3 8.9 76 6.7 6.5 6.6 6.5 6.5
PPP GDP 8.1 9.6 8.3 74 72 72 71 71
Private consumption 6.0 74 79 7.3 7.3 77 77 7.8
Public consumption 74 9.6 8.9 8.4 8.5 8.5 8.0 77
Fixed investment 10.7 11.4 8.9 10.3 7.0 6.7 6.5 6.1
Exports, GNFS® 10.0 233 8.6 3.0 518 72 8.0 8.2
Imports, GNFS¢ 9.6 19.4 6.2 4.7 5.5 72 8.1 8.2
Net exports, contribution to growth 0.4 1.7 1.1 -0.4 0.2 0.3 0.3 0.3
Current account bal/GDP (%) 4.6 3.8 1.9 1.9 1.9 1.9 1.9 1.9
GDP deflator (median, LCU) 5.4 6.2 5.1 2.1 2.9 5.1 3.9 4.0
Fiscal balance/GDP (%) -1.8 -1.6 -1.7 -1.8 -1.9 -1.9 -1.9 -1.9
Memo items: GDP
East Asia excluding China 4.4 6.9 4.7 6.2 5.2 5.3 5.7 5.5
China 9.4 10.4 9.3 77 77 77 75 75
Indonesia 4.6 6.2 6.5 6.2 5.6 5.3 515 515
Thailand 85 7.8 0.1 6.5 3.2 4.5 5.0 5.2

Source: World Bank
Notes: e = estimate, f = forecast

*Unless otherwise indicated, regional aggregates are computed for low and middle-income countries in the region and do not include any of the

region's high-income countries

a. Growth rates over intervals are compound weighted averages; average growth contributions, ratios and deflators are calculated as simple averages

of the annual weighted averages for the region.

b.GDP at market prices and expenditure components are measured in constant 2010 U.S. dollars.
c. Sub-region aggregate excludes Fiji, Myanmar and Timor-Leste, for which data limitations prevent the forecasting of GDP components or Balance of

Payments details.
d. Exports and imports of goods and non-factor services (GNFS).

Aligning growth with the potential growth rate in several major
miiddle-income economies in 2014 will help alleviate domestic vul-
nerabilities generated during the years of expansionary policies. In
Indonesia, the current slowdown is projected to run its
course during 2014, allowing overheating pressures to
ease and the economy to adjust to a lower commodity
price environment and permitting a modest acceleration
in 2015. Outturns for Malaysia, Thailand, and Vietnam
will depend on the ability of the authorities to effectively
implement policy tightening to contain further domes-
tic debt increases, and potential price pressures and to
boost international competitiveness by taking full advan-
tage of recovering global trade flows. In Thailand, the
weak growth of the past year is projected to give way to
acceleration on the back of recovering external demand.
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Political conditions, however, could see outturns disap-
point if investors take a wait-and-see attitude.

Outturns for Cambodia, 1.ao PDR, Myanmar, and the Philip-
Dpines will depend on the effective balance of competing needs. The
strong credit and construction boom presents elements
of an asset-price bubble in the four countries that could
unwind in a disorderly fashion if not managed prudently.
The sustained increase in remittances and FDI flows also
continues to put upward pressure on the currencies of the
region ,especially in the Philippines, which is likely to hurt
competitiveness. In the Philippines, there is increasing
need to undertake structural reforms and rebalance the
economy from its excessive dependence on consumption,
while at the same time prioritizing investment, to rebuild
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the typhoon —stricken portions of the economy. Careful
management of fiscal levers may be requested to direct
spending toward the affected areas and away from over-
heating sectors elsewhere.

The growth outlook is favorable for Mongolia, Papna New
Guinea, and Timor-Leste, but all three countries are facing
the formidable challenge related to effective management of
a resource boom in the environment of declining commodity
prices. Mongolia’s economy is expected to continue to
register double-digit growth rates in 2014 and 2015,
with growth rate easing to 7.7 percent in 2016 with
completion of new production facilities. The start
of liquid gas exports will significantly raise the level
of GDP in Papua New Guinea in 2015, but output
growth is estimated to decline to a 5 percent rate in
2016. Timor-Leste’s growth outlook, while favorable,
has moderated in line with lower planned growth in
public spending (table 2.3).

The outlook is subject to significant domestic and external
risk. An abrupt tightening of international financing condi-
tions could reduce capital flows, exerting financing pressures in
the region. The baseline assumes a gradual adjustment
of global financial conditions, but a more disorderly
reaction of financial markets to a normalization of
conditions in the United States and elsewhere cannot
be excluded (see discussions in chapters 1 and 3). In
such a scenario, capital flows could decline briskly by
as much as 80 percent for a period of several months,
placing extreme pressure on countries with large cur-
rent account deficits (Cambodia, Lao, PDR, Indone-
sia, Malaysia, and Mongolia), overvalued real effective
exchange rate (Mongolia), large short-term debt expo-
sures (China, Indonesia, Malaysia, Thailand) and/or
limited reserves (Cambodia, Fiji, Lao PDR, Mongolia,
Papua New Guinea, and Vietnam).
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Countries where years of expansionary policies have contributed to
domestic vulnerabilities are particularly at risk. In such scenar-
ios, those countries that had a significant credit expan-
sion in 2007-2012 (China, Malaysia, Mongolia, Thailand,
Vietnam) would experience a spike in debt servicing
costs, a sharp rise in non-performing loans, and pres-
sure on the balance sheets of banks, all of which would
quickly transmit to lending and investment activity—and
in extreme cases could undermine financial stability and
lead to a banking crisis (see chapter 3). Although public
sector indebtedness is relatively low in most economies
in the region, if economic cycles turn, public debt could
rise rapidly, given implicit guarantees to banking sectors
in countries and reliance on state-owned banks to stimu-
late domestic credit growth (China, Vietnam).

Although major tail-risks have subsided, they have not been elini-
nated and include rebalancing in China, protracted recovery in the
Euro Area and fiscal policy uncertainty in the United States. In
China, past high levels of investment have generated sig-
nificant vulnerabilities, which represent risks to banking
sector and requires a gradual reform and modernization of
the economy away from a policy induced investment-led
model. Recognition of such risks prompted authorities to
adopt a comprehensive restructuring plan with reforms
across the range of sectors, including land ownership and
use, state-owned enterprise, and financial sector, includ-
ing “shadow banking”. The successful implementation
of this agenda will lead to more balanced growth in the
medium term, but the risks in case of a falloff remain
formidable. Possible set-backs in China’s restructuring
may lead to abrupt unwinding of investment and sharp
deleveraging which could reduce output, with significant
knock-on effects in the region and other economies with
close trading linkages. In the Euro Area much has been
achieved, but the remaining formidable challenges weak-
ening the possibility of a more solid recovery. Setbacks
in sustainable resolution of debt and fiscal issues in the
United States could spark an acute global crisis in case of
a debt default. In addition, although currently contained,
an escalation of country-level (Thailand, for example) as
well as bilateral and geo-political tensions may undermine
regional growth prospects.



Table 2.3 East Asia and the Pacific country forecasts*

00-092 2010 2011 2012 2013e 2014f 2015f 2016f

Cambodia

GDP at market prices (% annual growth)® 74 6.0 71 7.3 7.0 7.0 7.0 7.0

Current account bal/GDP (%) -4.5 -6.9 -79 -10.1 -9.6 -12.0 -11.8 -10.0
China

GDP at market prices (% annual growth)® 9.4 10.4 9.3 77 77 77 75 75

Current account bal/GDP (%) 5.0 4.0 1.8 2.3 2.4 2.4 2.3 2.3
Fiji

GDP at market prices (% annual growth)? 1.3 0.1 1.9 2.3 2.4 2.1 2.2 2.3

Current account bal/GDP (%) =77 -4.4 -5.5 -1.4 -17.4 -5.5 -6.3 -7.8
Indonesia

GDP at market prices (% annual growth)® 4.6 6.2 6.5 6.2 5.6 5.3 515 515

Current account bal/GDP (%) 25 0.7 0.2 -2.8 -3.5 -2.6 -2.3 -2.1
Lao PDR

GDP at market prices (% annual growth)® 515 8.5 8.0 8.2 8.0 77 8.1 8.1

Current account bal/GDP (%) -2.6 -10.0 -10.3 -15.3 -20.8 -20.0 -18.9 -17.0
Malaysia

GDP at market prices (% annual growth)® 3.9 72 5.1 5.6 4.5 4.8 4.9 4.9

Current account bal/GDP (%) 12.6 11.1 11.0 6.1 4.3 4.3 4.1 4.0
Mongolia

GDP at market prices (% annual growth)® 5.8 6.4 175 12.4 12.5 10.3 10.0 77

Current account bal/GDP (%) -6.3 -14.3 -31.5 -32.7 -25.6 -16.8 -10.7 -9.2
Myanmar

GDP at market prices (% annual growth)® 9.7 5.3 5.9 6.5 6.8 6.9 6.9 6.9

Current account bal/GDP (%) -0.7 -1.3 -2.6 -4.1 -4.2 -4.8 -5.1 -5.1
Papua New Guinea°®

GDP at market prices (% annual growth)? 3.0 77 10.7 8.1 4.0 8.5 20.0 5.0

Current account bal/GDP (%) 2.4 -21.4 -23.5 -51.0 -27.0 -2.0 12.3 9.3
Philippines

GDP at market prices (% annual growth)® 4.0 76 3.6 6.8 6.9 6.5 71 6.5

Current account bal/GDP (%) 1.5 4.5 3.2 2.9 2.0 0.6 0.7 1.0
Solomon Islands

GDP at market prices (% annual growth)? 2.8 7.0 10.7 4.8 4.0 315 3.7 4.0

Current account bal/GDP (%) -20.5 -30.8 6.7 -0.1 2.0 6.5 53 -6
Thailand

GDP at market prices (% annual growth)® 315 78 0.1 6.5 3.2 4.5 5.0 5.2

Current account bal/GDP (%) 3.3 4.1 2.8 1.7 1.1 1.1 1.3 1.4
Timor-Leste®

GDP at market prices (% annual growth)? 3.3 9.5 12.0 8.3 8.1 8.0 77 8.6

Current account bal/GDP (%) 17.1 39.8 40.4 43.5 34.3 32.1 270 277
Vietnam

GDP at market prices (% annual growth)® 71 6.8 6.2 5.2 5.3 5.4 5.4 515

Current account bal/GDP (%) -10.8 -3.8 0.2 510 5.1 3.0 0.6 0.5

Source: World Bank

Notes: e = estimate, f = forecast

World Bank forecasts are frequently updated based on new information and changing (global) circumstances. Consequently, projections presented
here may differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any
given moment in time. Samoa; Tuvalu; Kiribati; Democratic People's Republic of Korea; Marshall Islands; Micronesia, Federated States; N. Mariana
Islands; Palau; and Tonga are not forecast owing to data limitations.

* Published forecasts are for only low and middle-income countries in the region, hence no high-income countries are included.

a. GDP growth rates over intervals are compound average; current account balance shares are simple averages over the period.

b. GDP measured in constant 2010 U.S. dollars.

c. The start of production at Papua-New-Guinea-Liquefied Natural Gas (PNG-LNG) is expected to boost PNG's GDP growth to 20 percent and shift
the current account to a 9 percent surplus in 2015. PNG's GDP deflators are expected to be updated in 2014 and the new GDP series is expected to
be significantly different from the existing one.

d. Non-oil GDP. Timor-Leste's total GDP, including the oil economy, is roughly four times the non-oil economy, and highly volatile, subject to global oil
prices and local production levels.
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Regional growth strengthened in 2013 due to higher demand from Europe and strong
growth in energy commodity-exporters. Non-energy commodity exporters suffered declines
in metal and agricultural prices. Strong growth in high-income Europe will benefit most
countries with strong trade ties. Prospects are weaker for those struggling with high fiscal
and external deficits. A sharper slowdown in Russia and tighter global finance are key
downside risks.

Recent developments

Economic activity strengthened in the Europe and Central Asia A moderate pick-up in external demand boosted regional econonzic
region’ in 2013 supported by strengthening external demand. activity. 'The return to growth in the Euro Area in the sec-
After subpar growth in 2012 (2.0 percent) economic ond quarter of 2013 supported real-side activity in the

activity in the region is estimated to have accelerated to
3.4 percent in 2013, albeit with divergent performances
across countties (figure 2.6).” The pick-up was strongest
in the Central and Eastern European subregion where Growth is PiCKing up in Europe and
output increased by 1.6 percent in 2013 (up from -0.1 SR

percent in 2012), supported by strengthening demand

in the Buro Area. In Turkey, the largest economy in the Quarterly GDP, % change, saar

region, buoyant domestic demand underpinned accel- )
eration in growth to 4.3 percent in 2013 from 2.2 per- ol
cent in 2012. Growth in the remainder of the region Developing countries
was broadly stable at an estimated 3.5 percent in 2013 6+
(3.4 percent in 2012), notwithstanding an estimated -1.1
percent contraction in Ukraine.

e

Europe & Central Asia

1. For the purposes of this report, the Europe and Central Asia 3] o 8
. . . . Cans

region concerns only the low- and middle-income countries of the (Carizleri Stz SmEre

geographic region. As such it excludes from the aggregate Russia. 5

2011Q2 2011Q4 2012Q2 2012Q4 2013Q2
2. Regional aggregates are computed for low and middle-income
countries in the region and do not include any of the region's high-in- Source: Datastream and the World Bank
come countties.

al



GLOBAL ECONOMIC PROSPECTS | January 2014

Europe and Central Asia

Figure 2.7 Exports are recovering led by Central
and Eastern European countries
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Figure 2.8 Performance of industrial production
varies across countries
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Figure 2.9 Estimated impact of commodity price
changes on trade balance
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region, particularly in the Central and Eastern European
countties through strong trade links.” Exports in the sub-
region grew by 8.6 percent during the first nine months
of 2013 compared with the same period in 2012 reflecting
particularly strong growth in the third quarter (16.2 per-
cent annualized) (figure 2.7). In contrast Turkish exports
were some 0.6 percent lower than a year before during the
first nine months of 2013, reflecting weak global growth
during the first half of the year and tighter sanctions on
Iran (which cut sharply into gold exports). Stronger global
growth in Q3 and the 13.0 percent depreciation of the lira
since May has contributed to an annualized 8.8 percent
increase in Turkey’s Q3 exports, with new foreign orders
rising at their fastest pace in 22 months, according to
November business sentiment indicators. Recent monthly
data for the Commonwealth of Independent States is not
available, but given their strong trade links with Russia and
falling Russian merchandise imports (-24.1 and -4.5 per-
cent in Q2 and Q3, saar), noncommodity exports of these
countries are likely to have been weak during this period.
In contrast, oil production and exports in Kazakhstan and
Azerbaijan have shown continued strength, supporting
their above-regional-average GDP growth rates.

Regional industrial production strengthened, but performance dif-
fered across economies. For the region as an aggregate, indus-
trial production accelerated to 2.3 percent growth during
the first nine months of 2013 compared with a 0.7 percent
in 2012. In the Central and Fastern FEuropean subregion
industrial production accelerated to an annualized pace of
6.4 percent in 2013Q3 on stronger exports (figure 2.8). In
Turkey, industrial activity has grown at a 3.1 percent year-
to-date, reflecting strong domestic demand bolstered by
accommodative monetary policies, particularly in the first
half of the year.

Performance among the Commonwealth of Independent States has
been mixed. Among energy-exporting countries (Azerbai-
jan, Kazakhstan, and Uzbekistan), activity has remained
strong, reflecting relative strength in energy-related com-
modity prices, expansion of production in extractive sec-
tors, and robust growth in domestic demand supported
by government spending and, so far, stable remittance
inflows (see below). In contrast, political disturbances
have dampened economic activity and domestic demand
in Ukraine, where industrial production contracted at a 2.9
percent annualized pace in the three months ending Octo-
ber—a 15th consecutive month of contraction. Among
metal- and mineral-exporting countries in the subregion,

3. Central and Eastern European countries refer to Albania, Bosnia
and Herzegovina, Bulgaria, Hungary, Kosovo, Macedonia, Montenegro,
Romania, Serbia, and Tutkey.
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FHCOICYPRp Remittances by country
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a 30 percent decline in metals and mineral prices since
2011 has cut into incomes and activity. Agricultural
food prices are down 15 percent and raw materials have
declined by 29 percent (energy prices are down by 9 per-
cent). Belarus, Kyrgyz Republic, and Ukraine experienced
the most negative terms of trade impacts, with lower
export prices and higher energy import prices estimated
to have reduced incomes by some 1.5, 2.7, and 0.6 percent
of GDP, respectively (figure 2.9).

Strong remittance inflows partially mitigated the negative impact of
deteriorating terms of trade. Because of strengthening activ-
ity in the Euro Area as well as resilient flows from Rus-
sia (despite its growth deceleration in the second half of
2013) remittances to the region rebounded by an estimated
11 percent in 2013, helping to support household con-
sumption. The rebound was strongest in Tajikistan, with
an estimated 23 percent increase in 2013. Remittances
are particularly important to the economies of Tajikistan
where they represent 48 percent of GDP, Kyrgyz Repub-
lic (31 percent of GDP), and Moldova (24.1 percent of
GDP) (figure 2.10).

Capital inflows 1o the region began strong, but declined with speculation
about the timing of an end to U.S. quantitative easing. Overall, net
capital inflows to the region are estimated to have slightly
decreased by $1.9 billion, or —1.6 percent, year-on-year
in 2013, mainly because strong flows during the first five
months of the year were offset by midyear weakness and
ensuing volatility since then (table 2.4). The higher interest
rates on U.S. government debt that accompanied specula-
tion on the timing of an end of quantitative easing sparked
an adjustment in global portfolios away from developing
countries. As a result, average monthly capital flows to
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ORI Non Performing Loans remain elevated
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developing Europe and Central Asia fell by 60 percent
between June and October as compared with the first five
months of the year. Within the region, Turkey felt the most
immediate impacts. The country’s large current account def-
icits funded by relatively large share of short-term loans and
volatile portfolio flows were seen as being particularly vul-
nerable to outflows and a rise in global interest rates. Hun-
gary, Serbia, and Ukraine were also hard-hit by the sudden
reversal in capital flows. Other countries, including Georgia
and Kazakhstan, where the stock of private external debt
is particularly high, also came under considerable pres-
sure, resulting in increases in long-term interest rates. The
weakness in capital inflows caused the region’s currencies
to depreciate by 3.7 percent on average (in nominal effec-
tive terms). Stock markets depreciated by 10.5 percent in
June and by 4.3 percent between June and September, while
efforts to resist depreciation in some countries (Hungary,
Romania, Turkey) was reflected in a significant decline in
reserves when expressed as a percent of monthly imports.
Since August, capital inflows to the region have rebounded
and local currencies appreciated, reserves and equity prices
have partially recovered earlier losses, and bond yields have
declined but remain elevated compared to pre-May levels.
This episode, which led to the tightening of financing con-
ditions, is a stark reminder of the vulnerabilities of econo-
mies in the region (see risk section).

Across the region, the banking sector remains weafk, saddled with
an overhang of non-performing loans. Fourteen of the 20 devel-
oping countries with the highest share of non-perform-
ing loans (NPLs) are in Furope and Central Asia (led
by Kazakhstan, Serbia, Albania, Bulgaria, and Romania)
(figure 2.11). In Central and Eastern European coun-
tries, high NPLs partly reflect the deep recession and the

Kyrgyz Republic

Russia
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Net capital flows to Europe and Central Asia ($ billions)

2008 2009 2010 2011 2012 2013e 2014f 2015f 2016f
Capital Inflows 324.9 101.3 85.3 137.3 121.2 119.3 116.6 133.1 149.9
Private inflows, net 300.3 52.3 573 1304  128.1 114.2 111.6 124.1 137.9
Equity Inflows, net 165.5 54.8 276 75.1 72.4 55.4 54.1 59.3 65.1
Net FDI inflows 166 51.1 23.8 75.8 64.4 59 51 59 60
Net portfolio equity inflows -0.4 3.7 3.7 -0.7 8 0.4 3.1 4.3 5.1
Private creditors. Net 134.8 -2.5 29.7 55%8 55.7 58.8 575 64.8 72.8
Bonds -3.2 -6.8 71 8.2 38.7 29.7 22.7 20.6 19.7
Banks 133.2 14.4 -19 33.1 8.1 15.3 14.7 18.6 22.5
Other private -0.9 -0.2 0.1 -0.1 -0.1 0.7 0.6 1.1 0.2
Short-term debt flows 5.7 -9.9 41.6 14.1 9 13.1 19.5 24.5 30.4
Official inflows, net 24.6 49 28 6.9 -6.9 51 5 9 12

World Bank 12 3.4 3.9 2.9 2 3.1

IMF 12.8 25.5 9 -1 -13 -4

Other official 10.6 20.2 15.1 5.1 4 6

Notes: e = estimate, f = forecast
Source: World Bank

tepid economic recovery. Slow growth has delayed the
recovery in asset prices, discouraging banks from actively
writing-off loans and disposals. High NPLs in turn have
weakened credit creation by the banks hampering poten-
tially productive investments. In the Commonwealth of
Independent States sub region, the profitability of banks
has generally recovered since the crisis, but the conditions
underlying the vulnerabilities in the banking sector remain,
including widespread use of state-directed credit and
subsidized lending to priority sectors including the state-
owned enterprises in commodity sectors.

Outlook

After expanding by an estimated 3.4 percent in 2013, GDP
growth for the region is projected to steadily rise from 3.5
percentin 2014 to 3.8 percent by 2016. This pick-up in activ-
ity, though generally broadly-based, will be most marked in
the Central and Eastern Furopean economies, where there
is currently the most spare capacity (table 2.5 and 2.06).

GDP growth in the Central and Fastern European subre-
gion is expected to reach 2.6 percent by 2016, up from an
estimated 1.5 percent in 2013, supported by strengthening

a4

economic activity in the FEuro Area. Despite stronger
growth, domestic demand, is expected to remain sluggish
as a result of ongoing banking-sector restructuring and
tighter international financial conditions, which will weigh
on investment and consumer durable demand. Ongoing
or planned fiscal consolidation in some countries (such
as Albania, the Former Yugoslav Republic of Macedo-
nia, and Serbia) will also partly offset the growth impetus
from stronger exports. While conditions are projected to
improve, growth will not be strong enough to make a sub-
stantial dent in regional unemployment and spare capacity
over the forecast horizon.

Growth in the Commonwealth of Independent States
is projected to pick up from an estimated 3.5 percent in
2013 to 4.1 percent in 2016. Among resource rich Com-
monwealth of Independent States, this pickup will be sup-
ported by the expected coming on stream of new export
capacity following years of investment in the energy sec-
tors. The strengthening of the global economy should be
supportive of increased energy demand, although techno-
logical developments will continue to weigh on medium- to
long-term prices. Oil prices are projected to remain stable
in nominal terms through 2014 ($105.70 a barrel) before
declining marginally in 2015 and 2016. Among non-en-
ergy-producing Commonwealth of Independent States, a
strengthening outlook will be supported by a pickup in
remittances and exports as the global economy strengthens.
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Europe and Central Asia forecast summary*
(annual percent change unless indicated otherwise)
00-09° 2010 2011 2012 2013 e 2014 f 2015 f 2016 f
GDP at market prices® 3.9 5.9 6.3 2.0 3.4 B5) 3.7 3.8
(Sub-region totals -- countries with full NIA + BOP data)°

GDP at market prices® 3.9 6.1 6.3 2.0 3.4 3.5 3.6 3.8
GDP per capita (units in US$) 85 5.3 5.5 1.2 2.7 2.8 2.9 3.1
PPP GDP 3.9 5.8 6.1 1.9 3.2 3.4 85 3.6
Private consumption 4.3 4.5 7.0 2.2 3.7 3.9 3.9 4.0
Public consumption 3.7 -0.7 2.9 41 2.5 2.3 2.8 2.8
Fixed investment 5.0 12.7 9.5 -0.7 4.3 5.1 5.2 4.8
Exports, GNFS¢ 5.1 8.5 8.6 4.6 2.6 4.2 4.8 5.2
Imports, GNFS¢ 5.4 12.5 111 1.3 4.9 4.9 5.8 5.7
Net exports, contribution to growth -0.2 -1.7 -1.3 12 -1.1 -0.5 -0.6 -0.4
Current account bal/GDP (%) -3.7 -3.3 -4.3 -3.5 -4.0 -4.0 -4.0 -3.9
GDP deflator (median, LCU) 9.3 8.5 8.7 3.4 4.3 4.3 4.6 4.3
Fiscal balance/GDP (%) -4.4 2.2 0.7 -1.1 -1.0 -1.0 -0.7 -0.7

Memo items: GDP
ECA including high income countries 3.9 4.7 4.9 2.3 2.0 2.8 3.2 3.5
Transition countries® 4.8 3.4 4.2 17 2.7 85 3.4 85
Central and Eastern Europe’ 3.1 0.3 2.0 -0.1 1.5 2.1 2.2 2.6
Commonwealth of Independent States? 6.5 6.1 6.0 3.4 B5) 4.5 4.3 41
Kazakhstan 75 7.3 75 5.0 6.0 5.8 5.9 5.9
Turkey 3.0 9.2 8.8 2.2 4.3 85 3.9 4.2
Romania 3.8 -0.9 2.3 0.7 25 25 2.7 2.7

Source: World Bank
Notes: e = estimate, f = forecast

* Unless otherwise indicated, regional aggregates are computed for low and middle-income countries in the region and do not include any of the

region's high-income countries.

a. Growth rates over intervals are compound weighted averages; average growth contributions, ratios and deflators are calculated as simple averages

of the annual weighted averages for the region.

b. GDP at market prices and expenditure components are measured in constant 2010 U.S. dollars.
c. Sub-region aggregate excludes Bosnia and Herzegovina, Kosovo, Montenegro, Serbia, Tajikistan and Turkmenistan. Data limitations prevent the
forecasting of GDP components or Balance of Payments details for these countries.

d. Exports and imports of goods and non-factor services (GNFS).
e. Transition countries: CEE and CIS (f + g below).

f. Central and Eastern Europe: Albania, Bosnia and Herzegovina, Bulgaria, Georgia, Kosovo, Lithuania, Macedonia, FYR, Montenegro, Romania, Serbia.
g. Commonwealth of Independent States: Armenia, Azerbaijan, Belarus, Kazakhstan, Kyrgyz Republic, Moldova, Tajikistan, Turkmenistan, Ukraine, Uzbekistan.

Subregion remittances are projected to increase by 10.3
percent in 2014, benefiting from an economic recovery in
the Euro Area and strengthening growth in Russia (from
1.3 percent in 2013 to 2.7 percent in 2014-16), the desti-
nation for a large number of migrants from Central Asian
economies. On the downside, weaker metal and agricul-
tural prices are likely to weigh on export revenues and gov-
ernment spending,

Growth in Turkey, the region’s largest economy, is expected to
stabilize around its potential growth rate of about 3.9 percent

aa

over the 2014-16 period—well below its pre-ctisis rate of 6.8
percent (2002—07 average). As a significant beneficiary of inter-
national capital flows in recent years, Turkey will be affected by
the tighter global financial markets. Gross capital flows to the
region are expected to decline by 0.3 percent of regional GDP
to about 6.3 percent of GDP by 2016 as global asset portfo-
lios are rebalanced (see the extensive discussion in chapter 3).
While tighter financial conditions should temper growth in
Turkey, these effects are expected to be partially offset by rel-
atively strong private consumption and investment and higher
government consumption in the run-up to elections in 2014,
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While the baseline forecast remains the most likely outcome, the
outlook is subject to downside risks. Although the main tail-
risks of the past five years have subsided, the underlying
challenges that underpinned them—though less acute—
remain. In the Euro Area, much has been achieved and
banks have gone a long way to restructuring themselves,
but the recovery will take time and considerable effort.
Protracted recession in the Euro Area is therefore a
downside risk to the outlook especially for countries
with stronger trade and financial links with the area (in
particular, Central and Eastern Furopean economies).
In addition, slower-than-projected growth in China,
perhaps provoked by a quicker-than-anticipated decline
in investment, could slow global growth by as much as
0.3 percent but with more marked effects on regional
industrial commodity producers (such as Belarus and
Ukraine). A sharper-than-expected slowdown in Russia
would be a key downside risk for many Commonwealth
of Independent States, especially those that are heavily
dependent on Russia for import demand, remittance
flows, and foreign investment (such as Armenia, Kyrgyz
Republic, Moldova, Tajikistan, and Uzbekistan).

Further tightening of global finance conditions is a downside risk
to the outlook especially for countries with high refinancing needs.
Over the medium term, the gradual return of long-term
interest rates to more sustainable levels in both high-in-
come and developing countries should help reduce the
excesses and vulnerabilities that can accumulate in a
persistently low interest rate environment. In the near
term, however, the transition to higher global interest
rates could be volatile. Should market reactions to the
withdrawal of extraordinary monetary measures in

ab

high-income countries be less orderly than assumed in
the baseline, simulations based on econometric work
discussed in more detail in chapter 3 suggest that capital
flows to developing countries could decline by 80 per-
cent or more for several months—potentially sparking
local crises in countries with large external imbalances
and those that have experienced large credit expansions
in recent years (such as Albania, Bosnia and Herzegovina,
Kyrgyz Republic, Montenegro, Serbia, and Turkey).

High levels of external private sector debt are a challenge in the
region. Particularly high debt levels in some countries in
the region (such as Bulgaria, Kazakhstan, and Moldova)
increase their susceptibility to changes in external financ-
ing conditions and currency mismatch. In addition, banks
in many countries remain weak because of high levels of
NPLs left over from the previous crisis. Ukraine is the
most vulnerable because of a de facto peg against the
U.S. dollar, which has come under pressure over the past
year due to a severe recession in Ukraine. Risks in Turkey
reflect rising leverage in the corporate sector with large
amounts of foreign exchange liabilities (intermediated
through the banking sector), relatively low reserve cov-
erage of short-term external debt (compared with other
major middle-income economies), and a reliance on short-
term capital flows to cover its current account deficits.

On the wupside, stronger growth than envisaged in the baseline
could provide additional boost to the regional economies. A stron-
ger-than-anticipated recovery in high-income economies
could provide considerable support to external demand,
notably in Central and East European developing coun-
tries, helping offset downward adjustments in domestic
demand triggered by rising global interest rates. Declining
global food prices should also reduce inflation pressures
and food import costs, although they are a negative devel-
opment for food exporters.



Table 2.6 Europe and Central Asia country forecasts*

00-092 2010 2011 2012 2013e 2014f 2015f 2016f

Albania

GDP at market prices (% annual growth)® 4.9 3.8 3.1 1.6 1.3 2.1 3.0 3.0

Current account bal/GDP (%) -8.6 -11.5 -13.0 -10.8 -8.2 =71 -6.3 -6.7
Armenia

GDP at market prices (% annual growth)® 77 2.2 4.7 72 3.2 5.0 5.0 5.0

Current account bal/GDP (%) -74 -14.8 -11.0 -11.2 -10.6 -10.0 -9.2 -8.0
Azerbaijan

GDP at market prices (% annual growth)® 141 5.0 0.1 2.2 4.9 5.8 4.5 3.9

Current account bal/GDP (%) 2.9 29.3 254 21.2 17.7 15.9 14.3 12.5
Belarus

GDP at market prices (% annual growth)® 6.6 77 515 1.5 1.0 1.5 2.0 25

Current account bal/GDP (%) -4.6 -15.0 -8.6 2.7 -8.9 -8.1 -9.2 -79
Bosnia and Herzegovina

GDP at market prices (% annual growth)® 4.0 0.7 1.3 -1.1 0.8 2.0 B15 B15

Current account bal/GDP (%) -13.3 -5.6 -8.8 -9.6 -75 -6.6 -6.3 -6.1
Bulgaria

GDP at market prices (% annual growth)® 4.0 0.4 1.8 0.8 0.6 1.7 1.8 2.0

Current account bal/GDP (%) -11.3 -1.5 0.3 -1.3 2.1 -0.5 -0.9 -1.0
Georgia

GDP at market prices (% annual growth)® 5.6 6.3 7.0 6.0 25 6.3 6.3 6.5

Current account bal/GDP (%) -12.6 -10.2 -12.7 -11.7 -75 -71 -70 -6.3
Hungary

GDP at market prices (% annual growth)® 1.8 1.3 1.6 -1.7 0.7 1.7 1.5 2.7

Current account bal/GDP (%) -6.8 1.1 0.9 1.6 2.3 2.2 2.1 3.2
Kazakhstan

GDP at market prices (% annual growth)® 75 7.3 75 5.0 6.0 5.8 5.9 5.9

Current account bal/GDP (%) -2.0 0.9 5.4 0.3 -0.3 -1.3 -1.7 -1.8
Kosovo

GDP at market prices (% annual growth) ® 5.8 3.9 5.0 2.7 3.0 4.0 4.2 4.2

Current account bal/GDP (%) -7.3 -12.0 -13.8 -76 -10.7 -8.7 -8.3 -8.6
Kyrgyz Republic

GDP at market prices (% annual growth)® 4.2 -0.5 6.0 -0.9 7.8 6.5 5.4 5.8

Current account bal/GDP (%) -6.0 -6.4 -6.0 -15.3 -10.4 -11.7 -11.0 -10.9
Moldova

GDP at market prices (% annual growth)® 4.4 71 6.4 -0.7 515 3.8 4.0 4.0

Current account bal/GDP (%) -8.4 -77 -11.3 -70 -6.1 -8.7 -9.6 -8.0
Macedonia, FYR

GDP at market prices (% annual growth)® 2.3 2.9 2.8 -0.4 25 3.0 B15 3.7

Current account bal/GDP (%) -6.1 -2.1 -2.5 -3.1 -3.2 -4.5 -5.7 -6.1
Montenegro

GDP at market prices (2005 US$)® - 25 3.2 -2.5 1.8 25 2.7 2.9

Current account bal/GDP (%) -11.4 -22.9 -17.7 -18.7 -14.7 -15.3 -15.1 -14.8
Romania

GDP at market prices (% annual growth)® 3.8 -0.9 2.3 0.7 25 25 2.7 2.7

Current account bal/GDP (%) -75 -4.6 -4.8 -3.8 -1.5 -1.8 -2.5 2.7
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Table 2.6 Europe and Central Asia country forecasts*

00-092 2010 2011 2012 2013e 2014f 2015f 2016f

Serbia

GDP at market prices (% annual growth)® 3.6 1.0 1.6 -1.7 2.0 1.0 2.2 25

Current account bal/GDP (%) -9.7 -6.7 -9.2 -10.5 -6.0 -6.0 6.3 6.5
Tajikistan

GDP at market prices (% annual growth)® 77 6.5 74 75 7.0 6.0 6.0 6.0

Current account bal/GDP (%) -4.8 -1.2 -4.7 -1.9 2.2 2.4 -2.5 -2.5
Turkey

GDP at market prices (% annual growth)® 3.0 9.2 8.8 2.2 4.3 315 3.9 4.2

Current account bal/GDP (%) -3.2 -6.2 -9.7 -6.1 -74 -71 -6.8 -6.5
Turkmenistan

GDP at market prices (% annual growth)® 12.6 9.2 14.7 111 10.1 10.7 10.5 10.1

Current account bal/GDP (%) 74 -10.6 2.0 0.0 -3.4 -1.7 -1.5 -1.5
Ukraine

GDP at market prices (% annual growth)® 3.9 4.2 5.2 0.2 -1.1 2.0 1.0 0.7

Current account bal/GDP (%) 2.2 2.2 -5.5 -8.4 -8.1 -5.7 -5.6 -5.5
Uzbekistan

GDP at market prices (% annual growth)® 6.1 8.5 8.3 8.2 74 7.0 6.7 6.7

Current account bal/GDP (%) 5.2 6.2 5.8 2.7 3.2 3.6 2.3 12

Source: World Bank

Notes: e = estimate, f = forecast

World Bank forecasts are frequently updated based on new information and changing (global) circumstances. Consequently, projections presented
here may differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any
given moment in time.

Bosnia and Herzegovina, Turkmenistan are not forecast owing to data limitations.

* Published forecasts are for only low and middle-income countries in the region, hence no high-income countries are included.

a. GDP growth rates over intervals are compound average; current account balance shares are simple averages over the period.

b. GDP measured in constant 2010 U.S. dollars.
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Subdued global trade, softer commodity prices, and domestic challenges curbed regional

growth in 2013, keeping it largely unchanged from 2012. However, with global eco-

nomic conditions expected to improve, the regional economic outlook is positive, with
growth picking up from 2.5 percent in 2013 to an average of 3.3 percent per annum
over the medinm term. Downside risks include a disorderly rise in global interest rates
and a prolonged and deeper slump in commodity prices.

Recent developments

Awmid a sluggish global recovery and lower commodity prices, regional
economic activity was curbed in 2013. Regional real GDP growth
edged down by 0.1 petcentage point to 2.5 percent (y/y) in
2013, compared to 2.6 percent in 2012." With GDP grow-
ing below its potential rate (estimated at 3.3 percent in 2013),
the negative output gap that opened in 2012 further widened
in 2013. However, overall regional growth conceals diver-
sity across the sub-regions and countries. Output growth in
Central and North America slowed sharply from 4.1 percent
in 2012 to 1.7 percent in 2013, led by a sharp slowdown in
Mexico. Similarly, with a weakening in Belize, the Dominican
Republic and Suriname, growth in the Caribbean also eased
to 2.2 percent in 2013 from 3.0 percent. In contrast, output
growth in South America accelerated to 2.7 percent from 2.1
percent, led by stronger growth in Argentina, Brazil and Para-
guay. Venezuela represented an outlier in the South America,
with growth falling sharply to 0.7 percent in 2013 from 5.5
percent due to domestic challenges.

1. Regional aggregates are computed for low and middle-income
countries in the region and do not include any of the region's
high-income countries.

a4

Despite a strong first half year and partial recovery in the last
quarter, overall exports growth for 2013 has weakened considerably
compared to 2012 reflecting mid-year weakness. Overall, for the
11 months through November, regional exports advanced
by only 4.1 petcent (y/y), compared with the 7.6 petcent
expansion observed over the same period in 2012. The
regional outcome was generally consistent with global
trends. Global import demand expanded in the first half
of 2013, but contracted in Q3, partly reflecting uncertainty
sparked by speculation about the future of US. monetary
policy, before firming up again in Q4. Similarly, growth
in the region’s merchandise exports was also solid in the
first half of 2013, expanding at an average annualized rate
of more than 9 percent (q/q saar) through June, but fiz-
zled out toward the end of Q3 (0.5 percent in September),
before recovering somewhat in Q4 (more than 7 percent
in October and November). Bolivia, Colombia, Costa
Rica, Jamaica, and Mexico all saw marked decelerations in
export growth, while export volumes contracted in 2013
in Honduras, Nicaragua and Peru. In contrast, thanks to
a bumper harvest, Argentina’s export volumes were up by
22 petcent (y/y) through the first 11 months of 2013.

A short-lived upturn in industrial production gave way to broad-based
weakness in the second half of 2013. For the first 10 months of
2013, regional industrial production increased by a dismal
one half percent (y/y) ovet the same petiod in 2012. From a
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FCOICYRPY  Industrial production growth decelerates
in Latin American and Caribbean countries
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contraction of 1.6 percent in January, output accelerated
in the first half of 2013 peaking at an annualized pace of
3.9 petrcent (3m/3m saar) in June (figure 2.12). However,
industrial activity growth has since decelerated, with out-
put contracting at a 1.2 percent annualized rate in Q3.
In Brazil, where industrial production has been particu-
larly volatile, strong investment and exports pushed up
industrial activity in the first half of the year. Due to
monetary tightening that began in April and associated
uncertainty, industrial production took a brief downturn
in July, before making a recovery since August. Similarly,
boosted by expansionary policies and a good harvest and
consequently increased agricultural exports, Argentina’s
industrial production peaked in May, retreated sharply in
June before making a recovery in July. Largely because
of the delayed effects of weak export demand, devel-
opments among Central American economies also took
on a similar path, with industrial activity contracting
until July and signs of a recovery appearing for August
through October.

A deterioration in the terms of trade worsened current acconnt

balances in the region’s economies. For the region as a whole,
lower commodity prices, together with the slowdown in
export volumes, led the current account deficit as a share
of GDP to increase from 1.7 percent in 2012 to 2.6 per-
cent in 2013. The prices of agriculture products, met-
als and precious metals (in U.S. dollars) fell 7.2, 5.5 and
16.9 percent, respectively, in 2013. Given the commod-
ity intensity of the region’s exports, these price declines
severely dented the region’s value of exports, leading to
a fall in export revenue and, in many cases, government
revenue as well. Our calculations suggest that the income
effect of the negative terms-of-trade shock led to a
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deterioration of the region’s trade balances by some 0.3
percent of GDP. Suriname, where commodities con-
stituted 97.5 percent of exports in 2010, experienced a
terms-of-trade hit of almost 6 percent of GDP, lead-
ing to a substantial increase in its current account def-
icit (figure 2.13). In contrast, in Haiti, where primary
commodities make up only 3 percent of exports, the
terms-of-trade changes were favorable and reflected by
an improving trade balance and an easing of its current
account deficit in 2013. Similarly, other Central Ameri-
can and Caribbean countries with low commodity export
shares, such as Dominica, St. Lucia, and St. Vincent and
the Grenadines observed varying degrees of improve-
ment to their current account balances.

Table 2.7 Gross capital flows to Latin America
and the Caribbean region

Blllions of Us Capial Flows lasue  lssve  Lending
Total flows 2012 149.5 19.8 92.8 36.9
Total flows 2013 1776 29.2 98.3 50.1
Percentage Change 18.8 474 6.0 35.6
Average Jan - May 2012 11.6 1.2 8.6 1.9
Average Jul - Dec 2012 13.9 2.2 75 4.3
Percentage change 19.6 83.3 -13.0 126.5
Average Jan - May 2013 15.1 3.4 9.4 2.4
Average Jul - Dec 2013 16.1 17 8.6 5.8
Percentage Change 6.0 -51.5 -8.6 1473

Source: World Bank.



GLOBAL ECONOMIC PROSPECTS | January 2014

Latin America and the Caribbean

Gross capital flows to the region increased overall for 2013, despite
a slump in equity issues in the second half of the year. Gross
capital flows to the region, consisting of the new equity
issues, new bond issues, and syndicated bank lending,
totaled $178 billion in 2013, an increase of 18.8 percent
over the $150 billion in 2012 (table 2.7). Boosted by
strong flows to Brazil and Mexico, equity issues jumped
47 percent, reaching $29 billion compared with the $20
billion in 2012. After posting robust flows in the first five
months of 2013, capital flows to the region fell sharply
in June on the prospect of QE tapering. Flows then
rebounded in July, and with the unexpected decision by
the U.S. Fed that it would not taper in September, capital
flows to the region surged to $22 billion in September
as the region’s borrowers sold a record high $20.6 bil-
lion worth of bonds. While total flows to the region did
strengthen substantially overall in 2013, average monthly
equity issues for July to December amounted to only $1.7
billion, which is half the average amount of monthly
equity issues from January to May of $3.4 billion. The
less financially integrated economies of Central Amer-
ica and the Caribbean observed less turbulence from a
reduction in capital inflows.

Regional currencies depreciated after the May tapering announcenent.
With the sell-off in emerging market assets following
mid-year expectations of QFE tapering, regional curren-
cies depreciated, and in particular those currencies that
saw larger depreciations, were more likely to had bene-
fited more from eatlier capital inflows and had relatively
larger domestic imbalances. Between May and August,
the Brazilian real, Colombian peso, Peruvian Nuevo sol,
and Mexican peso depreciated by some 13.0, 2.7, 5.0,
and 4.7 percent respectively (figure 2.14). However, as

FHCOICYPREY  Regional currencies depreciate on prospect
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expectations of the tapering waned in September, regional
currencies regained some of their depreciated value, but
remained below their May 2013 levels. (In Brazil, the Cen-
tral Bank did intervene in the currency market over the
summer months, which led to its appreciation in Septem-
ber.) Bucking the trend, the Argentine peso continued to
depreciate, even past September, in part reflecting loose
monetary policy and weak investor sentiment. The broad
depreciation in regional currencies has, however, been
supportive of a nascent pick-up in regional exports start-
ing in October, thereby cushioning the adverse effects of
softer commodity prices.

Outlook

The regional economic outlook is projected to strengthen over the
medium term, growing around potential — but below the boom

years before the crisis. Regional GDP growth is forecast to

strengthen from 2.9 percent in 2014 and 3.2 in 2015, and
3.7 percent in 2016 (table 2.8).

Strengthening global demand should support the region’s growth
over the forecast horizon. The baseline assumes that global
economic activity will pickup over the projection hori-
zon, supported in particular by a moderate acceleration
of growth in high-income countries (see chapter one).
Indeed, from a weak 2.4 petrcent (y/y) in 2013, global
GDP is projected to gradually strengthen, reaching 3.5
percent in 2016. As a result, global trade growth will pick
up from 3.1 percent in 2013 to 5.1 percent in 2016. The
recovery in global trade, albeit it being modest compared
with pre-crisis levels, will be supportive of exports from
the Latin American and Caribbean region. We project
that the region’s export volumes will be expanding by
more than 5 percent in 2016, up from the below 3 per-
cent growth observed in both 2012 and 2013.

Continued decline in commodity prices will moderate exiport revenues.
With few exceptions, commodity prices are projected
to continue their downward trend in the medium term,
yielding negative terms-of-trade developments for the
majority of the region’s commodity exporters along
with decreases in export and government revenue, and,
all else being equal, a worsening of the trade and cur-
rent account balances. Countries such as Belize and
Colombia where commodity exports make up about
three-fourths of all exports, and Ecuador, a major
exporter of bananas and crude oil, will see a deteri-
oration of export revenues and trade balances and
quite possibly their current account balances as well.
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Table 2.8 Latin America and the Caribbean forecast summary*
(annual percent change unless indicated otherwise)

00-092 2010 2011 2012 2013e 2014f 2015f 2016 f
GDP at market prices® 2.7 6.0 41 2.6 2.5 2.9 3.2 3.7
(Sub-region totals -- countries with full NIA + BOP data)°
GDP at market prices® 2.7 6.0 41 2.6 2.5 2.9 3.2 3.7
GDP per capita (units in US$) 1.5 4.8 2.9 14 1.3 17 2.1 2.7
PPP GDP 2.6 6.1 4.5 2.9 2.7 3.1 3.8 3.8
Private consumption 3.1 5.6 4.9 3.8 2.6 2.8 2.9 3.2
Public consumption 2.7 4.3 2.8 3.7 2.2 2.3 2.6 2.7
Fixed investment 3.6 13.1 8.3 1.7 2.9 2.7 3.6 4.3
Exports, GNFS® 2.8 11.3 6.1 2.5 2.2 4.0 4.7 5.4
Imports, GNFS¢ 3.6 21.6 10.1 3.8 3.7 3.1 3.6 3.6
Net exports, contribution to growth -0.1 -1.9 -0.9 -0.4 -0.4 0.1 0.1 0.2
Current account bal/GDP (%) -0.4 -1.4 -1.4 -1.7 -2.6 -2.5 -2.3 -2.0
GDP deflator (median, LCU) 6.5 5.1 6.9 5.8 4.2 4.4 4.3 4.4
Fiscal balance/GDP (%) -2.6 -3.1 -2.6 -3.9 -3.1 -3.0 -25 2.4
Memo items: GDP
South America® 3.1 6.3 41 2.1 2.7 2.6 2.9 3.5
Developing Central and North America’ 1.5 5.1 4.0 41 17 3.5 3.9 4.2
Caribbean? 3.2 4.4 3.9 3.0 2.2 3.4 3.9 4.2
Brazil 2.9 75 2.7 0.9 2.2 2.4 2.7 3.7
Mexico 1.3 5.1 4.0 3.8 1.4 3.4 3.8 4.2
Argentina 2.9 9.2 8.9 1.9 5.0 2.8 25 25

Source: World Bank
Notes: e = estimate, f = forecast

* Unless otherwise indicated, regional aggregates are computed for low and middle-income countries in the region and do not include any of the

region's high-income countries.

a. Growth rates over intervals are compound weighted averages; average growth contributions, ratios and deflators are calculated as simple averages

of the annual weighted averages for the region.

b. GDP at market prices and expenditure components are measured in constant 2010 U.S. dollars.
c. Sub-region aggregate excludes Cuba and Grenada, for which data limitations prevent the forecasting of GDP components or Balance of Payments details.

d. Exports and imports of goods and non-factor services (GNFS).

e.South America: Argentina, Bolivia, Brazil, Colombia, Ecuador, Guyana, Paraguay, Peru, Venezuela
f. Developing Central & North America: Costa Rica, Guatemala, Honduras, Mexico, Nicaragua, Panama, El Salvador.
g. Caribbean: Belize, Dominica, Dominican Republic, Haiti, Jamaica, St. Lucia, St. Vincent and the Grenadines, and Suriname.

Depreciated regional currencies will act as buffers to
mitigate the adverse effects of the lower commodity
prices on trade and current account balances, with the
net effect being determined on a country-specific basis.

With global financing conditions further tightening, capital
flows to the region will be further moderated. With the U.S.
Fed’s commencement of QE tapering in January
2014, long-term interest rates on U.S. Treasuries are
expected to rise further, leading investors to demand
higher interest rates on developing-country debts.

b2

Increased capital costs will slow debt flows to devel-
oping countries, including to the Latin American and
Caribbean region, which has been one of the largest
beneficiaries of the increased capital flows to devel-
oping countries observed in recent years (table 2.9).
Opverall, total net capital flows to the region will decline
by about 3.7 petcent (y/y) in 2014, on top of the 5.1
percent decline saw in 2013. The weaker growth in cap-
ital flows will thus temper the contribution of domestic
demand to overall GDP growth, an effect that should
be partially offset by stronger exports.
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Net capital flows to Latin America and the Caribbean ($ billions)

2008 2009 2010 2011 2012 2013e 2014f 2015f 2016f
Capital Inflows 163.1 160.4 303.4 267.7 312.1 296.2 285.3 303.8 313.8
Private inflows, net 156.7 143.2 280.8 262.8 300.3 289.9 2778 294.5 308.4
Equity Inflows, net 109.9 112.5 150.1 1475 170.5 172.7  162.3 1777 189.2
Net FDI inflows 121.5 71.2 110.9 145 150.3 158 144 152 160
Net portfolio equity inflows -11.6 41.2 39.3 2.6 20.2 14.7 18.3 25.7 29.2
Private creditors. Net 46.8 30.7  130.7 115.3  129.8 117.2 115.5 116.8 119.2
Bonds 9.1 43.3 65.6 75.6 79.8 76.3 71.2 62.5 60.1
Banks 35.6 -4.2 18.3 46.1 28 23.4 20.1 35.4 36.2
Other private -0.5 -0.5 0.9 -0.4 9.6 2.1 1.5 0.8 2.4
Short-term debt flows 2.6 -79 45.9 -5.9 12.3 15.4 22.7 18.1 20.5
Official inflows, net 6.4 172 22.6 4.9 11.8 618) 7.5 9.3 5.4

World Bank 25 6.2 8.3 -2.9 3.6 22

IMF 0 0.4 1.3 0.2 -0.1 0.4

Other official 3.9 10.6 13 75 8.4 3.7

Notes: e = estimate, f = forecast
Source: World Bank

Performance across individual = countries will vary. With
strengthening exports growth, together with public
investments for the upcoming World Cup in 2014 and
summer Olympics in 2016, outweighing the adverse
effects of lower commodity prices and tighter global
financing conditions, Brazil, the largest economy in the
region, is expected to see modest but sustained growth
ovet the forecasting hotizon from 2.4 percent (y/y) in
2014 accelerating to 3.7 in 2016 (table 2.10). Driven
by a broad public transportation investment program
that includes the expansion of the canal, Panama will
continue to be an outlier, with high growth rates at
7.3 percent for 2014, moderating to above 6 percent
for 2015 and 2016. Mexico is also expected to post a
relatively robust performance, predominantly bene-
fiting from a maturing recovery in the United States,
and will see GDP growth steadily accelerate from 3.4
percent in 2014 to 4.2 percent in 2016. Similar to Mex-
ico, other Central and North American economies with
tight trade links to the strengthening United States are
also expected to see growth rise from 3.5 percent in
2014 and to 4.2 percent in 2016. Likewise, the Carib-
bean economies are also anticipated to strengthen from
3.4 percent in 2014 to 4.2 percent in 2016, on stronger
tourism income. In contrast, the Venezuelan economy
is projected to undergo a drawn-out adjustment and
weak growth in the medium term, as goods shortages
and supply bottlenecks persist with high inflation.

63

Risks

Potential for a disorderly adjustment to higher long-term interest rates.
Prospects will be sensitive to the pace at which accom-
modative monetary policy in high-income countries is
withdrawn. In the baseline, the incremental withdrawal
of quantitative easing, and its effect on long-term
interest rates in United States, is assumed to continue
to follow a relatively gradual trajectory in line with
improving economic conditions in the United States.
However, if markets react sharply to the continued
tapering, then capital flows to developing countries
could decrease by as much as 80 percent, destabilizing
current account balances, leading to disorderly depre-
ciations of regional currencies, and quite possibly,
increasing imported inflation. These outcomes would
compel local governments to tighten monetary policies
and further reduce growth prospects. Latin America
will not be immune to such developments, particularly
because is one of the developing regions that has ben-
efited the most from higher capital flows arising from
loose monetary policies in high-income countries. As
earlier observed, equity issuances slumped by around
50 percent following the mid-2013 perturbations
in global financial markets, and regional currencies
depreciated by up to 13 percent over the same time
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period. Econometric analysis (see chapter 3) suggests that
because investors tend to discriminate among countries,
those with poorer macroeconomic fundamentals (such as
high current account and fiscal deficits) are likely to see
larger adjustments on the prospects of a disorderly taper-
ing process.

Weaker than expected growth in the global economy. The baseline
forecast assumes the continued improvement of advanced
economies namely, the United States and the Euro Area.
Outturns in Central and North American and Caribbean
developing economies are likely to be particularly sensitive
to the US. economy and in particular the evolution of fis-
cal policy discussions in that country. Similatly, although

b4

growth in the Furo Area has encouragingly turned pos-
itive in recent quarters, the nascent recovery is still too
hesitant to decisively indicate whether the Euro Area is on
the verge of regaining sustained growth in the immediate
future.

Sharper-than-expected decline in commodity prices. The base-
line also assumes a moderate decline in commodity
prices. Given China’s importance in global commodity
markets (particularly in metal markets) a sharper-than-
expected slowdown in China is likely to affect regional
commodity exporters thereby eroding export and gov-
ernment revenues, and potentially aggravating current
account imbalances.



Table 2.10 Latin America and the Caribbean country forecasts*

00-092 2010 2011 2012 2013e 2014f 2015f 2016f

Argentina

GDP at market prices (% annual growth)® 2.9 9.2 8.9 1.9 5.0 2.8 25 25

Current account bal/GDP (%) 2.7 0.4 -0.6 0.0 -0.8 -0.9 -0.8 -0.2
Belize

GDP at market prices (% annual growth)® 5.0 2.7 1.9 5.3 1.8 2.7 3.3 3.4

Current account bal/GDP (%) -12.7 -2.9 -1.1 2.2 -1.8 -1.8 -1.7 -1.4
Bolivia

GDP at market prices (% annual growth)® 3.4 4.1 5.2 5.2 5.8 4.7 4.0 3.6

Current account bal/GDP (%) 3.9 4.6 2.3 77 71 5.9 4.5 3.0
Brazil

GDP at market prices (% annual growth)® 2.9 75 2.7 0.9 2.2 2.4 2.7 3.7

Current account bal/GDP (%) -0.7 2.2 -2.1 -2.4 -3.6 -3.7 -3.5 -3.2
Colombia

GDP at market prices (% annual growth)® 3.7 4.0 6.6 4.2 4.0 4.3 4.2 4.0

Current account bal/GDP (%) -1.4 -3.1 -2.9 -3.3 -3.5 -3.6 -3.3 -3.0
Costa Rica

GDP at market prices (% annual growth)® 3.8 5.0 4.4 5.1 3.4 4.3 4.1 4.1

Current account bal/GDP (%) -5.0 -3.5 -5.4 -5.6 -5.4 -5.6 -5.7 -5.7
Dominica

GDP at market prices (% annual growth)® 2.4 1.2 1.0 1.7 1.1 1.7 1.8 2.1

Current account bal/GDP (%) -18.4 -17.3 -14.7 -11.5 -10.0 -9.9 -9.6 -9.0
Dominican Republic

GDP at market prices (% annual growth)® 4.5 7.8 4.5 3.9 25 3.9 4.6 4.9

Current account bal/GDP (%) -2.6 -8.4 -8.2 -6.8 -4.8 -4.0 -3.2 2.7
Ecuador

GDP at market prices (% annual growth)® 4.2 B15 7.8 5.1 4.0 4.1 4.2 4.3

Current account bal/GDP (%) 1.0 -2.3 -0.3 -0.3 -0.9 -0.8 -0.6 -0.5
El Salvador

GDP at market prices (% annual growth)® 2.0 14 2.0 16 19 23 26 2.9

Current account bal/GDP (%) -3.8 2.7 -4.7 -5.1 -4.3 -3.5 -2.6 -1.1
Guatemala

GDP at market prices (% annual growth)® 3.4 2.9 4.1 3.0 3.3 3.4 3.3 3.2

Current account bal/GDP (%) -4.8 -16 -3.6 2.9 -3.0 2.8 2.8 2.9
Guyana

GDP at market prices (% annual growth)® 2.1 4.4 5.4 4.8 4.4 3.9 B15 B15

Current account bal/GDP (%) -10.0 -6.9 -14.4 -13.9 -17.0 -16.1 -15.4 -14.9
Honduras

GDP at market prices (% annual growth)® 3.8 3.7 3.7 3.3 2.9 3.4 3.8 3.9

Current account bal/GDP (%) -6.7 -5.4 -9.0 -9.7 -11.2 -8.2 -6.9 -6.0
Haiti

GDP at market prices (% annual growth)® 0.6 -5.4 5.6 2.8 3.4 4.2 3.9 3.9

Current account bal/GDP (%) -6.8 -29.4 -24.3 -16.1 -14.7 -14.0 -13.5 -12.0
Jamaica

GDP at market prices (% annual growth)® 1.0 -1.5 1.7 -0.5 0.3 1.0 1.2 1.3

Current account bal/GDP (%) -10.1 -71 -14.6 -12.7 -11.8 -9.4 -74 -6.1

Ba



Table 2.10 Latin America and the Caribbean country forecasts*

00-092 2010 2011 2012 2013e 2014f 2015f 2016f

Mexico

GDP at market prices (% annual growth)® 1.3 5.1 4.0 3.8 1.4 3.4 3.8 4.2

Current account bal/GDP (%) -1.6 -0.2 -0.9 -0.9 -1.5 -1.5 -1.4 -1.4
Nicaragua

GDP at market prices (% annual growth)® 2.8 3.6 5.4 5.2 3.8 4.2 4.4 4.3

Current account bal/GDP (%) -17.3 -10.0 -13.2 -12.8 -13.6 -13.2 -12.2 -11.2
Panama

GDP at market prices (% annual growth)® 5.6 76 10.6 10.5 79 7.3 6.9 6.5

Current account bal/GDP (%) -4.8 -10.8 -12.8 -9.1 -12.5 -11.9 -11.1 -9.8
Peru

GDP at market prices (% annual growth)® 4.8 8.8 6.9 6.3 4.9 515 5.9 5.8

Current account bal/GDP (%) -0.7 -2.5 -1.9 -3.6 -4.9 -4.4 -3.8 -3.2
Paraguay

GDP at market prices (% annual growth)® 2.0 13.1 4.3 -1.2 141 4.6 3.3 3.0

Current account bal/GDP (%) 2.0 -0.4 14 0.6 4.8 3.1 14 1.1
St. Lucia

GDP at market prices (% annual growth)® 2.1 3.2 0.6 -0.9 0.7 1.5 1.7 1.8

Current account bal/GDP (%) -19.6 -18.9 -21.7 -14.5 -14.6 -14.4 -13.9 -13.0
St. Vincent and the Grenadines

GDP at market prices (% annual growth)® 2.9 -2.0 0.6 1.5 2.1 2.7 3.2 4.2

Current account bal/GDP (%) -18.8 -30.9 -28.9 -30.3 -29.3 -28.3 -26.8 -25.3
Suriname

GDP at market prices (% annual growth)® 4.4 4.1 4.7 4.5 3.9 4.1 B15 B15

Current account bal/GDP (%) 9.8 6.4 5.8 4.2 0.5 3.7 4.4 4.5
Venezuela, RB

GDP at market prices (% annual growth)® 3.3 -1.5 4.2 515 0.7 0.5 1.7 2.3

Current account bal/GDP (%) 9.7 2.6 75 25 1.7 2.1 2.2 2.2

Source: World Bank

Notes: e = estimate, f = forecast

World Bank forecasts are frequently updated based on new information and changing (global) circumstances. Consequently, projections presented
here may differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any
given moment in time.

Cuba, Grenada, St. Kitts and Nevis, are not forecast owing to data limitations.

* Published forecasts are for only low and middle-income countries in the region, hence no high-income countries are included.

a. GDP growth rates over intervals are compound average; current account balance shares are simple averages over the period.

b. GDP measured in constant 2010 U.S. dollars.

b6
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Political instability has weakened activity in the developing oil-importing countries, while

security sethacks have negatively affected developing oil-exporting countries, with deterioration

in fiscal and external accounts across the board. Growth for the region is expected o
remain weak and below its potential in the forecast period, picking up to 3.6 percent by
2016. The outlook is subject to significant downside risks that are mostly internal to the

region, while external risks are more balanced.

Recent developments

Three years after the Arab Spring, the economies of the Middle
East and North Africa region remain depressed. In the decade
before the uprisings in 2011, the region averaged solid
growth of about 4 percent, and macroeconomic sta-
bility was underpinned by fiscal and external accounts
that were broadly in balance." However, that growth was
accompanied by persistent structural problems—high
youth unemployment, poor service delivery, and unequal
access (of firms and households) to economic oppor-
tunities—which contributed to the discontent that led
to the uprisings of the Arab Spring. Three years later,
political turbulence, and in some cases violence, contin-
ues while the political transition remains far from com-
plete and its outcome uncertain. Not surprisingly, eco-
nomic growth has slowed, fiscal and external balances
have worsened, and macroeconomic vulnerabilities have
deepened. Meanwhile, the persistent structural problems
remain unaddressed.

1. Regional aggregates are computed for low and middle-income
countries in the region and do not include any of the region's high-in-
come countties.

g7

Political instability in oil-importing countries has weakened eco-
nomic activity.” Political turmoil in Egypt, stalemate in
Tunisia and an escalation of the civil war in Syria with
spillovers to neighboring Lebanon and Jordan have
weakened activity in the developing oil-importing coun-
tries. Rising social and political tensions in the run-up
to and after the overthrow of the Morsi government
weighed heavily on confidence in Egypt, causing invest-
ment and industrial output to plummet in the second
and third quarters. Egypt’s GDP contracted by 3.2 per-
cent (saar) in 2013Q2, before rebounding to 5.2 percent
(saar) in 2013Q3. Growth for the fiscal year (ending
in 2013Q2) amounted to 2.0 percent, down from an
already modest 2.3 percent in 2012. Since 2011, Egypt
has experienced four separate episodes of a sharp
deceleration or contraction in activity as political and
social tensions erupted, punctuated by ultimately short-
lived rebounds in activity. Two separate political assassi-
nations in Tunisia contributed to the delay of the polit-
ical transition towards the new constitution with GDP
expanding by just 2.1 percent (saar) in 2013Q3, versus
growth of 3.6 percent in 2012.

2. Oil-importing countries are Egypt, Jordan, Lebanon, Morocco, and
Tunisia. Djibouti and West Bank and Gaza are not included because of
data limitations.
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Industrial production in the oil-importing countries con-
tracted by 36 percent (saar) in three months through
October, led mainly by sharp declines of 44 percent in
Egypt (figure 2.15). However, Purchasing Managers Index
(PMI) survey crossed into positive territory in November
2013 for the first time in 13 months and remained so in
December as well, signaling an improvement in manufac-
turing output going forward. Momentum in industrial pro-
duction growth has strengthened recently in Jordan and
Tunisia as well.

Exports have stabilized faster than industrial production
and the recent data show that they have expanded by
7 percent (saar) in the three months through October (fig-
ure 2.16). Overall, exports—which had been on a decline
since the start of 2013—bottomed out in July and began
to recover, led by gains in Egypt, Jordan, and Tunisia.

Tourism arrivals to the oil-importing countries rebounded
strongly in the first quarter of 2013, but plunged dramat-
ically because of security uncertainties in the wake of the
overthrow of Morsi government in Egypt and the contin-
uing Syrian civil war, which affected Lebanon and Jordan
(figure 2.16). Tourist arrivals dropped by 57 percent (saar)
in three months through September in the oil-importing
countries of the region.

Oil production is declining in developing oil exporting countries.”
Oil production in developing oil-exporting countries—
accounting for nearly a third of the region’s oil output—
has fallen over the past year by nearly 8.5 percent (year
to date) in 2013, reflecting security setbacks, strikes, and
infrastructure problems in Algeria, Iraq, and Libya, and
international sanctions in the case of the Islamic Repub-
lic of Iran. By the end of November 2013, the aggregate
production of developing oil exporters averaged 7.3 mil-
lion bartels a day (mb/d), down from 8.5 mb/d at the
beginning of 2013 and 9.5 mb/d at the end of 2010 (fig-
ure 2.17). Meanwhile, the developed oil exporters (Gulf
Cooperation Countries, or GCC) continue to make up the
loss in oil production, and, in some cases, provide financial
support to the region’s transition economies.

Security setbacks affected oil production in several countries. For
example, Libyan production plunged to a postwar low of
0.2 mb/d in November 2013 as labor disputes, political
turmoil, and infighting among local militias crippled the
country’s output. Output fell from average output of 1.4
mb/d in 2012 and 1.6 mb/d in 2010. Similarly, in Iraq—
which surpassed Iran as the second-largest oil producer in

3. Developing oil exporters are Algeria, Iran, Iraq, Libya, Syria, and
the Republic of Yemen.



GLOBAL ECONOMIC PROSPECTS | January 2014

Middle East and North Africa

the Organization of the Petroleum Exporting Countries
at the end of 2012—production peaked at 3.2 mb/d and
fell to 3 mb/d in November reflecting militant attacks on
the Kirkuk-to-Ceyhan pipeline in the north (with volumes
cut in half from March 2013) as well as planned mainte-
nance disruptions in the south. Crude oil production in
Syria dropped 57 percent in 2013—after falling 50 percent
in 2012—and was virtually nonexistent as the ongoing
civil war brought it to a standstill.

International sanctions affected Iran’s crude oil produc-
tion in 2012, but it has been stable in 2013. The Interna-
tional Energy Agency estimates that Iran’s oil production
was about 2.5 mb/d in November, of which some 1.2
mb/d were exported. Before sanctions were introduced in
2011, Iran produced about 3.5 mb/d and exported about
2.5 mb/d of crude oil. The interim deal on Iran’s nuclear
program reached in November 2013 is not expected to lift
Iran’s exports much above current levels.

External imbalances have worsened across the developing countries
of the Middle East and North Africa region. Current account
deficits have widened in the oil-importing countries—hurt
particularly by the steep decline in tourism receipts—while
current account surpluses have shrunk for the oil-export-
ing countries as oil exports have declined. Oil importers
have experienced difficulty financing current account defi-
cits as foreign investment flows declined and access to tra-
ditional capital markets became more limited in the midst
of political turmoil.

In Egypt, balance of payments pressures eased in 2013
thanks to exceptionally high bilateral borrowing from
the Gulf counties, increased exchange rate flexibility,
and weak economic activity. The current account deficit
also narrowed in response to high inflows of remittances
and a smaller non-oil trade deficit. In Tunisia, the current
account deficit is expected to persist despite lower imports
because of stagnating tourism receipts and remittances
and weak exports. Interventions to sustain the currency in
the face of a worsening current account and lower-than-
expected official financing have led to a reduction in
reserves, which had fallen to 3.5 months of imports at the
end of September 2013. After a challenging 2012, Jordan’s
external balance improved in 2013 because of a decline
in energy imports in response to subsidy reforms and
an increase in official transfers. As external financing in
the form of grants and loans from international financial
institutions filled the financing gap in 2013, the pressure
on the currency and foreign exchange reserves subsided.

With only a few exceptions, fiscal imbalances have worsened across
the Middle East and North Africa region, especially in oil-import-
ing countries. Deterioration reflects weaker revenues due to

i

slow growth, rising public sector spending on wages, sub-
sidies for food and fuel in the wake of the Arab Spring
and, in some cases, increased debt servicing charges. With
limited external financing, deficits have been financed
mostly from the domestic banking sectors and, more
recently, with loans and grants from the GCC counttries.

Subsidies have historically played an important role in the
economies of the region. Governments subsidize the price
of energy products and food to provide a social safety net
in the oil-importing countries and to share the oil reve-
nues in the oil-exporting countries. According to IMF esti-
mates, pretax energy subsidies in 2011 amounted to over
8 percent of regional GDP and nearly 50 percent of all
subsidies in the world. Attempts to reduce general energy
subsidies are under way in Egypt, Jordan, Morocco, and
Tunisia. However, rising political uncertainty and lower
economic growth pose challenges for implementation of
these reforms.

Fiscal policies have remained expansionary. For example,
in Egypt, the new government has announced a stimulus
package equivalent to 1.6 percent of GDP on the strength
of financing provided by the GCC countries. One of the
key provisions of the new stimulus package is a 64 percent
public sector wage increase beginning in January 2014.
Rising fiscal deficits have led to growing public sector debt
and concerns about debt sustainability. Government debt
rose as a share of GDP in most developing countries in
the region. In Egypt, spending pressures exacerbated by
rising borrowing costs have pushed interest expendi-
tures to about 8.4 percent of GDP, or 25 percent of
total expenditures in fiscal year 2012 (figure 2.18). To
finance its revenue shortfall, Egypt has relied heavily

F[1-W2ak) Debt service in Egypt

% of GDP
14

Interest

Principal
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Source: Egyptian Ministry of Finance.
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Table 2.11 Net capital flows to Middle East and North Africa ($ billions)

2008 2009 2010 2011 2012 2013e 2014f 2015f 2016f
Capital Inflows 23.9 30.9 314 10.2 32.7 28.9 21.3 28.8 32.1
Private inflows, net 25.6 284 30.1 9 27.9 19.8 15.2 23.7 277
Equity Inflows, net 30 275 24.2 13 18 14.8 12.9 19.5 21.8
Net FDI inflows 29.6 26.3 22.3 13.7 19.3 15.5 13.1 18.4 20.3
Net portfolio equity inflows 0.4 1.2 2 -0.6 -1.3 -0.7 -0.2 1.1 1.5
Private creditors. Net -4.4 0.9 5.9 -4 9.9 5 2.3 4.2 5.9
Bonds -0.8 0.1 3.2 -0.6 5.8 1.2 0.2 2.3 3.4
Banks -0.4 -1.2 -1 -0.1 0.4 -0.4 -0.1 0.7 1.1
Other private -1.3 -1 -0.8 -0.7 -0.3 -0.1 -0.1 -0.2 0.3
Short-term debt flows -1.9 3 4.5 -2.6 4 4.3 23 1.4 1.1
Official inflows, net -1.7 25 1.3 1.2 4.8 9.1 6.1 5.1 4.4
World Bank -0.3 0.9 0.8 0.9 0.8 0.8
IMF -0.1 -0.1 0 -0.1 0.5 0
Other official -1.4 1.6 0.5 0.3 3.5 8.3

Notes: e = estimate, f = forecast
Source: World Bank

on domestic borrowing, increasing the exposure of the
banking sector to sovereign risk, crowding out private
sector borrowing, and pushing domestic interest rates
higher. The quality of government spending has also
deteriorated in some cases: in Morocco, the govern-
ment for the first time spent more on subsidies than on
public investment in 2012.

Capital flows to the developing countries of the region fell in 2013
to an estimated $28.9 billion, after recovering to $32.7
billion in 2012. The deterioration reflected a decrease in
net FDI flows to Egypt and Tunisia, which fell 14.5 per-
cent because of the political turmoil. Overall, net FDI
levels remain well below pre-Arab Spring inflows and are
not projected to recover to those levels in the forecast
period (table 2.11). Strong official inflows in the form of
aid from the Gulf countries have helped the region buf-
fer the drop-off in private flows. In addition, sovereigns
that have successfully accessed international markets have
done so with external assistance. Jordan issued a $1.25
billion Eurobond backed by the U.S. government, while
Tunisia successfully issued a $230 million with a Japanese
guarantee. Egypt converted $3.7 billion of Qatar’s aid to
18-month and three-year bonds.

Remittance inflows to the region are moderating as well, growing by
3.6 percent in 2013 to about $49 billion. The growth in remit-
tances is easing from the 12 percent average annual growth
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recorded in 2010 to 2013 and is expected to be in the 5-6
percent range annually between 2014 and 2016. With about
$20 billion in remittances anticipated in 2013, Egypt is
the sixth-largest beneficiary in the developing world and
receives about 40 percent of remittances sent to the region
(remittances are more than three times larger than receipts
from the Suez Canal, and are equivalent to about 165 per-
cent of Egypts official reserves). Egypt accounted for
much of the remittance expansion in eatlier years, as well as
the slowing expected in 2013. Remittances to Lebanon and
Morocco, two other large recipients in the region, recovered
in 2013, after flat or negative growth in 2012.

Outlook

Growth in the Middle East and North Africa region is expected
to remain weak during the forecast period. Given the persistent
bouts of political instability and policy uncertainty, eco-
nomic growth contracted by 0.1 percent in 2013—down
from already weak growth of 1.5 percent in 2012. If
Syria is removed from the regional aggregate, the growth
slowed to 0.8 percent, down from 2.7 percent in 2012.
The outlook for the region is shrouded in uncertainty and
subject to a variety of risks, mostly domestic in nature and
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Table 2.12 Middle East and North Africa forecast summary*
(annual percent change unless indicated otherwise)

00-09* 2010 2011 2012 2013e 2014f 2015f 2016 f
GDP at market prices, geographic region®° 4.0 4.2 2.3 3.4 1.8 3.6 4.0 41
GDP at market prices, developing countries® 4.1 4.4 -0.7 1.5 -0.1 2.8 3.3 3.6
(Sub-region totals -- countries with full NIA + BOP data)¢
GDP at market prices, developing countries® 4.3 4.6 1.6 -1.1 0.0 1.8 2.7 3.0
GDP per capita (units in US$) 2.8 3.0 0.0 -2.6 -1.5 0.3 1.3 1.6
PPP GDPe® 4.3 4.6 1.5 -1.1 0.0 1.8 2.7 3.0
Private consumption 4.0 2.0 12 2.3 1.4 3.1 3.7 3.4
Public consumption 3.5 3.3 2.7 1.8 3.5 3.4 3.2 3.1
Fixed investment 6.9 5.1 3.4 -0.2 1:0 0.6 1.2 2.6
Exports, GNFSf 4.3 6.9 -0.8 -25 1.4 2.9 4.8 4.2
Imports, GNFS' 75 4.0 1.2 41 3.3 4.4 5.2 3.8
Net exports, contribution to growth -0.6 0.8 -0.6 -2.0 -0.6 -0.6 -0.4 0.0
Current account bal/GDP (%) 5.2 17 1.9 -1.7 -3.1 -3.4 -3.5 -3.4
GDP deflator (median, LCU) 6.0 8.4 7.0 8.7 4.4 41 4.2 6.3
Fiscal balance/GDP (%) -0.5 -1.7 -1.7 -76 -7.2 -6.4 -5.9 -5.9
Memo items: GDP
Developing countries, ex. Syria 4.0 4.5 -0.5 2.7 0.8 3.2 3.4 3.6
Selected GCC Countries?® 3.8 3.8 6.4 5.7 41 4.6 4.7 4.7
Developing Oil Exporters 3.8 4.8 2.4 1.4 -1.5 3.0 3.4 3.4
Developing Oil Importers 4.5 3.7 2.3 1.5 2.5 2.6 3.2 3.8
Egypt 4.4 3.5 2.0 0.5 1.8 2.3 2.7 3.3
Fiscal Year Basis 4.3 5.1 1.8 2.3 2.0 2.2 3.1 3.3
Iran 4.6 5.9 2.2 -2.9 -1.5 1.0 1.8 2.0
Algeria 3.4 3.6 2.6 3.3 2.8 3.3 3.5 3.5

Source: World Bank
Notes: e = estimate, f = forecast

* Unless otherwise indicated, regional aggregates are computed for low and middle-income countries in the region and do not include any of the

region's high-income countries.

a. Growth rates over intervals are compound weighted averages; average growth contributions, ratios and deflators are calculated as simple averages

of the annual weighted averages for the region.

b. Georgaphic region includes the following high-income countries: Bahrain, Kuwait, Oman, Saudi Arabia, United Arab Emirates and Qatar.
c. GDP at market prices and expenditure components are measured in constant 2010 U.S. dollars.
d. Sub-region aggregate excludes Irag and Libya, for which data limitations prevent the forecasting of GDP components or Balance of Payments details.

e. GDP measured at PPP exchange rates.
f. Exports and imports of goods and non-factor services (GNFS).

g. Selected GCC Countries: Bahrain, Kuwait, Oman, Saudi Arabia and United Arab Emirates.

linked to political instability and policy uncertainty. Under
the baseline scenario for the forecast period, marked
improvement in the political uncertainty that has plagued
the region is not expected. Growth is projected to expand
by 2.8 percent in 2014 before rising to 3.6 percent in 2016.
Of course, should the tensions ease more quickly than
anticipated (or deteriorate) outcomes could be substan-
tially better (worse).

1

Growth has been highly volatile among developing oil exporters,
and is estimated to have contracted by 1.5 percent
in 2013, reflecting production setbacks in Libya and
Iraq, sanctions in Iran, and civil war in Syria. Growth
is expected to firm to 3.4 percent by the end of the
forecast period as oil prices are expected to remain
relatively high, and mitigation or resolution of infra-
structure problems and security setbacks should
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improve oil output. In turn, this will underpin domestic
demand and lead to a gradual improvement in fiscal and
current accounts. Importantly, the baseline outlook for
Iran assumes a partial easing of the sanctions in line with
steps taken to date.

Aggregate growth in oil importers is expected to remain weak and
below potential at 2.5 percent in 2013, but performance will
not improve dramatically in the forecast period unless
there is a credible restoration of political stability and
return of confidence. Aggregate growth for the region is
expected to slowly pick up to about 3.8 percent in 2016,
closer to—but still well below—the region’s potential
growth. Consumption will be underpinned by large public
outlays on wages and subsidies, while public investment
will likely be constrained in the forecast period by large
fiscal deficits.

The global economic environment will remain challenging for the
recovery in the region. On the one hand, the real-side recov-
ery in the high-income countries anticipated during the
forecast period should lead to stronger exports. On the
other hand, a normalization of the extraordinary mone-
tary stimulus introduced in the wake of the global finan-
cial crisis in 2008 will raise interest rates and slow invest-
ment. While the region does not rely heavily on portfolio
capital flows, it is expected to continue to underperform
in attracting FDI. Of course, these effects would be more
than counterbalanced if the domestic political and security
situation were to improve.

The region’s outlook is subject to significant downside risks
that are mostly internal to the region. A further escalation
of violence in Syria and spillovers to other countries
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(mainly Lebanon, Jordan and Iraq) can adversely affect
the region. Over 2.1 million Syrian refugees are hosted
in the region, with refugees in Lebanon and Jordan
amounting to 19 and 8 percent of populations there.
Economic, social, and fiscal pressures are high for these
countries and could be exacerbated further should the
civil war in Syria intensify.

Countries in political transition have benefited from
large official transfers from the Gulf economies. While
these are expected to continue, they nonetheless pose
refinancing risk for the recipients. In addition, public
debt levels have increased significantly in the past three
years and could be approaching unsustainable levels as
debt service takes an ever larger share of the expendi-
tures, especially in the domestic debt markets.

Setbacks in political transitions and/ot further escala-
tion of violence in Egypt, Iraq, Libya, and Tunisia would
further undermine confidence and delay the structural
reforms or reduce oil output. On the upside, restora-
tion of political stability and policy certainty that would
lead to sustained attention to structural reforms could
substantially boost confidence and return growth to the
long-run potential.

External risks are more balanced. European growth could
disappoint the already modest recovery projected, but
it could also do better. Exports from the countries in
North Africa, tourism, remittances, capital flows, and
external balances would all be sensitive to differences in
the outturn in FEurope. In addition, risks from a tighten-
ing of global financial conditions could lead to a rise in
risk premiums for developing countries and lead to lower
IDI. Furthermore, a sharper-than-projected decline in
commodity prices will lead to a significant deterioration
in external and fiscal accounts of the oil-exporting coun-
tries although benefiting more vulnerable importers in
the region.



Table 2.13 Middle East and North Africa country forecasts*

00-09° 2010 2011 2012 2013e 2014f 2015f 2016 f
Algeria
GDP at market prices (% annual growth)® 3.4 3.6 2.6 3.3 2.8 3.3 3.5 3.5
Current account bal/GDP (%) 22.3 73 8.9 5.9 2.7 12 0.1 0.0
Egypt, Arab Rep.
GDP at market prices (% annual growth)® 4.4 3.5 2.0 0.5 1.8 2.3 2.7 3.3
Fiscal Year Basis 4.3 5.1 1.8 2.3 2.0 2.2 3.1 3.3
Current account bal/GDP (%) 1.1 -2.0 2.7 -3.1 -2.1 -1.6 -1.4 -1.3
Iran, Islamic Rep.
GDP at market prices (% annual growth)® 4.6 5.9 2.2 -2.9 -1.5 1.0 1.8 2.0
Current account bal/GDP (%) 6.3 7.0 9.2 2.8 -0.9 -1.6 -1.9 2.2
Iraq
GDP at market prices (% annual growth)® -1.0 5.9 8.5 8.4 4.2 6.5 6.6 8.3
Current account bal/GDP (%) 0.0 3.0 12.5 7.0 1.0 1.2 1.5 1.9
Jordan
GDP at market prices (% annual growth)® 6.1 2.3 2.6 2.8 3.0 3.1 3.3 3.8
Current account bal/GDP (%) -4.4 -71 -12.0 -17.7 -14.9 -14.0 -13.0 -11.6
Lebanon
GDP at market prices (% annual growth)® 4.4 7.0 3.0 1.4 0.7 2.0 2.7 4.2
Current account bal/GDP (%) -16.8 -20.4 -12.1 -13.5 -141 -13.3 -12.3 -11.3
Libya
GDP at market prices (% annual growth)® 3.8 315 -53.9 104.5 -6.0 23.0 12.2 9.0
Current account bal/GDP (%) 0.0 19.5 9.1 29.1 3.2 5.4 4.4 53
Morocco
GDP at market prices (% annual growth)® 4.6 3.6 5.0 2.7 4.5 3.6 4.4 4.7
Current account bal/GDP (%) 0.2 -4.6 -8.4 -9.7 -78 -7.3 -6.6 -5.7
Syrian Arab Republic
GDP at market prices (% annual growth)®° 4.6 3.2 -3.4 -21.8 -22.5 -8.6 1.7 1.7
Current account bal/GDP (%) 2.7 -0.6 -19.7 -19.0 -20.5 -15.5 -11.7 -9.1
Tunisia
GDP at market prices (% annual growth)® 4.2 3.0 -2.0 3.6 2.6 25 3.3 3.6
Current account bal/GDP (%) 2.7 -4.7 -7.3 -8.3 -8.9 -78 -75 -7.3
Yemen, Rep.
GDP at market prices (% annual growth)® 315 77 -12.6 2.4 3.0 3.4 3.9 3.9
Current account bal/GDP (%) 1.1 -5.4 -5.4 -3.1 -5.1 -5.2 -4.6 -4.4

Source: World Bank
Notes: e = estimate, f = forecast

World Bank forecasts are frequently updated based on new information and changing (global) circumstances. Consequently, projections presented
here may differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any

given moment in time.

Djibouti, West Bank and Gaza are not forecast owing to data limitations.
* Published forecasts are for only low and middle-income countries in the region, hence no high-income countries are included.
a. GDP growth rates over intervals are compound average; current account balance shares are simple averages over the period.

b. GDP measured in constant 2010 U.S. dollars.

c. The estimates for GDP decline in Syria in 2012 and 2013 are subject to significant uncertainty.
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South Asia’s GDP growth rose to an estimated 4.6 percent in 2013 from 4.2 percent
in 2012, but was well below its average in the past decade, reflecting both rising domestic

tmbalances and a challenging external environment. Regional GDP growth is projected to
umprove to 5.7 percent in 2014 and then to rise to 6.3 percent in 2015 and 6.7 percent
in 2016. The projected pickup will depend critically on ensuring macroeconomic stability,

sustaining reforms, and reducing supply-side constraints.

Recent developments

Regional GDP growth is estimated to have picked up modestly
in 2013 but was weak compared with past performance. South
Asia’s GDP growth rose to an estimated 4.6 percent
in 2013 in calendar year-market price terms from 4.2
percent growth recorded in 2012. Growth was, how-
ever, well below its pre-crisis pace. In India, the largest
regional economy, GDP growth measured on a factor
cost basis is estimated to have moderated to 4.8 per-
cent in the 201314 fiscal year (from the 5 percent rate
in the previous fiscal year)—remaining well below the
nearly 8 percent average growth achieved during the
past decade. GDP growth in Pakistan, South Asia’s sec-
ond largest economy, has also been relatively weak in
recent years, averaging 3.5 percent in factor cost terms
since 2010, below the nearly 5 percent average growth
during the previous decade. The relatively weak growth
rates in these two countries, which together account for
close to 90 percent of regional GDP, reflect a combi-
nation of domestic imbalances (including large fiscal
deficits and high inflation), weakening investment rates,
and a challenging external environment.! Among other
countries, Bangladesh’s growth slowed to 6.0 percent
in FY2012-13 from 6.2 percent in FY2011-12, while
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growth in Afghanistan weakened sharply to an esti-
mated 3.1 percent in 2013 from an exceptionally high
14.4 percent in 2012. By contrast, growth in Sri Lanka
picked up to an estimated 7.0 percent in 2013 from 6.4
percent in 2012, with stronger manufacturing and ser-
vices activity and a rebound in agriculture in the third
quarter.

A cyclical improvement in activity in the second half of 2013 was
led by a rapid expansion of exports. Activity in South Asia reg-
istered a cyclical recovery during the second half of 2013,
following a mid-year slump. Regional export volumes
expanded by a robust annualized 40.8 percent in the three
months to October (3m/3m saar), reflecting a gradual
recovery in global demand and currency depreciation in
India (see figures 2.19 and 2.22). Export volumes in South
Asia excluding India also rose robustly in the third quarter.
Despite the strong momentum in recent quarters, regional
export growth is estimated to have slowed in 2013. Nev-
ertheless, the regional current account deficit fell by an
estimated 1.1 percent of GDP—mainly owing to weaker
import growth resulting from weak domestic demand
and policy measures to reduce import of gold in India,
and stable crude oil prices relative to 2012. Even with a

1. See Rajan (2013a and 2013b) for a discussion on India.
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cyclical rebound in Q3, full-year industrial output growth
for South Asia was very weak at an estimated 1.5 percent
(v/y), although industrial activity picked up at a decidedly
faster pace in Pakistan.

Investment growth in South Asia is estimated to have improved
in 2013 but was still weak. Regional investment growth is
estimated to have improved from a decade-low 1.1 per-
cent recorded in the 2012 calendar year to a still relatively
lackluster 3.5 percent in 2013. India’s investment growth
slowed sharply in FY2012—13, but has improved in the
first half of the current fiscal year. In Pakistan, investment
as a share of GDP has been falling (albeit at a slowing
pace) in recent years. Generally weak regional investment
reflects subdued, albeit improving, business sentiment
in India (figure 2.20), as well as structural bottlenecks
(including in electricity provision), policy uncertainties,
and high inflation. In Bangladesh, unrest and disruptions
in the run-up to national elections slowed private sector
investment growth, although that was compensated to
some extent by public investment.

Althongh retail inflation remained high in several countries, nor-
mal harvests and lower international commodity prices supported a
stabilization of regional consumption growth. Sti Lanka experi-
enced a significant decline in inflation momentum during
the course of 2013, helped in part by weaker international
commodity prices. In India, however, despite a negative
output gap, consumer price inflation remained elevated at
close to 10 petcent (y/y) for much of the year, reflecting
persistent food price inflation, currency depreciation, fuel
price adjustments, and supply-side constraints. In Pakistan,
both monetization of large fiscal deficits and structural
constraints contributed to inflationary pressures. Inflation
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picked up in Bangladesh towards the end of 2013 amid
intensification of political unrest. Despite high retail infla-
tion in some South Asian countries, normal agricultural
harvests, together with lower international commodity
prices, helped to raise regional consumption growth mar-
ginally in 2013.

The pace of increase in migrant remittances moderated in 2013,
Growth in remittances to South Asia is estimated to have
moderated to 6.8 percent in 2013 from 9.7 percent the
previous year, according to World Bank estimates (World
Bank 2013 October (a)). Flows to India dipped in the
first quarter, but with the depreciation of the rupee, they
rebounded to reach an estimated $71 billion in 2013.
Remittance flows to Nepal and Sri Lanka (where they
are 25 and 10 percent of GDP) experienced double-digit
growth in the 2013 calendar year. After rising 12.6 percent
in FY2012-13, remittance inflows to Bangladesh fell 8.4
percent (y/y) in the first six months of the current fis-
cal year, reflecting both weak labor exports and political
unrest. Flows to Pakistan, however, rose 9.5 petcent (y/y)
in the same period, compared with a 5.6 percent increase
in FY2012-13.

Fiscal deficits remain high, reflecting subsidy expenditures and weak
revenue mobilization. Fiscal positions have improved mar-
ginally across the South Asia region, but deficits remain
elevated (figure 2.21), with the regional deficit close to 7
percent of GDP. India’s central government fiscal deficit
at 4.9 percent of GDP in F'Y2012—13 was below target.
Since April, however, the government’s deficit target for
I'Y2013-14 has come under pressure, reaching 94 percent
of the target by November compared with 80 percent
at the same point in the previous fiscal year. Pakistan’s

H[1-¥2#2{0) Business sentiment improves in India
in second half of 2013
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fiscal deficit was 8 percent of GDP in the 2012-13 fiscal
year, although planned fiscal consolidation (including tax
administration reforms) is expected to gradually reduce
this deficit. Sri Lanka’s deficit has fallen in recent years,
but is estimated to be nearly 6 percent of GDP in 2013.

Weak GDP growth has adversely affected tax revenues in
the region, already among the lowest (as a share of GDP)
compared with developing countries at similar levels of
economic development (World Bank 2013 October (b)).
Subsidies on fuel and other items (including food and fer-
tilizers) were 2.6 percent of GDP in India and 3.1 percent
in Bangladesh, while energy subsidies were close to 2 per-
cent in Pakistan, according to the International Monetary
Fund estimates and national sources. South Asian coun-
tries have made some progress in fuel subsidy reforms.
For instance, India has increased regulated diesel prices at
monthly intervals. More decisive action, including even-
tually deregulating fuel prices while protecting the poor
through targeted assistance, may be needed to lower sub-
sidy burdens. Lowering subsides will help to reduce fiscal
deficits or, alternatively, create room for increasing pro-
ductivity-enhancing expenditures such as on education,
health and infrastructure.

Capital flows to the South Asia region experienced a sharp correc-
tion during mid-year. India, with large current account and
fiscal deficits and weaker growth, was hit particularly hard
by a withdrawal of portfolio capital (resulting in steep cur-
rency depreciation) in the middle of the year, stemming
from apprehensions of tapering of U.S. quantitative eas-
ing (QE) (figure 2.22). The rupee subsequently appreci-
ated, in part because of policy interventions to support
foreign exchange markets, and capital flows and equity

FCPR2AD Fiscal positions are improving but remain
under stress

Fiscal balance (percent of GDP)
2-

0 T ™, -, e
Trams® +, P
\, o Nepal
2 . .
""'---._-,,_---“-\\ \:‘.——'-~~
N »
4 e \\ Bangladesh
\\ s
/\ et
6
5
84
104 India
-12
2002 2004 2006 2008 2010 2012 2014

Source: Datastream, Haver Analytics, World Bank

T

markets rebounded as QE tapering was delayed to Janu-
ary. Nevertheless, net private capital flows to South Asia
weakened to an estimated $85 billion in 2013 from $92
billion in 2012 (table 2.14).

Reserve buffers in the region have been depleted in recent years, but
external debt ratios are relatively modest. International reserves
as a share of imports have been drawn down in several
South Asian countries in recent years, as a result of slower
increase in exports, capital inflows, and remittances. Inter-
national reserves have fallen below two months of imports
in Pakistan. Nepal and Maldives both have trade deficits
exceeding a quarter of GDP. The former’s is mostly offset
by remittances, but in the Maldives, the trade deficit has
resulted in a current account deficit of 28 percent of GDP
and weakening reserves. External debt as a share of GDP
is modest in most South Asian countries, but in Sri Lanka,
it is close to 48 percent of GDP. Sri Lanka’s large current
account deficit, high foreign debt, and openness to cap-
ital flows suggest that it remains especially vulnerable to
tightening of international financial conditions— along-
side India whose current account deficit narrowed sharply
in 2013Q3, but was still elevated at nearly 3.5 percent of
GDP in the first three quarters of 2013.

Outlook

South Asia’s regional GDP growth is projected to improve
to 5.7 percent in 2014 in market price—calendar year terms,
and to rise to 6.3 percent in 2015 and 6.7 percent in 2016

F [V CW2R2P)  Sharp currency depreciation in India,
Nepal and Pakistan since mid-year
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Net capital flows to South Asia ($ billions)
2008 2009 2010 2011 2012 2013e 2014f 2015f 2016f
Capital Inflows 64.7 90 106.9 84.7 96.1 90.6 92.8 101.4 113.5
Private inflows, net 55.8 79 96.1 78.1 92.1 84.7 877 96.7 109.7
Equity Inflows, net 35.1 63.6 61.1 36.1 50.8 50.3 54.4 59.5 70
Net FDI inflows 50.9 39.5 31.2 40.4 274 32 35.3 38.1 43.6
Net portfolio equity inflows -15.8 241 29.9 -4.3 23.4 18.3 19.1 214 26.4
Private creditors. net 20.7 15.4 35 42 41.3 34.4 33.3 37.2 39.7
Bonds 17 1.9 10.1 0.7 5.1 6.2 5.3 4.7 41
Banks 1.2 10.9 13.2 18.6 23 15.2 12.5 15.7 16.2
Other private -0.1 -0.1 0 0 -0.2 -0.1 0.1 0.1 0.2
Short-term debt flows 79 2.6 1.7 22.7 13.4 13.1 15.4 16.7 19.2
Official inflows, net 8.9 11 10.8 6.6 4 5.9 5.1 4.7 3.8
World Bank 14 2.4 3.3 2 0.9 0.5
IMF 3.2 3.6 2 0 -1.5 0.5
Other official 4.3 4.9 5.6 4.6 4.6 4.9

Notes: e = estimate, f = forecast
Source: World Bank

(table 2.15). A gradual improvement in regional growth over
the forecast period will be led mainly by a projected recov-
ery in global demand and domestic investment, although
the latter remains subject to significant downside risks.
Regional export growth is expected to gradually rise over
the forecast horizon together with a projected strengthen-
ing of demand in the Euro Area and United States (the two
largest destinations for South Asian exports) and robust
growth in developing-country markets. Developing coun-
tries have become increasingly important trade partners of
South Asian countries, accounting for over a third of the
region’ exports.

Regional investment activity is expected to firm in 2014,
with a further increase projected for 2015 and 2016. Despite
slowing of U.S. quantitative easing, investment rates in India
are projected to experience a cyclical recovery. After declin-
ing for several years, the investment-to-GDP ratio in Paki-
stan is also expected to improve over the medium term.
The projected increase in investment rates in the region,
however, will depend critically on ensuring macroeconomic
stability (including reducing fiscal deficits and inflation),
making sustained progress on policy reforms, and reducing
structural and regulatory constraints on production (partic-
ularly in the provision of energy and infrastructure).

Relatively stable or declining international commodity
prices projected for the forecast period will contribute to

8

reducing inflationary and current account pressures and—
together with normal harvests and sustained remittance
flows—supporting consumption in the region. A grad-
ual decline in inflation expectations (provided structural
reforms to release production bottlenecks are accelerated)
will also contribute to consumption growth. Planned fiscal
consolidation in Pakistan (and to a lesser extent in India) is
likely to result in subdued growth in government spending
compared with the period prior to 2012.

Private capital flows to the South Asia region are projected
to rise marginally by 3 percent to $88 billion in 2014—Iled
by a 10 percent increase in FDI flows, partly reflecting
easing of regulations on foreign investment in India. Port-
folio equity flows are projected to rise marginally in 2014,
while private debt flows are expected to contract. Despite
tapering of U.S. quantitative easing and eventual normal-
ization of interest rates in high income countries, private
capital flows to South Asia are projected to rise to $97
billion and $110 billion respectively in 2015 and 2016—
along with improvement in regional growth performance
and firming global activity. Remittance inflows are also
projected to pick up to an estimated $145 billion by 2016
(Wortld Bank 2013 October (a)).

Country GDP growth forecasts (table 2.16) broadly
reflect the above regional trends but are also influenced
by country-specific factors. Growth rates in India are
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South Asia forecast summary*
(annual percent change unless indicated otherwise)
00-09* 2010 2011 2012 2013e 2014f 2015f 2016 f
GDP at market prices®® 5.9 9.9 72 4.2 4.6 5.7 6.3 6.7
GDP per capita (units in US$) 4.4 8.4 5.8 2.7 3.2 4.3 4.9 5.3
PPP GDPe® 5.9 10.0 7.3 41 4.6 5.7 6.3 6.7
Private consumption 5.3 77 7.0 3.8 41 5.3 6.0 6.4
Public consumption 5.5 71 74 4.5 4.0 5.2 5.9 6.3
Fixed investment 8.9 16.7 6.2 1.1 3.5 6.2 77 79
Exports, GNFS® 11.5 14.9 16.1 8.2 6.5 77 7.8 8.1
Imports, GNFS¢ 9.4 16.2 16.9 9.9 3.4 6.2 77 7.9
Net exports, contribution to growth -0.2 -1.2 -1.3 -1.1 0.5 -0.1 -0.5 -0.5
Current account bal/GDP (%) -0.6 -2.6 -3.1 -4.1 -3.0 -2.7 -2.6 -2.5
GDP deflator (median, LCU) 6.5 9.6 8.5 76 75 6.5 6.3 6.0
Fiscal balance/GDP (%) -7.3 -8.0 -7.9 -75 -6.7 -6.8 -6.4 -6.0
Memo items: GDP at market prices®
South Asia excluding India 4.5 4.9 5.2 4.9 4.8 5.1 5.2 5.3
India (at factor cost) 76 9.3 6.2 5.0 4.8 6.2 6.6 71
Pakistan (at factor cost) 4.9 2.6 3.7 4.4 3.6 3.4 4.1 4.5
Bangladesh 5.2 6.1 6.7 6.2 6.0 5.7 6.1 6.0

Source: World Bank
Notes: e = estimate, f = forecast

* Unless otherwise indicated, regional aggregates are computed for low and middle-income countries in the region and do not include any of the

region's high-income countries.

a. Growth rates over intervals are compound weighted averages; average growth contributions, ratios and deflators are calculated as simple averages

of the annual weighted averages for the region.

b. GDP at market prices and expenditure components are measured in constant 2010 U.S. dollars.

c. GDP measured at PPP exchange rates.
d. Exports and imports of goods and non-factor services (GNFS).

e. National income and product account data refer to fiscal years (FY) for the South Asian countries, while aggregates are presented in calendar year
(CY) terms. The fiscal year runs from July 1 through June 30 in Bangladesh, Bhutan, and Pakistan, from July 16 through July 15 in Nepal, and April 1
through March 31 in India. Due to reporting practices, Bangladesh, Bhutan, Nepal, and Pakistan report FY2010/11 data in CY2011, while India reports

FY2010/11 in CY2010.

projected to rise to over 6 percent in FY2014-15 (from
an estimated 4.8 percent in the current fiscal year), and
then to increase to 6.6 percent in FY2015-16 and to
7.1 percent in FY2016—17—with the stronger growth
resulting in the gradual closing of a large negative out-
put gap. Growth in India will be led by recovery in
global demand and an increase in domestic investment,
subject to downside risks outlined below. Growth in
Pakistan is expected to moderate slightly to 3.4 percent
in FY2013-14, in part reflecting necessary fiscal tight-
ening, and then rise to 4.5 percent in the medium term.
Political uncertainty and disruptions in the run-up to
elections in Bangladesh will contribute to slow growth
to an estimated 5.7 percent in FY2013-14. Coupled
with earlier safety problems in garment factories, con-
tinued social unrest could adversely affect Bangladesh’s
manufacturing and export performance.
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Growth in Nepal is projected to pick up after delayed
budget approval and weak agricultural performance in the
2012-13 fiscal year resulted in a deceleration in growth.
Sri Lanka’s growth is projected to accelerate to 7.4 percent
in 2014, mainly as a result of infrastructure spending, and
consumption and services activity buoyed by remittance
inflows. Over the medium term, however, Sti Lanka’s
growth is projected to slow to a more sustainable rate of
around 6.3 percent. The withdrawal of international forces
will affect Afghanistan, as previously donor-financed
expenditure will need to be financed from budget expendi-
ture. Afghanistan’s GDP growth is projected at 3.5 percent
for 2014 (a slight improvement from an estimated 3.1 per-
cent in 2013), before rising gradually to around 5 percent as
the security situation stabilizes and mining projects come
online. As the presence of international forces in Afghan-
istan winds down, reductions in Coalition Support Funds
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for Pakistan are likely to be offset by continued disburse-
ments under the IMIF’s extended fund facility and robust
inflows of remittances.

Risks to the outlook for the South Asia region are tilted
to the downside, on balance. Some potential upside risks
include better-than-anticipated global growth, and lower
crude oil prices than projected. Domestic downside risks
are particularly relevant for a sustained revival of invest-
ment and for medium-term growth prospects.

Domestic risks. The main domestic risks concern the abil-
ity of South Asian countries to keep current and planned
reforms from going off-track and to maintain fiscal dis-
cipline. A stalling or reversal of policy reforms could see
significantly lower investment and growth than that pro-
jected in the baseline. Limited fiscal space in South Asian
countries compared with the immediate pre-2008 crisis
period has already made it difficult to respond forcefully
to intensification of crises. An inability to maintain fiscal
discipline and to reduce subsidies could adversely affect
sovereign creditworthiness. Political uncertainties related
to national elections in Bangladesh in early 2014 and in
India in mid-2014 could hamper a sustained revival of
business confidence and investment. In Afghanistan,
the combination of political transition and withdrawal
of international forces in 2014 could pose risks to the
country’s fiscal sustainability and growth. Entrenchment
of inflation expectations in India (RBI 2013a) could
reduce space for monetary easing and adversely affect
investment. Lack of progress in reducing supply-side
constraints (particularly in electricity, infrastructure and
agricultural sectors) could also pose significant downside
risk to the outlook.

80

Disorderly adjustment of capital flows. The tapering of US
quantitative easing is expected to proceed gradually, but
abrupt changes in expectations could cause a disorderly
adjustment of capital flows and currency depreciation
pressures. Weak GDP growth has already taken a toll on
corporate and bank balance sheets in India, as gross non-
-performing and restructured loans rose to 10.2 percent
of loans in September 2013, with India’s central bank
warning of stress on asset quality in the iron and steel, and
infrastructure sectors (RBI 2013b). Further strains from
a sharp withdrawal of foreign capital could increase risk
of corporate debt distress, while one-off costs of bank
recapitalization can put pressure on fiscal positions.

Fragile global growth. Prolonged weakness in the Euro Area,
U.S. fiscal policy brinkmanship, and geopolitical risks in
the Middle East are additional sources of external risk. A
relatively subdued recovery in the Euro Area, reflecting
unresolved financial fragilities and structural problems,
would act as a drag on global trade and affect South Asian
exports. Risks from brinkmanship on U.S fiscal policy have
diminished, but a recurrence could affect global activity
through negative confidence effects. Tensions in the Mid-
dle-East have subsided somewhat, but a resurgence and
associated supply shocks could result in a spike in inter-
national crude oil prices, and threaten the gains made in
stabilizing current account positions in South Asia.

South Asian policy makers must continue the urgent task
of rebuilding domestic and external policy buffers and
reducing imbalances to deal with potential intensification
of external pressures, as well as accelerate productivity-en-
hancing reforms and improve their business environment
to raise growth rates on a sustained basis. Given already
large fiscal and current account deficits, high inflation,
and weak reserve positions (or a combination of these) in
some South Asian countries, policymakers need to main-
tain an appropriately tight macroeconomic stance to avoid
exacerbating external vulnerabilities and domestic infla-
tionary pressures.



Table 2.16 South Asia country forecasts*

00-092 2010 2011 2012 2013e 2014f 2015f 2016f

Calendar year basis®

Afghanistan

GDP at market prices (% annual growth)° 11.9 8.4 6.1 14.4 3.1 3.5 4.3 5.1

Current account bal/GDP (%) -0.3 2.8 3.1 3.9 25 1.8 0.5 -0.3
Bangladesh

GDP at market prices (% annual growth)° 5.2 6.4 6.5 6.1 5.8 510 6.1 6.0

Current account bal/GDP (%) 0.6 2.0 0.2 1.5 1.7 1.6 1.3 1.0
Bhutan

GDP at market prices (% annual growth)® 77 9.6 9.5 8.3 79 8.4 8.6 8.6

Current account bal/GDP (%) -0.1 -19.1 -25.5 -20.7 -20.9 -19.2 -18.4 -18.4
India

GDP at factor cost (% annual growth)° 74 9.1 7.0 5.8 4.9 5.8 6.5 7.0

Current account bal/GDP (%) -0.5 -3.2 -3.4 -5.0 -3.5 -3.2 -3.1 -2.9
Maldives

GDP at market prices (% annual growth)® 6.3 71 7.0 3.4 4.3 4.2 4.1 4.1

Current account bal/GDP (%) -1.1 -9.2 -21.4 -271 -28.0 -26.0 -25.0 -25.0
Nepal

GDP at market prices (% annual growth)® 3.4 4.4 4.3 4.1 3.7 4.1 4.8 5.2

Current account bal/GDP (%) -0.9 -2.6 0.2 14 1.5 1.0 0.6 0.1
Pakistan

GDP at factor cost (% annual growth)° 4.9 3.1 4.0 4.0 315 3.8 4.3 4.5

Current account bal/GDP (%) -1.4 -0.7 -1.1 -0.9 -1.7 -1.6 -1.4 -1.2
Sri Lanka

GDP at market prices (% annual growth)® 4.4 8.0 8.2 6.4 7.0 74 6.5 6.3

Current account bal/GDP (%) -3.7 -2.3 -79 -6.4 -5.1 -4.4 -3.8 -3.2

Fiscal year basis®

Bangladesh

GDP at market prices (% annual growth)® 5.2 6.1 6.7 6.2 6.0 5.7 6.1 6.0
Bhutan

GDP at market prices (% annual growth)® 77 9.3 10.0 9.0 76 8.1 8.6 8.6
India

GDP at factor cost (% annual growth)° 76 9.3 6.2 5.0 4.8 6.2 6.6 71
Nepal

GDP at market prices (% annual growth)® 3.4 4.8 3.9 4.6 3.6 3.8 4.4 5.2
Pakistan

GDP at factor cost (% annual growth)° 4.9 2.6 3.7 4.4 3.6 3.4 4.1 4.5

Source: World Bank

Notes: e = estimate, f = forecast

World Bank forecasts are frequently updated based on new information and changing (global) circumstances. Consequently, projections presented
here may differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any
given moment in time.

* Published forecasts are for only low and middle-income countries in the region, hence no high-income countries are included.

a. GDP growth rates over intervals are compound average; current account balance shares are simple averages over the period.

b. National income and product account data refer to fiscal years (FY) for the South Asian countries with the exception of Sri Lanka, which reports in
calendar year (CY). The fiscal year runs from July 1 through June 30 in Bangladesh, Bhutan, and Pakistan, from July 16 through July 15 in Nepal, and
April 1 through March 31 in India. Due to reporting practices, Bangladesh, Bhutan, Nepal, and Pakistan report FY2010/11 data in CY2011, while India
reports FY2010/11 in CY2010. GDP figures presented in calendar years (CY) terms for Bangladesh, Bhutan, Nepal, India and Pakistan are calculated
taking the average growth over the two fiscal year periods to provide an approximation of CY activity.

¢. GDP measured in constant 2010 U.S. dollars.






SUB-SAHARAN
AFRICA

...........................................................................

GLOBAL January
ECONOMIC
PROSPECTS 2014

...........................................................................

Sub-Saharan Africa’s real GDP growth picked up to 4.7 percent in 2013 supported
by robust domestic demand, notably investment growth. Strengthening external demand
15 excpected to support growth over the forecast horizon, with regional GDP growth
projected to improve to 5.3 percent in 2014, rising to 5.5 percent in 2016. However, a
protracted decline in commodity prices, tighter global financing conditions, and domestic
risks including political unrest, and weather shocks conld weaken growth prospects.

Recent developments

2013, reaching 23.5 percent of GDP. Net foreign direct
investment inflows grew 16.2 percent to $43 billion in 2013
(table 2.17). Much of the investment has flowed to the nat-
ural resource sector, supporting exploration and produc-

Economic activity remained robust in much of Sub-Sabaran
Africa, with GDP growth in the region picking up in 2013.
After an increase of 3.5 percent in 2012, GDP growth
in the region strengthened to 4.7 percent in 2013, sup-
ported by robust domestic demand—notably investment
growth.! In South Affica, the region’s largest economy,
structural bottlenecks and tense labor relations com-
bined with weak external demand to keep growth slow
at 1.9 percent. Excluding South Africa, GDP growth for
the rest of the region averaged 6 percent (figure 2.23).
About a third of countries grew by 6 percent or more
in 2013 (figure 2.24), boosting real per capita incomes.
In many of these countries, however, poverty remains
widespread and unemployment is high.

Strong investment demand continues to support growth in the region.
Gross fixed capital formation continued to increase rap-
idly in the region, expanding an estimated 7.3 percent in

1. Regional aggregates are computed for low and middle-income
countries in the region and do not include any of the region's high-in-
come countties.
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tion in oil, gas, and mining, FDI flows to the nonresource
sector also increased, however. This is particularly the case
for the service sector, where rising consumer incomes are

H[1-¥282K) Real GDP growth in Sub-Saharan Africa
strengthened in 2013
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Table 2.17 Net capital flows to Sub-Saharan Africa ($ billions)

2008 2009 2010 2011 2012 2013e 2014f 2015f 2016f
Capital Inflows 46.5 56.5 59.5 62.9 73.6 86.1 66.9 73.2 79.8
Private inflows, net 41.5 46.3 46 50.1 62.6 74.5 66.9 73.2 79.8
Equity Inflows, net 38.7 48.2 40.4 39 46.4 52.6 51.7 57.6 62
Net FDI inflows 44.3 37.7 32.2 40 37 43 41 44.2 47.8
Net portfolio equity inflows -5.6 10.5 8.2 -1 9.4 9.6 10.7 13.4 14.2
Private creditors. Net 2.8 -1.9 5.6 11.1 16.2 219 15.2 15.6 17.8
Bonds -1.6 2 1.4 6 3.6 7.3 4.1 4.7 5.2
Banks 2.6 0.8 0.7 3.4 4 6.4 5.1 6.1 6.8
Other private -0.1 0.8 0.5 0.1 0.6 1 0.8 0.7 1.3
Short-term debt flows 1.9 -5.5 8 1.6 8 72 5.2 41 4.5
Official inflows, net 5 10.2 13.5 12.8 11 11.6
World Bank 1.9 3.1 4 3.2 3.9 3.5
IMF 0.7 2.2 1.2 1.4 0.9 0.6
Other official 25 4.9 8.3 8.2 6.2 75

Notes: e = estimate, f = forecast
Source: World Bank

buoying activity in telecommunications, finance, retail,
and transportation. Consumer-oriented FDI projects in
manufacturing and services have expanded rapidly in
recent years. As a result, their share in the total value
of FDI greenfield projects in the region has risen from
about 7 petcent in 2008 to about 23 petrcent in 2012

Fiscal deficits widened in 2013 and debt-to-GDP ratios contin-
ued to rise across the region. After more than doubling in
2012, fiscal deficits are estimated to have deteriorated a
further 0.3 percentage points in 2013, with the largest
deterioration occurring among oil exporters and low-in-
come countries (figure 2.25). In Cameroon and Chad,
fiscal deficits as a share of GDP are estimated to have
doubled in 2013; and in Malawi, the overall fiscal def-
icit is expected to widen to about 19 percent of GDP
in 2013 after rising to 16.6 percent of GDP in 2012.
Among middle-income countries, Ghana’s fiscal deficit
jumped to 10.9 percent of GDP in 2012 and remained
high in 2013. In South Africa, the fiscal deficit has not
declined as expected, and is estimated to remain at 4.2
percent of GDP in 2013. Ambitious public investment
programs and increases in public wages coupled with
weak revenues contributed to the deterioration of fis-

2. This includes North Africa, which accounts for about a third of
the total to the Africa region.
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cal balances in many of these countries. The increase
of fiscal deficits despite the acceleration of economic
activity suggests rising structural imbalances, which
falling commodity prices and reduced access to conces-
sional resources could exacerbate.

Partly as a result, the debt—to—GDP ratio for the
region as a whole has risen from 29.1 percent in 2008

[ [VI-¥2¥22) Sub-Saharan Africa was the second fast-

est growing region in 2013
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Fiscal balances deteriorated in oil-ex-
porting countries
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to an estimated 34 percent in 2013. These averages,
however, reflect significant variations across countries.
Debt as a share of GDP ranges from a low of 6 per-
cent in Equatorial Guinea, to a high of 126 percent of
GDP in Eritrea. Some middle-income countries saw a
sharp rise in their debt ratios, in excess of 50 percent in
Ghana and 90 percent in Cape Verde in 2013. The wid-
ening fiscal deficits and rising debt ratios suggest rising
fiscal vulnerabilities that may hamper potential growth.
For most countries in the region, fiscal consolidation is
needed not only to help create fiscal space for develop-
ment spending but also to start rebuilding fiscal buffers
to minimize exposure to external headwinds.

Supported by decelerating inflation and rising remittances, house-
hold consumption demand has been expanding robustly. Infla-
tion eased in the region, declining to 6.5 percent in
October 2013 from 10.1 percent the previous year (fig-
ure 2.260). Nonetheless, currency depreciations, wage
increases, and infrastructure bottlenecks have kept
inflation in double digits in many countries, including
Guinea and Malawi. Central banks in many countries
in the region have maintained an accommodative mon-
etary policy stance in an effort to stimulate domestic
demand. Central Banks in Kenya and South Africa have
kept monetary policy unchanged; and, in the CFA franc
zone, the two regional central banks cut their bench-
mark discount rates. Remittance inflows to the region
remained robust, estimated at $32 billion in 2013, up
from $30 billion in 2012. These inflows, combined
with lower food prices, supported household incomes
and demand. High- frequency consumption data is not
available for much of the region. However, the annu-
alized 6 percent growth in total imports for the first
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Inflation eased in Sub-Saharan Africa
in 2013
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half of 2013, despite a 1.7 percent decline in capital
equipment imports, suggests that private consumption,
which accounts for over 60 percent of regional GDP,
remained robust in 2013.

The region’s export performance was adversely affected by the
decline in commodity prices. The U.S. dollar prices of agri-
cultural commodities, and metals and minerals declined
by 7.2 and 5.5 percent respectively in 2013, while the
price of oil remained stable, compared with the same
period a year ago. The fall in commodity prices damp-
ened export receipts in the region, even though on a
volume basis exports went up in many countries. Year-
to-date, export receipts fell an estimated 2.4 percent
in the region. Meanwhile, supported by the coming on
stream of new mines, export volumes for minerals and
metals rose in several countries.

Tourism, an increasingly important driver of growth in several
Sub-Saharan African countries, continues to grow at a robust
pace. Data from the UN World Tourism Organization
(UNWTO) shows that tourist arrivals to the region
grew by 5.7 percent in the third quarter of 2013, bring-
ing year—to—date growth to 5.1 percent, higher than
the annual growth of 4.4 percent in 2012. Among the
Sub-Saharan African destinations for which quarterly
data is available, the strongest performers were Zim-
babwe (+12.1 percent), Seychelles (+11.8 percent),
Cape Verde (+8.7 percent), South Africa (+3.3 per-
cent), Mauritius (+2.8 percent), and Swaziland (+2.1
percent). International tourist arrivals in the region
were expected to remain robust in the fourth quarter
of 2013. UNWTO estimates tourist arrivals will expand
by up to 6.0 percent in 2013.

Jul"13
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Table 2.18 Sub-Saharan Africa forecast summary*
(annual percent change unless indicated otherwise)

00-09* 2010 2011 2012 2013e 2014f 2015f 2016 f
GDP at market prices® 4.4 5.1 4.6 315 4.7 5.8 5.4 515
(Sub-region totals -- countries with full NIA + BOP data)°
GDP at market prices® 4.4 5.1 4.6 315 4.7 5.8 5.4 515
GDP per capita (units in US$) 21 25 2.0 1.0 2.2 2.7 2.9 2.9
PPP GDP*° 4.6 5.2 4.6 1.8 545 5.7 5.7 5.7
Private consumption 5.1 8.9 4.9 4.3 5.6 5.3 5.1 5.2
Public consumption 5.4 5.8 79 5.5 6.2 6.1 3.9 5.1
Fixed investment 8.9 0.0 8.7 6.6 73 6.0 73 6.2
Exports, GNFS® 4.2 545 6.2 0.2 5.4 6.2 6.2 5.8
Imports, GNFS¢ 4.5 8.7 10.1 4.6 76 6.5 5.7 5.1
Net exports, contribution to growth -0.4 -1.0 -1.3 -1.6 -0.9 -0.3 0.0 0.1
Current account bal/GDP (%) 0.0 -1.3 0.2 -1.5 -3.0 -3.3 -3.3 -3.1
GDP deflator (median, LCU) 6.5 7.3 7.8 6.0 5.9 6.0 515 5.6
Fiscal balance/GDP (%) -0.4 -3.5 -1.2 -2.6 -2.8 -2.6 -2.5 -2.5
Memo items: GDP
SSA excluding South Africa 5.1 6.1 5.1 4.0 6.0 6.4 6.3 6.2
Oil exporters® 5.6 6.0 4.3 2.7 6.3 6.6 6.4 6.4
CFA countries' 3.6 4.0 2.6 5.5 4.6 5.3 5.0 5.3
South Africa 3.2 3.1 3.5 25 1.9 2.7 3.4 3.5
Nigeria 5.6 8.0 74 6.6 6.7 6.7 6.8 6.8
Angola 10.7 3.4 3.9 5.2 5.1 8.0 7.3 7.0

Source: World Bank
Notes: e = estimate, f = forecast

* Unless otherwise indicated, regional aggregates are computed for low and middle-income countries in the region and do not include any of the

region's high-income countries.

a. Growth rates over intervals are compound weighted averages; average growth contributions, ratios and deflators are calculated as simple averages

of the annual weighted averages for the region.

b. GDP at market prices and expenditure components are measured in constant 2010 U.S. dollars.
c. Sub-region aggregate excludes Liberia, Chad, Somalia and Sao Tomé and Principe. Data limitations prevent the forecasting of GDP components or

Balance of Payments details for these countries.
d. Exports and imports of goods and non-factor services (GNFS).

e. Oil Exporters: Angola, Cote d Ivoire, Cameroon, Congo, Rep., Gabon, Nigeria, Sudan, Chad, Congo, Dem. Rep.
f. CFA Countries: Benin, Burkina Faso, Central African Republic, Cote d'lvoire, Cameroon, Congo, Rep., Gabon, Equatorial Guinea, Mali, Niger,

Senegal, Chad, Togo.

Outlook

Medium-term growth prospects for Sub-Saharan Africa are strong.
Regional GDP growth is projected to strengthen to
5.3 percent in 2014 from 4.7 percent in 2013, rise
to 5.4 percent in 2015 and reach 5.5 percent in 2016
(table 2.18). Excluding South Africa, the rest of the
region is projected to grow at 6.3 percent on average
in 2014—16.
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Domestic demand, associated with investment in infrastructure and
housebold consumption, will remain the main driver of growth for
most countries in the region. The expected improvement in
GDP growth also reflects anticipated higher growth nota-
bly in high-income countries. In this environment, foreign
direct investment flows are expected to remain an impor-
tant driver of growth for many countries in the region.
Although commodity prices have eased, they remain
high by historical standards and investment opportuni-
ties in the region are profitable. As a result, FDI flows,
which are less sensitive to global interest rate hikes than
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short-term portfolio flows, are projected to rise to $44.2
billion in 2015 and reach $47.8 billion in 2016.

Private consumption in the region is expected to remain
strong in 2014—16. Reduced imported inflation, aided
by a benign global inflationary environment and stable
exchange rates, and adequate local harvests are expected
to help contain inflationary pressures, which should allow
for further interest rate cuts. Combined with steadily ris-
ing remittances, these effects should stimulate household
consumption and permit a continued rapid expansion of
domestic demand.

Government spending is projected to continue rising at
a moderate pace, as governments expand spending on
pro-poor projects in health, education and social services
in an effort to reach the Millennium Development Goals
by 2015. After rising by an estimated 6.2 percent in 2013,
public consumption is projected to increase by 5 percent
on average in 2014—16. Reflecting this slowdown, fiscal
deficits are expected to decline; however, fiscal space will
remain depleted for most countries in the region.

Growth in the region is expected to be driven by resource
as well as nonresource—rich countries (table 2.19). Oil
exporters, led by Angola, are projected to grow at 6.4 per-
cent on average during 2014—16. Growth is also projected
to remain robust in many mineral—exporting countries
including Burkina Faso, Ghana, Mozambique and Tanza-
nia, driven by FDI flows in the natural resource sector and
increased production from projects coming on stream.
In several nonresource—rich countries, notably Ethio-
pia and Rwanda, real GDP growth is projected to exceed
the regional average, supported by robust growth in agri-
culture, services, and investments in infrastructure. Else-
where, growth is forecast to remain moderate. While real
GDP growth in many countries in the region is expected
to remain stronger than in many other developing regions,
poor physical infrastructure limits their growth potential.
Unreliable electricity supply and poor road conditions will
continue to impose high costs on business, reduce effi-
ciency, and impede intraregional trade.

Net exports are projected to make a marginal contribution fo
GDP growth in the region over the forecast horizon. Following
a sharp contraction in 2012, exports rebounded with an
estimated 5.4 percent annual increase in 2013; but mas-
sive imports of capital and construction goods saw net
exports subtract an estimated 0.9 percentage points from
GDP growth. Export capacity is expected to strengthen
during 2014—16, providing a boost to economic growth.
The contributions of net exports will be somewhat con-
strained, however, by lower commodity prices, which will
be exacerbated by low output in some countries, notably
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the oil-exporting Central African countries where produc-
tion is stagnating. In metal-exporting countries, increased
output will mitigate the weakness of metal prices. On the
import side, the demand for capital goods is projected to
remain strong, but as investments mature and construction
projects approach completion in many countries, imports
are expected to grow at a slower pace. Reflecting these
trends and the weakening of commodity prices, the cur-
rent account deficit in the region is projected to increase
from an estimated 3 percent of GDP in 2013 to an aver-
age of 3.3 percent of GDP in 2014 and 2015, before nar-
rowing to 3.1 percent of GDP in 2016. For most countries
in the region net exports will be less of a drag on GDP
growth during 2014—16

The main risks that threaten the region’s economic outlook
include a protracted decline in commodity prices brought
on by increased output and weaker demand, second-round
effects from the tightening of monetary conditions as the
U.S. Federal Reserve begins to taper its asset purchases;
and domestic risks from political unrest, security problems
and adverse weather shocks.

Long-term  structural decline in commodity prices: Simulation
results of a one-standard deviation decline in the price
of oil from the baseline in 2014 show that growth in the
region will decline by about 1.3 percentage points and cur-
rent account balances will deteriorate by 4.5 percentage

HCICYRye A one-standard deviation shock to oil prices

will affect Sub-Saharan Africa the most
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points compared with baseline projections. Oil exporters,
especially the less diversified ones such as Angola and
Gabon, would be hit the hardest, with GDP declining 3.8
percentage points relative to the baseline and the current
account deficit worsening by 10.8 percentage points (fig-
ure 2.27). This risk underscores the need for structural
reforms to foster economic diversification. In contrast,
the region’s oil importers would benefit from the decline
in oil prices, with GDP rising by some 0.61 percentage
points and current account balances improving by 0.77
percentage points (figure 2.28).

Tighter monetary conditions: The tapering of asset pur-
chases by the Federal Reserve is expected to lead to a
rise in base interest rates and spreads. A 100-basis point
increase in high-income country base rates is likely to be
associated with a 110 to 157 basis point increase in devel-
oping-country yields (World Bank, 2013), implying an
increase in the cost of raising capital, which could lead
to lower investment and growth. South Africa, which
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has strong links with global financial markets, is particu-
larly vulnerable to sudden stops of capital inflows given
its reliance on portfolio inflows to finance its current
account deficit. Frontier countries such as Kenya and
Nigeria, which have seen significant portfolio inflows in
local securities markets, would also be affected by the
reversal of capital flows; and countries that are planning
to tap the international bond markets are likely to face
higher coupon rates.

Domestic risks associated with social and political unrest as well as
emerging security problems remain a major threat to the economic
prospects of a number of countries in the region. For example,
political instability in the Central African Republic, which
has added to the impoverishment of its population,
could deteriorate further with spillovers to neighboring
countries. Piracy attacks in the Gulf of Guinea, which
increased sharply in 2012 both in number and intensity,
could escalate and impose greater security spending on
government budgets, push shipment costs higher, and
disrupt trade in the subregion. Ongoing conflicts in
Northern Nigeria are also emerging as an important
security problem that might adversely affect economic
activity in the subregion.

Risks from food price spikes at the global level appear contained
Jfor now. The global outlook for food prices is favorable,
with improved supply prospects and a gradual rebuild-
ing of food stocks. Yet, while short—term forecasts of
weather conditions are broadly favorable, most countries
in the region remain highly vulnerable to changing weather
conditions given the importance of rain-fed subsistence
agriculture for their economies and the livelihoods of
their populations. Inadequate rainfalls could affect growth
prospects in many of these countries. The resulting lower
local harvests might raise the risk of food insecurity and
push food prices higher, dampening household consump-
tion, which has been an important driver of growth in the
region in recent years.



Table 2.19 Sub-Saharan Africa country forecasts*

00-09° 2010 2011 2012 2013e 2014f 2015f 2016 f

Angola

GDP at market prices (% annual growth)® 10.7 3.4 3.9 5.2 5.1 8.0 7.3 7.0

Current account bal/GDP (%) 4.9 9.1 12.6 10.4 10.6 9.2 9.5 10.1
Benin

GDP at market prices (% annual growth)® 3.6 2.6 3.5 5.4 4.2 4.1 4.2 4.0

Current account bal/GDP (%) -8.3 -9.4 -13.2 -11.6 -9.8 -9.8 -9.2 -8.9
Botswana

GDP at market prices (% annual growth)® 315 8.1 6.1 4.3 4.6 5.0 5.2 5.2

Current account bal/GDP (%) 74 -74 -1.4 -4.5 -0.2 -1.2 -1.9 -2.4
Burkina Faso

GDP at market prices (% annual growth)® 5.2 79 4.2 10.0 7.0 7.0 7.0 7.0

Current account bal/GDP (%) -13.2 -5.8 -4.8 -6.8 -4.9 -4.3 -3.4 -1.2
Burundi

GDP at market prices (% annual growth)® 2.9 3.8 4.2 4.0 4.3 4.5 4.1 315

Current account bal/GDP (%) -175 -15.9 -16.3 -17.2 -17.9 -16.3 -16.0 -15.6
Cape Verde

GDP at market prices (% annual growth)® 5.6 1.5 4.0 25 2.6 2.9 3.3 3.6

Current account bal/GDP (%) -11.3 -14.5 -174 -12.4 -9.9 -8.1 -8.8 -8.9
Cameroon

GDP at market prices (% annual growth)® 3.0 3.3 4.1 4.7 4.8 5.0 5.1 5.1

Current account bal/GDP (%) -2.4 -3.8 -5.8 -6.4 -5.7 -5.9 -6.1 -6.4
Central African Republic

GDP at market prices (% annual growth)® 0.7 3.3 3.1 4.1 -18.0 -1.8 1.1 25

Current account bal/GDP (%) -8.6 -13.3 25 25 -1.1 -0.1 1.7 1.6
Comoros

GDP at market prices (% annual growth)® 1.8 2.1 2.2 3.0 3.3 B15 B15 3.2

Current account bal/GDP (%) -11.9 -274 -32.1 -16.9 -141 -13.5 -13.1 -11.9
Congo, Dem. Rep.

GDP at market prices (% annual growth)® 4.2 72 6.9 72 75 75 74 6.7

Current account bal/GDP (%) 0.6 -16.6 -8.2 -12.3 -8.2 -5.3 -4.8 -4.6
Congo, Rep.

GDP at market prices (% annual growth)® 3.8 8.8 3.4 3.8 5.6 5.4 515 515

Current account bal/GDP (%) 2.0 -28.0 31.2 18 18 0.4 0.4 -0.3
Cote d'lvoire

GDP at market prices (% annual growth)® 0.8 2.4 -4.7 9.8 8.7 8.2 8.1 76

Current account bal/GDP (%) 1.9 2.1 14 2.2 -3.5 -4.5 -4.3 -4.6
Equatorial Guinea

GDP at market prices (% annual growth)® 15.0 -1.7 4.9 25 -1.5 -0.5 -1.6 2.1

Current account bal/GDP (%) 10.9 -24.7 -16.4 -14.9 -13.9 -12.9 -9.5 -74
Eritrea

GDP at market prices (% annual growth)® 0.7 2.2 8.7 7.0 6.0 315 3.0 3.0

Current account bal/GDP (%) -20.9 -5.5 3.2 225 235 276 28.8 29.3
Ethiopia

GDP at market prices (% annual growth)® 75 8.6 79 77 7.0 71 7.0 71

Current account bal/GDP (%) -5.0 -1.2 -2.0 -6.2 -6.4 -6.4 -6.5 -6.5
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Table 2.19 Sub-Saharan Africa country forecasts*

00-09° 2010 2011 2012 2013e 2014f 2015f 2016 f

Gabon

GDP at market prices (% annual growth)® 1.3 6.7 7.0 6.1 4.2 4.2 3.9 3.9

Current account bal/GDP (%) 14.8 5.8 1.4 14.4 9.6 9.1 73 6.9
Gambia, The

GDP at market prices (% annual growth)® 3.2 6.5 -4.3 5.3 6.5 75 6.4 515

Current account bal/GDP (%) -3.6 2.2 5.3 -7.3 -12.7 -13.1 -13.5 -10.3
Ghana

GDP at market prices (% annual growth)® 5.0 8.0 15.0 79 74 74 7.3 6.7

Current account bal/GDP (%) -6.5 -9.6 -8.9 -12.5 -11.7 -11.7 -10.2 -9.9
Guinea

GDP at market prices (% annual growth)® 2.4 1.9 4.3 3.9 4.0 4.7 5.0 6.0

Current account bal/GDP (%) -7.2 -70 -23.8 -35.4 -25.5 -46.3 -43.5 -38.7
Guinea-Bissau

GDP at market prices (% annual growth)® 2.3 1.7 5.7 -1.5 3.0 2.7 2.7 2.9

Current account bal/GDP (%) -9.0 -11.9 -6.1 -70 -5.8 -5.0 -4.5 -3.4
Kenya

GDP at market prices (% annual growth)® 3.6 5.8 4.4 4.6 5.0 5.1 5.2 5.8

Current account bal/GDP (%) -2.5 -77 -10.3 -9.8 -9.5 -8.6 -75 -75
Lesotho

GDP at market prices (% annual growth)® 3.3 79 3.7 4.0 4.6 5.1 4.5 4.4

Current account bal/GDP (%) 2.9 -19.9 -20.5 -21.4 -14.5 -13.1 -12.0 -11.5
Madagascar

GDP at market prices (% annual growth)® 3.0 0.5 1.9 3.1 4.1 4.8 5.4 5.4

Current account bal/GDP (%) -12.4 -10.2 -10.4 -11.8 -13.6 -18.1 -20.3 -16.3
Malawi

GDP at market prices (% annual growth)® 3.8 6.5 4.3 1.9 4.4 4.8 515 515

Current account bal/GDP (%) -10.7 -16.8 -13.6 -15.0 -18.4 -15.9 -14.7 -15.6
Mali

GDP at market prices (% annual growth)® 4.2 5.8 2.7 -12 4.0 5.2 4.5 4.6

Current account bal/GDP (%) -8.3 -141 -70 -4.4 -9.6 -10.1 -10.0 -9.7
Mauritania

GDP at market prices (% annual growth)® 4.5 5.1 4.0 76 5.7 4.6 4.0 3.3

Current account bal/GDP (%) -10.8 -6.0 =19 =253 =255 =215 -170 -16.9
Mauritius

GDP at market prices (% annual growth)® 3.4 77 3.8 3.2 3.7 4.1 4.3 4.2

Current account bal/GDP (%) 2.7 -10.3 -13.4 -11.2 -9.6 -8.4 -77 -10.5
Mozambique

GDP at market prices (% annual growth)® 71 71 7.3 74 7.0 8.5 8.5 8.5

Current account bal/GDP (%) -14.0 -16.4 -23.8 -35.4 -40.3 -40.9 -39.2 -37.9
Namibia

GDP at market prices (% annual growth)® 3.9 6.0 4.9 5.0 4.2 4.3 4.4 4.4

Current account bal/GDP (%) 315 -2.1 -4.7 -3.4 -2.0 -2.3 -3.8 -3.8
Niger

GDP at market prices (% annual growth)® 3.6 -8.0 2.3 1.2 5.6 6.2 6.0 5.8

Current account bal/GDP (%) -9.7 -21.3 -24.6 -19.6 -17.9 -17.7 -17.6 -16.8
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00-09° 2010 2011 2012 2013 e 2014 f 2015 f 2016 f

Nigeria

GDP at market prices (% annual growth)® 5.6 8.0 74 6.6 6.7 6.7 6.8 6.8

Current account bal/GDP (%) 14.4 6.3 12.2 13.7 72 5.2 3.5 1.7
Rwanda

GDP at market prices (% annual growth)® 72 72 8.2 8.0 7.0 75 72 7.0

Current account bal/GDP (%) -6.0 -75 -74 -11.2 -8.4 -8.2 -8.5 -8.8
Senegal

GDP at market prices (% annual growth)® 3.6 41 2.6 3.7 4.0 4.5 4.6 4.6

Current account bal/GDP (%) -8.0 -4.7 -74 -9.2 -8.3 -7.2 -6.7 -5.9
Seychelles

GDP at market prices (% annual growth)® 1.5 71 5.0 2.9 3.5 3.9 3.5 3.0

Current account bal/GDP (%) -13.9 -19.5 -21.3 -23.8 -24.8 -21.7 -171 -22.2
Sierra Leone

GDP at market prices (% annual growth)® 6.0 5.4 6.0 15.2 17.0 141 12.1 12.1

Current account bal/GDP (%) -11.1 -25.0 -40.6 -37.1 -19.3 -10.6 -7.8 -74
South Africa

GDP at market prices (% annual growth)® 3.2 3.1 3.5 25 1.9 2.7 3.4 3.5

Current account bal/GDP (%) -3.0 -2.8 -3.4 -6.3 -6.9 -6.5 -6.4 -6.3
South Sudan

GDP at market prices (% annual growth)® 4.4 3.1 2.6 -49.0 33.9 17.0 9.0 9.1

Current account bal/GDP (%) 10.7 30.3 175 -28.2 -14.6 9.2 13.3 15.2
Sudan

GDP at market prices (% annual growth)® 5.6 3:5 -3.3 -10.1 2.9 2.9 3.0 3.2

Current account bal/GDP (%) -5.9 -0.6 -0.4 -0.5 -5.3 -4.5 -4.0 -2.1
Tanzania

GDP at market prices (% annual growth)® 6.2 7.0 6.4 6.9 71 74 76 7.8

Current account bal/GDP (%) -9.3 -12.0 -19.3 -14.8 -17.2 -16.6 -16.0 -15.4
Togo

GDP at market prices (% annual growth)® 1.7 4.0 4.8 5.6 5.0 4.5 4.5 4.4

Current account bal/GDP (%) -9.2 -6.3 -4.1 -6.3 -9.2 -8.4 -8.7 -79
Uganda

GDP at market prices (% annual growth)® 6.9 6.2 5.0 4.6 6.2 6.6 70 4

Current account bal/GDP (%) -4.0 -79 -9.3 -5.5 -5.1 -4.6 -3.5 -3.2
Zambia

GDP at market prices (% annual growth)® 4.8 76 6.8 7.3 6.0 6.5 6.0 5.8

Current account bal/GDP (%) -10.8 6.0 2.9 2.7 2.8 2.4 2.2 2.2
Zimbabwe

GDP at market prices (% annual growth)® -5.9 9.6 9.4 4.4 2.2 3.3 3.4 3.5

Current account bal/GDP (%) -12.2 -10.3 -23.0 -19.7 -219 -17.6 -14.7 -18.6

Source: World Bank
Notes: e = estimate, f = forecast

World Bank forecasts are frequently updated based on new information and changing (global) circumstances. Consequently, projections presented
here may differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any

given moment in time.

Liberia, Somalia, Sao Tome and Principe are not forecast owing to data limitations.
* Published forecasts are for only low and middle-income countries in the region, hence no high-income countries are included.
a. GDP growth rates over intervals are compound average; current account balance shares are simple averages over the period.

b. GDP measured in constant 2010 U.S. dollars.
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Capital flows and risks in developing countries

Overview and main
messages

The past two decades have seen dramatic changes in pri-
vate capital inflows to developing countries. These flows
have increased substantially both in absolute terms and
as a share of developing-country GDP, and have been
characterized by large fluctuations in response to chang-
ing global financial and economic conditions.

In the post-crisis period, financial inflows have aver-
aged around 6 percent of GDP in developing countries,
supported by historically low interest rates in high-in-
come countries and stronger growth prospects across
emerging and developing regions.

As the recovery in high-income countries firms amid
a gradual withdrawal of extraordinary monetary stim-
ulus, the global conditions prevailing in previous years
will evolve in significant ways. Developing countries
can expect in this context stronger demand for their
exports as global trade regains momentum, but also ris-
ing interest rates and potentially weaker capital inflows.

In the most likely scenario, this process of normaliza-
tion of activity and policy in high-income countries
should follow a relatively orderly trajectory, with global
interest rates rising only slowly to reach 3.6 percent by
mid-2016. The analysis presented in this chapter show
that such gradual tightening would imply limited dis-
ruption to developing countries, with a slowdown in
capital inflows amounting to 0.6 percent of develop-
ing-country GDP between 2013 and 2016, driven in
particularly by weaker portfolio investments.

However, the risk of more abrupt adjustments remains
significant, especially if increased market volatility
accompanies the actual unwinding of unprecedented
central bank interventions. According to simulations,
abrupt changes in market expectations, resulting in
global bond yields increasing by 100 to 200 basis points
within a couple of quarters, could lead to a sharp
reduction in capital inflows to developing countries by
between 50 and 80 percent for several months.

Some developing countries could face crisis risks should
such scenario unfold. Focusing on an assessment of
prevalent factors in past banking crises, evidence sug-
gests that countries having seen a substantial expansion
of domestic credit over the last five years, deteriorat-
ing current account balances, high levels of foreign and
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short-term debt and over-valued exchange rates could
be more at risk in current circumstances.

In any event, policy makers need to consider how
they would respond to a tightening of global financ-
ing conditions, and assess their specific vulnerabilities.
Countries with adequate policy buffers and investor
confidence may be able to rely on market mechanisms,
counter-cyclical macroeconomic and prudential poli-
cies to deal with a retrenchment of foreign capital. In
other cases, where the scope for maneuver is more lim-
ited, countries may be forced to tighten fiscal and mon-
etary policy to reduce financing needs and attract addi-
tional inflows. Where adequate foreign reserves exist,
these can be used to moderate the pace of exchange
rate depreciation, while a loosening of capital inflow
regulation and incentives for foreign direct investment
might help smooth adjustments. Eventually, reform-
ing domestic economies by improving the efficiency
of labor markets, fiscal management, the breadth and
depth of institutions, governance and infrastructure
will be the most effective way to restore confidence and
spur stability.

This chapter examines the pattern of private capital
inflows to developing countries with a view to better
understanding their main determinants and outlook in
current circumstances. It is organized into three sections.

The first section describes the evolution of inflows in
recent years and presents econometric evidence out-
lining the relative importance of changing global and
country-specific conditions in that evolution. It finds
that global factors accounted for about 60 percent of
the increase in overall capital inflows to developing
countries between 2009 and 2013, with the remainder
explained by country-specific developments. Envisag-
ing different scenarios, simulations of the likely path of
capital inflows to developing countries in coming years
are presented.

A second section concentrates on crisis risks and domes-
tic vulnerabilities in the event of a disorderly adjustment,
focusing on an evaluation of banking crisis probabilities
at the individual country level.

A final section discusses policy options in the face of
capital retrenchment risks, including macroeconomic and
prudential policies as well as structural reform priorities.
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Capital inflows: past and
expected trends

Since the 1990s, when they represented an average of
4 percent of developing-country GDP, private capi-
tal inflows to developing countries increased markedly
during the 2000s (see box 3.1 for a definition of capital
inflows and their link with broader balance of payment
developments). During the pre-crisis boom years 2003-
07, inflows surged, peaking at more than 12 percent of
developing-country GDP in 2007Q3, before crashing to
negative territory in 2008 with the global financial crisis.
They partly recovered in the post-crisis period - averaging
6 petcent between 2010 and 2013 (figure 3.1).!

For the most part, strong capital inflows to developing
countries contributed to higher investment rates and
facilitated capital deepening and technological transfer,
which had positive effects on growth potential and levels
of development (World Bank, 2010a). In most cases, the
rise in private capital inflows during the pre-crisis years did
not cause excessively large current account imbalances in
developing countries.

Developments in central Europe were a notable exception.
Massive cross-border bank lending flows (representing
alone 6 percent of regional GDP in the 2003-07 period;
see figure 3.2), fueled credit and asset price bubbles in the
pre-crisis period, contributing to a boom in private con-
sumption, mounting current account deficits and indebt-
edness problems similar to those observed in high-income
countries during the same period. As a result, unlike other
regions developing Europe has gone through an extended
period of restructuring and deleveraging similar to that of
high-income counttries.

While the remarkable increase in financial inflows to devel-
oping countries implied investment and growth opportu-
nities in “normal” times, it also amplified the transmission
of global financial shocks, as starkly illustrated during the
2008-09 financial crisis, when financial inflows to develop-
ing countries fell abruptly to about -1 percent.

Most developing regions exited from the crisis relatively
quickly, thanks to counter-cyclical stimulus policies, better
growth prospects (reflected in their relative credit ratings;
see figure 3.3), and a gradual thawing of global financial

1. Here and in the remainder of this chapter, the post-crisis period is
referred to as the period after 2009 and the boom period as 2003-07.
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Figure 3.1 Private capital inflows to developing
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Figure 3.2 Private capital inflows to developing

countries by region and type
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Figure 3.3 Institutional investor rating for developing

countries (relative to US and EU)
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m Private capital inflows: definition, link with balance of payment and financial exposure

The analysis presented in this chapter is specifically focused on the behavior of net private capital inflows by foreign investors
into developing countries. This box clarifies the concept, its link to current account imbalances and external vulnerabilities.

Capital flows are recorded when there is transfer of ownership of financial assets from one country to another. When non-res-
idents are purchasing assets in a country, the transaction is designated as a capital inflow for that country, and recorded as
a change in foreign liabilities on its financial account balance. When domestic investors are purchasing assets abroad, the
transaction is recorded as a capital outflow.

Private capital inflows are of particular interest, being most responsive to changes in global market conditions. They are
labelled as “net inflows” in the balance of payment statistics as they include repayment of debt and equity disinvestment by
non-residents, in contrast to gross inflow data, which refer only to the acquisition value of the assets.

Official inflows provided by international financial institutions and bilateral creditors are excluded from this analysis, as they
follow entirely different patterns and determinants.

Data used in this chapter is mostly coming from the IMF balance of payment statistics (IFS database), complemented by the
BIS Locational Banking data for cross-border lending, and national balance of payment data where appropriate.

Capital inflows, current account imbalances and vulnerability to external conditions

Capital inflows are tightly connected to broader balance of payment developments, as the financial account of a country
matches by definition the sum of its current account position, changes in foreign currency reserves and statistical errors and
omissions (Figure B3.1.1).

Thus large capital inflows, if leading to an improved financial account balance, can potentially be associated with a deterio-
ration of the current account of the recipient country and a growing disconnection between domestic investment and saving.
This could happen for instance if inflows put significant upward pressure on the real effective exchange rate or imply exces-
sively loose domestic financing conditions. But these relationships are far from linear.

Figure B3.1.1 Net private capital inflows in the broader balance of payment framework

Current Account Balance =+ Financial Account Balance 4+  Change in Reserves = Net Errors & Omissions = ()

AN

Net Capital Outflows (by residents) =+ Net Capital Inflows (by non-residents) Net private

/ capital inflows

Official Inflows = FDI + Portfolio <+ Bank Lending

Source: World Bank, Institute of International Finance.

It is entirely possible, as observed in a number of developing countries prior to the financial crisis, to absorb large private
capital inflows without widening current account deficits or foregoing surpluses, as inflows can be counterbalanced by
residents’ investments abroad, rising foreign currency reserves or counter-cyclical macroeconomic or prudential policies.

Irrespective of their direct impact on current account positions, large private capital inflows can have far-reaching implica-
tions for the propagation of external shocks through the buildup of large foreign liability positions, and serve to amplify the
impact of changes in global financial conditions in all countries.

Risks relating to a sudden reversal of capital inflows are obviously more pronounced in countries running significant current
account deficits, but could also be a threat to surplus countries with large external liabilities and overstretched domestic
credit markets.

Analyzing the pattern of private capital inflows in all developing countries, as done in this chapter, appear particularly rele-
vant in the context of an expected tightening of global financing conditions.

g7
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conditions. As demonstrated throughout this chapter,
exceptionally loose monetary policy in high-income
countries contributed significantly to the vigorous
resurgence of financial inflows to developing countries
in the post crisis period (peaking at 8.5 percent of their
combined GDP by mid-2011).

This post-crisis upsurge was initially driven by a recovery
in cross-border lending and later by a persistent rebal-
ancing of portfolio investments, both largely influenced
by exceptionally low interest rates and risk aversion. As a
result, before the summer 2013, the weight of developing
country bonds in global fixed income portfolios increased
to levels last seen in the late-1990s (see chapter 1).

Portfolio investments (bond and equity inflows) have been
robust in most regions since 2009 (figure 3.2). In contrast,
bank lending has moderated particularly in emerging
Europe because of continued deleveraging and balance
sheet adjustments by banks in high-income countries.

Foreign direct investment (FDI) has been most stable
component of capital inflows, although the picture is more
mixed at the regional level. In Sub-Saharan Africa, FDI
inflows have increased steadily in the post-crisis period,
reaching 6.5 percent of the region’s GDP most recently.
That contrasts with South Asia and the Middle-East and
North Africa where FDI flows have been declining (to 1.3
and 0.8 percent of regional GDP respectively) during the
2011-13 period.

Over the past two years, capital inflows have stabilized
at around 4.5 percent of developing-country GDP. The
slowdown was also associated with stagnant international
reserves, rising capital outflows, and a deterioration of
current account balances in a number of countries and
regions, hence increasing their exposure to changes in
external conditions.

As discussed in chapter 1, since May 2013, expectations
of a gradual unwinding of quantitative easing (QE) by
the U.S. Federal Reserve led to a significant portfolio
adjustment on the part of global investors away from
developing countries. Issuances of developing-country
bond, equity, and syndicated bank loans dropped ini-
tially by around 50 percent, imposing significant adjust-
ment pressures on currencies, asset prices, and foreign
exchange reserves of several middle-income countries.

Modeling capital flows to developing countries

This section evaluates the main determinants of capital
inflows to developing countries. It explores the likely impact
of the recovery in growth and normalization of policies in

98

high-income countries, examining a scenario where finan-
cial markets react in an ordetly fashion as well as two sce-
natios where the adjustment is less orderly.

This analysis followed a two pronged approach. In a first
step, a panel regression was used to assess the relative
importance of global and domestic factors in determining
the equilibrium level of capital inflows.

This is useful for understanding the long-term reaction
(after all adjustment has occurred) to a change in global
(or domestic) conditions. However, this approach is less
suited for evaluating the short-term interaction and inter-
play between global factors and capital inflows.

To capture such short-term dynamics and assess over-
shooting risks in relation to changes in external financing
conditions, a vector autoregression model was estimated
in a second step, and used for further simulations.

Accounting for global “push” and domestic “pull” factors

The economic literature suggests that capital inflows to
individual developing countries are determined by both
global external conditions (“push” factors) and domestic
factors (“pull” factors).”

The model outlined in box 3.2 was designed to control for
the impacts on capital inflows of changes in observable
global conditions, including real incentives (growth and
growth expectations), financial incentives (interest rates
and interest rate differentials), access to liquidity (global
money supply), and global risk aversion. It also accounts
for domestic pull factors (credit ratings, local interest rates,
GDP levels) that can influence the volumes of capital
inflows to developing economies.

Importantly, the model does not attempt to tease out the
full influence that extraordinary monetary policy mea-
sures undertaken in high-income countries had on capital
inflows. To do so would require determining the extent
to which quantitative easing itself influenced the various
drivers of capital inflows (interest rates, liquidity, risk,
and growth) - a question that is under active discussion
in the literature, but over which there is little consensus

2. Recent work includes Fratzscher (2012), which finds that push
factors were dominant during the crisis but pull factors were more
important in the immediate recovery phase after the global crisis, while
Forbes and Warnock (2012) identify global factors, especially global risk
(VIX index) as a determinant of surges. Bruno and Shin (2013) identify
global factors are dominant determinants of cross-border bank flows,
particularly bank leverage and VIX. This last result may be explained by
the close relationship between banks' value-at-risk and the VIX (Adrian
and Shin, 2010).



m Modeling the influence of high-income policy (including quantitative easing) and domestic
factors on capital inflows to developing countries

The results reported in the main text of chapter 3 are based on a panel econometric analysis designed to illuminate how global
and domestic economic conditions influence the volume of capital inflows to individual developing countries. The study uses
an unbalanced panel of available quarterly private capital inflows data for 60 developing countries for the 2000Q1- 2013Q2
period, thus spanning eight years of non-crisis year capital flows, and five years of post-crisis flows. These financial inflows
comprise bond and equity portfolio flows, foreign direct investment, and cross-border bank lending, and were derived from
the IMF Balance of Payments statistics and the Bank for International Settlements’ Locational Banking Statistics, supple-
mented by national sources drawn from the Datastream and Haver Analytics databases.

The model allows for the influence on individual-country capital inflows of global economic variables (“push factors”) that
have been identified in the literature as affecting the propensity to invest, as well as country-specific “pull factors” that cap-
ture time-varying characteristics of individual countries that may affect the allocation of funds across countries. The observ-
able pull and push factors include measures used to capture:

e Global financial conditions, such as the US Federal Funds rate, the US money supply (M2), and the yield curve (the differ-
ence between the US long-term interest rate and short-term policy rates). The role of global uncertainty and risk aversion
was proxied by the VIX index.

e Real-side global conditions, such as high-income and developing world GDP growth, and the global composite purchas-
ing managers index (PMI), which proxies for growth expectations.

e Domestic pull factors, including country GDP levels and institutional investor ratings, a country-specific (lagged) GDP
growth differential (relative to the United States), and the interest rate differential between the developing country vis-a-vis
the United States.

The extraordinary measures taken by central banks, in the United States, Europe, and Japan are likely to have influenced
several of the global variables: short-term interest rates would have been affected by conventional monetary policy; the
structure of the yield curve would have been affected by the Federal Reserve’s purchase of mortgage-backed securities and
long-term debt on secondary markets; and market uncertainty along with U.S. and global growth may have benefited from
stimulatory monetary and fiscal policies. To the extent that such measures may have influenced these drivers, their influence
on capital flows will have been captured in the regression.

To account for the possibility that extraordinary monetary measures have operated through other unobservable channels
(or through conventional channels over and above these observable measures), a series of dummy variables covering the
different episodes of quantitative easing were also included. Several alternative specifications were experimented with, in-
cluding: a single QE dummy variable for all episodes of quantitative easing; separate indicator variables for each of the three
episodes; and a continuous measure of QE interventions based on QE-related assets on central bank balance sheets. A
non-zero coefficient on these dummies can be interpreted as indicating that there were additional influences on capital flows
to developing economies from quantitative easing that are not directly attributable to observable measures.

The baseline estimation employs econometric techniques that address the influence of time-invariant unobserved country
effects, a time trend, and the possibility of bias due to the inclusion of a lagged dependent variable. In addition to the base-
line, several additional variations were explored.

To ascertain whether quantitative easing may have altered the magnitude of the influence of the conventional transmission
channels (say by making flows more sensitive to interest rate developments), a specification that allowed for interactions
between the indicator and the observable global variables was considered. However, this specification was not retained as
there was little evidence in favor such interaction effects. Furthermore, specifications that included market expectations of
future interest rate changes were considered, but not retained because these expectations variables were not statistically
significant.

The model is robust to several different specifications of the explanatory variables, as well as the inclusion of other variables
that may plausibly explain capital flows. Lagged ratios of private credit as a share of GDP (financial depth), trade/GDP (trade
openness), external debt/GDP, and real exchange rate appreciation were included in alternative specifications but did not
prove to be statistically significant.

More details including benchmark regression results and the regression results for the constituent components of capital
inflows, are provided in annex 1 (see also Lim, Mohapatra and Stocker forthcoming).
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Estimated contribution to increase in
capital inflows in the post-crisis period

Figure 3.4 Impact of global and country-specific
variables on capital inflows

Figure 3.5

(impact of 1 std. dev. change in explanatory variable on std. dev. of log capital inflows)
Increase in capital inflows to developing countries between 2009H1 and 2013H1

Institutional investor rating accounted for by changes in:

(Percent of total change)

Developing GDP growth

Growth differential

QE*

VIX Index

US yield curve

US short-term rate

-0.15

* QE indicator is not standardized.

Source: World Bank.

as yet.” Instead, the model simply uses a seties of dummy
variables to test whether extraordinary monetary mea-
sures may have had an effect on capital flows over and
above those coming through the modeled channels.

The results obtained from the model are broadly con-
sistent with the existing literature on observable factors
associated with financial inflows (Alfaro, Kalemli-Oz-
can and Volosovych 2008; Bruno and Shin 2013; Gelos,
Sahay and Sandleris 2011; Forbes and Warnock 2012;
Fratzscher, 2012).

Capital inflows to individual developing countries cor-
relate in particular with country ratings and a number of
global financial conditions, captured in the model by short-
term U.S. interest rates, the yield curve, and the VIX index
of implied stock market volatility (a measure of market
uncertainty and risk aversion). The evidence for the effect
of several other country-specific and global factors—such
as growth differentials relative to the US, and aggregate
developing-world growth—is somewhat weaker, and a
number of factors, such as real interest rate differentials,
are statistically indistinguishable from zero.

The various effects are summarized in figure 3.4, which
shows the response of capital inflows to a change of
one standard deviation in each of the explanatory vari-
ables. The response to market uncertainty/risk aversion
appears to be relatively small over the full sample. How-
ever, because of its very large changes during the crisis
and post-crisis periods, its variation between the first half
of 2009 and the first half of 2013 is estimated to have
had the largest impact on capital inflows during this period
(figure 3.5).

100

US short-term rates QE-specific effect US yield curve VIX Index

Source: World Bank.

Both domestic and global factors appear to be impor-
tant determinants of capital inflows to developing coun-
tries, with global factors (U.S. interest rates, risk and the
additional unmodeled influence of quantitative easing)
together accounting for about 60 percent of the increase in
capital inflows between 2009 and 2013, with the remaining
40 percent explained by domestic factors such as coun-
tries’ institutional investor rating, and developing-country
growth and growth differentials.

About 13 percent of the total variation in capital flows
during this period is picked up by the quantitative easing
dummy, suggesting that capital flows were larger in the
post-crisis period than would have been expected given
the levels of other variables. These effects appear concen-
trated on earlier rounds of quantitative easing, When the
quantitative easing indicator is split into separate episodes
corresponding to QE1, 2, and 3, the impact on inflows
diminishes between successive episodes. Indeed, when
broken out, the QE3 variable is statistically insignificant—
implying that by thenall of theimpactof quantitative easing

3. Most of the research that has been conducted on the impact of
capital flows has looked at its impact on economic activity in the United
States, and there is very little consensus on those impacts. IMF (2013)
provides a useful review of this literature, which suggests that impacts
on GDP could range between 0.13 percent growth to 8 percentage
points and long-term interest rate effects that range from 75 to 200
basis points in the USA, and less than 50 to 160 basis points in the
United Kingdom.

4. Estimates of the relative contribution of different factors in Figure
3.5 were calculated by multiplying the observed changes in short-term
policy rates, yield curve, the QE episode dummy, and the risk index be-
tween the first half of 2009 and the first half of 2013 by the coefficient
estimates obtained from the benchmark model.



m Modeling the inter-temporal adjustment of capital inflows

Dynamic interactions between global “push” factors, capital inflows and GDP growth in developing countries are captured using a
six-dimensional vector autoregression model (VAR), estimated over the period 2000Q1 to 2013Q2 (see annex 2 for a detailed de-
scription). The VAR jointly models aggregate private capital inflows to developing countries as a share of their combined GDP; real
GDP growth in both developing and G-4 countries (the United States, Euro Area, Japan and the United Kingdom); G-4 short-term
interest rates; the G-4 yield curve (ten-year government bond yields minus 3-month interest rates), and the VIX index of implied stock
market volatility, a popular measure of the pricing of financial market risks.

The impulse response of aggregate capital inflows in developing countries to a one standard deviation shock in the other five vari-
ables is presented in figure B3.3.1. At first sight, changes in growth patterns between developing and G4 countries seem to be
dominant drivers, with the effect of shocks persisting for about a year and a half. Rising risk aversion (increase in the VIX) and a
steepening of the G-4 yield curve are both associated with lower capital inflows (as a share of GDP), with peak effects after about
four quarters. The direct impact of changes in short-term interest rates in the G-4 region is small.

Further investigation shows more complex interactions between global factors and highlights the central role of market uncertainty
and changes in risk assessments in the transmission of monetary shocks. In particular, an increase in the VIX index leads within four
quarters to lower short-term interest rates, a steepening of the yield curve, and weaker growth in the G4 and developing countries.
In other words, the impact of market distress on global growth and the slope of the yield curve serve to amplify the initial effect of
increased uncertainty on capital inflows.

For the sample period, the model suggests that changes in risk aversion explain around 10 percent of the variance of GDP growth
in both G-4 and developing regions, 20 percent of changes in the yield curve and 25 percent of changes in short term rates (figure
B3.3.2).

In addition, the VIX index is itself the variable in the model most sensitive to changes in monetary conditions, with lower interest rates
reflected within two to three quarters in lower risk aversion. About 8 percent of the variance of VIX is explained in the model by such
change in monetary conditions.

These results are consistent with recent studies, which tend to assign a similar or even bigger role of interest shocks in determining

the price of risk, and in explaining the international transmission of monetary policy through financial flows and asset prices (Bruno
and Shin 2013; Bekaert, Hoerova and Lo Luca 2012; Rey 2013).

Figure B3.3.1 Response of developing-country Figure B3.3.2 Variance of dependent variables

capital inflows (% of GDP) to one explained by G-4 interest rates
S.D. shock in: and VIX
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Source: World Bank. Source: World Bank.
on capital flows has been accounted for through its effect As conditions in high-income countries improve (that is,
(if any) on the traditional drivers of capital flows. as output gaps are closed and growth realigns with under-
lying potential output), monetary policy can be expected
Implications for capital flows as global conditions normalize to normalize, and the extraordinary monetary policy mea-
sures that have been undertaken will be withdrawn. In
The preceding analysis confirms previous research sug- this context, capital flows to developing countries should
gesting that global economic conditions play a major role adjust to a new equilibrium. Simulations based on the
in determining capital flows to developing countries. panel regression results are shown in table 3.1.
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These simulations are conditioned on the following under-
lying assumptions:

* Developing and high-income country GDP growth
gradually strengthens in line with the projections pre-
sented in chapter 1.

* QE tapering by the US. Federal Reserve spans from
January to December 2014, and has a very gradual
effect on market conditions. It adds 50 basis points (bp)
to US. long-term interest rates by the end of 2015 and
a cumulative 100bp by the end of 2016. Policy rates in
the United States start to increase in 2015Q3, from 0.25
to 2 percent by the end 2016.

e The European Central Bank (ECB), Bank of Japan and
Bank of England, start to unwind their own quantita-
tive/qualitative policies in the coutse of 2015-16, add-
ing 50bp to their long term yields by the end of the
forecast horizon, and tighten policy rates later than the
U.S. Fed does.

The VAR model described in box 3.3, which maps out
the inter-temporal relationships between GDP growth in
high-income and developing regions, global interest rates,
and uncertainty/risk taking, suggests that the VIX index will
gradually rise back toward its long-term average of close to
20 by 2016, some 25 percent above current low levels.

Feeding these global “push factors” into the earlier panel
regression results points to a baseline decline of capital
inflows (relative to a “no change” scenario) of about 10
percent by 2016, or 0.6 percent of developing-country
GDP by 2016 (see table 3.1).

Table 3.1 Baseline results: a modest decline in capital
inflows as global conditions normalize

History Baseline

2012 2013 2014 2015 2016
Developing GDP growth 5.0 5.4 515 5.8 5.9
G4 GDP growth 14 1.1 2.2 2.4 2.4
G4 Yield curve 17 2.1 25 2.6 2.3
G4 10Y Bond Yields 2.2 2.4 2.9 3.2 3.6
G4 3 m interest rates 0.4 0.2 0.3 0.6 12
VIX Index 18 15 16.9 18.2 18.9

Deviation of capital inflows from a "no change" scenario
% of flows
% of developing country GDP

Source: World Bank.

Notes: Tan background implies an exogenously given variable.

Blue background shows VIX simulations derived from the VAR model.
Gold background denotes results from the panel regression.

These results confirm that a gradual normalization of
global conditions would be accompanied by a modest
retrenchment of capital inflows as a percentage of devel-
oping-country GDP, although remaining broadly in line
with average levels between 1990 and 2003.

Looking a bit deeper

The above results refer to the sum of all capital inflows
(portfolio flows, international bank lending, and foreign
direct investment). When inflows are decomposed into
their constituent components, portfolio flows are both the
most volatile and the most sensitive to the external drivers
associated with global financial conditions.

Estimates of the capital flow model performed on each
individual component suggest that equilibrium portfolio
flows are sensitive to changes in short-term interest rates,
the yield curve, and global risk aversion, as well as to the
QE indicator. Equilibrium foreign direct investment, in
contrast, tends to be relatively insensitive to the effects
of global push factors, although such flows are much
more responsive to country-specific credit ratings, a result
consistent with the literature (Alfaro, Kalemli-Ozcan and
Volosovych 2008; Dailami, Kurlat, and Lim 2012).

Cross-border bank lending falls into an intermediate category.
In particular, the coefficient on the QE dummies was the larg-
est for bank lending—suggesting that more so than for the
other flows QE operated through channels other than those
modeled to boost bank lending, At the same time, bank lend-
ing was also much less sensitive to the observable fundamental
factors. This suggests that the response of overall inflows to
global risk conditions and QE-specific effects are driven to a

L VI-XHMp Estimated decline in capital inflows relative

to no policy change baseline by type

FDI Bank lending Portfolio Investment Mutual Fund Flows
(0] 0.0
5 * * -0.1
*
10 -0.2
-15 * - -03
-20 - -0.4
-25 - -0.5
-30 Percent change - -0.6
-35 # Percent of GDP change [Right] L .07
-40 - -0.8
45 L -0.9
-50 - -1.0
Change in flows, percent Change in flows, percent of GDP

Source: World Bank.
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Figure 3.7 Estimated decline in regional capital inflows
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large extent by the behavior of portfolio investments (figure
3.0). When flows into developing-country bond and equity
mutual funds (a subset of portfolio flows) are considered, the
sensitivity of these flows to changes in both the short-term
interest rate and yield curve is much higher than for overall
portfolio flows, and for other types of capital flows.

To the extent that this historical pattern persists over
future tapering scenarios, portfolio flows are estimated to
decline in the first year by 33 percent, while bank lending
falls to a much smaller extent, and FDI hardly move at all
(under the gradual tightening scenario). Partly as a result,
the impact on regional capital flows may turn out to be
very different.

For regions such as Fast Asia and the Pacific (excluding
China) and Europe and Central Asia—where portfolio flows
represent 53 and 45 percent of total flows respectively

enduring declines in inflows may be significantly larger than
the declines in regions like Latin America, the Middle-Fast
and North Africa, or South Asia where portfolio flows are a
much smaller proportion of total flows (figure 3.7).

Sub-Saharan Africa sustains the third largest impact
among the six regions, as capital flows are a particularly
large share of Sub-Saharan Africa’s GDP (See figure 3.2),
even though portfolio flows are a relatively small share of
overall flows (outside of South Aftrica, FDI is the domi-
nant type of capital inflows—72 percent of the total).

Tracking the dynamic bebavior of capital inflows and
overshooting risks

The foregoing results assume that monetary authorities
in high-income countries are able to engineer a gradual
increase in long-term interest rates as quantitative easing is
withdrawn in line with improved growth conditions.
However, the experience of the summer of 2013—
when the yield on 10-year U.S. Treasury bills jumped by
some 100 basis points in a just a few months—suggests
that a smooth market reaction to the actual tapering
of quantitative easing is not assured. The next set of
results considers the impacts on capital inflows of two
alternative scenatios:

e “Tast normalization”: long-term interest rates snap up
by 100 basis points in the first half of 2014, before
gradually converging back to baseline levels over the
subsequent two years;

Figure 3.8 Normalization scenarios, overshooting risks and capital inflow projections
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A live experiment: tapering expectations and capital inflows during the summer of 2013

The simulations derived from the vector autoregression (VAR) model can be compared with actual developments following the Fed
tapering announcement in May 2013. After the conditions for the unwinding of quantitative easing were outlined by the Fed chairman
in a congressional testimony on May 22 2013, the U.S. long term interest rates suddenly shot up by 100bp and the VIX index initially
rose from 15 to 20. Emerging market bond spreads increased significantly, and issuances of developing-country bond, equity, and
syndicated bank loans dropped by around 50 percent during the summer (Figure B 3.4.1).

Although bond, equity issuances and syndicated bank flows are conceptually different from the private capital inflow data reported
in the balance of payment statistics and used in our modeling strategy, the observed deceleration of flows during the summer of
2013 appear largely consistent with the elasticities estimated in the VAR model. Counterfactual simulations show that the decline
predicted by the VAR model would have been of similar magnitude albeit more gradual than actually observed (figure B3.4.1). As
presented in the “fast adjustment” scenario , a 100bp shock to the yield curve generally translates within two quarters into a drop in
inflows of around 50 percent, with the VIX index predicted to increase by six points.

The observed impact of financial market tensions during the summer was also reflected in a deteriorated outlook for many develop-
ing economies, particular among those considered most vulnerable (figure B3.4.2).

Figure B3.4.1 Gross capital inflows to developing Figure B3.4.2 2014 real GDP growth consensus
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e “Overshooting”: market reactions are assumed to be ing countries declining by 0.5 percent over the projection hotizon.
more abrupt, resulting in a sharp (200 bp) increase In the two more extreme scenarios, deviations from the
in long-term interest rates in first half of 2014, fol- baseline are pronounced.
lowed by a more protracted adjustment back to the
baseline; In the “fast normalization” scenario, the resulting increase

in market volatility and rising risk aversion leads to a

The vector autoregression (VAR) model described in sharper but partially temporary correction in flows. In this

Box 3.3 was used to explore inter-temporal adjustments context, private capital inflows drop by an average 30 per-

between capital inflows, growth and global financing con- cent in 2014, with a peak impact of 50 percent toward the

ditions, in order to assess the risk of a disordetly transition end of the year.

and sudden stops in financial inflows.
As discussed in Box 3.4, the magnitude of these simu-

Figure 3.8 illustrates the adjustment path for three of the lated effects is broadly consistent with the adjustments
co-determined variables (capital inflows to developing observed during May-September 2013, a period that lies
economies; long-term interest rates and the VIX index of mainly outside of the estimation period of the model.

stock market volatility) under different scenarios.

In the “overshooting” scenario, where long-term inter-
In the baseline, the capital flow projections resulting from the est rates spike initially by 200 bp, flows would then drop
VAR simulations ate very similar to those drawn from the panel by 45 percent in 2014 as whole and up to 80 percent at
regtession, with the share of capital inflows to GDP in develop- the peak impact.
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m Surges, stops and aggregate capital inflows

As discussed, in the main text, capital inflow surges tend to precede financial crises, and crises tend to occur at the same time as
sudden stops. The surge in capital inflows in the pre-crisis period was typical (figure B3.5.1), as some 80 percent of developing
countries in the sample suffered a sudden stop in its aftermath. The post-crisis rebound, which also classifies as a surge, was again
followed by an increased incidence in stops, with 15 percent enduring such episode during 2012-13. The methodology used here
to identify surge and stop episodes at the individual country level is based on Forbes and Warnock (2012), with the threshold being
defined as changes in flows larger than one standard deviation around a five-year rolling mean.

The link between aggregate capital inflows to developing countries and the proportion of these countries going through either surge
or stop episodes can be approximated empirically using a simple vector autoregression model approach. Over the period 2000Q1
to 2013Q2, the relationship can be summarized with the accumulated impulse response presented in figure B3.5.2.

Overall, a decline of one standard deviation in the ratio of aggregate capital inflows to GDP (corresponding to a decline of about 2.7
percent of GDP), tends to increase the proportion of countries experiencing sudden stops to 22 percent after four quarters. In the
“overshooting” scenario presented in the text, capital inflows are predicted to decline by 3.5 percent of GDP, implying that more than
a quarter of developing countries could experience sudden stops in such scenario.

Figure B3.5.1 Capital inflow episodes in Figure B3.5.2 Frequency of stop episodes:

developing countries impulse response to changes in
aggregate flows
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Such a correction, albeit temporary, would have an If market reactions to tapering decisions are precipitous,
important bearing on the probability of isolated or developing countries could see flows decline by as
more diffused crises under different macroeconomic much as 80 percent for several months. That would
scenarios. This issue is addressed in the last section of raise the likelihood of abrupt stops at the country level,
this chapter. with more than 25 percent of individual economies

experiencing such an episode in these circumstances
(box 3.5).

Disequilibrium risks While this adjustment period might be short-lived, it is likely

to inflict setious stresses on the financial and economic condi-

tions in certain countries—potentially heightening crisis risks.

The preceding analysis suggests that in the long run, . . . . . .
the vfi)thdrawi of quantita%i%re easing and a returi to a A rief h|St0ry of crises in developlng countries
tighter monetary policy in high-income countries will

have a relatively small impact on capital inflows, reducing According to data compiled by the International Monetary
them from 4.6 percent of developing-country GDP in Fund (Laeven and Valencia 2012), there were some 147 finan-
2013Q3 to 4.0 by the end of 2016. However, the path to cial crises globally between 1970 and 2011 (figure 3.9). Of
this new normal level of flows will matter. these, 123 occurred in what are now classified as developing

countries, and 95 developing countries had at least one crisis.
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These crises have tended to occur in clusters, with cur-
rency crises and banking crises much more common
occurrences than sovereign debt crises. The clustering
suggests that crises are either being caused by common
factors or that there are important contagion effects.

Crises in developing countries generally follow a period
of surging capital inflows, and occur on the same year as a
sudden retrenchment (figure 3.10). This is particularly clear
for banking crises, as thirty-four percent of them occurred
within two years after a period of strong capital inflows to
the country, versus only 20 percent for currency crises and
17 percent for sovereign debt crises. Banking crises also tend
to be more strongly correlated with sudden stops in capital
inflows on the year of the crisis, although the direction of
causality is unclear. Moreover, the evidence suggests that hav-
ing had a banking crisis in the preceding two years increases
the likelihood of a sovereign debt or currency crises, whiles
these other kinds of crises do not increase the likelihood of
later banking ctises to the same extent.’

A more formal look at banking crises

An econometric analysis of the factors associated with
an increased probability of crises in developing countries
tends to confirm the links between the incidence of these
crises, global factors, and individual country characteristics
and vulnerabilities (box 3.6).

The empirical literature on banking crises is quite large.®
While early work typically focused on domestic causes of
banking crises, especially in a developing-country context,
morte recent work has focused on the effects of outside
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forces, such as global monetary and financial develop-
ments and contagion, on the likelihood of a crisis in a
given country.’

Relative importance of global, contagion, and domestic
factors

The regression results generally confirm the influence
of both global and domestic factors in determining the
onset of banking crisis (annex 3 table A3.3). The modeling
strongly suggests that the risk of a banking crisis rises with
an increase in global risk aversion, rising global interest

rates and tightening of global liquidity—especially after a

period of loose global monetary conditions.

5. In the two years following a banking crisis, a country has a 28 per-
cent chance of having a currency or sovereign debt crisis. In contrast,
the likelihood of a banking or sovereign debt crisis following a currency
crisis is broadly the same (c. 20 percent) as is the likelihood of one oc-
curring before the crisis or after the currency crisis. Taken together, this
data suggests that banking crises tend to cause currency and sovereign
debt crises in a way that those kinds of crises do not cause bank crises —
an intuition that formal tests of granger causality confirm.

6.  Eichengreen and Rose (1998) and Eichengreen and Arteta (2000) pro-
vide extensive review of the cross-country empirical literature on banking
crises with a focus on developing countries. See also Reinhart and Rogoff
(2009) for more recent discussion of the developments in the literature.

7.  Earlier literature that emphasized the importance of global factors
in explaining financial crises are, among others, Frankel and Rose 1996,
Eichengreen, Rose, and Wyplosz 1996, Eichengreen and Rose 1998,
Frankel and Roubini 2001, and Reinhart and Rogoff 2009. Forbes and
Warnock (2010) examines the importance of global, contagion, as well
as domestic factors in explaining extreme episodes of capital flows,
although it tends to focus on high income and emerging economies. For
a recent treatment of global and contagion factors in the literature of
financial stress transmission, see for example IMF (2013b).

FLOICRA) Capital inflow surges, stops and frequency
of financial crises in developing countries
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The banking-crisis regression model

The probability that a country will suffer a banking crisis is modeled as a function of global factors, contagion factors, and domestic
factors. To assess the role of all three sets of factors on the likelihood of a crisis in a given developing country, a pooled probit model
is estimated (see annex 3 for a detailed description).

The modeling work focuses on banking crises in developing countries using crisis data developed by Laeven and Valencia (2012)
because the determinants of banking causes in developing countries may be distinct from those of high-income countries (Eichen-
green, Rose, and Wyplosz 1996, Eichengreen and Rose 1998, Eichengreen and Arteta 2000). To avoid sample selection problems,
explanatory data for the 67 developing countries that did not have a banking crisis are added to the 95 developing countries in the
Laeven and Valencia data set, all of which had a banking crisis during the sample period. Observations for the three years following
a crisis are dropped from the panel, so that the explanatory power of domestic factors that may have triggered a crisis are not dimin-
ished by inclusion of their post-crisis period when the binary crisis variable would be zero. All explanatory variables except global
factors are entered with a one period lag in order to minimize endogeneity problems.

Global factors

Seven measures of global effects were tested for the model: global risk appetite, global interest rates, global growth, global liquidity,
global bank leverage, and global commodity prices. Global risk appetite was measured by the Chicago Board of Trade Volatility In-
dex (VXO), a measure commonly used to capture risk appetite in the global financial markets. Global growth is measured by the first
principal component of real GDP growth in the Euro Area, Japan, United Kingdom, and the United States. Global liquidity is proxied
by M2 as a share of GDP in the United States. Global interest rates are measured by the first principal components of rates on long-
term government bonds in Germany, Japan, United Kingdom, and the United States. Global commodity prices are measured by the
agricultural commodity index and energy commodity index.

Contagion factors

Following Forbes and Warnock (2012) and IMF (2013a), but giving precedence to variables that allowed for a wider country cov-
erage, four variables were included to capture contagion effects: trade openness, trade linkage, financial linkage, and regional
contagion. Trade openness is measured by a country’s trade with the rest of the world scaled by its GDP. Trade linkage is defined as
the bilateral trade volume between two countries (scaled by each country’s total trade with the rest of the world) and multiplied by an
indicator variable defined as equal to 1 if the trading partner is experiencing a banking crisis, and to 0 otherwise. Financial linkage
is defined as the total bank claims between a country and BIS reporting banks scaled by GDP to capture the country’s degree of
integration with the global financial markets and hence exposure to financial contagion. Regional contagion is defined as the number
of countries in the same region experiencing a banking crisis.

Domestic factors

Ten separate variables were considered to capture country-specific factors: current account and fiscal balance, total external debt
and a share of short term debt, domestic credit growth, inflation, per capita GDP growth, ratio of M2 to reserves, ratio of reserves
to imports, and a measure of real exchange rate overvaluation. The definition of each variable is shown in Table A3.2 in the annex.

Among the contagion variables examined, only the trade

linkages variable (the share of trade with other countries AR Estimated contribution to changes in

in crisis) was consistently statistically significant. LR L
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ing crises to the different variables identified in the
econometric work. It shows the absolute value of Source: World Bank.
the relative importance of each identified factor in
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Monetary policy, domestic credit growth and country-specific vulnerabilities

The “imported” easing of monetary conditions through large capital inflows in recent years has contributed to rapid credit expansion,
widening current account deficits, and increasing banking sector vulnerabilities in some cases.

The surge of capital flows in the post-crisis period has contributed to lenient domestic credit conditions, directly through cross-bor-
der intermediation channels and indirectly through exchange rate and monetary policy spillovers. Regarding the latter, a simple
Taylor Rule predicting the monetary policy stance of central banks in developing countries on the basis of domestic conditions (de-
viation of consumer price inflation from the policy target and the level of slack in the economy) suggests that policy rates were kept
lower than normally suggested during periods of large capital inflows (figure B3.7.1 and He & McCauley (2013)).

In this context, domestic credit has grown very rapidly in several developing countries in recent years, increasing the vulnerability
of some economies to a rapid tightening of financing conditions. Outstanding credit exceeds 100 percent of GDP in 15 developing
economies, and rose as a share of GDP by 15 or more percentage points in about 40 developing economies between 2007 and
2012. The sharpest upsurges were recorded in Thailand, Armenia, China, Malaysia, Morocco and Turkey (figure B3.7.2). Robust
real credit growth continued during 2012 and 2013 in Cambodia, Argentina, Armenia, Indonesia, and Paraguay. Monetary, fiscal,
and regulatory tightening in several countries, including China, Brazil, India, and Indonesia, has helped contain a further buildup of
credit risks, but banks’ exposure to rising interest rates has become an increasing source of concern since the start of QE tapering
expectations.

Figure B3.7.1 Policy interest rates and “Taylor Figure B3.7.2 Domestic credit growth in selected
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Note: Real credit growth computed using official consumer price inflation data.

contributing to an increase or decrease in the likeli- That said, it should be recognized that domestic variables
hood of a crisis.® are not entirely independent of external variables. In par-

ticular, as discussed in box 3.7, loose financial market
Empirically, between 1970 and 2011 the global variables conditions at the global level can feed through to rapid

have played the largest role, explaining about 58 percent credit growth, exchange rate changes, and fluctuations in
of the changes in the risk of banking crisis at the country reserves at the domestic level.

level. Domestic factors—particularly credit growth over

the previous five years, short-term debt, and the level of The main difference between countries is that, while devel-
international reserves—are also important contributors to oping economies do not have the policy levers with which
risk. Changes in domestic variables explain 29 percent of to affect global financial conditions, they can influence the
all the variation in risk over the sample period. extent and manner in which these bleed through into the

domestic economy (see following discussion on policy).

8. More specifically, the figure shows the estimated impact of one MOdé’/pi"edZ.[fZ.Oﬂ
standard-deviation shock to each variable on the predicted risk of bank-
ing crisis. Using the absolute value of coefficient facilitates comparison P o . .
S . - i ) i T ility models like the one used here to estimat
of relative importance of variables in influencing the predicted risk. See obab . } . ode e. ¢ O. e used here ¢ ¢
Chuhan, Classens, and Mamingi (1998) and IMF (2013a) for applica- the sensitivity of banking crises to external, domes-

tions of similar approaches. tic, and contagion factors tend to have low predictive
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power because the events they model are low-proba-
bility events.

One measure of the adequacy of predictive power of the
model is the proportion of threshold events it correctly
predicts (and the proportion of non-events that it cor-
rectly predicts). By these measures, the model outlined in
column 5 of annex table A3.3 does a reasonable job in
predicting banking crises in developing countries—a con-
clusion supported by the AUROC statistic of more than
80 percent in the preferred model specification (see annex
3 for a discussion of alternative measures of predictive
accuracy of the model).

Another measure is to compare the prediction of the
model with actual events (within-sample prediction). Fig-
ure 3.12 plots the estimated probability of a crisis for six
of the eight countries that had banking crises in 2008—09
compared with the average predicted risk for all countries
during the same petiod.” In all cases, the model suggests
an above-average risk of crisis for those countries that did
have a crisis. Moreover, for all countries, the predicted risk

HI-XRP® Model predictions for 2008/9 banking crisis

Estimated percent likelihood of crisis

of crisis increased rapidly before and including the year of
crisis. However, in the cases of Mongolia and Nigeria, the
predicted likelihood of banking crisis was only marginally
higher than the average for all countries.

Assessing current risks

Given current conditions, empirical analysis of banking
crisis risks suggests that several countries might be subject
to heightened vulnerabilities.

Figure 3.13 presents key domestic risk factors in these
countries. The shaded area in the center indicates average
values of risk indicators in each region. The thick line rep-
resents the average values of risk indicators for countries

9. In the Laeven and Valencia (2012) data, eight developing countries
had banking crisis in 2008-09 (compared with 15 in high-income
countries): Hungary, Kazakhstan, Latvia, Mongolia, Nigeria, Russian
Federation, Slovenia, and Ukraine. Hungary and Slovenia were not
included in the prediction sample because of missing data in external
debt (Slovenia) and short-term debt (Hungary and Slovenia).

Estimated percent likelihood of crisis
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Note: The figures show the predicted risks for the countries that experienced systemic banking crisis (blue) vis-a-vis the average predicted risk for the non-crisis
sample (yellow) based on the econometric model reported in column 5 of annex table A3.3.
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East Asia and Pacific

HCTCRCRKY Domestic sources of risk by region

Europe and Central Asia

Latin America and Caribbean
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Source: World Bank.

Note: Radar charts summarize areas of elevated risk in each region. Each segment corresponds to significant domestic risk factors from the regression analysis

(see annex 3 table A3.3). The center is the least risky area, and the further away from the center, the greater the risk. The thick line in each region represents the
average value of each indicator among the countries whose predicted crisis risk is particularly elevated (one standard deviation above the average predicted risk
of the entire sample). The grey area represents the average values of each indicator for the region as a whole. There are no countries whose predicted risk is more

than one standard deviation above the average predicted risk in South Asia. Indicator values are standardized using percentile ranks.

whose predicted crisis risk is particularly elevated (one
standard deviation above the average predicted risk of the
entire sample).

Although conditions on the ground will vary and these
kinds of gross indicators need to be interpreted with a
great deal of caution, the results are instructive and point
to areas of vulnerability that individual countries may need
to address if they are to reduce risks of a crisis as external
conditions tighten.

* In the East Asia and Pacific region, rapid credit expan-
sions over the past five years and a rising ratio of short-
term debt in total debt are common areas of concern.

* A high external debt to GDP ratio, which exposes
countries to exchange rate and rollover risk, is an issue

11

in several Central and Eastern European economies,
with a heightened share of short-term debt in that total
being a further concern in several others. A high short-
term debt ratio makes a given level of debt much more
sensitive to the short-term swings in investor sentiment
or capital flows that might occur in the fast tighten-
ing and overshooting scenarios discussed eatlier. Rapid
credit growth is a further issue of common concern in
the region, with credit to GDP ratios have risen sharply
over the past five years in several economies—increas-
ing the sensitivity of loan quality (and bank solvency) to
the kind of sharp rise in interest rates discussed above.

In Latin America and the Caribbean, fewer countries
appear to be at immediate risk, with rapid credit growth
combining with significant short-term debt ratios as the
main sources of risk.
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* In the Middle East and North Africa, political turmoil
has cut deeply into economic growth in recent years
(see chapters 1 and 2). Banking-sector risks stem mainly
from its exposure to domestic credit quality and gov-
ernment financing needs, against the background of a
deterioration in current account positions.

* Based on existing data, risks in South Asia appear low, but
there are concerns that non-performing loans in India
have increased. India has also seen a significant deteriora-
tion in its current account balance in recent years.

* Only few of the reported countries in Sub-Saharan
Africa appear to have elevated risk, with deteriorating
reserve positions a common thread, along with high
exposure to short-term external debt in a few cases.

Policy response to weaker
capital inflows

The preceding analysis suggests that in a benign scenario
combining a gradual recovery in advanced economies and
an orderly normalization of global financial conditions
consistent with the baseline forecast of chapter 1, the risk
of a sharp decline in global capital flows is modest.

However, events around the summer of 2013 illustrate
the difficulties in managing market expectations as major
central banks plan their exit from unprecedented mar-
ket interventions. As discussed, an abrupt adjustment in
global interest rates and increased financial market volatil-
ity could have significant impacts for capital flows, growth
prospects, and financial stability in developing countries,
with effects likely being concentrated among those more
financially integrated and with the largest vulnerabilities.

If a disorderly adjustment occurs, authorities have a range
of polices at their disposal to deal with financial market
pressures, bearing in mind that the appropriate mix will
vary depending on the individual country situation and
policy regime. Steps that were taken developing countries
during the recent May-September period included:

e Use of international reserves to support domestic cut-
rencies and smooth the adjustment process

e Implementation or exploitation of temporary swap
arrangements with other central banks to increase
access to liquidity and foreign currencies

e Use of monetary policy to raise benchmark interest
rates and increase the attractiveness of assets denom-
inated in national currencies

e Imposition of prudential measures such as limiting the
foreign exchange positions that investors can take

e Implementing temporary capital controls on outward
financial flows, while removing impediments to capital
inflows for foreign direct investments and institutional
investors

e Use of trade measures designed to conserve foreign
currency, such as temporary import restrictions in the
form of quantitative limits for commodity importers,
tariffs, taxes and export support measures;

*  Budgetary consolidation policies, cutting subsidies,
and raising taxation

* Reforms aimed at bolstering the investment climate, in
particular for foreign investors

Some of these measures worked by helping to restore
market confidence and smooth adjustments. Others such
as trade restrictions, may have helped reduce pressures
in the short-run but could have important distortionary
effects and fail to address undetlying sources of vulner-
ability.

Figure 3.14 attempts to summarize the range of policy
options available to countries for dealing with a sudden
deceleration in capital inflows. Which policy response is
right for which country will depend on country-specific
factors, including the exchange rate regime, the degree of
capital openness, the structure of external and banking
sector liabilities, and the existing state of fiscal and other
macroeconomic imbalances.

In general, countries with fully floating exchange rates
should be able to rely more on market absorption mecha-
nisms (like exchange rate depreciation) and counter-cycli-
cal macroeconomic stabilization policies when sufficient
buffers are available. Countries with less flexible exchange-
rate regimes, large external liabilities and foreign denomi-
nated credit may have to focus more on prudential policies
and financial inflow regulation. Although limited capital
account openness may shelter an economy from capital
flight, these economies could still be vulnerable through
the exposure of financial sector balance sheets, requiring
particular attention to specific contagion channels. Finally,
the size of the country will matter, with small open econ-
omies having less room for autonomous macro and pru-
dential policies.
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From an operational perspective, the design of the most
appropriate response will essentially be country specific,
should involve all relevant stakeholders, and be transpar-
ent. No single solution will fit all.

The rest of this section explores in greater detail the issues
associated with individual policy options.

Allowing currency depreciation

Relying on exchange rate depreciation to absorb adverse
external shocks is appropriate if the depreciation does
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Temporary
restriction on
capital outflow

not itself exacerbate existing vulnerabilities (say, from cur-
rency mismatch in the loan books of firms, banks, or the
sovereign) and is warranted by the fundamentals of the
economy. Particularly in cases whete currencies ate already
overvalued, currency depreciations could stimulate exter-
nal competitiveness, reduce current account pressures,
and eventually lead to stronger domestic activity.

Such orderly adjustment would operate only in the pres-
ence of a flexible exchange rate regime and a credible
macroeconomic policy framework. The shift of many
developing countries toward inflation-targeting central
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bank objectives, fully floating currencies, and the “de-dol-
larization” of their economies has arguably moved a num-
ber of countries into this camp over the years.

Pursuing more active exchange rate and mone-
tary policies

A sudden decline in capital inflows could, however, gener-
ate a disruptively rapid depreciation.

In such cases, temporary interventions in currency mar-
kets (leaning against the wind) by spending international
reserves or invoking currency swaps or other arrange-
ments to reduce liquidity risks and slow the pace of adjust-
ment toward a new equilibrium may be warranted. Swap
facilities have gained particular prominence recently, with
a growing number of bilateral agreements between central
banks to improve liquidity conditions and limit strains on
foreign exchange markets in times of financial stress.

Exchange rate interventions tend to be effective only in
the short-term, however, and a country’s ability to deploy
them will depend on the size of reserves that it has accu-
mulated in the past.

Central banks may also be pressured into defending their
currencies by tightening monetary policy and increasing
the rate of return on domestic assets. Such a policy is likely
to be most effective in countries facing domestic inflation-
ary pressures and excessive credit growth, but it could be
counterproductive in countries facing severe economic
headwinds if the induced slower growth exacerbates the
retrenchment of capital inflows.

Using capital controls as part of a crisis mitigation
strategy

Maintaining an independent monetary policy and sta-
ble exchange rate in the face of fully liberalized capital
accounts might become irresolvable, as large fluctuations
in capital inflows will be met either by large exchange rate
movements or undesirable cycles in domestic credit and
money supply.

The “impossible trinity” of achieving monetary policy
autonomy, stable exchange rates and full capital account
openness is often cited as a reason for relying more on
counter-cyclical prudential and fiscal policies, and where
appropriate impose some form of controls on capital flows.

As repeatedly emphasized by the IMIF and the World Bank,
capital flow management instruments could be among the
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relevant short-term stabilization instruments to be used
in a crisis situation. However, they should be used with
caution, given their potential adverse effects on the level
and cost of future financing and their mixed record in
regulating large capital flow movements in the past (their
effects seem to be most visible in changing the structure
of foreign assets and liabilities rather than affecting overall
fluctuations).

Although discussions on capital controls as part of crisis
mitigation strategies often focus on managing capital out-
flows, counter-cyclical controls on inflows, where controls
are loosened during sudden stop episodes and tightened
during strong inflow cycles appear to be a more promising
policy avenue.

Capital controls also seem most effective when they
are implemented as part of a broad policy package that
includes sound macroeconomic policies as well as robust
financial regulation. They should be lifted once crisis con-
ditions abate, and they may need to be adjusted continually
to remain effective.

Implementing targeted prudential measures

Stricter prudential rules on lending and new regulatory ini-
tiatives to rein in excessive credit growth are still a prior-
ity in some countries to limit the further accumulation of
credit risks and prevent a damaging credit crunch should
global financing conditions suddenly tighten.

In those countries facing more immediate external financ-
ing pressures, the focus should be on containment strat-
egies. Targeted prudential measures aimed in particular
at reducing foreign exchange exposure in the financial
sector and foreign currency lending could be effective in
certain circumstances, but by definition they affect only
those flows intermediated through the domestic financial
sector and could have negative consequences for access
to finance, in particular for small and medium companies.

Because bond and equity flows, in particular from foreign
institutional investors, will arguably be most affected by
rising global interest rates and the unwinding of quanti-
tative easing policies, measures aimed at lifting barriers to
such investments should be considered, along with tar-
geted policies intended to open up new opportunities for
foreign direct investments.

Restoring confidence through domestic reforms

Eventually, reforming domestic economies by improving
the efficiency of labor markets, fiscal management, the
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Source: World Bank.

breadth and depth of institutions, governance and infra-
structure will be the most effective way to restore con-
fidence and spur stability (figure 3.15). As emphasized
by the dynamic recovery in most developing regions in
the immediate aftermath of the global financial crisis in
2008-09, their resilience was significantly underpinned by
a combination of a strong growth potential and an accu-
mulation of substantial policy buffers.

Tighter liquidity standards, counter-cyclical fiscal and pru-
dential rules are essential to build-up sufficient policy buf-
fers and “lean against the wind” of disruptive cycles in
capital flows. Such a stance requires a credible rule-based
approach to macroeconomic and macro-prudential policies.

Developing countries should further enhance policies
supporting private saving and domestic financial markets
to intermediate it, hence reducing exposures to volatile
external capital flows. These include long-term measures
focusing on education, pension and health care reforms
and the development of better regulated domestic bond
and equity markets. In this process, authorities should
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closely monitor the composition of both domestic and
foreign liabilities, adjusting regulation to the ever-changing
nature of financial stability risks.

Reforms aimed at promoting growth and financial stability
should not loose sight of the need to protect the most
vulnerable and to develop social protection mechanisms
to better cope with global shocks.

Reinforcing global coordination

Finally, the framework for global policy coordination
should be further strengthened in the context of the
Group of 20 (G-20), better recognizing large cross-bor-
der spillovers from high-income country policies and the
mutual benefits of greater financial and economic stability
in the developing world.

Over the past five years, G-20 members have made sig-
nificant progress, but a certain reform fatigue is apparent.
Important gaps in building a more resilient global financial
system, improving international oversight, and limiting the
propagation of systemic risks still need to be filled.

In addition, more tangible progress in the G-20 devel-
opment agenda in areas such as economic growth, trade,
financial inclusion, infrastructure, and climate change
financing could make a significant contribution to pro-
moting development and reducing poverty.

Erecting trade barriers to solve financial and economic
headwinds would be counterproductive and should be
resisted in both high-income and developing countries.
The momentum created by the World Trade Organiza-
tion agreement in December 2013 on trade facilitation,
food security, development, and access of least developed
countries, could lead to new opportunities for growth and
development and should be followed up with further mul-
tilateral efforts to open up trade in goods and services and
strengthen disciplines for investment.
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Data Sources

The analysis of capital flows relies on an unbalanced panel
of available data on quarterly capital flows for up to 60

Table A1.1 Country list for panel data model of
capital flows

developing countries for the 2000Q1-2013Q2 period, a Albania Honduras Nicaragua
span of eight years of non-crisis year capital flows, and Argentina India Nigeria
five years of post-crisis flows (see country list in table Armenia Indonesia Pakistan
Al.1). Aggregate financial inflows (GFI) are defined as the Azerbaijan Jordan Panama
sum of changes in foreign holdings of three categories of Bangladesh Kazakhstan Paraguay
assets (portfolio, FDI, and loans) in the developing econ- Belarus Kyrgyz Republic Peru
omy, net of their own disi.nvestment in each of t.hese‘three Belize Lao PDR Philippines
flows. Portfolio and FDI inflows were drawn Pﬁmarﬂy on Brazil Latvia Romania
balance of payments data from the International Mone- - - -
, / . . . o Bulgaria Lebanon Russian Federation

tary Fund's International Financial Statistics (IFS). These

. Cape Verde Lesotho Seychelles
were supplemented by data from national sources drawn : - : :

. . Chile Lithuania South Africa

from Haver Analytics and Datastream (where gaps exist), : _ :
and with bank lending data from the Bank of International i bEesRanE, PR Slibla
Settlements’ Locational Banking Statistics (LBS). The IFS Colombia Malaysia Suriname
data include a residual category, “other investments,” that Costa Rica Mauritius Thailand
includes loans as a subcomponent. However, this category Dominican Republic  Mexico Turkey
also includes other forms of cross-border finance (such as Ecuador Moldova Uganda
trade credit and cash) that are of a fundamentally differ- Egypt, Arab Rep. Mongolia Ukraine
ent nature from bank loans, which make it harder to draw El Salvador Morocco Uruguay
inferences when we disaggregate by flow type. We there- Georgia Mozambique Venezuela, RB
fore use the more clearly-delineated LLBS data instead. CurlamE Namibia Y —

We also draw on EPFR Global's Global Fund Flows and

) ) ) Note: The baseline sample is the largest available sample for the
Allocations Data—which compiles secondary market

parsimonious and extended benchmark specifications.

Table A1.2 Variable list for panel data model of capital flows

Variable Source

Private financial inflow IMF International Financial Statistics, Datastream, Haver, Bank for International Settlements

Portfolio investment IMF International Financial Statistics, Datastream, Haver

Foreign direct investment IMF International Financial Statistics, Datastream, Haver

Bank lending Bank for International Settlements’ Locational Banking Statistics

Mutual fund flows (equity and bonds) EPFR Gilobal

US 3-month T-bill rate US Federal Reserve; Datastream

US 10-year government bond yield US Federal Reserve; Datastream

US money supply (M2) US Federal Reserve; Federal Reserve Bank of St. Louis

VIX Chicago Board Options Exchange, Datastream

GDP & GDP growth Datastream, Haver, World Development Indicators

Global Purchasing Managers’ Index (PMI) JP Morgan; Markit

US Federal Reserve; European Central Bank, Bank of Japan, Bank of England; Federal Reserve

Central bank balance sheet expansion Bank of St. Louis.

Developing-country interest rates IMF International Financial Statistics, Datastream

Country rating Institutional Investor Ratings

Global savings World Development Indicators

Trade/GDP Haver, Datastream, IMF International Financial Statistics, World Development Indicators
External debt/GDP World Development Indicators, Datastream, BIS
Private sector credit/GDP IMF International Financial Statistics

Note: All variables are at quarterly frequency, unless indicated otherwise.
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transactions of bond and equity purchases in emerg-
ing market mutual funds—to obtain a complementary
fund inflow measure. The main explanatory and control
variables were obtained from IFS, World Development
Indicators (WDI), and central banks, supplemented with
Datastream and Haver where gaps exist (see specific
sources in table A1.2). Both capital flows and explanatory
variables in the model are measured in real terms, in con-
stant 2010 exchange rates and prices.

Model

The main dependent variable of interest, financial inflows
(GFIL), and its component parts (portfolio investment
flows, foreign direct investment, and cross-border bank
lending) are each modeled as a function of variables
meant to proxy for various factors associated with the
movement of cross-border flows. The model with both
global and local determinants of capital flows is consis-
tent with the recent policy and academic literature (see, for
instance, Ahmed and Zlate 2013; Fratscher 2011; Bruno
and Shin 2013; Forbes and Warnock 2012). This approach
is also consistent with an eatrlier literature on capital flows
(Chuhan, Claessens and Mamingi 1998; Sarno and Taylor
1997; Calvo Leiderman and Reinhart 1996; Montiel and
Reinhart 1999).

GFI = GFI, + 2GRC + AGFC, + yOF, + §X +
CRISIS, + POSTCRISIS, + a + 7, + ¢,

Measures used to capture relevant global financial con-
ditions (GFC) include the US Federal Funds rate; the
US. money supply (M2); the yield curve (the difference
between the US long-term interest rate and short-term
policy rates); and the VIX index. Increased short-term
treasury yields raise the opportunity cost of alterna-
tive investments—including that of developing world
assets—such that, all else being equal, capital inflows can
be expected to fall, suggesting a negative coefficient a pri-
ori. The US. M2 serves as a quantity-based measure of
available liquidity: an increase in M2 indicates an increase
in available financing, which reduces the liquidity premium
(raises yields on liquid assets) and substitutes away from
financial investments in developing countries, thus also
suggesting a negative coefficient. Note, as well, that our
use of M2 as the measure of the money supply ensures
that it overlaps only minimally with changes in the mone-
tary base that result from QE operations. Pairwise correla-
tions between the two are relatively low.

The yield curve captures the effect that quantitative eas-
ing can have on long-term yields, and hence of tempo-
ral rebalancing toward higher-risk asset classes, of which
developing-country investments are one (Powell 2013);
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this relationship between a flatter yield curve and greater
investment in riskier asset thus implies an a priori nega-
tive coefficient. The role of global uncertainty and risk
aversion was proxied for by the VIX index (Rey 2013):
greater uncertainty is likely to be associated with weaker
flows (again, a negative coefficient).

The measures used to capture global real side conditions
(GRC) include high-income country GDP growth (prox-
ied by weighted-average growth rates of the G4 econo-
mies — the United States, Euro Area, the United Kingdom,
and Japan) and the global composite Purchasing Managers
Index (PMI) which proxies for growth expectations. Over-
all developing country growth was included to account for
a combined pull factor for developing countries. Stron-
ger real-side activity is likely to translate into greater
investment opportunities overall and increased flows to
developing countries; in general one would expect these
coefficients to be positive. The coefficient on high-in-
come growth can be ambiguous, because faster growth
in advanced economies can render financial assets there
more attractive, and hence reduce inflows to the devel-
oping world. Taken together, these global factors can be
regarded as “push” factors.

The extraordinary measures taken by central banks, in the
United States, Europe and Japan are likely to have influ-
enced several of the global financial and real-side vari-
ables: by affecting short-term interest rates through con-
ventional monetary policy; by affecting the term-structure
of interest rates resulting from the Federal Reserve’s pur-
chase of mortgage-backed securities and long-term debt
on secondary markets (Christensen and Rudebusch 2012;
Gagnon et al. 2011; Krishnamurthy and Vissing-Jorgensen
2011); by reducing uncertainty over the future stance of
central bank policy by serving as a credible commitment
to low future rates (Bauer and Rudebusch 2013); and by
the influence of these factors on US and global growth
(Chen, Curdia and Ferrero 2012). To the extent that these
policies have influenced these drivers, their influence on
capital flows will have been captured in the regression.

To account for the possibility that extraordinary mone-
tary measures have operated through other channels—or
if QE may have any additional, unobservable effect over
and above these standard, observable variables—a seties
of dummy variables covering the different episodes of
quantitative easing (QF) were also included. A non-zero
coefficient on these dummies can be interpreted as indi-
cating that over and above the (unidentified) influence of
quantitative easing on the fundamental drivers included in
the model, quantitative easing had an additional impact on
capital flows to developing countries that are not captured
by observables variables.



Table A1.3 Benchmark regressions for gross financial inflows (GFI)

B1 B2 B3 B4 B5 B6
Lagged inflows 0.473 0.477 0.481 0.466 0.473 0.473
(0.02)*** (0.02)*** (0.02)*** (0.02)*** (0.02)*** (0.02)***

All QE 0.031 0.026
episodes (0.01)*** (0.01)***
QE1 episode 0.041 0.049

(0.01)*** (0.01)***
QE2 episode 0.031 0.035

(0.01)*** (0.01)***
QE3 episode 0.025 0.006

(0.01)*** (0.00)
QE-related 0.003 0.002
expansion (0.00)*** (0.00)***

Global financial-side conditions

3M T-bill -0.010 -0.012 0.001 -0.016 -0.017 -0.006
rate (0.00)*** (0.00)*** (0.00) (0.01)* (0.01)** -0.01
Yield curve -0.014 -0.017 -0.001 -0.018 -0.025 -0.007
(0.00)*** (0.01)*** (0.00) (0.01)** (0.01)*** -0.01
VIX -0.002 -0.002 -0.002
(0.00)*** (0.00)*** (0.00)***
Money supply -0.105 0.144 -0.097
(M2) (0.22) (0.26) (0.22)
Global real-side conditions
Global PMI -0.001 -0.001 -0.002
(0.00) (0.00) (0.00)
Developing 0.003 0.002 0.002 0.004 0.000 0.004
GDP growth (0.00)** (0.00) (0.00) (0.00)** (0.00) (0.00)**
High-income 0.001 0.001 0.001 0.000 0.001 0.000
GDP growth (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Country-specific controls
Interest rate 0.000 0.000 0.000 0.000 0.000 0.000
differential (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Growth 0.001 0.001 0.001
differential (0.00)* (0.00)* (0.00)
GDP 0.132 0.130 0.130 0.129 0.125 0.128
(0.03)*** (0.03)*** (0.03)*** (0.03)*** (0.03)*** (0.03)***
Country insitutional 0.002 0.001 0.001 0.002 0.002 0.002
rating (0.00)*** (0.00)*** (0.00)*** (0.00)*** (0.00)*** (0.00)***
Other controls
Crisis period -0.046 -0.052 -0.050 -0.022 -0.026 -0.026
(0.01)*** (0.01)*** (0.01)*** -0.01 (0.01)* (0.01)*
Post-crisis -0.016 -0.025 -0.052 0.002 -0.010 -0.027
period (0.00) (0.01)* (0.02)*** (0.01) (0.01) (0.02)
Adj. R? 0.360 0.360 0.358 0.368 0.371 0.367
R? (within) 0.364 0.365 0.362 0.374 0.377 0.372
R? (between) 0.525 0.527 0.528 0.526 0.529 0.528
N (countries) 1,938 (60) 1,938 (60) 1,938 (60) 1,925 (60) 1,925 (60) 1,925 (60)

Notes:All level variables are in logarithmic form, but rates, indices, and indicator variables are untransformed. Bootstrapped standard errors (with 100
replications) are reported in parentheses. A time trend, country fixed effects, and constant term were included in the regressions, but not reported. *
indicates significance at 10 percent level, **indicates significance at 5 percent level, and *** indicates significance at 1 percent level.
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We consider three alternative measures for the additional
effects of QE programs: a single QE variable that cor-
responds to all episodes of US quantitative easing; sep-
arate indicator variables for each of the three distinct
episodes; and a continuous measure of QE interventions
based on expansions in the size of the central bank's bal-
ance sheet. For the indicator variables, our coding scheme
for the start/end quarters defines a quarter as belonging
to the implementation window if the total number of
implementation days exceeded half the days in any given
quarter (for example, QE1, which began on December
16, 2008, is coded as starting 2009Q1, while QE2, which
came into effect on November 3, 2010, is coded as begin-
ning 2010Q4). The baseline specification includes QE
operations by the US. Federal Reserve, while robustness
tests took into account QE operations in other major
advanced-economy central banks.

The vector X, captures the influence of domestic “pull”
factors and includes the log of country GDP volumes,
country institutional investor ratings, country-specific
lagged GDP growth differential (relative to the United
States), the interest rate differential between the devel-
oping country and the United States, and the aggregate
developing-country GDP growth. The interest rate differ-
ential relative to the United States captures spatial rebal-
ancing that arbitrages cross-country differences in yields.
The lagged growth differential captures the relative attrac-
tiveness of investing in a particular developing country.
Lagged ratios of private credit as a share of GDP (finan-
cial depth), trade/GDP (trade openness), external debt/
GDP, and real exchange rate appreciation were included
in alternative specifications, but were not retained in the
benchmark because they were not statistically significant
across most specifications and are instead presented in
robustness specifications.

Country fixed effects @, and a time trend 7, were included
in all specifications. An indicator for crisis and post-crisis
were included to account for the large decline in capital
flows during 2008-09, and the possibility of a “new nor-
mal” in financial flows thereafter. Given that the equation
is a dynamic panel model with fixed effects and subject to
bias, the coefficients were estimated using a bias-corrected
Least Squares Dummy Variables estimator (Bruno 2005)
under the strictest condition for bias approximation up to
O(1/NT?), with bootstrapped standard errors.

Results for benchmark specification

The results for the benchmark regression for financial
inflows (GFI) are presented in table A1.3. Columns B1-
B3 present a parsimonious specification, while columns
B4-B6 present an extended specification with a larger
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number of independent variables. The results suggest that
global financial conditions (short-term interest rates, the
yield curve, and the VIX index) play an important role in
determining the level of capital flows, are signed accord-
ing to a priori expectations, and are consistent with the
findings of Chuhan, Claessens, and Mamingi (1996), Rein-
hart and Reinhart (2008), Forbes and Warnock (2012),
and Bruno and Shin (2013), among others. Among global
real side indicators, some factors may have had a modest
impact on flows (developing-country growth rates is mar-
ginally significant (at 10 percent) in some specifications,
but global PMI and high-income country growth did not
prove to be significantly associated with country-level cap-
ital flows).

The indicator for quantitative easing episodes has positive
and statistically significant relationship, which suggests that
over and above the other modeled channels, quantitative
easing induced additional capital inflows. Consistent with
the literature on the impact of quantitative easing on the
US economy (Curdia and Ferrero 2013; Krishnamurthy
and Vissing-Jorgensen 2013), these effects are diminishing
with each new QE intervention: when the QE indicator is
split into separate indicators for QE1, QE2 and QE3, the
magnitude and significance diminishes between successive
episodes (and for QE3 the coefficient is statistically insig-
nificant).

Consistent with the existing literature (Alfaro, Kalem-
li-Ozcan and Volosovych 2008; Fratzscher, 2011; Gelos,
Sahay and Sandleris 2011), the results suggest that cap-
ital flows to individual countries are strongly influenced
by a number of country-specific pull factors, including
changes in investor country ratings, which represent the
perceived quality of policies and institutions. Changes in
country-specific growth differentials relative to the United
States are also a statistically significant pull factor (at the
10 percent level), which is consistent with growth perfor-
mance being a proxy for the relative attractiveness of a
country for international investors. Real interest rate dif-
ferentials are not statistically significant, although that is
consistent with the existing literature (Bruno and Shin
2013, for example).

Interactions of QE episode dummy with global
financial and real-side conditions and additional
robustness tests

To ascertain whether quantitative easing may have altered
the influence of the conventional transmission channels
of capital flows (say by making flows more sensitive to
interest rate developments), a specification that allowed
for interactions between the QFE indicator and the observ-
able global financial and real-side variables was also
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explored. The results show little support for the argument
that the sensitivity of transmission channels for uncon-
ventional monetary policy changed as a result of QE (see
Lim, Mohapatra, and Stocker, forthcoming, for details).

Several alternative specifications were also examined,
including a host of additional controls and alternative mea-
sures. These additional controls include the global level of
saving (to account for the quantity of investable funds),
the (lagged) ratio of trade to output, the (lagged) ratio of
private credit to output, the (lagged) ratio of debt to GDP,
the inflation differential, and the (lagged) real exchange
rate. Note that including these additional variables does
not alter the qualitative message from our baseline results
nor do the coefficients for these controls generally enter
with significant coefficients.

A measure of the third QE episode that includes an
additional indicator for 2013Q2 when QE tapering was
anticipated was associated with a significant reduction in
inflows: the coefficient on the variable is almost twice as
large as average effects over all previous QE episodes.
Additionally, substituting the baseline interest rate differ-
ential for the interest rate spread computed from a richer
array of fixed income instruments does not change the
main qualitative conclusions.

An alternative set of measures allows for the fact that uncon-
ventional monetary policies were more or less simultaneously
pursued by the Bank of England (via the Asset Purchase
Facility), the Bank of Japan (via its Asset Purchase Program),
and the European Central Bank (through its Securities Mar-
ket Program (SMP) and Outright Monetary Transactions
(OMT)). For the episode indicator, we drew on qualitative
information in Neeley (2013) concerning G4 central bank
unconventional monetary policy actions, and coded addi-
tional quarters as QE periods if at least two additional cen-
tral banks engaged in QE. We stay with the convention and
exclude the ECB's Long-Term Refinancing Operations as a
form of QE. Note as well that while the SMP has resulted in
a substantial expansion of the ECB balance sheet, the OMT
has in fact never been used, despite widespread acknowledg-
ment that the program engendered confidence effects.

This expanded QE indicator has a similar sign and signifi-
cance as the benchmark specification. Given that the VIX,
interest rates and GDP growth tend to be codetermined
(Albuquerque, Loayza and Serven 2005; Kose, Otrok and
Whiteman 2003) a common factor (the principal component
of the three variables) was derived to proxy for global con-
ditions. We construct this factor from the varimax orthog-
onal rotation of the first principal component of the vec-
tor of global variables. We also considered an alternative,
the proportion-weighted sum of the first three principal com-
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ponents (all possessed eigenvalues greater than unity). Using
this single factor did not affect other coefficients significantly,
although it did reduce the overall power of the regression.
Moreover, the Kaiser-Meyer-Olkin test of sampling ade-
quacy indicates that the underlying variables are sufficiently
distinct that partial cortrelations between them are low, and
hence are not particularly well-suited for factor analysis.

Decompositions

To obtain greater insight into whether specific channels may
be more operative then others, depending on the financial
flow, we break down our dependent variable—aggregate
inflows—into portfolio, loans, and FDI. Estimates of the
capital flow model performed on each of these flows indi-
vidually suggests presented in columns (D1)-(D3) of table
Al.4 suggest that portfolio flows are the most sensitive to
the external drivers associated with monetary conditions in
high-income countries. The sensitivity of portfolio flows
to changes in the yield curve is almost double that of over-
all capital flows, as is the response to the QE indicator.
Foreign direct investment tends to be relatively insensitive
to the effects of global push factors, and is much more
responsive to country specific characteristics, consistent
with the literature (Alfaro, Kalemli-Ozcan and Volosovych
2008, Benassy-Quere, Coupet and Mayer 2007; Dailami,
Kurlat and Lim 2012). This result also corroborates with
evidence from gravity-type models of FDI (which finds
larger FDI flows between bilateral pairs with larger pair-
wise GDP), and the more general stylized fact that gross
FDI inflows tend to be countercyclical and the least vola-
tile among different financial flows (Contessi, DePace, and
Francis 2013). Cross-border bank lending appears to fall
into an intermediate category. In particular, the coefficient
on the QE dummies is much larger for bank lending, sug-
gesting that more so than for the other flows, QE operated
through channels other than those modeled to boost bank
lending, On the other hand, bank lending was much less
sensitive to liquidity or portfolio rebalancing factors.

Columns D4-D6 of table Al.4 present measures of flows
into emerging market mutual funds, a subset of portfolio
inflows. The statistically significant coefficients in columns
D4 are broadly comparable to overall portfolio inflows (D1).
It is notable that while bond flows appear to react to more
transmission channels than equity flows—debt is associated
with changes in the VIX as well as in the global PMI, while
equity is not—the magnitude (and standard errors) of the
coefficients on equity are generally larger than those for debt.
The coefficient of global PMI is negative, which indicates
that inflows into debt decrease when global growth prospects
improve—an outcome consistent with substitution into risk-
ier assets when growth outlooks turn upward.
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Table A1.4 Decomposition of financial inflows

D1 D4 D5
Portfolio Gross fund Bonds
Lagged inflows 0.261 0.307 0.597 -0.088 0.294 -0.011
(0.02)*** (0.02)*** (0.02)*** (0.04)** (0.03)*** -0.03
All QE 0.018 0.021 -0.003 0.061 0.015 0.044
episodes (0.01)*** (0.01)*** -0.01 (0.02)*** -0.02 (0.03)*
Global financial-side conditions
3M T-bill -0.015 -0.004 0.004 -0.080 -0.089 -0.053
rate (0.01)** (0.01) (0.01) (0.02)*** (0.02)*** (0.03)**
Yield curve -0.020 -0.002 0.005 -0.090 -0.065 -0.064
(0.01)*** (0.01) (0.01) (0.03)*** (0.02)*** (0.03)**
VIX -0.002 0.000 0.000 -0.002 -0.006 0.000
(0.00)*** (0.00) (0.00) (0.00) (0.00)*** (0.00)
Money supply 0.015 -0.071 0.056 -1.110 -2.120 -0.589
(M2) (0.19) (0.16) (0.26) (0.65)* (0.45)*** (0.66)
Global real-side conditions
Global PMI -0.001 -0.001 -0.001 0.008 0.003 0.004
(0.00) (0.00) (0.00) (0.01) (0.00) (0.01)
Developing 0.004 0.000 -0.001 0.014 0.023 0.007
GDP growth (0.00)*** (0.00) (0.00) (0.01)*** (0.00)*** (0.01)
High-income -0.001 0.002 0.004 -0.011 -0.017 -0.007
GDP growth (0.00) (0.00) (0.00) (0.01) (0.01)*** (0.01)
Country-specific controls
Interest rate 0.000 0.000 0.000 -0.001 -0.002 0.000
differential (0.00) (0.00) (0.00) (0.00) (0.00)* (0.00)
Growth 0.001 0.001 0.000 0.001 0.000 -0.001
differential (0.00)* (0.00) (0.00) (0.00) (0.00) (0.00)
GDP 0.009 0.110 0.070 -0.060 0.020 0.039
(0.03) (0.02)*** (0.04)* (0.09) (0.07) (0.08)
Country insitutional 0.001 0.001 0.002 0.002 0.001 0.000
rating (0.00)*** (0.00)*** (0.00)** (0.00) (0.00) (0.00)
Other controls
Crisis period -0.002 -0.043 -0.005 0.024 -0.043 0.032
(0.01) (0.01)*** (0.02) (0.04) (0.03) (0.05)
Post-crisis 0.024 -0.025 -0.010 0.038 -0.061 0.050
period (0.01)* (0.01)** (0.02) (0.05) (0.04) (0.05)
Adj. R? 0.157 0.032 0.399 0.054 0.193 0.005
R? (within) 0.164 0.037 0.403 0.07 0.203 0.018
R? (between) 0.572 0.209 0.854 0.45 0.562 0.042
N (countries) 1,925 (60) 3,460 (85) 2,419 (63) 974 (31) 1,220 (39) 1,185 (37)

Source: World Bank.
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Model specification

Inter-temporal interactions between global “push” fac-
tors, capital inflows and GDP growth in developing
countries are modeled using a six-dimensional vector
autoregression (VAR) system, estimated over the period
2000Q1 to 2013Q2. The vector of endogenous variables
consist of:

e aggregate capital inflows to developing countries as a
share of their combined GDP - source: IFS / Balance
of Payment data;

* Quarterly real GDP growth in both developing and
G-4 countries—United States, Euro Area, Japan and
the United Kingdom (sources: Haver, Datastream,
National Statistical Offices)

* G-4 short term interest rates—three month money
market rates (source: Datastream)

* G-4 yield curve—10 year government bond yields
minus three-month interest rates (source: Datastream)

e The VIX index measuring the implied volatility of

S&P 500 options (sources: Datastream, Chicago
Board Options Exchange Market)

Table A2.1 Descriptive statistics

Descriptive statistics of the six dependent variables are
presented in table A2.1.

Regarding the lag selection procedures for the VAR, the
Hannan and Quinn information criterion (HIC) and
Schwartz Bayesian Information Criterion (BIC) sug-
gested one lag, but the Final Prediction Error (FPE) and
Likelihood Ratio test statistics (LR) recommended two,
while the Akaike Information Criterion (AIC) recom-
mended four (table A2.2). A two-period lag structure was
decided upon, with all eigenvalues being significant less
than one. A formal Johansen Test rejects the presence of
co-integration, so the system was estimated the model
was estimated as an unrestricted VAR.

To compute impulse responses (figure A2.1) and vari-
ance decompositions (table A2.3), a structural identifi-
cation was derived by imposing a Cholesky decomposi-
tion on the covariance matrix. The Cholesky restrictions
were imposed by ordering the variables so that the first
variable cannot respond to contemporaneous shocks (in
the same quarter) of any other variables, the second one
responds to contemporaneous shocks affecting only the
first variable, and so on. The following order was sug-
gested by expected time lags in the reaction of “real”
variables to financial shocks: G-4 GDP growth, devel-
oping countries’ GDP growth, developing countries cap-
ital inflows (in percent of GDP), the VIX index, G-4

G4 GDP Growth DEV GDP Growth  DEV Capital ViXIndex ~ CGA43minterest o, iold curve
Inflows / GDP rate
Mean 1.3 6.1 5.5 21 2.0 15
Median 1.8 6.4 5.4 20 1.8 1.8
Std. Dev. 1.9 2.1 3.5 9 1.4 1.0
Source: World Bank.
Table A2.2 VAR lag order selection criteria
Sample 2000 Q1—2013 Q2
Included observations: 46
Lag LogL LR FPE AIC sC HQ
0 -521 NA 359 23 23 23
1 -280 408 0 14 16* 15*
2 -245 5ilF 0 14 17 15
B -203 48 0 14 18 15
4 -151 48 0.04* 13* 19 15

Source: World Bank.
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Table A2.3 Variance decomposition

Variance decomposition of: G4 GDP Growth DEV GDP Growth "IquIIE;lw(s:a;pétsL VIX Index intg‘;:tn:ate G4 yield curve
G4 GDP Growth

4 quarters 79 7 1 10 3 0

8 quarters 71 9 2 13 5 0
DEV GDP Growth

4 quarters 36 49 2 1 1 1

8 quarters 33 49 2 14 1 1
DEV Capital Inflows / GDP

4 quarters 22 29 36 5 2 6

8 quarters 19 34 29 10 2 6
VIX Index

4 quarters 39 15 8 30 3 6

8 quarters 37 17 8 29 3 7
G4 3m interest rate

4 quarters 35 28 2 22 12 0

8 quarters 41 26 1 26 5 0
G4 yield curve

4 quarters 22 13 5 13 25 21

8 quarters 34 19 3 20 11 12

Source: World Bank.
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short-term interest rates and the yield curve (potentially
responding to all other variables in real time).

Interest rate assumptions and alternative scenarios

Baseline scenario:

QE tapering by the US. Fed starts in January 2014 and
ends in December 2014. Its effect is very gradual, adding
50bp to US. long-term interest rates by the end of 2015
and a cumulative 100bp by the end of 2016 (assuming that
anticipation has already taken out half of the overall QE
effect from May to November 2013).

The ECB, Bank of Japan, and Bank of England, start to
unwind their own quantitative/qualitative policies in the
coutse of 2015/16, adding 50bp to their long-term yields
by the end of the forecast horizon. Only the US. Fed
starts to increase policy rates by 2015Q3, from 0.25 to 2
percent by the end of 2016. The ECB, Bank of Japan and
Bank of England follow broadly the same tightening path
but a full year later. As a result, G4 long-term interest rates
are expected in the baseline to increase from 2.5 percent
in 2013Q4 to 3.7 percent by end 2016. The corresponding
“add factor” in the VAR equation under this baseline sce-
nario is presented in Figure A2.2, showing slightly positive
residuals from the purely model-based prediction over the
projection horizon (10 to 15bp).

Fast normalization and overshooting scenarios:
"Fast normalization" is a scenario in which the unwinding

of QE specific effects on the yield curve (100bp) is front
loaded and happens within the first two quarters of 2014.
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Source: World Bank.

The add factor to the yield curve equation is adjusted
upwards in 2014Q1 and 2014Q2 by a cumulative 100bp
but is lowered back to zero afterwards. In other words,
only the timing of the adjustment is affected; the cumula-
tive impact is unchanged. The model is run on the alter-
native add factor series and simulations for all six endoge-
nous variables reported as the fast normalization scenario.

"Overshooting" is a scenario in which the yield curve steep-
ens by 200bp in the first half of 2014. In this context, the
add factor to the yield curve is initially shifted upward as
presented in figure A2.2. The model is run on the alterna-
tive add factor series and simulations for all six endogenous
variables reported as the “overshooting” scenario.
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Data sources and coverage

The analysis is based on the banking crisis data compiled by
Laeven and Valencia (2012), which identifies 147 banking cri-
sis in 162 countries for the period 1970-2011. The analysis
focuses on the banking ctisis in developing countties by exclud-
ing OECD country observations. Table A3.1 reports country

Table A3.1 Countries in estimation samples

and time coverage statistics. The primary data source for the
explanatory variables are the World Bank’s World Development
Indicators (WDI) and Global FEconomic Prospects (GEP), the
IMIs World Economic Outlook (WEO), International Finance
Statistics (IF'S), and Direction of Trade Statistics (DOTS), and
the Bank of International Settlements (BIS) datasets. Table A3.2
reports the definition of the variables and data sources.

Country Name Obs. Country Name Obs. Country Name Obs.
1. Albania 10 36. Gambia, The 14 71.  Niger 23
2. Algeria 37. Georgia 8 72. Nigeria 20
3. Angola 9 38. Ghana 17 73. Pakistan 23
4.  Argentina 11 39. Guatemala 23 74. Panama 13
5. Armenia 10 40. Guinea 11 75. Papua New Guinea 19
6. Azerbaijan 10 41. Guinea-Bissau 5 76. Paraguay 15
7.  Bangladesh 20 42. Guyana 17 77. Peru 17
8. Belarus 10 43. Haiti 10 78. Philippines 20
9. Belize 21 44. Honduras 23 79. Romania 8
10. Benin 20 45. India 20 80. Russian Federation 7
11.  Bolivia 14 46. Indonesia 20 81. Rwanda 20
12. Botswana 23 47. Jamaica 17 82. Senegal 20
13. Brazil 13 48. Jordan 20 83. Seychelles 23
14. Bulgaria 10 49. Kazakhstan 9 84. Sierra Leone 20
15. Burkina Faso 11 50. Kenya 18 85. Solomon Islands 22
16. Burundi 17 51. Kyrgyz Republic 8 86. South Africa 14
17. Cambodia 11 52. Lao PDR 12 87. Sri Lanka 20
18. Cameroon 17 53. Latvia 10 88. St. Lucia 23
19. Cape Verde 20 54. Lebanon 3 89. St. Vincent and the Grenadines 23
20. Central African Republic 6 55. Lesotho 20 90. Sudan 23
21.  Chile 23 56. Lithuania 11 91. Syrian Arab Republic 23
22. China 20 57. Macedonia, FYR 9 92. Tanzania 16
23. Colombia 16 58. Madagascar 17 93. Thailand 20
24. Comoros 9 59. Malawi 23 94. Togo 20
25. Congo, Dem. Rep. 4 60. Malaysia 20 95. Tunisia 20
26. Congo, Rep. 19 61. Mali 20 96. Turkey 14
27. Costa Rica 17 62. Mauritania 2 97. Uganda 13
28. Cote d'lvoire 20 63. Mauritius 98. Ukraine 7
29. Dominica 22 64. Mexico 20 99. Uruguay 14
30. Dominican Republic 20 65. Moldova 10 100. Vanuatu 23
31.  Ecuador 20 66. Mongolia 9 101. Venezuela, RB 20
32. Egypt, Arab Rep. 23 67. Morocco 15 102. Vietnam 9
33. El Salvador 14 68. Mozambique 15 103. Yemen, Rep. 10
34. Ethiopia 23 69. Nepal 20 104. Zambia 14
35. Gabon 20 70. Nicaragua 13

Source: World Bank, IMF, Laeven and Valencia (2012).
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Table A3.2 List of Variables Used in the Regression Analysis

Variable

Dependent Variable

Definition

Source

Banking crisis

Indicator variable that equals 1 if the country experiences a
systemic banking crisis for the first year

Laeven and Valencia
(2012)

Explanatory Variables

Global Variable
Global risk Volatility In<_jex (VXO)_ calculate(_j by the Chicago Board Options CBOE
Exchange, in annual inter-quartile range
Change in global interest rate give by the first principal com-
Global interest rate ponent of the G4 (US, UK, Japan, and EU) long-term interest WEO
rates
Global liquidity M2 as a share of GDP in US WEO
Global growth First principal component of G4 real GDP growth WEO
Agricultural commodity price index  Global commodity price index GEP
Energy commodity price index Global commodity price index GEP
Contagion Variables
Poenness Exports plus imports as a share of GDP WDI
Bilateral trade (export plus import) as a share of total exports,
Trade linkage mulitplied by a dummy variable that equals =1 if the trade part- DOT
ner experiences a banking crisis
Financial Linkag External position vis-a-vis BIS Reporting Banks as a share of BIS
GDP
Regional contagion Dummy variable thgt equglfs 1 if the country in the same region WDI
experiences a banking crisis
Domestic Variables
External debt Total external debt as a share of GDP WDI
Current account balance Change in current account balance as a share of GDP over last WDI, WEO
5 years
Short term debt Short term external debt plus amortization due within a year as WDI, WEO, IFS
a share of total external debt
Domestic credit growth Change in domestic credit as share of GDP over last 5 years WDI
Inflation Change in the consumer price index WDI, WEO
Per capita GDP growth Growth rate of real per capita GDP WDI

Import cover

Reserves as a multiple of monthly imports

WDI, WEO, IFS, GEP

Ratio of M2 to reserves

M2 as a share of total reserves

WDI, IFS

Fiscal balance

Net borrowing/ lending by the government as a share of GDP

WDI, WEO

REER overvaluation

Real effective exchange rate minus long term trend (estimated
by 10 year moving average)

WDI, GEP
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Empirical methodology

In line with the literature, we estimate the relationship
between the onset of banking crisis and the global, con-
tagion, and domestic factors using a pooled probit model:

P(C?‘Z'J‘Z'J'”l LV/,M’}(M’ Zz't—l) = F(ﬂ,uyf,r—i + )L,X'M + 6,21';—/)

where P() is the probability that a country i will be in
banking crisis in time t, conditional on global factors W;
contagion factors X, and domestic factors Z. ' () is the
standard normal distribution function that transforms a
linear combination of the explanatory variables into the
0,1 interval.

A pooled regression involves pooling observations across
country- and time-dimensions so that a unit of observa-
tion becomes a country-year, not a country. To allow for
the fact that same countries are repeatedly observed in the
sample, such that errors in the model are not indepen-
dently and identically distributed, we use robust standard
errors with clusters, where the cluster is defined as a coun-
try, to allow errors of a given country to be correlated
over time.

We exclude observations three years following each crisis
observation for a given country to avoid double count-
ing and endogeneity. Similar approach has been used by
Eichengreen, Rose and Wyplosz (1996), Eichengreen and
Rose (1998), Eichengreen and Arteta (2000), and Forbes
and Warnock (2012). Except for global factors, we also use
lagged explanatory variables to reduce endogeneity con-
cern. The general to specific approach is applied to arrive
at the final probit specifications.

Results are reported in table A3.3. Column 4 in Table A3.3
evaluates the relative importance of all three sets of fac-
tors. The results generally confirm the strong influence of
both global and domestic factors in the onset of bank-
ing crises found in the separate models (columns 1-3),
although not all factors remain significant in the combined
model. A consolidated model, applying the general-to-spe-
cific method to eliminate the insignificant variable for later
analyses, is reported in column 5. The general-to-specific
modeling refers to the process of simplifying an initially
general (over-parameterized) model that adequately char-
acterizes the empirical evidence within a theoretical frame-
work and reducing the number of variables and parame-
ters to be estimated to achieve greater statistical efficiency
without causing significant problems of model misspeci-
fications and omitted variable bias. Central aspects of this
approach include the model selection procedures based
on across-model comparison and parameter constancy,
as well as evaluation of selection criteria such as adjusted
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pseudo-R squares, Akaike Information Criterion (AIC),
and Bayesian Information Criterion (BIC), all of which
are reported in the bottom of table A3.3. Given two mod-
els, a higher adjusted pseudo-R2, or a smaller AIC or BIC
indicates a better-fitting model.

In the final version of the model (column 5), all the sig-
nificant impact of global and domestic variables remains.
Among the global factors, we continue to find the strong
influence of global risk aversion, high global liquidity, and
rising global interest rates. The positive coefficient on the
lagged global liquidity and the negative coefficient on the
lagged global risk variable are all consistent with a view
that crises in individual developing countries tend to be
preceded by periods of ample liquidity and suppressed
risk. Most contagion variables are not statistically signifi-
cant, although the trade links variable (the share of trade
with other countries that are in crisis) remains significant.
Among the domestic factors, a high external and short-
term debt, rapid growth in domestic credit, low levels of
international reserves, and overvaluation in real exchange
rates are all significantly associated with heightened risk of
banking crisis, with expected signs.

The bottom of table A3.3 reports alternative measures of
the predictive accuracy of the models:

Percent of Correct Positive—Let pj be the predicted
probability of a positive outcome and yj be the actual out-
come (0 or 1). Let c be the cutoff value which we specify
as equal to the observed risk of positive outcome in the
estimation sample. A prediction is classified as “positive”
if pj >= ¢, and classified as “negative” otherwise. Percent
of Correct Positive is the fraction of yj=1 observations
that are correctly classified as “positive” (pj>=c). This is
also known as “sensitivity” of the model.

Percent of Correct Negative—This is the fraction of yj=0
observations that are correctly classified as “negative”
(pj<c). This measure is also known as “specificity” of the
model.

Area Under the Receiver Operating Characteristic Curve
(AUROC)—The ROC curve is a graph of specificity
against (1-sensitivity) as the cutoff c is varied from 0 to
1. The curve starts at (0, 0), corresponding to ¢ = 1, and
continues to (1, 1), corresponding to ¢ = 0. The A model
with no predictive power would have a ROC curve of a
45 degree line. The greater the predictive power, the more
bowed the curve would be, and hence greater the area
beneath the curve. A model with no predictive power has
area 0.5; a perfect model has area 1.



Table A3.3 Alternative specifications of banking crisis probit model

(1)

@)

(©)

(4)

(5)

Global Contagion Domestic Al Consolidated
Global risk (t) 0.414 *** 0.295 *** 0.306 ***
(3.80) (2.60) (2.77)
Global interest (t) 0.478 0.135 0.189
(1.02) (0.23) (0.35)
Global growth (t) -0.901 *** -0.035 -0.010
(-3.25) (-0.10) (-0.03)
Global liquidity (t) -1.140 -0.630 -0.687
(-2.71) (-1.53) (-1.69)
Agri. commdity price (t) -0.008 -0.034 -0.035
(-0.14) (-0.54) (-0.58)
Energy commodity price (t) -0.017 -0.018 -0.021
(-0.77) (-0.77) (-0.90)
Global risk -0.023 -0.056 -0.038
(-0.25) (-0.46) (-0.33)
Global interest 1.010 ** 1.280 * 1.300 **
(2.03) (1.92) (2.02)
Global growth 0.254 -0.099 -0.099
(0.64) (-0.23) (-0.24)
Global liquidity 0.935 *** 0.566 * 0.596 *
(2.92) (1.78) (1.90)
Agri. commdity price 0.045 0.037 0.036
(1.09) (0.84) (0.83)
Energy commodity price -0.011 0.032 0.039
(-0.32) (0.75) (0.92)
Openness -1.67 *** -0.460 -0.565
(-2.62) (-1.13) (-1.42)
Tradelinkage 0.239 * 0.161 ** 0.163 **
(1.69) (2.02) (2.03)
Financial linkage 0.063 -0.073
(0.26) (-0.58)
Regional contagion 0.208 *** 0.032
(2.67) (0.40)
External debt 0.856 ** 0.456 0.559 **
(2.04) (1.52) (2.02)
Current account balance -0.0371 -0.031 -0.030
(-0.81) (-0.98) (-1.00)
Short term debt 0.798 ** 0.403 ** 0.360 *
(2.47) (2.04) (1.84)
Credit growth 0.0851 *** 0.059 *** 0.057 ***
(2.66) (3.49) (3.44)
Inflation 0.0301 ** 0.005
(2.07) (0.51)
Per capita GDP growth -0.106 -0.018
(-1.62) (-0.50)
Import cover -0.169 * -0.128 * -0.116 *
(-1.69) (-1.96) (-1.76)
Ratio of M2 to reserves 0.0122 0.002
(0.92) (0.32)
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(1) () () (4) ()
Global Contagion Domestic All Consolidated
Fiscal balance -0.0416 -0.02 -0.022
(-0.93) (-0.65) (-0.69)

REER overvaluation 0.000318 4.26E-04 * 0.001 **
(0.73) (1.83) (2.14)
Observations 3,438 2,567 1,855 1,584 1,631
Observed risk 2.9% 3.3% 3.2% 3.3% 3.3%

Predicted Risk (at x-bar)

Percent of Correcrt Positivet 93.9% 61.2% 64.4% 82.7% 79.3%
Percent of Correct Negativet 46.6% 57.4% 65.1% 68.5% 69.0%
AUROCtt 0.741 0.667 0.666 0.831 0.832
Pseudo R-squared 0.096 0.020 0.051 0.174 0.174
AIC 831.4 741.4 518.2 431.9 430.3
BIC 911.2 770.7 579.0 576.8 549.0

Notes: Dependent varaibe is a binary indicator for a banking crisis. Explanatoyr variables are in one-period lag (t-1) unless otherwise indicated.
Reported coefficients are marginal effects of a varaibel on the probability of a baning crisis in percentage points. Robust clustered standard errors are

used. T statistics in parentheses.

* significant at 10%. ** significant at 5 percent. *** significant at 1%.

1Cut-off =observed risk in the data.

11 Area Under the Receiver Operating Characteristic Curve from the probit analysis. See annex 3 for further details.
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Table A4.1 GDP growth

(Constant 2010 U.S. dollars)

Annual estimates and forecasts® Quarterly growth®
2012 2013
00-09° 2010 2011 2012 2013e 2014f 2015f 2016f Q3 Q4 Qi Q2 Q3
World 2.3 4.3 3.0 2.5 2.4 3.2 3.4 3.5 0.8 14 2.3 3.3 3.0
High Income Countries 1.4 3.0 1.8 1.5 1.3 2.2 2.4 2.4 -0.1 0.0 2.0 2.7 2.1
European Union 1.0 1.9 1.6 -0.6 -0.4 1.1 1.4 1.5 -0.6 -2.3 -0.8 14 0.5
OECD Countries 1.3 2.9 1.8 1.5 1.2 2.1 2.3 2.4 -0.3 0.0 2.1 2.7 2.1
Non-OECD Countries 3.8 5.6 4.8 3.5 25 3.3 3.7 3.8 3.5 2.6 0.8 2.8 25
Developing Countries 5.3 77 6.1 4.8 4.8 5.3 5.5 5.7 4.6 6.4 3.5 5.4 6.5
East Asia and the Pacific 8.0 9.6 8.3 74 72 72 71 71 74 8.3 5.3 75 8.5
Cambodia 74 6.0 71 7.3 7.0 7.0 7.0 7.0
China 9.4 10.4 9.3 77 77 77 75 75 78 8.4 5.9 8.3 9.3
Fiji 1.1 0.1 1.9 2.3 2.4 2.1 2.2 2.3
Indonesia 4.6 6.2 6.5 6.2 5.6 5.3 615 615 5.8 6.6 5.3 5.6 4.9
Lao People's Dem. Rep. 515 8.5 8.0 8.2 8.0 77 8.1 8.1
Malaysia 3.9 72 5.1 5.6 4.5 4.8 4.9 4.9 4.0 9.2 -1.1 5.8 6.8
Mongolia 5.8 6.4 175 12.4 12.5 10.3 10.0 77
Myanmar 9.7 5.3 5.9 6.5 6.8 6.9 6.9 6.9
Papua New Guinea 3.0 77 10.7 8.1 4.0 8.5 20.0 5.0
Philippines 4.0 76 3.6 6.8 6.9 6.5 71 6.5 7.3 6.5 11.9 5.1 4.6
Solomon Islands 2.8 7.0 10.7 4.8 4.0 3.5 3.7 4.0
Thailand 3.5 7.8 0.1 6.5 3.2 4.5 5.0 5.2 6.4 124 -6.3 0.0 5.2
Timor-Leste 3.3 9.5 12.0 8.3 8.1 8.0 77 8.6
Vanuatu 2.8 1.6 1.4 2.3 17 2.2 3.0 3.0
Viet Nam 71 6.8 6.2 5.2 5.3 5.4 5.4 55
Europe and Central Asia 3.9 5.9 6.3 2.0 3.4 3.5 3.7 3.8 0.0 0.9 4.7 5.8 2.7
Albania 4.9 3.8 3.1 1.6 1.3 2.1 3.0 3.0
Armenia 77 2.2 4.7 72 3.2 5.0 5.0 5.0
Azerbaijan 141 5.0 0.1 2.2 4.9 5.3 4.5 3.9
Belarus 6.6 77 615 1.5 1.0 1.5 2.0 2.5
Bosnia and Herzegovina 0.7 1.3 -1.1 0.8 2.0 3.5 3.5
Bulgaria 4.0 0.4 1.8 0.8 0.6 17 1.8 2.0 0.4 0.2 05 -0.2 2.1
Georgia 5.6 6.3 7.0 6.0 25 6.3 6.3 6.5 . . . . .
Hungary 1.8 1.3 1.6 -1.7 0.7 17 1.5 2.7 -1.1 2.2 3.6 17 3.6
Kazakhstan 75 7.3 75 5.0 6.0 5.8 5.9 5.9 5.4 4.2 2.7
Kosovo 3.9 5.0 2.7 3.0 4.0 4.2 4.2
Kyrgyz Republic 4.2 -0.5 6.0 -0.9 7.8 6.5 5.4 5.3
Macedonia, FYR 2.3 2.9 2.8 -0.4 2.5 3.0 3.5 3.7
Moldova 4.4 71 6.4 -0.8 55 3.8 4.0 4.0
Montenegro 25 3.2 -2.5 1.8 2.5 2.7 2.9
Romania 3.8 -0.9 2.3 0.7 2.5 2.5 2.7 2.7 -3.2 4.4 2.2 3.1 6.6
Serbia 1.0 1.6 -1.7 2.0 1.0 2.2 2.5
Tajikistan 6.5 74 75 7.0 6.0 6.0 6.0
Turkey 3.0 9.2 8.8 2.2 4.3 3.5 3.9 4.2 1.2 0.7 6.2 8.4 3.5
Turkmenistan 9.2 14.7 11.1 10.1 10.7 10.5 10.1
Ukraine 3.9 4.2 5.2 0.2 -1.1 2.0 1.0 0.7 -72 -3.0 4.7 0.5 -72
Uzbekistan 6.1 8.5 8.3 8.2 74 7.0 6.7 6.7
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Annual estimates and forecasts?

Recent Quarters®

2012 2013
00-09° 2010 2011 2012 2013e 2014f 2015f 2016f Q3 Q4 Qi Q2 Q3
Latin America and the Caribbean 2.7 6.0 4.1 2.6 2.5 2.9 3.1 3.7 1.9 4.1 14 4.8 0.6
Argentina 2.9 9.2 8.9 1.9 5.0 2.8 25 25 2.9 6.0 8.5 9.0 -0.7
Belize 5.0 2.7 1.9 5.3 1.8 2.7 B¥3 3.4 . . .
Bolivia 3.4 4.1 5.2 5.2 5.3 4.7 4.0 3.6 78 9.4 6.0 22
Brazil 2.9 75 2.7 0.9 2.2 2.4 2.7 3.7 2.3 3.8 0.0 72 -19
Colombia 3.7 4.0 6.6 4.2 4.0 4.3 3.7 3.5 -0.1 6.6 0.9 8.6 4.5
Costa Rica 3.8 5.0 4.4 5.1 3.4 4.3 4.1 4.1 0.1 45 45 -16 134
Dominica 2.4 1.2 1.0 1.7 1.1 1.7 1.8 2.1 . .
Dominican Republic 4.5 78 4.5 3.9 25 3.9 4.6 4.9 4.5 77 -128 145 1338
Ecuador 4.2 3.5 78 5.1 4.0 4.1 4.2 43 2.4 2.7 3.9 5.0
El Salvadore 1.7 1.4 2.0 1.6 1.9 2.3 2.6 2.9
Guatemala 3.0 2.9 4.1 3.0 3.3 3.4 3.3 3.2 2.3 5.1 3.0 7.0
Guyana 2.1 4.4 5.4 4.8 4.4 3.9 3.5 3.5
Haiti 0.6 -5.4 5.6 2.8 3.4 4.2 3.9 3.9
Honduras 3.8 3.7 3.7 3.3 2.9 3.4 3.8 3.9
Jamaica 1.0 -15 1.7 -0.5 0.3 1.0 1.2 1.3
Mexico 1.3 5.1 4.0 3.8 1.4 3.4 3.8 4.2 0.4 3.1 08 -22 3.4
Nicaragua 2.8 3.6 615 5.2 3.8 4.2 4.4 4.3
Panama 5.6 7.6 10.6 10.5 7.9 7.3 6.9 6.5 . . . .
Paraguay 25 13.1 4.3 -1.2 14.1 4.6 3.3 3.0 117 -07 693 -57 2.2
Peru 4.8 8.8 6.9 6.3 4.9 615 5.9 5.8 6.4 3.5 4.8 4.4 4.7
St. Lucia 2.1 3.2 0.6 -0.9 0.7 1.5 1.7 1.8
St. Vincent and the Grenadines 2.9 -2.0 0.6 1.5 2.1 2.7 3.2 4.2
Suriname 4.4 4.1 4.7 4.5 3.9 4.1 3.5 3.5
Venezuela, Bolivarian Rep. of 3.3 -15 4.2 5.5 0.7 0.5 17 2.3
Middle East and North Africa 4.3 4.4 -0.7 15 -0.1 2.8 3.3 3.6 6.6 21 0.3 2.1 3.7
Algeria 3.4 3.6 2.6 3.3 2.8 3.3 3.5 3.5
Egypt? 43 5.1 1.8 2.3 2.0 22 3.1 3.3 78 0.7 1.3 -3.1 5.2
Iran, Islamic Rep. of 4.6 5.9 2.2 -2.9 =18 1.0 1.8 2.0
Iraq 0.8 8.5 8.4 4.2 6.5 6.6 8.3
Jordan 6.1 2.3 2.6 2.8 3.0 3.1 3.3 3.8 2.7 2.3 2.9 4.3 1.7
Lebanon 4.4 7.0 3.0 1.4 0.7 2.0 2.7 4.2
Libya 3.5 -53.9 1045 -6.0 23.0 12.2 9.0
Morocco 4.6 3.6 5.0 2.7 4.5 3.6 4.4 4.7 6.0 43 -1.8  12.3 1.9
Syrian Arab Republic 4.6 3.2 -84 -218 -225 -8.6 1.7 1.7
Tunisia 4.2 3.0 -2.0 3.6 2.6 25 3.3 3.6 5.1 3.1 0.7 5.1 2.1
Yemen 3.5 77  -12.6 2.4 3.0 3.4 3.9 3.9
South Asia 5.9 9.9 72 4.2 4.6 5.7 6.3 6.7
Afghanistan 11.9 8.4 6.1 14.4 3.1 3.5 4.3 5.1
Bangladesh® 5.2 6.1 6.7 6.2 6.0 5.7 6.1 6.0
Bhutan 77 9.3 10.0 9.0 76 8.1 8.6 8.6
India® 6.6 9.3 6.2 5.0 4.8 6.2 6.6 71
Maldives 6.3 71 7.0 3.4 43 42 4.1 4.1
Nepal® 3.4 4.8 3.9 4.6 3.6 3.8 4.4 5.2
Pakistan? 42 2.6 3.7 4.4 3.6 3.4 4.1 45
Sri Lanka 4.4 8.0 8.2 6.4 7.0 74 6.5 6.3 5.3 9.5 3.9 84 105
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Annual estimates and forecasts? Recent Quarters®

2012 2013

00-09° 2010 2011 2012 2013e 2014f 2015f 2016f Q3 Q4 Qi Q2 Q3

Sub-Saharan Africa 4.4 5.1 4.6 3.5 4.7 5.3 5.4 5.5 1.0 3.0 11 3.3 0.5
Angola 10.7 3.4 3.9 5.2 5.1 8.0 7.3 7.0
Benin 3.6 2.6 3.5 5.4 4.2 41 4.2 4.0

Botswana 3.3 8.1 8.0 4.2 4.4 4.7 5.2 5.2 54 222 10.0 45 -6.3
Burkina Faso 5.2 79 4.2 10.0 7.0 7.0 7.0 7.0
Burundi 2.9 3.8 4.2 4.0 4.3 4.5 41 3.5
Cameroon 3.0 8.8 4.1 47 4.8 5.0 5.1 5.1
Cape Verde 5.6 1.5 4.0 2.5 2.6 2.9 888 3.6
Central African Republic 0.7 3.3 3.1 41 -18.0 -1.8 1.1 2.5
Chad 8.0 13.0 1.8 5.1 5.0 8.7 5.9 5.9
Comoros 1.8 2.1 2.2 3.0 3.3 815 815 3.2
Congo, Democratic Rep. 4.2 72 6.9 72 75 75 74 6.7
Congo, Rep. 3.8 8.8 3.4 3.8 5.6 5.4 55 55
Cote d'lvoire 0.8 2.4 -4.7 9.8 8.7 8.2 8.1 76
Eritrea 0.7 2.2 8.7 7.0 6.0 3.5 3.0 3.0
Ethiopia 74 9.9 7.3 8.5 7.0 72 7.0 71
Gabon 1.3 6.7 7.0 6.1 4.2 4.2 3.9 3.9
Gambia 3.2 6.5 -4.3 5.3 6.5 75 6.4 5.5
Ghana 5.0 8.0 15.0 79 74 74 7.3 6.7
Guinea 2.4 1.9 4.3 3.9 4.0 4.7 5.0 6.0
Guinea-Bissau 2.3 1.7 5.7 -1.5 3.0 2.7 2.7 2.9
Kenya 3.6 5.8 4.4 4.6 5.0 5.1 5.2 5.3
Lesotho 3.3 79 3.7 4.0 4.6 5.1 4.5 4.4
Madagascar 3.0 0.5 1.9 3.1 41 4.8 5.4 5.4
Malawi 3.8 6.5 4.3 1.9 4.4 4.8 55 55
Mali 4.2 5.8 2.7 -1.2 4.0 5.2 4.5 4.6
Mauritania 4.5 5.1 4.0 76 5.7 4.6 4.0 3.3
Mauritius 3.4 77 3.8 3.2 3.7 41 4.3 4.2
Mozambique 71 71 7.3 74 7.0 8.5 8.5 8.5
Namibia 3.9 6.0 4.9 5.0 4.2 4.3 4.4 4.4
Niger 3.6 -8.0 2.3 1.2 5.6 6.2 6.0 5.8
Nigeria 5.6 8.0 74 6.6 6.7 6.7 6.8 6.8
Rwanda 72 72 8.2 8.0 7.0 75 72 7.0
Senegal 3.6 41 2.6 3.7 4.0 4.5 4.6 4.6
Seychelles 1.5 71 5.0 2.9 815 3.9 815 3.0
Sierra Leone 6.0 5.4 6.0 15.2 17.0 141 12.1 12.1

South Africa 3.2 3.1 3.5 2.5 1.9 2.7 3.4 3.5 1.3 2.3 0.8 3.2 0.7
South Sudan 4.4 3.1 26 -49.0 33.9 17.0 9.0 9.1
Sudan 5.6 3.5 -3.3 -10.1 2.9 2.9 3.0 3.2
Tanzania 6.2 7.0 6.4 6.9 71 74 76 7.8
Togo 17 4.0 4.8 5.6 5.0 4.5 4.5 4.4
Uganda 6.8 5.9 6.6 34 5.8 6.5 6.8 71
Zambia 4.8 7.6 6.8 7.3 6.0 6.5 6.0 5.8
Zimbabwe -5.9 9.6 9.4 4.4 2.2 3.3 3.4 3.5

Source: World Bank, WDI, IFS.

a. Annual percentage change.

b. Quarter over quarter growth, seasonally adjusted and annualized.

¢. Coumpound average of the period 2000-2009.

d. Annual GDP is on fiscal year basis, as per reporting practice in thr country.
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Table A4.2 Current account balance
(Percentage share of nominal GDP)

Annual estimates and forecasts® Recent Quarters®
2012 2013
00-09° 2010 2011 2012 2013e 2014f 2015f 2016f Q3 Q4 Qi Q2 Q3
World 0.0 0.4 0.4 0.3 0.3 0.4 0.4 0.5 0.2 0.2 0.1 0.2
High Income Countries -0.4 0.3 0.5 0.6 0.7 0.8 0.9 1.0 0.4 0.4 0.3 0.5
European Union 0.2 0.5 0.6 17 2.5 3.0 3.3 3.7 2.2 2.7
OECD Countries -1.2 -0.6 -0.7 -0.6 -0.4 -0.4 -0.5 -0.5
Non-OECD Countries 9.9 9.1 10.8 10.0 8.3 74 6.4 6.0 . . . . .
Developing Countries 14 0.6 -0.1 -0.4 -0.7 -0.6 -0.5 -0.4 0.5 0.7 -0.7 -06 -0.4
East Asia and the Pacific 4.6 3.8 1.9 1.9 1.9 1.9 1.9 1.9 3.3 1.9
Cambodia -4.5 -6.9 -79 -10.1 96 -12.0 -11.8  -10.0
China 5.0 4.0 1.8 2.3 2.4 2.4 2.3 2.3 3.4 2.1
Fiji =177 -4.4 -5.5 -1.4 -17.4 -5.5 -6.3 -7.8
Indonesia 2.5 0.7 0.2 -2.8 -3.5 -2.6 -2.3 -2.1 -2.4 -3.5 -2.4
Lao People's Dem. Rep. -26 -100 -103 -153 -20.8 -20.0 -18.9 -17.0
Malaysia 12.6 11.1 11.0 6.1 4.3 4.3 41 4.0
Mongolia -6.3 -14.3 -315 -32.7 -256 -16.8 -10.7 -9.2 -446 -26.7
Myanmar -0.7 -1.3 -2.6 -4.1 -4.2 -4.8 -5.1 -5.1
Papua New Guinea 24 -214 -235 -51.0 -27.0 -2.0 12.3 9.3
Philippines 1.5 4.5 3.2 2.9 2.0 0.6 0.7 1.0 4.8
Solomon Islands -20.5 -30.8 -6.7 -0.1 -2.0 -6.5 -5.3 -7.6
Thailand 3.3 41 2.8 17 1.1 1.1 1.3 1.4
Timor-Leste 171 39.8 40.4 43.5 34.3 32.1 27.0 277
Vanuatu -11.1 -15.0 -16.1 -12.8 -11.4 -9.9 -8.3 =71
Viet Nam -10.8 -3.8 0.2 5.9 5.1 3.0 0.6 0.5
Europe and Central Asia -3.7 -3.3 -4.3 -3.5 -4.0 -4.0 -4.0 -3.9 24 -43 -47 -56 -33
Albania -8.6 -11.5 -13.0 -10.8 -8.2 =71 -6.3 -6.7
Armenia -74  -14.8 -11.0 -11.2  -106 -10.0 -9.2 -8.0
Azerbaijan 2.9 29.3 25.4 212 17.7 15.9 14.3 12.5
Bosnia and Herzegovina . -5.6 -8.8 -9.6 =73 -6.6 -6.3 -6.1
Belarus -46 -15.0 -8.6 2.7 -8.9 -8.1 -9.2 -7.9
Bulgaria -11.3 -1.5 0.3 -1.3 2.1 -0.5 -0.9 -1.0 8.9 -4.9 -3.9 5.2
Georgia -126 -10.2 -12.7 -11.7 -7.5 =71 -7.0 -6.3
Hungary -6.8 1.1 0.9 1.6 2.3 2.2 2.1 3.2 3.3 -2.9 3.7 25
Kazakhstan -2.0 0.9 5.4 0.3 -0.3 -1.3 -1.7 -1.8 -0.6 1.5
Kosovo . -120 -13.8 -76  -10.7 -8.7 -8.3 -8.6
Kyrgyz Republic 60 64 60 -153 -104 -11.7 -11.0 -10.9
Macedonia, FYR -6.1 -2.1 -2.5 -3.1 -3.2 -4.5 -5.7 -6.1
Montenegro . =229 -177 187 -147 -1563 -151 -14.8
Moldova -8.4 =177 -11.3 -7.0 -6.1 -8.7 -9.6 -8.0
Romania -7.5 -4.6 -4.8 -3.8 -1.5 -1.8 -2.5 2.7 -4.9 -3.2 0.8 1.0
Serbia . -6.7 92 -105 -6.0 -6.0 6.3 6.5
Tajikistan . -1.2 -4.7 -1.9 2.2 -2.4 -2.5 -2.5
Turkey -3.2 -6.2 -9.7 -6.1 -74 =71 -6.8 -6.5 -4.1 -5.0 -78 -9.7 -61
Turkmenistan .. -10.6 2.0 0.0 -3.4 -1.7 -1.5 -1.5
Ukraine 2.2 2.2 -5.5 -8.4 -8.1 -5.7 -5.6 -5.5
Uzbekistan 5.2 6.2 5.8 2.7 3.2 3.6 2.3 12
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Annual estimates and forecasts? Recent Quarters®

2012 2013
00-09° 2010 2011 2012 2013e 2014f 2015f 2016f Q3 Q4 Qi Q2 Q3
Latin America and the Caribbean -0.4 -1.4 -1.4 -1.7 -2.6 -2.5 -2.3 -2.1 -16 -34 -33 -25
Argentina 2.7 0.4 -0.6 0.0 -0.8 -0.9 -0.8 -0.2 06 -0.6 -1.9 0.5
Belize -12.7 -2.9 -1.1 2.2 -1.8 -1.8 -1.7 -1.4
Bolivia 3.9 4.6 2.3 77 71 5.9 4.5 3.0 12.3 8.7
Brazil -0.7 2.2 -2.1 -2.4 -3.6 -3.7 -3.5 -3.2 -16 -37 -42 -32
Colombia -1.4 -3.1 -2.9 -3.3 -3.5 -3.6 -3.3 -3.0 -39 36 -33 -29
Costa Rica -5.0 -3.5 -5.4 -5.6 -5.4 -5.6 -5.7 -5.7 -5.2 -7.8
Dominica -184  -173 -147 -115 -10.0 -9.9 -9.6 -9.0
Dominican Republic -2.6 -8.4 -8.2 -6.8 -4.8 -4.0 -3.2 2.7 -9.3 -7.0
Ecuador 1.0 -2.3 -0.3 -0.3 -0.9 -0.8 -0.6 -0.5
El Salvadore -3.8 2.7 -4.7 -5.1 -4.3 -3.5 -2.6 -1.1
Guatemala -4.8 -1.6 -3.6 -2.9 -3.0 -2.8 -2.8 -2.9 -1.8 -52 -1.0 -29
Guyana -10.0 -69 -144 -139 -170 -16.1 -154 -149
Haiti -6.8 -294 -243 -1783 -156 -15.0 -145 -270
Honduras -6.7 -5.4 -9.0 9.7 -112 -8.2 -6.9 -6.0
Jamaica -10.1 71 146 -127  -118 -9.4 -74 -6.1
Mexico -1.6 -0.2 -0.9 -0.9 -1.5 -1.5 -1.4 -1.4 -06 -3.0 -6  -16  -17
Nicaragua -173 -10.0 -132 -128 -136 -132 -122 -112
Panama -48 -10.8 -12.8 91 -125 -11.9 -111 -9.8
Paraguay 2.0 -0.4 1.4 0.6 4.8 3.1 1.4 1.1 -0.7  -14 1.8
Peru -0.7 -2.5 -1.9 -3.6 -4.9 -4.4 -3.8 -3.2 52 37 50 -59
St. Lucia -196 -189 -21.7 -145 -146 -144 -139 -13.0
St. Vincent and the Grenadines -188 -309 -289 -30.3 -293 -283 -26.8 -25.3
Suriname 9.8 6.4 5.8 4.2 0.5 3.7 4.4 4.5
Venezuela, Bolivarian Rep. of 9.7 2.6 75 2.5 17 2.1 2.2 2.2
Middle East and North Africa 5.2 17 1.9 -1.7 -3.1 -3.4 -3.5 -3.4 -1.8  -2.9
Algeria 22.3 7.3 8.9 5.9 2.7 1.2 0.1 0.0
Egypt 1.1 -2.0 2.7 -3.1 -2.1 -1.6 -1.4 -1.3 -04 -4.0
Iran, Islamic Rep. of 6.3 7.0 9.2 2.8 -0.9 -1.6 -1.9 2.2
Iraq . 3.0 12.5 7.0 1.0 1.2 1.5 1.9
Jordan -4.4 71 120 -177 -149 -140 -13.0 -11.6 -166 -91 -11.0
Lebanon -16.8 -204 -121 -135 -141 -13.3 -123 -11.3
Libya " 19.5 9.1 29.1 3.2 5.4 4.4 55
Morocco 0.2 -4.6 -8.4 -9.7 -7.8 -7.3 -6.6 5.7 -6.4 -10.8
Syrian Arab Republic 2.7 -06 -19.7 -19.0 -205 -155 -11.7 -9.1
Tunisia 2.7 4.7 -7.3 -8.3 -8.9 -7.8 -75 -7.3
Yemen 1.1 -5.4 -5.4 -3.1 -5.1 -5.2 -4.6 -4.4
South Asia -0.6 -2.6 -3.1 -4.1 -3.0 -2.7 -2.6 -2.5
Afghanistan -0.3 2.8 3.1 3.9 2.5 1.8 0.5 -0.3
Bangladesh 0.6 1.8 0.2 1.3 1.5 1.4 1.2 0.9
Bhutan -0.1  -191 -255 -20.7 -209 -19.2 -184 -184
India -0.5 -3.2 -3.4 -5.0 -3.5 -3.2 -3.1 -2.9
Maldives -1.1 92 -214 -271 -280 -26.0 -25.0 -25.0
Nepal -0.9 -2.6 0.2 1.4 1.5 1.0 0.6 0.1
Pakistan -1.4 -0.7 -1.1 -0.9 -1.7 -1.6 -1.4 -1.2 .
Sri Lanka -3.7 -2.3 -7.9 -6.4 -5.1 -4.4 -3.8 -3.2 -4.7 -7.3
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Annual estimates and forecasts? Recent Quarters®

2012 2013
00-09° 2010 2011 2012 2013e 2014f 2015f 2016f Q3 Q4 Qi Q2 Q3
Sub-Saharan Africa 0.0 -1.3 0.2 -1.5 -3.0 -3.3 -3.3 -3.1
Angola 4.9 9.1 12.6 10.4 10.6 9.2 9.5 10.1
Benin -8.3 94 -13.2 -11.6 -9.8 -9.8 -9.2 -8.9
Botswana 74 -74 -1.4 -4.5 -0.2 -1.2 -1.9 2.4
Burkina Faso -13.2 -5.8 -4.8 -6.8 -4.9 -4.3 -3.4 -1.2
Burundi -1756 -15.9 -16.3 -17.2 -179 -16.3 -16.0 -15.6
Cote d'lvoire 1.9 2.1 14 2.2 -3.5 -4.5 -4.3 -4.6
Cameroon 2.4 -3.8 -5.8 -6.4 -5.7 -5.9 -6.1 -6.4
Cape Verde -11.3 -145 -174 124 -9.9 -8.1 -8.8 -8.9
Central African Republic -86 -13.3 2.5 2.5 -1.1 -0.1 1.7 1.6
Chad -174 -322 -130 -195 -182 -10.2 1.9 1.9
Comoros -11.9 -274  -32.1 -16.9  -14A1 -135 -13.1 -11.9
Congo, Democratic Rep. 06 -16.6 -82 -123 -8.2 -5.3 -4.8 -4.6
Congo, Rep. -2.0 -28.0 31.2 1.8 1.8 0.4 0.4 -0.3
Eritrea -20.9 -5.5 3.2 225 23.5 276 28.8 29.3
Ethiopia -5.0 -1.2 -2.0 -6.2 -6.4 -6.4 -6.5 -6.5
Gabon 14.8 5.8 1.4 14.4 9.6 9.1 7.3 6.9
Gambia -3.6 2.2 5.3 73  -12.7 -13.1 -135 -10.3
Ghana -6.5 -9.6 -89 -125 -11.7 -11.7  -10.2 -9.9
Guinea -7.2 -70 -238 -354 -255 -46.3 -435 -38.7
Guinea-Bissau 9.0 -119 -6.1 -7.0 -5.8 -5.0 -4.5 -3.4
Kenya -2.5 -77 -10.3 -9.8 -9.5 -8.6 -7.5 -7.5
Lesotho 29 -199 -20.5 214 -145 -131 -12.0 -11.5
Madagascar -124 -10.2 -104 -11.8  -136 -18.1 -20.3 -16.3
Malawi -10.7 -16.8 -136 -150 -184 -159 -147 -15.6
Mali -8.3 -14.1 -7.0 -4.4 96 -10.1 -10.0 -9.7
Mauritania -10.8 -6.0 -9 -25.3 -255 -21.5 -170 -16.9
Mauritius 2.7 -103 -134 -11.2 -9.6 -8.4 -77 -10.5
Mozambique -14.0 -164 -238 -354 -403 -409 -39.2 -37.9
Namibia 3.5 -2.1 -4.7 -3.4 -2.0 -2.3 -3.8 -3.8
Niger 97 -213 -246 -19.6 -17.9 -17.7 -17.6  -16.8
Nigeria 14.4 6.3 12.2 18.7 72 5.2 3.5 17
Rwanda -6.0 -7.5 -74 -11.2 -8.4 -8.2 -8.5 -8.8
Senegal -8.0 -4.7 -74 -9.2 -8.3 -7.2 -6.7 -5.9
Seychelles -13.9 -195 -21.3 -23.8 -24.8 -21.7 -171 -22.2
Sierra Leone -11.1 -25.0 -40.6 -37.1 -19.3 -10.6 -7.8 -74
South Africa -3.0 -2.8 -3.4 -6.3 -6.9 -6.5 -6.4 -6.3 -68 6.0 -66 -65
South Sudan 10.7 30.3 175 -282 -14.6 9.2 13.3 15.2
Sudan -5.9 -0.6 -0.4 -0.5 -5.3 -4.5 -4.0 -2.1
Tanzania 93 -120 -193 -14.8 -172  -16.6 -16.0 -154
Togo -9.2 -6.3 -4.1 -6.3 -9.2 -8.4 -8.7 -7.9
Uganda -4.0 -7.9 -9.3 £515 LNl -4.6 -3.5 -3.2
Zambia -10.8 6.0 2.9 2.7 2.8 2.4 2.2 2.2
Zimbabwe -122 -103 -230 -19.7 -219 -17.6  -14.7 -18.6

Source: World Bank, WDI, IFS.

Note: Quarterly CAB figures from the IFS may differ from the annual figures from the WDI.
a. Percentage of GDP in current USD.

b. Quarterly current account as a share of GDP in current USD.

c. Simple average of the period 2000-2009.
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Table A4.3 GDP output gap and potential growth
(Constant 2010 U.S. dollars)

GDP output gap?

Potential GDP growth®

00-09¢ 2010 2011 2012 2013e 2014f 2015f 2016f 00-09¢ 2010 2011 2012 2013e 2014f 2015f 2016f

World 04 -06 -02 -05 10 -09 -07 -05 2.7 25 2.6 2.8 2.9 3.0 3.2 3.3
High Income Countries 0.6 -3 -08 -0.7 -1.1 -0.7 -04 -02 1.9 1.1 1.3 1.5 1.6 1.8 2.1 2.2
European Union 0.8 -0.8 04 -0.7 -1.6 -3 -0.7 -04 14 0.3 0.4 0.4 0.5 0.7 0.9 1.1
OECD Countries 0.5 -4 -09 -08 -1.1 -0.7 -04 -041 1.8 1.0 1.2 14 1.5 1.7 1.9 2.1
Non-OECD Countries 1.1 -1.1 0.0 -0.2 -4 22 29 -38 4.0 3.4 3.7 3.7 3.8 4.1 4.4 4.9
Developing Countries -0.5 1.1 13 0.1 -0.8 -1.2 -1.3 -1.1 5.3 6.1 6.0 5.9 5.8 5.7 5.6 5.5
East Asia and the Pacific -1.0 1.8 1.8 1.0 0.1 -0.5 -0.9 -1.2 77 8.7 8.3 8.3 8.1 7.9 7.6 74
Cambodia 02 29 -21 -09 -0.1 0.6 1.1 1.6 75 6.2 6.2 6.0 6.1 6.2 6.5 6.5
China -1.0 2.4 25 1.2 02 -06 -1.2 -1.7 9.1 9.7 9.2 9.1 8.8 8.5 8.2 8.0
Indonesia -1.8  -0.3 0.2 0.5 0.5 0.4 0.7 1.3 41 5.9 5.9 5.9 5.7 5.4 5.2 4.8
Lao People's Dem. Rep. -1.1 -2 -04 0.3 0.7 0.7 12 1.9 5.9 6.4 72 74 76 77 76 74
Malaysia -04 -09 -05 00 -06 -07 -07 -07 4.2 4.8 4.6 5.1 5.1 5.0 4.9 4.9
Mongolia -1.0 -73 -1.0 0.1 1.5 14 2.0 14 6.4 8.0 10.1 1.1 1.0 104 9.3 8.3
Papua New Guinea -2.7 -1.3 0.0 -14 6.2 -73 1.8 -1.7 2.9 8.5 9.2 9.7 9.4 9.8 9.3 8.7
Philippines -04 -02 -5 -0.2 1.1 2.0 3.2 41 4.2 5.4 5.1 5.3 5.5 5.7 5.8 5.7
Solomon Islands -3.8 1.1 4.0 2.1 04 -09 -1.1 -0.4 1.9 76 75 6.8 5.8 4.9 4.0 3.2
Thailand -0.5 0.1 -3.6 -4 23 21 -4 -0.6 3.4 3.9 3.9 4.2 4.2 4.2 4.3 4.3
Vanuatu -1.0 0.4 -1.1 -1.4 -1.9 -1.7  -0.6 0.6 3.2 3.8 2.9 2.6 2.2 2.0 1.9 17
Viet Nam -0.2 0.2 0.5 0.3 0.2 0.1 -0.1 -0.1 7.0 6.5 5.9 5.4 5.4 5.5 5.7 5.5
Europe and Central Asia 0.1 -1.8 06 -0.9 -1.1 -1.3 -1.4 -1.4 41 3.6 3.8 3.6 3.6 3.7 3.7 3.7
Albania 0.8 25 2.7 12 -0.6 -1.4 -1.4 -1.6 5.3 2.8 2.9 3.2 3.1 3.0 2.9 3.3
Armenia 46 -46 38 -09 -24 -31 -4.8 -7.3 72 4.0 3.8 41 4.8 5.8 6.9 78
Azerbaijan -05 104 32 22 42 55 -70  -82 12.5 74 71 79 71 6.6 6.2 5.2
Belarus 1.5 4.2 4.0 12 20 -438 -74 95 6.2 6.3 5.7 4.3 4.3 4.5 4.7 3.9
Bulgaria 1.6 27 -241 -26 -33 30 -27 -24 4.1 14 12 14 1.3 14 1.6 1.6
Georgia 4.3 -1.4 0.0 04 -26 -24 27 -30 6.0 6.4 5.4 5.6 5.7 6.1 6.7 6.8
Hungary 1.3 -341 -7 -33 -28 -1.7 -1.2 0.2 2.2 0.1 0.1 -0.1 0.2 0.5 1.0 12
Kazakhstan 1.9 -1.2 02 -03 0.2 0.4 0.7 12 7.0 5.8 6.0 5.6 5.5 5.5 5.6 5.4
Kyrgyz Republic 2.0 -1.8 05 -48 -21 -0.7 -07 -08 4.0 4.3 35 4.7 4.8 5.0 5.4 5.5
Macedonia, FYR 0.3 1.5 16 -08 -09 -0.7 0.0 0.8 2.8 2.4 2.8 2.0 2.6 2.7 2.8 2.9
Moldova 17 -07 21 20 -06 0.3 1.3 2.0 4.0 3.6 35 3.3 2.7 2.8 3.0 3.3
Romania 06 -22 -20 -33 -30 -26 -1.9 -1.3 3.0 17 2.0 21 2.2 21 2.0 2.0
Turkey -5 23 17 0.0 03 -0.1 -0.2 0.1 3.6 4.0 4.4 4.0 4.0 4.0 4.0 3.9
Ukraine 34 45 -11 25 53 54 69 -88 3.6 1.6 1.6 17 1.8 2.2 2.6 2.8
Uzbekistan -1.0 0.4 1.0 1.5 1.5 1.3 1.2 1.2 6.1 8.2 77 77 74 71 6.9 6.6
Latin America and the Caribbean -0.5 0.3 0.7 -0.1 -0.9 -1.2 -1.1 -0.4 2.9 3.7 3.7 3.5 3.3 3.2 3.1 3.0
Argentina -3.4 25 5.7 2.8 35 2.4 14 0.7 3.1 5.5 5.6 4.7 4.3 3.9 3.6 3.3
Belize 1.7 -0.8 -1.7 06 -04 -06 -05 -04 3.9 2.7 2.9 2.9 2.8 2.9 3.1 34
Bolivia -1.0 0.1 0.5 1.1 1.8 2.3 21 1.9 3.3 4.5 4.7 4.6 4.5 4.3 4.1 3.9
Brazil -0.6 2.8 2.0 -0.2 -1.0 -15 -15 -0.5 2.9 3.8 35 3.1 3.0 2.9 2.7 2.7
Colombia -0.7 -09 1.0 0.7 0.6 0.8 1.1 14 35 4.3 4.6 4.4 4.2 4.0 3.8 3.6
Costa Rica -0.4 -2 -0.8 02 -05 -03 -03 -02 4.2 4.0 4.0 41 41 41 41 4.0
Dominica -0.2 1.8 1.0 -05 -1.2 -1.2 -1.0  -05 1.9 25 1.8 1.9 1.8 1.7 1.6 1.6
Dominican Republic -0.7 2.6 2.1 13 -05 -09 -06 0.0 4.8 5.4 5.0 4.7 4.4 4.3 4.3 4.3
Ecuador -04 -241 0.5 0.8 0.2 -01 -0.1 0.2 3.7 4.2 4.5 4.7 4.6 4.4 4.2 41

El Salvadore 0.4 -1.6 -1.3 -1.5 -1.6 -3  -08 -04 2.0 1.3 1.7 1.8 1.9 2.0 2.1 25
Guatemala -0.1 -09 -0.1 -0.3  -0.1 0.1 0.3 0.3 3.2 3.0 3.2 3.2 3.1 3.1 3.2 3.2
Guyana -1.0 0.1 0.5 0.8 1.1 1.2 1.0 0.4 2.1 3.6 4.7 4.5 41 3.8 3.7 41
Haiti 0.0 -64 -31 -1.1 0.6 2.4 3.4 3.9 0.9 1.9 2.0 0.8 1.6 2.3 2.9 3.4
Honduras 0.1 -0.7 -05 -06 -1.0 -1.1 -0.8 -0.6 3.7 2.9 3.5 3.4 3.4 35 3.5 3.7
Jamaica -0.1 -2.9 -5 22 20 -1.2 -01 0.7 08 -05 -0.1 0.1 0.2 0.1 0.1 0.5
Mexico 0.7 -38 -28 -9 33 29 -23 -1.2 2.4 25 2.9 2.9 2.9 3.0 3.1 3.1
Nicaragua 0.7 -24 -08 0.3 0.1 0.2 0.4 0.3 3.4 3.1 3.8 4.0 4.0 41 4.2 4.4
Panama -1.4 1.2 1.7 2.7 1.5 0.6 -0.1 -0.5 5.5 78 10.0 9.4 9.1 8.3 76 6.9
Paraguay -2.6 25 24 33 6.5 75 74 73 2.8 5.0 41 3.7 3.7 3.6 3.4 3.1
Peru -1.3 0.5 0.9 07 -04 -06 -02 0.5 4.8 6.9 6.4 6.5 6.1 5.8 5.4 5.1
St. Lucia -1.3 1.9 1.3 -0.7 -1.3 -1.1 -09 -05 2.0 1.6 1.2 1.2 1.2 1.3 14 14
St. Vincent and the Grenadines 1.2 -4.5 -5.2 -5.2 -4.8 -3.8 -2.6 -0.6 2.9 1.9 1.4 1.5 1.6 1.7 1.9 2.1
Suriname -0.8 0.2 0.6 1.2 0.9 1.1 0.8 0.6 3.9 4.7 4.2 4.3 41 4.0 3.8 3.8
Venezuela, Bolivarian Rep. of -09 -22 -09 1.5 -0.2 -1.8 -1.9 -1.3 3.0 3.0 2.8 3.0 25 2.1 1.8 1.7
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GDP output gap? Potential GDP growth®
00-09¢ 2010 2011 2012 2013e 2014f 2015f 2016f 00-09° 2010 2011 2012 2013e 2014f 2015f 2016f

Middle East and North Africa 0.2 3.4 18 -22 -48 -56 -55 -5.1 4.0 3.4 3.2 2.9 2.7 2.7 2.7 2.5
Algeria 1.2 03 -06 -06 -09 -08 -08 -0.7 3.2 3.6 3.5 3.3 3.1 3.2 3.5 3.4
Egypt 0.2 2.9 1.0 -23 -42 -54 -6.0 -6.1 4.2 4.1 3.9 3.9 3.8 3.6 3.4 3.4
Iran, Islamic Rep. of -0.1 5.2 5.1 0.1 -30 37 -35 -28 4.1 25 2.3 1.9 1.7 1.7 1.7 12
Jordan 0.6 3.1 1.4 0.0 -2 24 -34 37 5.3 4.6 4.3 4.2 4.3 4.4 4.3 4.1
Lebanon -1.4 6.4 4.6 1.6 -7 32 37 -26 3.6 5.1 4.8 4.4 4.0 3.6 3.3 2.9
Morocco -0.1 -0.2 0.4 -1.1 -0.8 -1.4 -2 -0.6 4.1 4.5 4.4 4.3 4.2 4.2 4.2 4.1
Syrian Arab Republic -0.5 35 27 -25.0 -42.0 -46.8 -456 -44.6 3.8 3.8 2.9 1.4 03 -04 -06 -01
Tunisia 0.8 23 30 -29 -38 -48 52 -54 3.9 3.6 3.4 3.5 3.5 3.6 3.7 3.8
Yemen 0.3 85 68 62 -54 -46 -36 -26 3.2 2.0 1.8 1.8 2.1 2.5 2.8 2.9

South Asia -0.6 14 19 -02 -16 -19 -1.6 -0.9 6.1 7.0 6.7 6.3 6.1 6.0 6.0 6.0
Bangladesh -0.5  -01 0.1 0.1 -0.1 -0.2  -01 0.2 5.3 6.2 6.2 6.2 6.0 6.0 5.9 5.7
India -0.6 2.2 2.8 0.1 17 24 -1.9 -1.2 6.4 76 71 6.6 6.4 6.3 6.3 6.2
Nepal -0.1 0.6 0.8 0.8 0.4 0.3 0.7 1.5 3.6 4.4 4.1 4.1 4.1 4.2 4.4 4.5
Pakistan -0.7 42 42 29 -1.8 -1.8 12  -05 4.3 3.8 3.5 3.6 3.6 3.7 3.7 3.9
Sri Lanka -1.2 -1.2 0.3 0.2 0.7 1.5 1.4 1.4 5.0 6.3 6.6 6.5 6.5 6.5 6.6 6.4

Sub-Saharan Africa 0.3 0.3 02 -0 -1 -08 -04 0.2 4.3 4.9 4.7 4.8 4.8 4.9 5.0 4.9
Angola 0.9 30 -09 -36 -56 -5.0 -48 -44 9.3 8.6 8.0 8.1 7.3 7.3 71 6.6
Benin 0.7 -1.3 -1.5  -0.1 0.0 0.0 0.1 0.0 3.8 3.5 3.8 3.9 4.1 4.1 4.2 4.0
Botswana 0.7 -19 -05 -1.1 -12 -08 -0.3 0.0 3.8 4.8 4.6 4.9 4.6 4.6 4.7 4.9
Burkina Faso 08 -3.1 -5.1 -1.8 -1.3 -1.0 -1.0  -0.7 5.6 71 6.4 6.3 6.5 6.7 6.9 6.7
Burundi -0 -0.2 0.5 0.8 1.2 1.6 1.8 1.7 3.5 2.3 3.5 3.6 3.9 4.1 3.9 3.6
Cameroon 2.0 -1.2 -1.5 -2 -08 -05 -03 -0A1 3.3 4.0 4.5 4.4 4.4 4.6 4.9 4.9
Cape Verde 1.1 -33 -39 58 -77 9.7 -11.8 -14.0 6.0 5.1 4.6 4.6 4.8 5.1 5.7 6.3
Central African Republic 07 22 -20 -01 -193 -215 -212 -19.5 1.2 3.7 2.9 2.1 1.5 1.0 0.7 0.3
Chad 0.5 03 -39 -48 -55 -3.1 -32 -3.0 7.3 7.3 6.2 6.1 5.8 6.1 6.0 5.7
Comoros 07 -20 -22 -1.8 -1.1 -05 -0.2 0.2 1.8 3.1 25 25 2.6 2.9 3.1 2.8
Congo, Democratic Rep. -1.4 -1.9 -15 -05 0.1 0.2 0.2 0.1 3.9 6.9 6.4 6.1 6.8 74 74 6.8
Congo, Rep. 0.2 3.9 14 -06 -0.8 -1.0 -1.0  -0.7 3.7 5.0 5.9 5.9 5.9 5.6 515) 5.1
Cote d'lvoire -0.5 19 44 3.3 9.7 1563 20.8 25.9 0.8 2.2 1.6 1.7 2.3 3.0 3.2 3.3
Eritrea -3.5 -7.0 -1.5 2.1 4.1 3.5 2.7 2.6 1.3 1.1 2.7 3.2 4.0 4.0 3.9 3.0
Ethiopia -1.0 2.2 1.9 1.8 1.0 0.7 0.4 0.6 7.3 9.0 8.2 7.9 7.7 75 7.3 6.9
Gabon 23 25 0.7 2.7 3.0 3.2 3.0 2.6 1.5 3.1 3.6 4.0 3.9 4.0 4.1 4.2
Gambia 0.3 38 41 -3.9 -341 -15 -08 -05 3.3 4.4 3.6 5.1 5.7 5.7 5.7 5.2
Ghana -15 -5.0 1.3 1.5 1.7 1.4 1.3 0.7 5.7 7.6 7.9 7.6 7.3 7.6 75 7.3
Guinea 1.3  -0.2 0.6 0.1 1.0 0.5 0.4 2.1 2.2 3.0 3.5 4.5 3.1 5.2 5.1 4.3
Guinea-Bissau -1.8 1.1 27 22 -1.9 -1.8 -6 -0.8 1.3 3.1 4.0 3.5 2.6 2.6 2.6 2.0
Kenya -0.7 0.1 -02 -04 -04 -03 0.0 0.6 3.5 4.6 4.6 4.8 5.0 5.0 4.9 4.6
Lesotho -1.1 1.5 06 -04 -02 0.4 0.3 0.2 3.2 5.1 4.6 5.1 4.3 4.5 4.7 4.4
Madagascar 1.5 -3.1 45 -49 -45 35 -22 -08 3.6 2.4 3.4 3.5 3.7 3.8 3.9 3.9
Malawi -04 -07 -06 -22 -1.7 -2 -04 0.1 4.5 7.0 4.2 3.5 3.9 4.3 4.7 4.9
Mali 12 25 28 -038 0.3 2.0 2.6 3.1 4.0 4.8 2.4 2.3 2.9 3.4 3.9 4.0
Mauritania -0.8 -0.8 -1.7 0.1 0.7 0.7 0.7 0.8 4.8 3.0 5.0 5.6 5.0 4.7 3.9 3.2
Mauritius -0.1 1.8 1.2 02 -03 -04 -05 -05 3.9 4.3 4.4 4.2 4.2 4.3 4.4 4.2
Mozambique 0.4 0.9 02 -03 -1.4 -1.5 -1.5 -1.2 6.4 77 8.1 79 8.2 8.5 8.6 8.1
Namibia -0.1 -5 -04 0.5 1.4 1.9 1.9 1.6 4.1 4.2 3.8 4.0 3.3 3.8 4.4 4.7
Niger 24 95 -112 -44 27 -08 0.6 1.6 3.0 5.6 4.2 3.3 3.7 4.2 4.6 4.7
Nigeria -0.6 0.5 1.2 0.7 02 -01 -0.3  -02 5.5 6.8 6.6 71 72 71 7.0 6.7
Rwanda 1.0 -25 -4 -04 -02 0.4 0.6 0.3 72 9.0 71 6.9 6.8 6.8 7.0 7.3
Senegal 1.1 -0.2 -1.2 -1.5 -1.4 -0 -06 -02 3.8 3.7 3.8 4.0 3.9 4.0 4.2 4.2
Seychelles -1.9 1.3 2.3 1.3 0.8 0.8 0.7 0.7 2.4 2.8 4.0 3.9 3.9 3.9 3.6 3.0
Sierra Leone 1.1 -43 98 93 64 -47 -33 -07 6.0 93 125 146 133 121 105 9.3
South Africa 0.6 -1.0  -05 -1.0 -1.9 20 -5  -0.8 3.2 3.2 3.0 3.0 2.9 2.8 2.9 2.8
South Sudan 37 156 231 -319 -32 211 401 60.0 34 -37 -36 -78 -58 65 -57 -45
Sudan 1.6 78 32 6.7 -42 -1.9 -0.6 0.4 4.8 2.6 1.1 -0.6 0.1 0.5 1.7 2.1
Tanzania 0.7 08 -0.6 -6 20 -23 -22 -1.7 5.9 71 79 8.0 75 77 75 73
Togo -1.0 -6 -0.9 0.0 0.2 0.1 0.0 0.1 2.2 4.3 4.0 4.7 4.8 4.6 4.6 4.3
Uganda 0.0 2.1 08 -0.7 -1.3 -1.9 -1.7 -1.2 6.4 6.4 6.3 6.3 6.8 72 6.7 6.6
Zambia -1.2 -1.1 -0.8 0.5 0.2 0.5 03 -0.1 5.0 6.5 6.5 56 6.3 6.2 6.2 6.2
Zimbabwe 5.0 -47 2.6 6.1 6.8 88 114 152 -39 -03 1.6 1.0 15 14 1.0 0.0

Source: World Bank, WDI.

a. Gap between real GDP growth and potential GDP growth.

b. Potential GDP growth rate, year over year.

c. Simple average of the gap in the period 2000-2009.

d. Compound average of potential growth during the period 2000-2009.
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Table A4.4 Merchandise import growth

(Constant 2010 U.S. dollars)

Recent years?®

Recent Quarters®

Recent Months®

2012 2013 2013
00-09¢ 2010 2011 2012 Q3 Q4 Q1 Q2 ek} Aug Sep Oct Nov Dec
World B3 14.3 6.6 2.5 -3.8 4.9 9.5 2.5 -0.2 -3.0 -0.2 1.8
High Income Countries 1.8 12.3 4.8 0.5 -4.4 0.9 4.0 4.6 0.5 -0.5 0.5 4.0
European Union 2.1 8.1 4.7 -4.2 -6.1 2.5 71 7.0 0.1 4.4 0.1 2.2
OECD Countries 2.0 11.8 5.2 0.3 -5.2 0.1 3.1 8.1 0.2 0.6 0.2 2.8
Non-OECD Countries 15 18.8 6.0 4.2 0.6 1.7 10.1 54 -1.2 -6.3 -1.2 553 12.2
Developing Countries 7.6 18.8 1.2 7.3 -25 13.8 223 -2.0 -1.8 -8.2 -1.8 -2.9 -0.2
East Asia and the Pacific 8.6 26.4 10.9 8.2 -3.8 179 304 -10.0 -0.5 -14.0 -0.5 -0.2 6.9
Cambodia 5.1 12.7 8.1 18.8 41.6 12.9 . . . . . . .
China 12.5 25.5 10.7 8.5 -0.3 145 326 -10.0 5.0 -13.8 5.0 4.4 8.6
Indonesia 8.3 33.8 17.3 10.5 -35.4 50.8 35 -10.2 -18.8 -21.2 -188 -25.7 197
Lao People's Dem. Rep. 8.0 35.8 . . . . . . . . . .
Malaysia 1.5 25.8 2.6 72 -5.6 -6.0 60.8 -11.3 -6.0 -12.7 -6.0 6.9
Mongolia
Papua New Guinea . . . . . . . . . . . .
Philippines 1.6 20.1 0.1 1.2 -17.3 98 -162 10.0 79.9 572 799 26.9
Solomon Islands . . . . . . . . . . . . .
Thailand 5.8 376 17.9 5.4 -02 435 293 -185 -33.38 -272 -33.8 -232 -111
Vanuatu . . . . . . . . . . .
Viet Nam 13.0 14.4 11.7 12.3 55 22.3 35.4 6.7 11.6 -3.0 11.6 ..
Europe and Central Asia 10.7 14.4 174 7.6 0.0 -1.4 195 235 0.3 6.8 0.3 -6.4 @
Albania 12.6 -74 9.8 -7.8 8.8 -170 -1.1 1.6  10.3 126 10.3 2.6 72
Armenia 11.0 9.9 -2.1 4.4 -36.3 470 202 -20.3 17.8 13.6 17.8 17.3
Azerbaijan 15.1 2.3 33.4 241 2832 -154 . " . " . "
Belarus 8.9 11.0 14.3 3.0 -146 -25.0 11.9 -9.6 4.3 7.0 43 -16.8
Bulgaria 5.9 5.4 12.8 241 6.8 -18.1 13.6 -0.7 241 305 2441 10.5
Georgia 12.4 11.8 18.3 . . . . . . . . .
Hungary 8.0 15.7 8.9 5.0 111 218 155 159 -10.3 -0.7 -10.3 -9.7
Kazakhstan 16.0 2.4 76 28.6 24.7 -14 156 20.1 -20.3 -72 -203 -171
Kyrgyz Republic 10.3 21.2 25.7 12.8 45 259 -194 468 1438 315 14.8
Macedonia, FYR 5.7 -0.4 13.0 -5.4 211 225 33 151 -12.7 02 -12.7
Moldova 12.9 11.4 23.7 1.8 0.2 24 429 -1.5 . . . .
Romania 78 13.6 5.4 1.3 -6.8 -8.1 194 -120 313 187 313 155 .
Turkey 15.1 18.0 26.5 8.3 -3.5 1.6 11.7 558 -1.7 55 -1.7 -83 133
Ukraine 9.4 25.7 21.3 -2.9 -15.7 142
Uzbekistan 12.9 2.2 5.7 10.2 229  26.1 . . . . . . .
Latin America and the Caribbean 3.3 19.7 9.2 7.3 -76 229 11.9 8.9 8.3 10.6 8.3 0.3 -12.6
Argentina 16.6 46.3 29.1 3.6 43.0 424 179 46.2 1.8 2.3 1.8 -6.4 -20.2
Belize 1.2 0.8 6.6 8.5 -22.9 -3.0 . . . . . .
Bolivia 7.0 18.6 29.4 6.1 -5.2 51.0 19.7 -3.4 76 -7.3 76 288 . .
Brazil 5.0 215 3.8 14.5 -13.7 321 302 155 39.2 49.9 39.2 -0.8 -295 -344
Colombia 6.6 174 20.5 10.8 -21.9 -5.9 324 -3.6 -2.1 -13.4 -2.1 211
Costa Rica 3.4 14.4 77 9.8 -13.3  30.8 04 167 -111 -149 -111 11.5
Dominica 1.9 -4.9 -85 -124 33.3 -32.6
Dominican Republic -0.4 18.3 -3.9 -1.1 -9.1 -73 . . . . . .
Ecuador 10.5 21.2 5.4 -1.7 179 -176 41.3 54 227 131 227 317
El Salvadore 14 8.9 5.2 4.5 21.9 -6.0 155 352 . . .
Guatemala 4.9 14.4 8.5 41 -16.2 182 -175 194 -13.9 -185 -13.9
Guyana 3.0 15.3 170 -1.8 375 223
Haiti 4.5 39.0 -10.1 =77 882 195 . .
Honduras 5.5 10.1 13.9 5.3 299 -121 -1.3 -9.6 . .
Jamaica 4.7 5.3 8.0 -0.8 -26 -10.1 79.0 -45.9 . -40.3 . . .
Mexico 0.3 23.2 8.6 4.7 -9.8 171 28 135 -8.3 -5.8 -8.3 -5.5 -3.0
Nicaragua 41 14.7 12.5 13.2 -19.5 233 -325 359 6.1 51.1 6.1 15.4
Panama 6.4 13.4 13.0 12.6 373 -25.0
Paraguay 10.7 39.6 11.8 -8.5 -26.6 24.6 . . . . . .
Peru 3.7 16.6 10.2 4.7 5.9 -79 209 135 199 18.1 19.9 214
St. Lucia
St. Vincent and the Grenadines
Suriname . . . . . . .
Venezuela, Bolivarian Rep. of 7.2 -22.1 17 15.5 -43.6 203.6 -49.1
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Recent years?® Recent Quarters® Recent Months®

2012 2013 2013
00-09¢ 2010 2011 2012 Q3 Q4 Qi Q2 Q3 Aug Sep Oct Nov Dec

Middle East and North Africa 8.9 8.4 79 72 -12.3 -1.5

Algeria 12.9 -3.9 3.7 1.5 -0.8  30.3 . . . . .

Egypt 9.1 1.9 -2.3 20.0 -43.1 -4.3 9.9 -333 -26.3 0.6 -26.3

Iran, Islamic Rep. of 10.0 279 29.9 -1.4 -1.5 -39.6 . . . . . .

Jordan 48 -10.2 -2.7 9.0 70.8 9.2 -5.8 40 182 20.8 18.2 0.5
Lebanon 7.0 -6.4 -4.8 78 1.7 237 . . . . . .
Morocco 79 3.8 10.3 -0.7 -31.7 781 -302 211 325 377 325 241
Syrian Arab Republic . . . . . . . . . . . . .
Tunisia 5.7 1.5 -3.4 3.5 -0.5 50 16.4 -8.5 0.9 -77 0.9 -8.3 -9.2
Yemen 11.6 48 -13.9 35.1 27.3 2.2 . . . . . . .
South Asia 73 19.0 10.2 4.2 23.2 134 12.8 -8.8 -25.6 -28.2 -25.6 -177 -14.0
Bangladesh . 21.3 15.0 -2.1 -17  -19.2 376 1.8 21.0 34.3 21.0 6.4 .
India 12.0 20.8 11.0 5.7 270 19.7 122 -131 -324 -35.0 -324 -221 -19.6
Nepal . . . . . . . .. . . . . .
Pakistan 5.0 4.7 -6.0 -3.8 12.0 -6.9 3.7 22.0 2.3 -6.3 23 -111 -3.3
Sri Lanka 2.7 15.4 23.9 0.0 10.6 -23.6 6.7 370 34.0 35.0 34.0
Sub-Saharan Africa 8.4 6.5 10.6 5.1 -8.8 8.9

Angola 20.3 -16.1 2.2 24.8 701 -284

Benin 23.4 16.3 277 -29.3 -7.4  200.7

Botswana 5.7 . . . . .

Burkina Faso 10.9 4.9 3.1 10.7 -30.7 373 . . . . .

Burundi 7.8 21.0 35.3 2.4 -196 219 96.6 6.6 -33.2 -376 -33.2

Cameroon 6.1 3.0 1.2 8.8 12.2 22.2

Cape Verde 9.1 1.0 29.2 -23.6 317 16.0

Central African Republic 9.3 52.5 46.4  -38.0 8439 -976

Chad . . . . . .

Comoros 7.0 11.0 -2.0 78 10.0 0.9

Congo, Democratic Rep. 15.4 12.1 19.9 8.3 19 -44.0

Congo, Rep. 17.3 -7.6 22.2 0.0 7.6 -7.5

Cote d'lvoire 6.2 9.6 -32.1 35.4 19.3 -6.2

Eritrea . . . . . .

Ethiopia 14.8 19.9 3.4 31.0 -3.7 36.0

Gabon 2.9 8.7 19.9 58 -30.5 -1.5

Gambia 6.2 -3.1 23.6 -7.3 -129 -344

Ghana 10.7 20.8 19.5 23.0 24 -30.3

Guinea 18.1 72 18.4 12.2 175 36.5

Guinea-Bissau 77 -20.0 177 2.1 -36.3 18.3

Kenya 9.7 . . . . . . .

Lesotho 4.9 175 -1.3 7.8 -40.3 6.5 -12.0 -68.6

Madagascar 12.7 -12.4 3.6 73 -11.0 176

Malawi

Mali . . . . . .

Mauritania 9.3 15.1 221 13.2 -47.6 13.1

Mauritius 2.0 6.2 6.3 2.8 -14.4 10.4

Mozambique 10.7 -6.8 86.8 1.7 49.0 817

Namibia 8.9 -0.9 1.6 . . .

Niger 14.4 -5.5 -11.0 -3.2 64.8 31.8

Nigeria 19.4 6.2 13.0 -4.3 -32.3 58.6

Rwanda 16.0

Senegal . . . . . .

Seychelles 6.9 2.5 3.8 10.5 -26.6 14.5

Sierra Leone . . . . . . . . . . . . .
South Africa 6.1 16.1 10.8 2'3 -13.6 32 10.3 15.2 -2.3 -1.1 -2.3 75 -0.2
South Sudan . . . . . .

Sudan 16.9 -0.1 -17.8 1.8 -47.7 10.3 . . . . . . .
Tanzania 12.7 19.4 229 72 -2.3 5.9 370 -28.0 73:3 41.9 733 78.5 29.6
Togo . . . . . . . . . . . .
Uganda 9.1 111 3.9 5.7 259 213 127 475 1.0 11.0 1.0 -4.5
Zambia 9.4 26.7 15.0 10.9 38.0 -32.7

Zimbabwe 2.3 29.3 9.2 -0.7 -13.0 -26.6

Source: World Bank, IFS, Haver Analytics, Datastream.

a. Year over Year percent growth.

b. Quarter over quarter percent growth, seasonally adjusted annualized rate.

c. Three month over three month moving average of seasonally adjusted annualized growth rate.
d. Compound average of the period 2000-2009.
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Table A4.5 Merchandise export growth

(Constant 2010 U.S. dollars)

Recent years?® Recent Quarters® Recent Months®
2012 2013 2013
00-09¢ 2010 2011 2012 Q3 Q4 Q1 Q2 ek} Aug Sep Oct Nov Dec
World 2.9 15.4 6.1 2.0 -5.1 4.5 11.5 -0.1 15 -0.6 15 74
High Income Countries 1.9 14.2 5.1 0.6 -3.1 1.7 6.2 4.5 1.0 2.8 1.0 4.3
European Union 17 12.1 5.6 -1.0 2.2 0.4 11.6 3.2 3.2 6.8 3.2 5.0
OECD Countries 1.6 13.8 4.9 0.6 -4.4 0.2 79 5.3 1.8 4.7 1.8 4.5
Non-OECD Countries 3.9 15.2 5.7 2.3 1.4 77 -1.4 3.4 -0.6 -5.8 -0.6 3.6 9.7
Developing Countries 6.1 18.2 8.3 5.3 -9.4 1.0 24.0 -9.9 2.7 -8.0 27 146 18.2
East Asia and the Pacific 9.2 24.2 8.9 8.3 =71 13.1 352 -183 -2.3 -14.7 23 154 2138
Cambodia 5.6 22.1 219 18.2 25.0 33.3 . . . . . . .
China 14.6 26.9 9.9 9.6 -53 136 451 -213 -3.5 -177 -3.5 183 207
Indonesia 0.1 172 10.7 0.5 -14.8 -35 333 -149 -20.1 -234 -20.1 -153 364
Lao People's Dem. Rep. 6.5 36.4 13.9 174 -55.5 51.6 . . . . . .
Malaysia 2.0 20.1 2.3 0.9 -13.8 11.4 72 -128 159 40 159 2341
Mongolia
Papua New Guinea . . . . . . . . . . . .
Philippines 0.9 273  -1441 9.4 -31.1 55 195 11.5 71 8.9 71 5.4
Solomon Islands . . . . . . . . . . . . .
Thailand 4.6 16.4 8.8 24 -9.2 145 0.7 -10.9 -6.5 -8.9 -6.5 4.1 25
Vanuatu . . . . . . . . . . .
Viet Nam 1.7 14.6 18.2 26.7 8.1 35.8 177 -04 243 34 243 .
Europe and Central Asia 8.9 1.7 1.7 4.3 -7.5 -0.5 18.4 -29 128 5.8 12.8 7.2 @
Albania 11.9 32.2 12.9 2.2 28.5 64 203 278 17.3 24.0 17.3 5.4 5.2
Armenia 4.5 34.9 16.8 11.3 -24 531 379 -31.0 196 60.5 19.6 -71
Azerbaijan 18.0 -1.0 -0.9 -6.0 -26.7 73.9 . " . " . "
Belarus 8.2 13.0 45.7 13.1 -43.7 -235 -1.0 -295 41 9.2 41 -6.7
Bulgaria 9.9 2.4 29.4 75 -8.3 9.9 322 128 29.0 265 29.0 370
Georgia . . . . . . . . . . . .
Hungary 9.1 10.3 6.9 -6.4 -11.4 -7.3 482 -15 126 10.1 12.6 171
Kazakhstan . . . . . . .
Kyrgyz Republic 4.5 -10.0 4.4 -19.5 -12.0 1229 -59.1 . . . . .
Macedonia, FYR 3.6 171 23.1 -7.8 -143 251 243 -109 10.0 23.8 10.0 -1.4
Moldova 74 13.1 19.9 2.0 -18.3 246 . . . . . .
Romania 7.3 23.8 9.7 0.9 -9.9 71 284 131 203 178 20.3 235
Turkey 9.4 111 6.5 16.2 14.0 -115 -5.3 -4.7 9.1 -6.8 9.1 -6.2 36.3
Ukraine 6.2 20.5 18.6 -0.5 -9.4 17.8
Uzbekistan 6.0 -32 -16.3 9.1 74.4 5.6 . . . . . . .
Latin America and the Caribbean 1.6 10.7 6.3 6.9 -1.2 5.8 25 255 0.5 14 0.5 70 79
Argentina 16.4 18.4 9.5 3.9 26.1 345 184 478 177 21.3 177 0.5 -4.6
Belize -4.2 3.5 -2.3 -0.7 -28.8 5.6 . . . . . .
Bolivia 8.8 76 11.3 39.7 3.4 718 -104 -125 -153 -222 -153 -9.3 .
Brazil 5.8 10.3 8.8 1.8 -4.1 6.5 05 318 -194 -16.4  -19.4 -1.0 173 20.2
Colombia 5.2 0.7 16.5 12.1 34 223 -181 249 -8.5 13.8 -8.5 1.8
Costa Rica 1.8 3.2 0.3 11.9 -49 108 -2.6 48 156 150 156 25.2
Dominica -6.9 37 -25.8 13.5 -52.3 921
Dominican Republic -3.5 14.2 10.4 8.7 6.5 232 . . . . . .
Ecuador 3.2 2.7 3.7 1.1 -7.0 -48 236 -5.7 175 13.8 175 17.3
El Salvadore 0.2 9.2 4.5 5.9 39.2 6.7 -6.7 49.0 . . .
Guatemala 25 5.7 41 76 214 339 -20.1 8.0 -1.5 -9.9 -1.5
Guyana -2.5 -3.0 4.5 24.9 2673 16.0
Haiti 41 -6.1 28.6 5.4 4.2 472 . .
Honduras 2.9 9.6 20.9 19.0 88.5 -54.0 52 -28.1 . .
Jamaica -15 -1941 78 20.2 10.0 38.1 -41  -80.7 . 3.0 . .
Mexico 0.2 15.9 2.4 9.1 -9.9 -0.4 -5.3 183 9.5 5.7 9.5 11.8 9.7
Nicaragua 4.5 176 3.3 25.2 440 144 -511 16.2 42.0 425 420 60.2
Panama -1.7 -18.0 . . . .
Paraguay 75 30.8 -2.5 73 159.0 89.8 . . . . . .
Peru 52 127 9.9 9.6 14 -276 -128 602 153 128 1563 357
St. Lucia
St. Vincent and the Grenadines
Suriname

Venezuela, Bolivarian Rep. of
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Recent years? Recent Quarters® Recent Months®

2012 2013 2013
00-09¢ 2010 201 2012 Q3 Q4 Qi Q2 Q3 Aug Sep Oct Nov Dec
Middle East and North Africa 2.9 8.8 0.7 -15.7 -44.5 39.2
Algeria -0.3 6.7 0.0 -23.9 -185 16.3 . . . . .
Egypt 12.4 6.4 -1.6 -3.4 40.4 6.2 10.0 -315 -157 -30.2 -15.7
Iran, Islamic Rep. of 3.4 6.4 1.3 -20.5 -78.1 1153 .. . .. . ..
Jordan 3.4 27.3 1.3 -8.4 334 -113 52 144 449 326 449
Lebanon 12.9 12.6 -1.8 -4.0 378 -75.0 . . . . . .
Morocco 4.1 18.8 1.4 1.0 -39 336 -220 38.0 -10.8 -22 -10.8 -41
Syrian Arab Republic . . . . . . . . . . . . .
Tunisia 6.7 71 -3.0 -3.8 -123 16.8 407 -25.3 0.2 -16.2 0.2 -10.2 9.2
Yemen -5.9 38.5 -9.7 -11.3 456 -13.4 . . . . . . .
South Asia 9.9 22.8 18.8 1.0 25 122 195 -16.1 50.3 152 50.3 408 13.8
Bangladesh 9.5 10.8 28.6 -2.6 -10.9 399 349 1.0 10.7 35.1 10.7 -68.2 .
India 11.4 26.0 19.7 1.8 -2.7 11.6 21.8 -19.7 53.1 12.9 53.1 55.9 32.9
Nepal .. .. .. .. .. .. .. . .. . . . .
Pakistan 52 72 11 -3.3 2558 15 -26.2 17.2 82.6 24.7 82.6 52.8 41.8
Sri Lanka 0.3 10.3 20.4 -5.9 -28.4 25 45.0 -35 16.6 232 16.6
Sub-Saharan Africa 1.6 8.0 0.0 -0.3 -28.6 71
Angola 8.6 59 -5.9 11.4 -62.2 20.4
Benin 3.1 42.4 -0.3 26.3 406 -375
Botswana -0.9 . . . . .
Burkina Faso 8.4 17 -7.8 29.0 -72.6 -8.6 . . . . .
Burundi -2.0 -2.0 &5 40.4 -19  -46.2 -447 914 -74.2 -18.0 -74.2
Cameroon 0.1 -1.5 -4.6 10.0 -40 494
Cape Verde 11.5 22.5 29.4 14.2 280.0 -60.2
Central African Republic -9.4 2.9 1.5 20.4 63.9 552
Chad . . . . .
Comoros 37 71 43.1 511 102.0 .
Congo, Democratic Rep. 1.9 59.4 6.3 2.2 -425  56.0
Congo, Rep. 6.1 255 -11.2 -3.9 -454 529
Cote d'lvoire 26 -16.4 -6.2 6.9 -5.6 -8.6
Eritrea . . . . . .
Ethiopia 6.9 -5.3 -6.1 314 -7.8 176.3
Gabon -4.4 18.3 11.9 2.7 32 -440
Gambia -4.4 15.3 55.3 -3.9 367.8 369.5
Ghana -1.6 55 56.3 -8.0 -186 54.8
Guinea 2.8 441 -17.8 -11.0 -61.8 25'3
Guinea-Bissau -6.8 48.7 22 -26.9 -16.6 185.5
Kenya 6.4 . . . . . . .
Lesotho 9.4 173 20.7 -15.4 -36.5 64.4 -5.7 -83.2
Madagascar -0.8 -3.5 30.3 -0.8 -329 55.6
Malawi
Mali . . . . . .
Mauritania 2.0 -27.2 21.0 10.5 -275 -517
Mauritius -1.1 7.9 0.4 6.4 -17.0 28.8
Mozambique 13.8 12 25.6 225 21.6 45.6
Namibia 6.6 20.7 -0.5 . . .
Niger 8.7 -60.1 122.2 -11.2 -98.2 200.0
Nigeria -0.7 221 6.0 -0.8 -18.7 -125
Rwanda 73
Senegal . . . . . .
Seychelles 72 2.4 -7.8 19.9 6.5 -2.3
Sierra Leone . . . . . . . . . . . . .
South Africa -0.2 -3.2 1.6 -2.6 -9.4 55 12.0 -14 -4.1 -1.6 -4.1 12.7 16.6
South Sudan . . . . . .
Sudan 8.1 6.0 -356 -64.9 -48.3 328.3 . . . . . . .
Tanzania 9.4 12.2 -1.8 176 -23.2 -173 -32.6 34.4 40.5 89.9 40.5 46.7 82.4
Togo - - - - - - - . . . . .
Uganda 148 -16.3 -0.1 23.5 9.8 -11.5 4438 2.3 -8.0 -5.7 -8.0 -3.0
Zambia 14.1 48.8 -19.7 -79 -57.8 12.4
Zimbabwe -11.7 19.6 24.7 11.8 -18.9 435.7

Source: World Bank, IFS, Haver Analytics, Datastream.

a. Year over Year percent growth.

b. Quarter over quarter percent growth, seasonally adjusted annualized rate.

c. Three month over three month moving average of seasonally adjusted annualized growth rate.
d. Compound average of the period 2000-2009.
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Table A4.6 Industrial production growth

(Indexed on constant 2010 U.S. dollars)

Recent Months®

Recent years?®

Recent Quarters®

2012 2013 2013
00-09¢ 2010 2011 2012 Q3 Q4 Q1 Q2 ek} Aug Sep Oct Nov Dec
World 1.6 9.3 4.8 3.0 0.6 253 B 3.0 4.6 33 4.6 4.9
High Income Countries -0.4 79 2.5 0.8 -2.5 -2.5 1.6 2.6 2.3 1.8 2.3 2.0
European Union -0.7 6.8 3.1 -2.6 -0.4 -77 1.5 2.8 -0.4 0.8 -0.4 0.1
OECD Countries -0.6 77 2.3 0.7 2.5 2.7 2.3 2.3 2.3 18 2.3 19
Non-OECD Countries 15 8.8 6.1 2.4 -1.6 -0.1 -3.3 2.9 2.0 16 2.0 12
Developing Countries 5.9 1.4 8.0 6.1 4.8 8.8 6.0 3.5 7.4 5.1 74 8.3

East Asia and the Pacific 10.3 14.5 1.7 9.2 76 13.9 8.4 4.7 1.3 79 1.3 123 12.0
Cambodia . . . . . . . . . . . . .
China 12.9 1515 13.7 10.0 9.1 12.3 9.7 6.0 12.7 9.7 12.7 13.2 12.4
Indonesia 2.6 4.7 4.0 4.1 -1.2 40.5 -0.1 -6.2 0.0 -10.1 0.0 52
Lao People's Dem. Rep. . . . . . . . . . . . .
Malaysia 2.3 72 1.2 4.4 -0.4 165 -9.7 11.0 -0.5 5.3 -0.5 -3.5
Mongolia
Papua New Guinea . . . . . . . . . . . .
Philippines -3.1 23.5 14 75 13.5 6.1 23.1 55 32.2 20.5 32.2 475
Solomon Islands . . . . . . . . . . .
Thailand 5.4 14.6 -8.5 2.1 -11.8 9.0 -3.6 -12.6 -6.9 -74 -6.9 -6.6 -7.6
Vanuatu
Viet Nam .. .. .. .. .. .. .. . .. . .. .

Europe and Central Asia 1.7 1.9 5.9 0.7 -2.1 3.8 2.5 4.2 4.6 4.5 4.6 41
Albania . . . . . . . . . . . .
Armenia 8.2 23.8 23.0 12.4 2.0 16.9 429 -371 32.8 21.7 32.8 51[*3
Azerbaijan
Belarus . . . . . . . . . . . .
Bulgaria 3.4 19 6.0 -0.4 -3.0 -1.5 4.0 -146 9.1 2.4 9.1 16.2
Georgia . . . . . . . . . . . .
Hungary 2.6 10.6 5.6 -1.4 14 -115 8.6 5.7 8.9 6.8 8.9 9.7 .
Kazakhstan -1.8 20.4 -7.8 -5.4 -135 23.8 -10.9 11.7 8.1 15.8 8.1 0.5 -0.5
Kyrgyz Republic
Macedonia, FYR
Moldova . . . . . . . . . . . .
Romania 1.8 5.1 76 2.8 3.9 3.8 10.9 8.4 3.8 2.3 38 16.2
Turkey 2.6 12.4 9.7 2.4 -1.1 4.1 3.0 4.7 3.1 2.3 3.1 -0.5 .
Ukraine 10.7 8.1 -0.4 -3.7 -5.7 -7.8 -4.7 -1.6 -0.7 -1.6 -2.6 -4.8
Uzbekistan .. .. .. .. .. .. .. . .. . .. .

Latin America and the Caribbean 0.7 5.9 2.7 -0.5 2.9 -1.9 0.1 3.9 -1.2 14 -1.2 0.9 -
Argentina 3.0 9.2 5.9 -1.9 -0.9 -0.9 1.0 75 1.0 0.0 1.0 2.6 55
Belize
Bolivia . . . . . . . . . . . .

Brazil 1.9 10.6 0.4 2.7 6.4 -1.2 3.9 4.4 -5.5 -0.3 -5.5 -0.8
Colombia 2.4 4.2 5.0 -0.5 3.7 -77 -140 239 -0.3 8.3 -0.3 3.7
Costa Rica

Dominica

Dominican Republic . . . . . . . . . . . .
Ecuador 2.0 0.0 2.8 1.1 71 -5.9 3.8 12.5 10.2 12.1 10.2 8.3
El Salvadore 1.4

Guatemala

Guyana

Haiti

Honduras

Jamaica . . . . . . . . . . . .
Mexico 0.5 4.6 3.4 2.5 -0.9 -1.6 -1.1 -2.1 1.6 1.0 1.6 0.9
Nicaragua 2.7 8.7 6.0 2.7 8.8 4.2 -11.9 142 -245 -33.6 -245 -4.1
Panama

Paraguay . . . . . . . . . . . .
Peru 4.3 14.1 5.7 15 12.4 -5.2 -6.3 14.2 3.8 14.7 3.8 2.9
St. Lucia

St. Vincent and the Grenadines

Suriname . . . . . . . .

Venezuela, Bolivarian Rep. of -3.0 -4.5 3.8 0.0 0.1 -0.5 0.9 -0.4
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00-09¢
Middle East and North Africa 1.9

Recent years?®

2010 2011
2.1 -9.3

2012
3.2

Recent Quarters®

2012 2013

ek}
-6.0

Q4 Q1 Q2 Q3
-12.7 25 1.6

Recent Months®
2013
Aug Sep Oct Nov

Dec

Algeria 2.7

-2.8 0.0

-0.5

-0.4

-14.7 24 4.0

Egypt

10.0 -6.8

4.9

-9.7

232 109 -264 -51.1

-46.4 -51.1 -48.6

Iran, Islamic Rep. of 0.9

1.1 -0.6

-17.0

-30.0

-16.4  19.8 0.7

Jordan 3.8

-3.1 -0.3

0.3

27

55 105 -6.8 -3.6

-8.7 -3.6 =17/

Lebanon

Morocco

Syrian Arab Republic -3.4

-0.2 -18.4

-477

-71.8

6.9 -39.9 -89.3

Tunisia 21

77 -3.7

22

121

0.5 -4.2 0.5

Yemen

South Asia 6.3

9.9 5.6

13

-1.7

8.0 45 -9.9 8.0

0.5 8.0 21

Bangladesh

9.6 17.0

9.3

-1.3

22.3 5.6 -3.7

20.7

India 6.4

9.7 4.8

0.7

-2.1

6.7 3.3 -10.6 8.9

-0.6 8.9 4.2

Nepal

Pakistan 5.7

11.0 6.4

17

8.5

1.7 18.8 -10.8 77

-1.0 77 1.4

Sri Lanka

15.1 8.0

-0.3

-14.2

6.5 4.0 0.5

-5.0

Sub-Saharan Africa 1.1

4.9 0.6

15

-4.5

-0.7 -3.8 9:il

Angola 9.8

17 -7.9

17

-11.2

-3.4 3.9 11.8

Benin

Botswana

Burkina Faso

Burundi

Cameroon

Cape Verde

Central African Republic

Chad

Comoros

Congo, Democratic Rep.

Congo, Rep.

Cote d'lvoire

Eritrea

Ethiopia

Gabon -2.6

1.5 -0.4

-1.0

-1.8

Gambia

Ghana

Guinea

Guinea-Bissau

Kenya

Lesotho

Madagascar

Malawi

Mali

Mauritania

Mauritius

Mozambique

Namibia

Niger

Nigeria 0.2

1.2 3.9

-1.2

-13.3

-18.2 -1.5 -2.8

Rwanda

Senegal

2.9 6.7

-0.5

18.8

213 -16.5

Seychelles

Sierra Leone

South Africa 0.4

4.5 2.7

2.6

0.9

73 -6.9 128 -8.0

0.5 -8.0 -9.6

South Sudan

Sudan

Tanzania

Togo

Uganda

Zambia

Zimbabwe

Source: World Bank, IFS, Haver Analytics, Datastream.

a. Year over Year percent growth in total industrial production volume.
b. Quarter over quarter percent growth, seasonally adjusted annualized rate.

c. Three month over three month moving average of seasonally adjusted annualized growth rate.

d. Compound average of the period 2000-2009.



Table A4.7 Inflation

(Growth in 2010 based consumer price index)

Recent years?

Recent Quarters®

Recent Months®

2012 2013 2013
00-09¢ 2010 2011 2012 Q3 Q4 Qi Q2 Aug Sep Oct Nov Dec
World 2.4 3.0 4.3 33 2.9 3.6 33 2.8 4.2 4.3 39 35
High Income Countries 1.9 17 2.8 2.0 17 22 12 0.8 2.4 24 18 12
European Union 18 15 2.6 2.3 2.3 19 07 0.7 2.0 2.0 1.0 0.2
OECD Countries 1.9 17 2.7 2.1 16 2.1 14 0.9 25 25 17 11
Non-OECD Countries 4.9 4.6 6.0 4.0 6.4 4.7 35 3.6 4.7 48 4.6 45
Developing Countries 3.4 5.2 6.7 5.3 4.8 5.6 6.6 5.8 6.9 70 7.2 70
East Asia and the Pacific 2.1 34 5.4 2.8 1.8 2.8 33 2.4 33 3.7 4.2 4.2
Cambodia 5.0 4.0 5.5 2.9 0.1 3.4 3.1 2.6 57 57 4.5 46
China 1.8 33 5.4 2.6 16 2.6 3.1 23 3.0 3.2 3.8 4.0
Indonesia 79 5.1 5.4 4.3 35 4.4 78 6.9 12.6 15.6 1.2 6.4 35
Lao People's Dem. Rep. 70 6.0 76 4.3 17 8.9 9.7 3.0 6.1 6.8 . .
Malaysia 2.0 16 3.2 17 0.9 2.1 2.0 21 17 2.6 3.6 5.2
Mongolia 77 10.2 9.5 15.0 16.5 14.0 4.1 13 2.9 13.4 224 26.7
Papua New Guinea
Philippines 4.2 3.8 4.7 3.2 4.7 16 2.6 18 3.1 3.7 4.0 4.9 5.8
Solomon Islands
Thailand 2.3 33 3.8 3.0 4.3 4.0 17 -0.4 11 16 19 3.1 3.8
Vanuatu . . . . . . . . . . . .
Viet Nam 6.7 9.0 18.7 9.1 6.1 13.4 6.0 12 5.2 8.0 10.0 9.4
Europe and Central Asia . 78 77 8.9 6.4 5.1 8.9 5.8 9.2 8.2 53 2.6
Albania 2.7 3.6 34 2.0 37 0.6 17 3.0 2.3 0.9 0.5 0.4
Armenia 3.6 8.2 76 25 5.0 71 2.9 6.5 172 18.9 12.6 46
Azerbaijan 6.8 5.9 7.9 1.0 -14 2.9 . »
Belarus 19.1 77 53.0 59.5 18.6 10.7 34.0 16.4 74 5.0 2.4 41
Bulgaria 5.7 2.4 4.2 3.0 9.2 2.9 -0.2 27 -0.4 23 -3.1 27
Georgia 5.9 71 8.5 -0.9 18 -4.1 -4.9 5.4 72 16
Hungary 5.1 4.9 3.9 57 4.6 34 -11 0.4 2.9 3.3 3.0 2.2
Kazakhstan 7.8 71 8.3 5.1 6.8 76 6.6 815} 4.6 5.0 5.0
Kyrgyz Republic 6.6 8.0 16.5 2.7 10.9 13.1 3.1 48 6.9 6.2 5.0
Macedonia, FYR 22 15 3.9 33 6.2 57 -0.9 3.7 4.7 2.8 16 0.0
Moldova . .
Romania 1.4 6.1 5.8 33 7.9 5.2 5.8 2.4 19 -0.1 -15
Turkey 8.6 6.5 8.9 6.0 53 9.9 6.9 12.4 1.3 75 3.4 2.0
Ukraine 10.1 9.3 7.9 0.6 2.0 -1.3 -14 -0.8 22 18 0.4 0.3
Uzbekistan . . . . . .
Latin America and the Caribbean 5.8 6.5 75 6.8 74 7.9 9.4 11.2 11.6 11.0 1.3 1.3
Argentina 8.5 10.5 9.8 10.0 10.5 1.4 10.8 9.1 10.6 10.9 10.9 10.9
Belize . . . .
Bolivia 4.5 25 9.8 4.6 5.0 4.0 4.7 57 78 10.2 12.4 1.7
Brazil 6.1 5.0 6.6 5.4 72 6.7 71 55 5.4 5.1 5.0 4.9
Colombia 518 2.3 34 3.2 3.0 2.7 0.1 25 3.6 3.7 3.0 21 1.0
Costa Rica 9.7 5.7 4.9 45 3.1 6.4 7.9 4.8 25 3.1 2.6 15
Dominica 1.9 3.2 2.4 14 17 3.9 .
Dominican Republic 1.4 6.3 8.5 37 2.8 8.4 70 16 3.0 48 5.4 48
Ecuador 77 315 4.5 5.1 5.7 3.4 16 1.1 19 24 2.9 3.4
El Salvadore 3.3 0.9 5.1 17 -0.6 2.8 2.1 2.8 0.0 18 19 17
Guatemala 6.4 3.9 6.2 3.8 35 4.2 57 4.2 4.3 3.7 33 3.3
Guyana . . . .
Haiti 13.4 57 8.4 6.3 10.1 10.2 4.1 3.9 33 3.7 3.6
Honduras 71 4.7 6.8 5.2 3.2 6.8 6.3 3.3 4.3 5.0 5.0 45
Jamaica 10.1 12.6 75 6.9 53 12.8 10.0 8.1 5.6 8.8
Mexico 4.3 4.2 34 4.1 6.1 2.9 3.2 5.8 2.7 2.0 2.4 3.0
Nicaragua . .
Panama 2.2 35 5.9 57 4.0 3.8 4.3 3.3 5.0 46 3.8 3.1
Paraguay 7.3 4.7 8.2 37 17 2.0 12 0.6 72 78 75
Peru 2.2 15 34 37 2.1 2.6 19 35 4.4 45 4.2 3.0 19
St. Lucia
St. Vincent and the Grenadines 3.0 15 3.2 26 0.9 0.4
Suriname . . . . . . . . . .
Venezuela, Bolivarian Rep. of 28.2 26.1 21.1 15.3 270 40.9 59.9 63.7 57.9 58.2
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Recent years?® Recent Quarters® Recent Months®

2012 2013 2013
00-09¢ 2010 201 2012 Q3 Q4 Ql Q2 Aug Sep Oct Nov Dec

Middle East and North Africa 7.0 7.0 1.3 15.7 19.4 235 25.7 20.0 22.2 235 23.8

Algeria 3.2 3.9 4.5 8.9 4.3 6.4 4.2 -0.3 3.2 18 .

Egypt 71 10.5 10.1 71 14 49 18.0 109 9.5 71 6.5 8.3

Iran, Islamic Rep. of 13.7 10.2 20.6 274 39.7 483 472  35.0 385 43.0 432 .

Jordan 3.7 5.0 4.4 4.8 6.0 8.3 76 1.1 3.4 4.6 4.3 2.7

Lebanon . 4.0 5.0 6.6 28.0 4.9 17 -0.5 0.3 -0.7 -1.1 -0.5

Morocco 17 1.0 0.9 13 3.2 2.0 22 2.7 22 -0.1 -0.9

Syrian Arab Republic 4.7 4.4 4.8 36.7 399 46.8 316 39.6 577 599 539 .

Tunisia 2.9 4.4 3.6 5.5 6.0 5.9 7.9 5.8 4.5 4.3 4.4 4.6

Yemen . 11.2 19.5 9.9 1.5 13.1 186 142 3.1 -0.7 . .
South Asia . 11.9 9.8 9.5 8.4 85 10.2 9.0 9.6 9.6 10.2 11.4

Bangladesh 515 8.1 10.3 6.5 6.2 1.3 10.5 4.8 3.2 3.6 558 74

India . 12.2 9.6 9.7 9.2 8.9 10.4 9.5 9.7 9.8 10.7 12.2

Nepal 5.7 10.0 9.6 9.4 16.9 4.6 79 5.7 . . . . .

Pakistan . 12.9 11.9 9.7 14 4.5 9.8 6.7 12.3 1.5 9.2 8.5 10.9

Sri Lanka 10.3 6.2 6.7 75 10.3 4.4 5.4 7.3 10.3 78 5.5 3.5 2.3
Sub-Saharan Africa 7.3 77 8.6 9.8 8.8 10.7 5.8 5.8 5.6 6.4 6.8

Angola 40.5 14.5 13.5 10.3 8.7 8.8 9.2 9.9 8.8 8.0 .

Benin 2.9 2.3 2.7 6.7 3.6 52 -0.1 -0.9 -1.1 1.5 -2.1

Botswana 78 7.0 8.5 75 6.6 10.0 7.3 17 14 3.1 4.4 .

Burkina Faso 3.0 -0.8 2.7 3.8 6.6 1.0 -1.6 1.1 -1.1 -3.4 -5.6 -3.9

Burundi 8.4 6.4 9.8 18.0 14 6.9 1.2 10.2 175 15.6

Cameroon 2.4 13 2.9 2.9 3.4 3.4 2.1 . . . . .

Cape Verde 2.2 2.1 4.5 25 4.0 6.5 -0.5 -3.1 -0.1 1.5 2.3 24

Central African Republic 3.1 15 13 5.8 3.8 5.0 76 -1

Chad 3:5 -2.1 -4.9 10.1 42.0 -3.4

Comoros . .

Congo, Democratic Rep. 59.3 98.9 . . . . . . . .

Congo, Rep. 351 5.0 13 3.9 20.7 11.9 -4.3 2.2 5.8 6.3

Cote d'lvoire 2.8 17 4.9 13 8.2 515 14 -11 2.1 3.6 3.9

Eritrea . . . . . . . . . . .

Ethiopia 10.2 8.2 33.0 229 13:5 9.8 3:3 0.1 12.4 17.8 176

Gabon 19 15 13 2.7 3.9 -1.8 2.4 -3.4 -4.3 4.7 15.0

Gambia . . . . . . . .

Ghana 15.6 10.7 8.7 9.1 8.7 8.4 12.1 12.5

Guinea . . . . . . . . . . .

Guinea-Bissau 2.2 25 5.0 2.1 1.0 13 0.9 -3.5 -1.6 24 5.7

Kenya 9.7 4.0 14.1 9.4 -1.1 4.9 8.7 5.0 6.8 9.5 10.5

Lesotho . . . . . . . .

Madagascar 9.2 9.2 9.5 6.4 5.2 3.8 2.0 3.5 .

Malawi 11.2 74 76 21.6 42.4 417 20.2 24.2 13.6 . . .

Mali 2.6 11 2.9 54 -3.1 2.1 -5.2 0.7 0.3 0.4 0.6 2.1

Mauritania 5.9 6.3 5.6 4.9 17 3.9 4.3 4.4 7.0 7.0 6.1

Mauritius 515 2.9 6.5 3.8 351 3.9 3:3 4.5 .

Mozambique 9.3 13.0 10.3 2.1 2.7 76 4.6 5.7 1.0

Namibia . 45 5.0 6.5 5.6 10.6 41 . . . .

Niger 2.4 0.8 2.9 0.5 -1.4 15 2.8 3.9 5.6 7.0 3.0

Nigeria 1.4 13.7 10.8 12.2 6.8 13.2 6.7 8.5 5.8 52 5.9

Rwanda 77 2.3 5.7 6.3 2.7 18 72 3.0 2.9 5.0 8.2 .

Senegal 2.0 12 3.4 14 0.5 41 2.7 1.1 1.0 2.2 4.2 4.6

Seychelles 8.1 2.4 2.6 71 5.7 1.6 3.8 515 3.0 2.9 3:3

Sierra Leone . 16.6 16.2 12.9 9.7 14.2 10.3 9.2 8.3 75 . .

South Africa 515 4.3 5.0 5.7 37 8.3 5.8 4.8 4.9 6.2 6.5 5.7

South Sudan . . . . . .

Sudan 78 13:3 221 373 56.1 34.0

Tanzania . . . . . . . . . . . .

Togo 2.8 18 3.6 2.6 1.6 4.7 351 -10 -2.0 -10 0.6 24

Uganda 6.0 4.0 18.7 14.0 -0.7 3.9 5.1 6.0 10.1 13.1 13:3 9.3

Zambia

Zimbabwe

Source: World Bank, IFS, Haver Analytics, Datastream.

a. Year over Year inflation in consumer price index.

b. Quarter over quarter inflation, seasonally adjusted annualized rate.

c. Three month over three month moving average of seasonally adjusted annualized inflation.
d. Average inflation over the period 2000-2009.
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Table A4.8 Unemployment

(Percentage of working age population)

Recent years Recent Quarters Recent Months
2012 2013 2013
00-09° 2010 2011 2012 Q3 Q4 Qi Q2 Q3 Aug Sep Oct Nov Dec
World 6.9 73 71 71 6.3 6.3 6.3 6.3 6.3 6.3 6.3 =
High Income Countries 6.9 8.3 79 79 79 79 8.0 8.0 79 8.0 79 7.9 78
European Union 8.7 10.2 10.4 11.8 12.0 12.3 12.5 12.6 12.8 12.9 12.7 12.7 .
OECD Countries 6.7 8.4 8.0 8.1 8.1 8.2 8.2 8.2 8.1 8.2 8.1 8.1 7.9
Non-OECD Countries 79 76 6.7 5.8 5.7 5.5 5.6 5.8 5.7 5.9 5.9 5.9 5.8
Developing Countries 7.0 7.0 6.9 6.8 5.5 5.5 5.5 5.5 5.5 5.4 5.4
East Asia and the Pacific 4.9 4.6 4.4 4.4 4.4 @ 4.3 - 4.3 4.0 4.0
Cambodia . . . . . . . . . . .
China 4.2 4.1 4.1 4.1 4.1 4.1 4.1 41 4.0 4.0 4.0
Indonesia 9.0 71 6.6 6.1 6.1 . 5.9 . 6.3
Lao People's Dem. Rep.
Malaysia
Mongolia
Papua New Guinea . . . . . . . . . . . . . .
Philippines 9.6 73 7.0 7.0 6.9 72 7.0 7.3 72 72 72 6.9 6.9 6.8
Solomon Islands . . . . . . . . . . . .
Thailand 1.9 1.0 0.6 0.7 0.6 0.5 0.7 0.7 0.8 0.8 0.7 0.7
Vanuatu
Viet Nam . . . . . . . . . . .
Europe and Central Asia 79 8.2 72 6.9 6.9 7.0 6.9 70 72 72 72
Albania 14.7 13.7 i13:3 12.9 12.9 12.8 12.8 12.8 12.8 12.8 12.8
Armenia 7.9 7.0 6.2
Azerbaijan
Belarus . . . . . . . . . . . . .
Bulgaria 12.3 9.7 10.1 11.1 11.3 11.6 11.1 111 1.4 113 11.6 1.7 11.8
Georgia . . . . . . . . . . . .
Hungary 7.0 11.2 11.0 10.9 10.8 11.0 10.9 10.4 10.1 10.1 10.1 9.6 .
Kazakhstan 8.1 5.8 5.4 58 58 58 5.2 5.2 58 58 5.2 5.2 5.2
Kyrgyz Republic .. .. .. .. .. .. .. . . . .
Macedonia, FYR 35.2 32.0 314 31.0 309 305 296 289 29.0 29.0 29.0
Moldova . . . . . . . . . . . . .
Romania 7.0 7.6 54 5.1 52 5.2 5.2 5'3 5.1 5.1 4.8 54 54
Turkey 11.2 11.9 9.8 9.2 9.2 9.4 9.4 9.6 10.1 10.1 10.2 . .
Ukraine 3.2 1.6 1.8 17 17 17 1.8 18 1.8 18 17 17 17
Uzbekistan . . . . . . . . . . . . .
Latin America and the Caribbean 8.8 7.2 6.6 6.2 6.1 6.1 6.2 6.1 6.0 5.9 6.0 5.8 5.7
Argentina 11.1 77 71 72 [5) 72 77 71 6.7 6.7 6.6
Belize
Bolivia . . . . . . . . . . . . .
Brazil 10.1 6.7 6.0 55 58 5.4 5.4 5.5 5.4 58 5.4 5.3 5.1
Colombia 13.0 11.8 10.8 10.4 10.3 102 10.3 9.5 9.5 9.7 9.5 9.1 9.4
Costa Rica
Dominica
Dominican Republic
Ecuador
El Salvadore
Guatemala
Guyana
Haiti
Honduras
Jamaica . . . . . . . . . . . . .
Mexico e/ 5.4 5.2 5.0 4.8 5.0 5.0 5.1 4.9 4.8 4.9 4.9 4.6
Nicaragua
Panama
Paraguay . . . . . . . . . . . . .
Peru 8.9 79 77 6.8 6.6 6.1 5.7 6.1 5.9 5.5 6.3 5.6 5.9
St. Lucia
St. Vincent and the Grenadines
Suriname . . . . . . . . . . . . .
Venezuela, Bolivarian Rep. of 12.2 8.5 8.2 7.8 7.6 74 75 75 77 77 7.8 7.6 7.6
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Middle East and North Africa 10.0

Recent years

2010 2011
9.0 1.1

2012
1.6

2012
Q3
1.7

Recent Quarters

Q4
1.8

Q1
1.8

2013
Q2
121

Q3
12.3

Aug
123

Recent Months

Sep
12.4

2013
Oct

Nov

Dec

Algeria

Egypt 10.0

9.0 12.0

12.7

12.8

13.1

12.9

13.2

13.7

13.8

Iran, Islamic Rep. of

Jordan

Lebanon

Morocco 11.0

9.1 8.9

9.0

9.1

8.8

8.9

9.4

8.9

8.9

8.8

Syrian Arab Republic

Tunisia

Yemen

South Asia 9.9

9.4 9.3

9.4

Bangladesh

India 9.4

10.0 9.8

9.9

Nepal

Pakistan 7.0

5.6 6.0

Sri Lanka 70

4.9 4.0

3.9

4.0

3.9

4.6

4.3

Sub-Saharan Africa

Angola

Benin

Botswana

Burkina Faso

Burundi

Cameroon

Cape Verde

Central African Republic

Chad

Comoros

Congo, Democratic Rep.

Congo, Rep.

Cote d'lvoire

Eritrea

Ethiopia

Gabon

Gambia

Ghana

Guinea

Guinea-Bissau

Kenya

Lesotho

Madagascar

Malawi

Mali

Mauritania

Mauritius 8.4

77 79

79

8.0

8.4

8.2

8.0

79

79

79

Mozambique

Namibia

Niger

Nigeria

Rwanda

Senegal

Seychelles

Sierra Leone

South Africa 25.0

24.9 24.9

251

25.3

25.6

25.0

25.2

245

24.5

24.4

South Sudan

Sudan

Tanzania

Togo

Uganda

Zambia

Zimbabwe

Source: World Bank, IFS, Haver Analytics, Datastream.

a. Average annual unemployment during period 2000-2009.
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Table A4.9 Total reserves in terms of merchandise imports

Years of imports covered

Average months covered per quarter

Months of imports covered

2012 2013 2013
00-09° 2010 2011 2012 Q3 Q4 Qi Q2 Q3 Aug Sep Oct Nov Dec
World 0.4 0.7 0.6 0.6 77 77 77 7.9 7.9 8.0 8.0
High Income Countries 0.3 0.4 0.4 0.5 5.4 5.5 5.5 5.6 5.5 5.6 5.6 55
European Union 0.1 0.1 0.1 0.1 0.9 0.9 0.9 0.8 0.8 0.9 0.8 0.8
OECD Countries 0.3 0.3 0.3 0.3 3.9 3.9 3.9 3.9 3.9 4.0 4.0 3.9 .
Non-OECD Countries 0.9 1.1 1.0 1.1 126 126 126 132 133 136 131 13.1 13.4
Developing Countries 0.8 1.2 1.0 1.0 126 122 122 127 129 13.0 13.1
East Asia and the Pacific 1.0 1.6 1.5 1.4 175 16.9 16.7 17.8 17.7 18.0 18.0
Cambodia 0.3 0.6 0.5 0.5 5.6 5.7 6.9 . . . .
China 1.3 2.1 1.8 1.8 221 21.3 210 226 223 225 227 .
Indonesia 0.8 0.7 0.6 0.6 71 6.5 6.3 6.3 6.1 6.9 5.8 6.1 6.2
Lao People's Dem. Rep. 0.4 0.3 . . . . . . . . . .
Malaysia 0.6 0.6 0.7 0.7 8.2 8.5 79 8.1 8.0 7.8 8.1 77
Mongolia 0.3 0.6 0.3 0.5 4.2 4.9 6.2
Papua New Guinea 0.3 . . . . . . . . . . .
Philippines 0.5 1.0 1.1 1.2 138 137 156 144 136 135 135 158
Solomon Islands . . . . . . . . . . . . .
Thailand 0.6 0.9 0.7 0.7 8.5 79 76 7.9 8.4 8.2 8.6 7.8 7.9
Vanuatu . . . . . . . .
Viet Nam 0.3 0.1 0.1 0.2 2.2 2.3 2.7 2.5 . . .
Europe and Central Asia 0.4 0.6 0.5 0.5 5.6 5.7 5.6 5.7 5.6 5.9 5.6 5.8
Albania 0.5 0.6 0.4 0.5 6.0 6.3 6.4 6.4 6.5 6.6 6.8 6.3
Armenia 0.4 0.5 0.5 0.4 5.2 4.7 4.6 4.7 55 5.4 6.4 4.9
Azerbaijan 0.5 1.0 1.1 1.0 9.3 9.8 10.1 . . . . .
Belarus 0.1 0.1 0.1 0.1 1.5 1.6 1.6 1.8 1.6 1.6 1.6 14
Bulgaria 0.3 0.4 0.3 0.4 4.3 4.6 4.1 4.5 4.4 4.5 4.4 4.5
Georgia 0.2 0.5 0.4 . . . . . . . . .
Hungary 0.3 0.5 0.5 0.5 5.7 5.7 5.7 5.6 5.1 4.9 4.9 5.2
Kazakhstan 0.5 0.8 0.7 0.5 6.1 5.8 5.3 5.1 4.9 5.4 4.4 4.3
Kyrgyz Republic 0.8 12 0.9 0.9 105 10.1 1.5 10.1 10.2 10.1 10.3
Macedonia, FYR 0.4 0.4 0.3 0.4 4.5 4.5 5.0 4.6 4.7 4.7 5.1
Moldova 0.3 0.5 0.4 0.5 5.2 5.7 5.4 5.4 . . .
Romania 0.5 0.9 0.8 0.8 8.8 9.1 9.2 9.7 9.2 9.1 9.7 9.6 .
Turkey 0.4 0.4 0.3 0.4 4.7 5.1 5.0 5.1 5.4 5.8 5.3 5.6 5.2
Ukraine 0.4 0.5 0.4 0.3 4.3 3.7 3.1
Uzbekistan .. .. .. .. .. .. .. . .. . .. . ..
Latin America and the Caribbean 0.5 0.8 0.7 0.8 9.4 9.0 8.9 9.0 9.1 9.3 9.4 8.6 9.6
Argentina 1.0 0.9 0.6 0.6 75 71 6.3 5.4 5.4 5.4 55 4.9 4.8
Belize 0.2 0.3 0.3 0.3 3.9 4.0 4.0 . . . . .
Bolivia 0.8 1.5 1.3 1.4 164 157 158 164 165 15.4 174 155 .
Brazil 1.0 1.6 1.6 1.7 217 196 182 185 187 196 199 165 20.1
Colombia 0.7 0.7 0.6 0.6 71 7.3 77 8.1 8.4 8.5 8.6 8.2
Costa Rica 0.3 0.3 0.3 0.4 3.5 4.1 4.6 5.2 5.1 5.3 5.0 4.8
Dominica 0.3 0.3 0.4 0.5 5.2 6.0 6.2
Dominican Republic 0.1 0.2 0.2 0.2 2.3 2.3 21 . . . . .
Ecuador 0.2 0.1 0.1 0.0 1.4 0.9 1.0 1.3 1.3 14 1.4 1.3
El Salvadore 0.3 0.3 0.2 0.3 2.5 2.8 3.3 3.0 . . .
Guatemala 0.4 0.5 0.4 0.4 5.3 5.0 5.8 5.7 55 5.9 5.1
Guyana 0.4 0.5 0.4 0.5 5.6 55 5.4
Haiti 0.2 0.4 0.4 0.4 6.0 5.2 . . .
Honduras 0.4 0.4 0.3 0.3 3.1 3.0 3.6 3.9 3.1 .
Jamaica 0.4 0.5 0.4 0.3 4.1 3.7 3.0 3.9 3.8 3.9 . . .
Mexico 0.3 0.4 0.4 0.4 5.3 5.1 5.2 5.1 5.3 5.4 55 5.3 5.7
Nicaragua 0.3 0.4 0.4 0.3 3.8 3.7 4.3 4.0 3.9 3.7 4.0 4.1
Panama 0.3 0.3 0.2 0.2 1.9 2.1 2.2
Paraguay 0.4 0.4 0.4 0.4 4.9 4.7 4.8 . . . . .
Peru 12 1.5 1.3 1.5 16.6 177 184 187 18.6 18.0 191 17.8
St. Lucia
St. Vincent and the Grenadines . . . . . . .
Suriname 0.6 1.2 0.4 0.4 4.3 4.5 4.4
Venezuela, Bolivarian Rep. of 0.8 0.4 0.3 0.2 2.4 2.0 2.6
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Years of imports covered Average months covered per quarter Months of imports covered

2012 2013 2013
00-09° 2010 2011 2012 Q3 Q4 Q1 Q2 Q3 Aug Sep Oct Nov Dec

Middle East and North Africa 1.2 14 1.3 1.2 13.8 14.1 14.2

Algeria 2.8 4.0 3.9 3.7 429 405 38,0 . . . .

Egypt 1.0 0.6 0.3 0.2 21 22 1.9 2.4 3.4 3.5 3.6

Iran, Islamic Rep. of .. .. .. .. .. .. .. . .. . .. .

Jordan 0.7 0.8 0.6 0.4 4.9 4.7 5.3 6.1 5.9 6.2 6.0 6.2

Lebanon 1.3 2.0 2.0 21 261 250 217 . . . . .

Morocco 0.8 0.6 0.4 0.4 4.7 4.1 4.8 4.8 4.6 4.5 4.5 4.5

Syrian Arab Republic . . . . . . . . . . . . .

Tunisia 0.3 0.4 0.3 0.3 3.2 3.4 3.7 3.4 3.5 3.5 3.5 3.9 3.6

Yemen 1.1 0.6 0.4 0.4 4.3 4.9 4.4 . . . . . .
South Asia 0.9 0.7 0.5 0.5 6.1 5.9 5.9 6.1 6.3 6.1 6.5 6.6 6.8

Bangladesh 0.5 0.4 0.2 0.4 3.6 4.3 4.6 4.9 5.1 5.4 5.0 5.4 .

India 1.0 0.8 0.6 0.6 6.6 6.3 6.3 6.7 7.0 6.6 7.3 72 76

Nepal 0.7 .. .. .. .. .. .. . .. . . .

Pakistan 0.4 0.4 0.3 0.2 3.1 2.8 2.5 2.0 1.6 17 15 16

Sri Lanka 0.3 0.5 0.3 0.3 4.7 4.1 4.1 3.7 3.5 3.5 3.6
Sub-Saharan Africa 0.5 0.6 0.5 0.6 6.3 6.4 .

Angola 0.5 13 17 1.6 16.1 18.0 20.1

Benin 0.6 0.2 0.1 0.1 1.6 1.0 0.8

Botswana 2.3 . . . . . .

Burkina Faso 0.6 0.6 0.4 0.4 4.8 5.1 3.9 . . . .

Burundi 0.4 0.7 0.4 0.4 4.3 4.7 4.4 41 4.7 4.2 5.0

Cameroon 0.5 0.8 0.6 0.5 5.9 5.9 ..

Cape Verde 0.4 0.5 0.3 0.5 5.9 6.6 6.8

Central African Republic 0.7 0.3 0.2 0.3 25 5.5

Chad . . . . . . .

Comoros 0.7 0.7 0.7 0.8 8.2 8.4 10.1

Congo, Democratic Rep. 0.1 0.3 0.2 0.3 2.8 3.6 3.0

Congo, Rep. 0.5 14 1.3 1.3 16.2 16.4 .

Cote d'lvoire 0.4 0.4 0.7 0.5 4.9 5.1 55

Eritrea .

Ethiopia 0.3 .. .. .. .. ..

Gabon 0.4 0.6 0.6 0.6 74 76 .

Gambia 0.2 0.2 0.2 0.2 2.7 2.9 2.6

Ghana 0.2 0.4 0.3 0.3 288 818 &Ll

Guinea 0.1 0.0 0.0 . . . .

Guinea-Bissau 0.5 0.6 0.6 0.5 73 6.3 6.0

Kenya 0.3 . . . . . . .

Lesotho 0.5 0.5 0.4 0.5 5.5 5.8 6.3 8.3

Madagascar 0.3 0.4 0.4 0.4 41 4.0 3.9

Malawi 0.2

Mali . . . . . . .

Mauritania 0.1 0.1 0.1 0.2 2.5 2.6 2.9

Mauritius 0.5 0.6 0.5 0.5 6.3 6.3 74

Mozambique 0.5 0.6 0.3 0.3 3.8 3.4 3.2

Namibia 0.2 0.3 0.3 . . . .

Niger 0.4 0.5 0.4 0.7 6.6 6.6 6.8

Nigeria 1.1 0.7 0.6 0.8 9.5 9.2

Rwanda 0.8

Senegal . . . . . . .

Seychelles 0.1 0.3 0.2 0.3 &Ll 3.0 2.8

Sierra Leone 0.4 . . . . . . . . . . . .

South Africa 0.3 0.5 0.4 0.4 5.2 5.2 58 5.0 5.1 5.1 58 58 5.6

South Sudan . . . . . .

Sudan 0.2 0.1 0.0 0.0 0.3 0.3 . . . . . . .

Tanzania 0.7 0.5 0.3 0.4 4.2 4.2 4.0 4.7 4.3 4.3 3.9 4.7 4.0

Togo .. .. .. .. .. .. .. . . . . .

Uganda 0.8 0.6 0.5 0.6 71 77 8.5 75 75 7.6 77 74

Zambia 0.3 0.4 0.3 0.4 4.2 5.8 4.4

Zimbabwe 0.1 0.2 0.1 0.1 14 17 14

Source: World Bank, IFS, Haver Analytics, Datastream.
a. Average years of imports covered by stock of total reserves during period 2000-2009.
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Table A4.10 Commodity price indices

(2010 as Base Year)

Annual average index

Quarterly average index

Monthly index

2012 2013 2013

00-09° 2010 2011 2012 Q3 Q4 Qi Q2 Q3 Aug Sep Oct Nov Dec
Energy 66.5 100.0 128.7 127.6 1249 124.7 128.6 123.1 130.2 1309 1316 128.3 1255 129.5
Coal, Australia 53.0 100.0 122.7 974 90.3 878 93.9 87.0 78.1 778 78.4 80.2 83.1 85.2
Crude oil, average 62.2 100.0 131.6 132.9 130.0 129.0 133.0 1257 1359 136.8 1376 1334 129.8 1335
Natural gas, Europe 78.0 100.0 126.9 138.4 134.3 1416 1428 149.2 1387 140.5 135.7 1372 1378 1394
Non-energy 65.2 100.0 119.8 109.5 110.4 108.2 107.2 101.7 99.2 99.4 98.7 99.1 98.0 98.5
Agriculture 66.3 100.0 121.6 114.5 1186 113.5 1101 1073 104.3 103.8 103.6 104.0 103.1 103.3
Beverages 572 100.0 116.0 92.6 94.5 89.3 84.5 83.3 82.2 82.5 82.6 83.1 81.5 84.7
Cocoa 56.2 100.0 95.1 76.3 79.6 78.2 70.5 73.6 78.8 79.3 83.5 872 879 90.2
Coffee, arabica 50.6 100.0 138.3 95.2 92.6 82.7 777 74.0 69.0 69.0 67.5 65.7 62.3 64.3
Coffee, robusta 70.7 100.0 138.7 130.6 1348 1265 1312 1235 1173 1194 1115 106.3 1012 1116
Food 68.1 100.0 1225 124.5 1325 1249 1207 1174 113.2 11214 1115 1120 1112 1105
Fats and oils 64.5 100.0 120.5 126.1 1379 1229 1178 1127 113.8 113 1165 1175 119.9 120.1
Palm oil 579 100.0 124.9 110.9 110.2 89.8 94.7 94.4 91.8 92.0 91.0 954 1022 1012
Soybean meal 67.7 100.0 105.2 138.5 166.6 155.0 140.3 139.6 14538 139.0 149.6 153.3 149.6 1491
Soybeans 68.4 100.0 120.2 1315 149.4 1344 1259 1123 1172 114.7 123.6 1209 1229 126.3
Grains 70.8 100.0 138.2 141.3 152.8 150.2 143.6 138.3 1216 1209 111.7 111.7 109.0 1076
Maize 68.2 100.0 156.9 160.5 176.8 1706 164.0 156.7 130.1 1284 111.6 1085 1071 106.2
Rice, Thailand, 5% 63.9 100.0 111 115.2 1162 1142 115.0 110.8 97.6 979 90.8 89.8 89.6 92.2
Wheat, US, HRW 82.4 100.0 1415 140.1 156.3 159.1 143.7 140.3 136.8 136.6 1375 1457 1372 1304
Other food 70.6 100.0 1111 1071 106.9 104.7 104.0 104.7 104.7 105.3 104.8 105.0 101.6 100.4
Bananas, US 70.0 100.0 1115 113.3 110.5 108.8 1071 1045 1075 108.3 1079 1073 106.3 106.3
Sugar, world 48.7 100.0 122.1 101.2 99.8 92.3 871 82.2 80.3 80.0 81.7 877 83.0 777

Raw materials
Cotton ("A" Index) 56.8 100.0 145.8 86.1 81.3 79.2 86.8 89.5 88.7 89.6 870 86.3 81.7 84.5
Rubber, Singapore 40.3 100.0 132.0 92.4 81.3 84.7 86.4 79.5 70.9 70.3 72.2 69.4 68.1 70.0
Sawnwood, Malaysia 78.3 100.0 110.7 103.3 101.9 103.1 99.6 98.7 99.7 996 1020 1034 1035 105.3
Fertilizers 704 100.0 142.6 137.6 1355 132.0 1289 119.8 108.2 1075 102.6 98.8 96.6 98.2
Triple superphosphate 68.4 100.0 140.9 121.0 1270 1184 1139 1116 95.8 93.6 871 81.2 772 78.2
Metals and minerals 62.3 100.0 113.5 96.1 90.8 94.6 98.7 88.2 87.8 89.6 88.2 89.1 878 88.7
Aluminum 86.7 100.0 110.5 93.1 88.7 92.2 92.0 84.5 82.0 83.6 81.0 83.5 80.4 80.0
Copper 52.1 100.0 1172 105.7 102.6 105.0 105.1 95.0 94.0 95.5 95.0 95.6 93.8 95.7
Gold 42.7 100.0 128.1 136.3 135.3 140.3 1332 1155 108.5 1104 1101 1075 104.2 100.0
Nickel 71.9 100.0 105.1 80.5 751 779 79.3 68.6 64.0 65.6 63.3 64.7 62.7 63.9

Memo

Crude Oil (US$) 49.2 79.0 104.0 105.0 102.8 1019 105.1 99.3 1074 108.2 1088 1054 1026 105.5

Source: World Bank.
a. Average of price index for the period 2000-2009.
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