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Three Questions

How is the health of the global economy? Weakening. Significant downside risks clouding the
outlook. Comprehensive policies needed to improve growth prospects.

H Why is subdued EMDE investment a concern? Subdued investment growth lowers potential
growth and puts at risk ability to meet development goals.

Is this a good time for EMDES to accumulate debt? Depends... Important to strike a balance
between taking advantage of low interest rates and avoiding excessive debt accumulation.

. *EMDEs = Emerging Market and Developing Economies @w"mm“m""
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Manufacturing, Trade and Finance
Weak Manufacturing and Trade; Still Favorable Financing Conditions

Global PMI Global trade EMDE bond yields
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Sources: Bloomberg, Haver Analytics, Institute of Shipping Economics and Logistics, World Bank.
Left Panel. Manufacturing and services are measured by Purchasing Managers’ Index (PMI). PMI readings above 50 indicate expansion in economic activity; readings below 50 indicate
contraction. Last observation is June 2019 for manufacturing and May 2019 for services. Center Panel. Figure shows 3-month moving averages. New export orders measured by PML. Black WORLD BANK GROUP
horizontal line indicates expansionary threshold. Last observation is May 2019 for container shipping and June 2019 for new export orders. Right Panel. 10-year sovereign bond yields are -

3 computed summing the J.P. Morgan Emerging Market Bond Index spreads and the U.S. 10-year government bond yields. High-yield corporate bond yields are represented by the effective yields M Trode & \nvestment
of the ICE BofAML High Yield Emerging Markets Corporate Plus Index. Last observation is July 1, 2019, Pr »

Commodity Markets
Large Movements in Qil Prices

Nominal commodity prices Brent futures curves
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4 Left Panel. Dots in shared area refer to price forecasts in 2019 and 2020. Last observation is May 2019. Right Panel. Futures curves as reported on the closing prices of the respective day. Last Macrosconomics Trode & Investment

observation is December 2022.
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Growth Forecasts
Widespread Disappointments

GDP growth
(Percent)
Change from
January 2019
2012-16 2017 2018e 2019f  2020f 2019 2020
World 2.7 3.1 3.0 2.6 2.7 -0.3 -0.1
Advanced economies 1.7 2.3 2.1 1.7 1.5 -0.3 -0.1
EMDEs 4.4 4.5 4.3 4.0 4.6 -0.3 0.0
East Asia and Pacific 6.9 6.5 6.3 5.9 5.9 -0.1 -0.1
Europe and Central Asia 24 4.1 31 1.6 2.7 -0.7 0.0
Latin America and the Caribbean 1.3 1.7 1.6 1.7 2.5 -04 -0.2
Middle East and North Africa 34 1.2 1.4 1.3 3.2 -0.6 0.5
South Asia 6.7 6.7 7.0 6.9 7.0 -0.2 -0.1
Sub-Saharan Africa 3.7 2.6 2.5 29 33 -0.5 -0.3
WORLD BANKGROUP

Source: World Bank.
Note: e and frefer to estimates and forecasts, respectively.
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EMDESs Per Capita Growth in 2019
Weaker Growth and Wider Income Gap in Commodity-Exporting Regions

Per capita growth
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(Percent of countries in region)

SAR

EAP

ECA LAC

Note: Data are for 2019 (forecasts). EAP, ECA, LAC, MNA, SAR, and SSA refer to, respectively, East Asia and Pacific, Europe and Cemra] Asia, Latin America and the Caribbean, Middle East
t lower than ad: d-ec

and North Africa, South Asia, and Sub-Saharan Africa. Right Panel. EMDEs with per capita GDP growth of at least 0.1

are those counted as widening. Sample includes 145 EMDEs.
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Risks
Tilted Downside, Making Growth Momentum Fragile

« Escalation of trade tensions

« Elevated policy uncertainty

* Financial market stress

» Lower-than-expected growth in major economies
 Geopolitical risks

» Extreme weather events

» Weaker-than-expected potential growth

Source: World Bank.

@ WORLD BANK GROUP
Muocroe mics, Trade & Investmant

Higher Tariffs; Lowest Growth since 2009
Import tariffs Global GDP and trade growth
(Percent) (Percent)
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Panel. Trade is the average of export and import volumes. Aggregate growth rates calculated using constant 2010 U.S. dollar GDP and trade N ." = = ook e,
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Uncertainty and Confidence
Record High Uncertainty; Deteriorating Confidence
Global economic policy uncertainty Global business confidence
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10 uncertainty. Last observation is May 2019. Right Panel. Global business confidence is represented by average business confidence across major advanced economies and EMDEs, including e e, Trade & Investmant
Brazil, Canada, France, Germany, Italy, Japan, Russia, Turkey, the United Kingdom, and the United States. Last observation is April 2019, .

Slowdown in 2019; Sizeable Impact on EMDEs
Global growth Impact of 10-percent rise in uncertainty on EMDE growth
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Left Panel. A e wth rates calculated using constant 2010 U.S. dollar GDP weights. Data for 2018 a St s. Shaded a indicates forecasts. Right Panel. Cumulative impuls
responsc ate ame-yea on eutput and imvesimen srowth i 15 EMDES o o 10-percent erease n U.S. Economie Py Uncertanty (EPLY. Veeto avtregressons are esimated for 109801 (1) WWORLD BANK GROUP
1 2016Q2 with two lags. The model includes U.S. EPU, MSCI emerging market equity price index, J.P. Morgan’s EMBIG spreads, aggregate real output and investment growth in 18 EMDEs. G7 Momrosssnoniis, Trade & imosrtment
real GDP growth, U.S. 10-year government bond yields, and MSCI world equity price index are added as exogenous regressors. Prospects Group
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Policies
Depends on Country Context but Comprehensive Policies Needed

» Enhance fiscal buffers and ]
save fiscal windfalls

» Upgrade revenue and
expenditure frameworks

[ * Improve human and
physical capital

» Strengthen institutions

and investment climate

Monetary

« Strengthen monetary and \GRBACAMEL « Coordinate policies to
financial frameworks address global issues

* Increase independence and * Improve multilateral
transparency of central banks J frameworks

12

Three Questions

Why is subdued EMDE investment a concern? Subdued investment growth lowers potential
growth and puts at risk ability to meet development goals.

@ WORLD BANK GROUP
13 "‘ .I.-.:f...;l"..l......l Trade & Investment
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Investment Growth
Subdued

Investment growth

Long-term investment growth forecasts
(Percent)
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Sources: Consensus Economics, Haver Analytics, Oxford Economics, World Bank.
Note: Investment refers to real gross fixed capital formation (public and private combined). Left Panel. 2010 investment-weighted averages. Sample includes 65 EMDEs and 34 advanced \ thRLDBAT"‘JK IGRlOUP

cconomies. Right Panel. 10-year-ahead forecasts surveyed in indicated year. Constant 2010 U.S. dollar investment-weighted averages. Sample includes 23 advanced economies and 20 EMDEs
For 2010-18, the average of four projections during the year is shown; for 2019, the average of two projections during the first half of the year is shown.
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Implications of Weak Investment Growth
Lower Potential Growth; Inability to Meet SDGs

Contribution to potential growth, EMDEs Infrastructure needs to meet SDGs
(Percent) 10 (Annual average, percent of GDP, 2015-30)

Labor = Capital m TFP ¢ Potential growth
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1998-2017  2003-07 2013-17 2018-27 Preferred scenario Max. spending scenario
S : Ro b d Fay (2019); World Bank.
L:Rrﬁml.oécf)‘pzi?:hm; Zvemges. 1:{ rel'ea:; to total factor productivity. Sample includes 50 EMDEs. Shaded area indicates forecasts. Right Panel. Figure is from the World Bank estimates \ \"NORLD__BQH K .GR9UP

(Rozenberg and Fay 2019), which show infrastructure (transport, electricity, and water and sanitation) spending needs in low- and middle-income countries. It shows results based on two
scenarios: Preferred scenario (ambitious goals, high efficiency) and Maximum spending scenario (ambitious goals, low efficiency).
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Long-Term Growth Forecasts
Downgrades in EMDES; Malaysia Expected to Have Robust Growth
Ten-year-ahead output growth forecasts Ten-year-ahead investment growth forecasts
(Percent) (Percent)
2. 12 .
7 3 —=EMDEs 35
EMDE:s excluding China
==Malaysia
6 2.1 —=Advanced economies (RHS)
9 3.0
5 1.9
6 2.5
4 —=EMDEs 1.7
EMDE:S excluding China
==Malaysia
3 ==Advanced economies (RHS) 15 3 2.0
2010 2013 2016 2019 2010 2013 2016 2019
16 are presented. Aggregate growth is computed with constant 2010 U.S. dollar GDP (Left Panel) or investment (Right Panel) weights. The horizontal axis refers to the year of consensus forecast " < e, Trade & Investmant

Three Questions

Is this a good time for EMDESs to accumulate debt? Depends... Important to strike a balance
between taking advantage of low interest rates and avoiding excessive debt accumulation.

@ WORLD BANK GROUP
17 .‘t'."-'." .-.:-. Trade & Investment
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Borrowing Costs and Fiscal Positions
Lower Borrowing Costs but Higher Debt and Deficits
Long-term bond yields Government debt Fiscal balance
Percent
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Source: Kose et al. (2017). WORLD BANK GROUP
18 Left Panel. Simple averages, based on 36 advanced economies and 61 EMDESs. Center Panel. Averages computed with current U.S. dollar GDP as a weight, based on 35 advanced economies and mics, Trade & |nvestmant
117 EMDESs. Right Panel. Averages computed with current U.S. dollar GDP as a weight, based on 38 advanced economies and 154 EMDEs. I

Cost of Debt - 1
Less Resources for Spending; Less Effective Fiscal Policy

Debt and interest payments, 2018

Fiscal multipliers after 2 years

Government debt during banking crises

19
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Sources: Huidrom et al. (2019); Kose et al. (2017); Laeven and Valencia (2018); World Bank.
Left Panel. General government gross debt on the horizontal axis and interest payments on the vertical axis. Sample includes 104 EMDEs, excluding small states as defined by the World Bank.
Center Panel. Figure shows the conditional fiscal multipliers for different levels of government debt after two years. Fiscal multipliers are defined as cumulative change in output relative to

ive change in ion in response to a I-unit government consumption shock. They are based on estimates from the IPVAR model, where model coefficients are
conditioned only on government debt. Values shown on the x-axis correspond to the 10th to 90th percentiles of general government debt in percent of GDP in the sample. Solid line represents the
median and dashed lines are the 16-84 percent confidence bands. Right Panel. “Before” and “after” denote, respectively, one year before and after the onset of banking crisis, as shown by
numbers below the corresponding country names, taken from Laeven and Valencia (2018). Government debt refers to general government debt, while data for Indonesia include central
government debt only.

(1997)  (2008)
WORLD BANK GROUP
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Cost of Debt - 2
Higher Vulnerability to Crises
Sovereign debt ratings during Long-term interest rates during Government debt during
debt crises debt crises debt crises
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ﬁ&fﬁc?,nﬁ?ﬁe:g?soLz)wtﬁivf ‘i‘n?:;:;][iel:cr‘:;gzgs],?;s\;u:: l?a?::éed samples. Debt crises are as defined in Laeven and Valencia (2018). When there are multiple crises identified within five wDRLD _B'&NdK“GR'OlIJP
20 years, the one with the lowest real GDP growth is counted as an event. Sample includes 16 crisis episodes (Left Panel) and 11 episodes (Center and Right Panels). Left Panel. The sovereign e R —
ratings are converted to a numerical scale ranging from 1 to 21 (higher, better rating). o L
Debt Policy
Balance taking advantage of low interest rates with avoiding excessive debt
Borrow more? Borrow better! Beyond borrOWIr]g
Balance tradeoff Shift composition to » Improve domestic
» Debt sustainability safer debt revenue mobilization
”"dg.r stressed market » transparent » Improve spending
conditions . ici
» Investment needs and > less foreign currency e
. ; 7 » Mobilize private
absorptive capacity > longer maturity financing k
» Business cycle P long-term investors
21
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Three Questions

How is the health of the global economy? Weakening. Significant downside risks clouding the
outlook. Comprehensive policies needed to improve growth prospects.

E Why is subdued EMDE investment a concern? Subdued investment growth lowers potential
growth and puts at risk ability to meet development goals.

Is this a good time for EMDES to accumulate debt? Depends... Important to strike a balance
between taking advantage of low interest rates and avoiding excessive debt accumulation.

LD BANKGROUP
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Select Publications by Prospects Group

e Global Economic Prospects — June 2019
(January and June)

» Commodity Markets Qutlook — April 2019
(April and October)

* Global Monthly

» Debt in Low-Income Countries: Evolution, Implications, and Remedies — March 2019

»  Why do Fiscal Multipliers Depend on Fiscal Positions? — March 2019

 |nflation in Emerging and Developing Economies — November 2018
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Questions & Comments
Thanks!

M. Ayhan Kose
EFI - Prospects Group
akose@worldbank.org

www.worldbank.org/prospects
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