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Overview

Four years after the eruption of the global finaharisis, the world economy is still in
precarious situation. Growth has weakened conddieduring 2012 and the prospects for |
next two years continue to be challenging, fraugtth a number of uncertainties and rig
slanted towards the downside.

Weaknesses in major developed economies contindeasn at the root of the glob
economic woes. Most of them, particularly thosé&iurope, are dragged into a downward sp
as heightened sovereign risks, continued bankiagjlity, fiscal tightening, slower growth an
rising unemployment viciously feedback into eadieot

The economic woes in developed economies are gging over to developing
countries and economies in transition through wedlkenand for their exports and heighter
volatility in capital flows and commaodity pricesr@vth has moderated significantly in ma
developing countries, along with a notable slowdawmnvestment spending. Moreover, so
emerging economies that have grown rapidly in thst pre increasingly facing some dome
structural bottlenecks, such as environmental astitutional constraints, which, if not address
properly, may transform the current cyclical downtinto more permanent output losses over
long run. Low-income countries have held up retdtiwvell, but are facing intensified adver,
spillover effects from the slowdown in both deveddpand major middle-income countries 3
many see their external balances affected furtiier ombination of lower non-food and high
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food prices in world markets.
The world economy is also facing a host of unceties and risks, most of which

e

clearly slanted to the downside. Immediate risks arfurther deepening of the euro area crisis
and a continued budget policy impasse in the Uriiiades, which could cause the world’s largest
economy to fall into a “fiscal cliff”. Some of tHarge developing countries face the risk of a hard
landing as a global downturn could compound stmattdomestic economic woes. Their hard

landing would immediately spillover to low-incomeuntries through commodity markets
global value chains. The possible escalation opgkacal tensions in the Middle East pose
further risk with global economic ramifications, #ehlows in stocks for some basic grains co
forebode another food crisis which would take &itoparticular on many low-income countri
and the world’s poor.

Policy makers in developed countries have beendrio break out of their vicious circ
through further monetary expansion and announcéidigm of structural reform. The latter
best may have a gradual effect, leaving basically accelerator to restore growth with o
muted effect, because austerity measures prevdheiiscal front, more needs to be doneg
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repair the financial system and a good deal ofcgalincertainty remains (such as in the United

States). With only one accelerator and three bréakesems difficult to break out of the vicio

S

cycle and the risk for the global economy to shifpianother recession thus remains unabatedly

high. Policymakers worldwide need to think abot¢ralative policy options. A more sequeng
and concerted approach will be needed to breakfoiie cycle. At the global level, the focus
fiscal policies should shift from short-term condation to robust economic growth wi
medium- to long-run fiscal sustainability. Fiscaldastructural policies should be redesigneg
strengthen the impact on employment and promotactstral change for more sustaina
economic growth. Monetary and fiscal policies skiolde better coordinated, along w
regulatory reforms of the financial sector. Suffiti resources should be ensured for develo
countries, especially those possessing limitedfispace and facing large development need
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achieving the Millennium Development Goals (MDGS).




1. Global macroeconomic prospects
Growth prospects: a danger of synchronized globairhturn

Four years after the eruption of the global finahcrisis, the world economy is still
struggling to regain strength and is stuck in dnaied process of post-crisis
adjustments. Global growth has weakened considedabing 2012 in a precariously
synchronized downturn. A growing number of devetbpeonomies have already fallen
into a double-dip recession. Many of those in segewereign debt distress are in deep
recessions. Growth in the major developing cousitni&gs also decelerated notably,
reflecting both domestic and external factors. Moatincome countries have held up
relatively well so far, but are now also facingeinsified adverse spillover effects from
the slowdown in both developed and major middlesme countries. The prospects for
the next two years continue to be challenging,grawvith major uncertainties and risks
slanted towards the downside.

Conditioned on a set of assumptions (Box 1), inRfegect LINK baseline,
growth of world gross product (WGP) is expectedeiach 2.3 per cent in 2012 and
forecast at 2.5 per cent in 2013 and 3.3 per cep0i4 (table 1 and figure 1). Such a
moderate growth projection after the Great Recegsiplies that many economies in the
world will continue to expand at a pace below pt&mnd will not recover to pre-crisis
employment levels. For many developing countriesgiobal slowdown will imply a
much slower pace of poverty reduction and narrowihfiscal space for investments in
education, health, basic sanitation and othercatiareas needed for accelerated progress
for achieving the Millennium Development Goals (MB)G

Box 1: Major assumptions for the baseline forecast

This box summarizes key assumptions underlyindp#tseline forecast, including monetary angd
fiscal policies for major economies, exchange rédesmajor currencies, international prices of
oil and other primary commaodities. Policy assumpdifor other countries can be found in the
text of the regional outlook.

Monetary policy

The Federal Reserve of thimited StategFed) is assumed to keep the federal funds irtteatss
at the current low level, namely, between 0 an8 @& cent, until mid-2015. It is assumed that
the Fed will purchase agency mortgage-backed sesuat a pace of $40 billion per month untjl
the end of 2014, and will also continue its progtamaxtend the average maturity of its hoIdinj;s
of securities through the end of 2012, as welkasvesting principal payments from its holdings
of agency debt and agency mortgage-backed sesuritreEuropean Central Ban{ECB) is
assumed to cut the Minimum Bid and Marginal Lendtagility rates by another 25 basis points,
leaving the Deposit Rate at 0 per cent. It is assumed that the ECB will start to implement the
announced new policy initiative, “Outright Monetargansactions” (OMT), to purchase the
government bonds of Spain and a few other selengedbers of the euro area. TBenk of
Japan(BoJ) will keep the policy interest rate at thereat level (0-0.1 per cent), and will expand
the size of the Asset Purchase Program from ¥lfi0rirto ¥80 trillion by the end of 2018
major emerging economies, tReople’s Bank of ChinéPBC) is expected to reduce Reserve
Requirement Rates twice in 2013 and reduce intesie=t one more time in the same period.




Fiscal policy

In the United Statest is assumed that the 2 per cent payroll taxacut emergency
unemployment insurance benefits are extended fb8,20 be phased out gradually over
several years. It is also assumed that the autorséinding cuts now scheduled to begin in
January 2013 will be delayed, giving more timetf@ new Congress and president to
produce a package of spending cuts and tax ingeaskincreases in income taxes,
effective in 2014. The Bush tax cuts are assumée textended for 2013-2014. As a result,
real federal government spending on goods andcesrwill fall about 3 per cent in 2013
and 2014, after a fall of about 2.5 per cent inghevious two years.

In the euro areafiscal policy is assumed to be focused on redyfiscal
imbalances. The majority of countries remain suit@the Excessive Deficit Procedure
(EDP) under which they must submit plans to brimgjrtfiscal deficits close to balance
within a specified time frame. Typically a minimwarrection of 0.5 per cent per annum is
expected and the time frames range from the cuyesntto 2014.

The time periods for achievement of these goalsb&ilextended in the most
difficult cases. It is also assumed that Spain &riller an assistance program, a regirement of
the new OMT program of the ECB.

In Japan, the newly ratified bill to increase tlb@gsumption tax rate from its current
level of 5 per cent to 8 per cent by April 2014 &md.0 per cent by October 2015 will be
implemented. Real government expenditure, includingstment is assumed to decline by a
small proportion in 2013-2014, mainly due to a ghast of reconstruction spending.

In China the Government is assumed to maintain a ‘proactiscal policy stance,
with an increase in public investment spendingrdrastructure in 2013.

Exchange rates among major currencies

It is assumed that during the forecasting period0if3-2014, the euro will fluctuate around an
average of $1.28 per euro throughout the fore@ast.Japaneseey is assumed to average abo
¥80 per United States dollar, and the renmimbiiaverage CNY6.23 per United States dollar.

Oil prices

Oil prices (Brent) are assumed to average abous $adin 2013-2014, compared with $110

n/b

in 2012.




Table 1. Gross domestic product and world trade

Change from

June 2012
forecast
2005-
500 | 2010 | 201% | 201Z | 201% | 2014 | 2012 | 2013
World 1.8 4.1 2.7 2.3 2.5 3.8 -0.2 -016
Developed economies 0.3 2.7 1.4 1.2 1.2 2.1 0.0 -0(6
United States of America 0.2 3.0 1.8 2.1 1.7 27 0.0 -0(6
Japan -0.7 4.4 -0.8 2.5 1.4 1.1 0.7 -0{7
European Union 0.6 2.0 15 -0.3 0.6 1y -0.3 -0(6
EU15 0.4 2.0 1.4 -0.4 0.5 1.6 -0.3 -0(6
New EU members 3.1 2.3 3.1 1.3 2.2 2.9 -0.3 -0[5
Euro zone 0.5 1.9 1.5 -0.5 0.3 1.4 -0.2 -0|6
Other European 1.4 1.7 1.8 1.7 15 1.9 0.6 0|2
Other Developed countries 15 2.8 2.3 2.3 2.0 30 .0 0 -0.6
Economies in transition 3.7 4.1 4.5 3.5 3.6 4.2 -0.5 -0(6
South-eastern Europe 2.8 0.5 1.1 -0.3 1.3 2.6 -0.9 -0[5
Commonwealth of Independent States and Georgia 3.84.5 4.8 3.8 3.8 4.3 -0.5 -06
Russian Federation 3.3 4.0 4.3 3.7 3.6 4.2 -0.7 -0|8
Developing economies 5.8 7.5 5.8 4.8 5.2 57 -0.5 -0(6
Africa 4.7 4.6 0.9 5.0 4.8 5.1 0.8 (0] [0}
North Africa 4.5 4.0 -6.0 7.5 4.4 4.9 3.1 o[o
Sub-Saharan Africa 4.8 4.9 4.4 3.8 5.0 5.2 -0.3 (0] (0]
Nigeria 4.3 7.8 7.5 6.4 6.8 7.2 0.1 o[o
South Africa 3.2 2.9 3.1 2.5 3.1 3.8 -0.3 -0|4
Others 6.2 5.4 4.2 3.8 5.6 5.8 -04 0|2
East and South Asia 7.6 8.8 6.9 5.6 6.0 6.5 -0.7 -0|8
East Asia 7.7 9.2 7.1 5.9 6.3 6.Y -0.6 -016
China 114 10.4 9.3 7.7 8.0 8. -0.6 -05
South Asia 7.2 7.1 6.1 4.4 51 5 -1.2 -110
India 8.4 8.9 7.1 55 6.1 6.5 -1.2 -111
Western Asia 3.5 6.2 6.7 3.6 3.5 4.1 -0.4 -0[9
Latin America and the Caribbean 3.2 6.0 4.4 3.3 39 4.4 -0.4 -0.3
South America 4.2 6.4 4.3 2.9 4.0 4.4 -0.9 -0(4
Brazil 3.6 7.5 2.7 1.7 4.0 4.4 -1.6 -0|5
Mexico and Central America 1.1 5.6 4.3 4.1 3.9 4.6 0.7 0.0
Mexico 0.8 5.8 4.0 4.0 3.8 4.6 0.6 -0[1
Caribbean 5.2 3.4 6.0 3.0 3.7 3.9 -0.3 -0[3
Least developed countries 7.4 5.8 3.8 3.7 5.8 5.5 -0.4 0|1
Memorandum items:
World tradé 20 125 6.5 3.2 4.0 51 -09 -15
World output growth with PPP-based weights 3.0 50 3.7 3.1 3.4 4.1 -0.3 -0.6

Source: UN/DESA

a Average percentage change.

b Actual or most recent estimates.

¢ Forecast, based in part on Project LINK.
d Included goods and services



Figure 1. Growth of world gross product (% change) 2006-2014

i 4.1 4.0

2000 2007 2008 2009 2010 2011 2012 2013 2014

Source: Project LINK
a 2012, 2013 and 2014 are forecasted figures.
a 2012, 2013 and 2014 are forecasted figuresd@bked lines define the upper- and lower-bounanofidence interval.

Weaknesses in the major developed economies cerdiniine root of the global
economic woes. Most of them, particularly thos&umope, are trapped in a vicious
downward circle. Sovereign debt risks are feedurther banking sector fragility and
vice versa: commercial banks that are laden wikressed sovereign bonds and other
troubled assets require more government bailoutwine bond prices drop, leading to
further heightening of sovereign risk as the caestrdeficits rise. Additional
guantitative easing has helped in Europe to tenmipypesase, but not resolve some of
these tensions. Sovereign debt problems are begppnded mainly by fiscal austerity
measures with recessionary effects on the realogopmnd higher unemployment as
major collateral damage. This is resulting in wegkan-projected GDP growth and a
higher-than-anticipated debt-to-GDP ratio, trigggriurther austerity and causing more
economic slowdown and job losses.

The worst situation is found in the euro area, wrsmvereign debt crises and
attendant fiscal austerity programmes remain tmeidant forces determining growth in
the region which, when coupled with slowing extédemand and high oil prices, yield a
very poor outlook going forward. Several econonmethe region are already in
recession, while Germany has slowed significantly Brance has stagnated. A number
of new policy initiatives taken in 2012, includitige Outright Monetary Transactions



(OMT), if implemented promptly, can indeed addressie of the defects in the original
design of the EMU, but these policies not likelylwuffice to restore growth in the short
run in the face of other policy stances that atémqya brake on economic recovery and
job creation. In the outlook for the euro zone, GBBxpected to decline by 0.5 per cent
in 2012 with growth reaching only 0.3 per cent @12 and 1.4 per cent in 2014. The risk
for a much worse scenario remains high.

Economic growth in the new EU members has alsoleiexted during 2012, with
a few of them already returning to recession. Thesening external condition has been
aggravated by domestic austerity measures, weighirtge growth prospects. In the
outlook, GDP is expected to grow by 2.2 per cerith3, compared with 1.3 per cent
estimated for 2012, with numerous uncertaintiesrésks slanted on the downside.

The United States economy showed some positives sigearly 2012, including a
fairly robust growth of business investment andagtqy but these faded quickly during
the year. Growth prospects for 2013 remain sluggshthe positive side, the
beleaguered housing sector seems to have shownrsasoent signs of recovery, and
further support is expected from the new roundurgitative easing recently launched
by the Fed whereby the monetary authorities wilitocae to purchase mortgage-backed
securities until the employment situation improsabstantially. In the baseline outlook,
GDP growth is forecast to reach 1.7 per cent ir320dwer than the already anaemic
pace of 2.1 per cent estimated for 2012. Risks refmgh for a worse scenario to evolve
in the short run, emanating not only from the passifiscal cliff’ the economy may fall
in to from 2013 (see the section on uncertaintesrasks), but also from the risk of
further intensification of the euro area crisisg anhard landing in large developing
economies.

In Japan, economic growth was higher in 2012 timatthé previous year,
mainly as the result of the recovery and reconsitvadn the aftermath of the
earthquake-related disasters of 2011. Some governpregrammes have also
provided incentives to private consumption. Expontswvever, have encountered
strong headwinds, facing a slowdown in global dednand an appreciation of the
yen. In the outlook, the economy is expected te fadditional challenges,
including the phase-out of the government incengixegramme, an anticipated
reduction in pension payments, a planned hike enctnsumption tax rate and a cut
in government spending amid concerns about thestasiable high public debt.
On the other hand, the reconstruction investmehtoontinue, although at a slower
pace. GDP is forecast to grow at 1.4 per cent iti328nd 1.1 per cent in 2014,
decelerating from the 2.5 per cent estimated fdr220

The economic woes in developed economies are piiog over to developing
countries and economies in transition, through wedkmand for their exports and
heightened volatility in capital flows and commagdarices. Meanwhile, growth in
investment spending has slowed significantly in ynainthe major developing
economies, presaging a continued decelerationtofdwutput growth if not
counteracted by policy measures. Moreover, martgage economies that have grown
rapidly in the past are increasingly facing sommédstic structural bottlenecks, such as
environmental and institutional constraints, whifchot addressed properly, may
transform the current cyclical downturn into a mpegmanent loss in their potential
growth for the longer run.



Among developing countrieéfrica will see slight moderation in growth in 2013
to 4.8 per cent from 5.0 per cent in 2012. Majatdes underpinning this continued
growth trajectory include the strong performanceibexporting countries, continued
fiscal spending in infrastructure projects, andaging economic ties with Asian
economies. However, the region remains plaguedibyenous challenges, including
military conflicts in numerous sub-regions. Growffincome per capita, however, will
be below rates considered necessary to achievéasiibs poverty reduction.
Infrastructure shortfalls present major obstaobesriore dynamic economic
development in most economies of the region. Th®okiis subject to a number of risks
and uncertainties, including a more severe anddemglobal economic slowdown
spreading to leading developing economies, unegpeadverse weather conditions and
political instability.

The economies in developing Asia have weakenedaenrably during 2012, as
the region’s growth engines, China and India, Ishiifted to a lower gear. While a
significant deceleration in exports has been afaetor for the slowdown, the effects of
policy tightening in the previous two years alsmbr. Domestic investment has softened
markedly. Meanwhile, both China and India are &g a number of structural
challenges. India’s space for more policy stimdesms limited. China and several other
countries in the region possess much greater $paeéditional stimulus, but thus far
have refrained from using it. In the outlook, gtbhvior East Asia is projected to be 6.3
per cent in 2013, a slight pickup from the 5.9 @ant estimated for 2012, and growth for
South Asia is expected to be 5.1 per cent in 26d8\pared with 4.4 per cent of 2012.

Further divergence of economic growth trends asepled in Western Asia
during 2012. Most oil-exporting countries experiethcobust growth supported by
record-high oil revenues and government spendigg:dditrast, economic activity
weakened in oil-importing countries, burdened kyher import bills, declining external
demand and shrinking policy space. As a resulexlorting and oil-importing
economies are facing a dual track growth outlookaMvhile, social unrest and political
instability, notably in the Syrian Arab Republigntinue to elevate the risk assessment
for the entire region. On average, GDP growth earégion is estimated to decelerate
from 6.7 per cent in 2011 to 3.6 per cent in 20d@ &.5 per cent in 2013.

GDP growth in Latin America and the Caribbean ageda4.4 per cent in 2011,
but decelerated notably during 2012, affected by kxport demand and lower non-food
commodity prices. Weakening exports not only resuftom low and stagnant growth in
developed countries, but especially also becautenar import growth from China. In
the outlook, subject to the risks of a further dawn, the baseline projection is for a
return to moderate economic growth rates, led Ipeeted improvements in economic
conditions in Brazil. For the region as whole, GgrBwth is forecast to average 3.9 per
cent in 2013, compared with 3.3 per cent in 2012

Among economies in transition, growth in most @& #tonomies of the
Commonwealth of Independent States (CIS) was rabhuX212, although it moderated in
the second half of the year. Firm commodity priespecially the prices of oil and
natural gas, supported the economies of energyreppincluding the Russian
Federation and Kazakhstan. In contrast, growth atdgiva and Ukraine was adversely
affected by the economic crisis in the euro areaabse of close trade ties. The
economies of small energy-importing countries | @S were supported by private



remittances. In the outlook, GDP for the CIS iseptpd to grow by 3.8 per cent in 2013,
the same as in 2012.

The prospects for most economies in South-eastaropg in the short run remain
challenging, due to their close ties with the eanea through trade and finance. GDP for

the region is expected to grow by 1.3 per cen0ibh3 compared with -0.3 per cent of
2012.

Global employment situation: remaining a key policgncern

The unemployment remains elevated in many develepedomies, with the situation in
Europe the most challenging. A double-dip recessi®everal European economies has
had a heavy toll on labour markets. The unemploymae continued to climb to a
record high in the euro area during 2012, up byenoore percentage point from one year
ago, another EMU era record. The worst cases &@pam and Greece, where the
unemployment rate reached over 25 per cent and tdo25 per cent, respectively (figure
2). On the other hand, a few economies, such agiAu§ermany, Luxembourg and the
Netherlands continue to register low unemploymates around 5 per cent.
Unemployment rates in Central and Eastern Eurggeeadged up slightly in 2012, partly
resulting from fiscal austerity. In the United &stthe unemployment rate stayed above
8 per cent for the most part of 2012, but droppateisly to 7.8 per cent in September.
However, the participation rate is at record loviajlevthe share of long-term
unemployment (those unemployed for more than sirth®) reached a historical high of
about 40 per cent, well above the peak of 25 petriceany of the post-World War Il
recessions. Japan’s unemployment rate retreateelda 5 per cent. In the outlook, more
adequate job creation should be a key policy gyian developed economies.

Figure 2. Unemployment rates in selected developeduntries: January 2007 - September 2012
(Percentage of labour force)
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The employment situation varies significantly asrdsveloping countries, but the
common challenges are to improve the quality oflegypent and reduce vulnerable
employment, as well as confront structural unemmient issues such as high youth
unemployment and gender disparities in employrmaghtf which are key social and
economic concerns in many developing countries.

Among developing countries, the unemployment ratesost economies in East
Asia and Latin America have already retreated t@ven below, levels seen prior to the
global financial crisis. The growth moderationatd 2011 and 2012 has so far not led to
a discernable rise in the unemployment rate inethws regions yet, but a caveat is that a
rise in the unemployment rate would usually lagmeconomic downturn, and if the
growth slowdown prolongs further, the unemploynrae could be expected to increase
notably.

In Africa, despite a relatively strong growth, #@ployment situation remains a
major problem across the region, both in term$efievel of employment as well as the
quality of jobs that are generated. Labour cordladso constitute a major downside risk
to the economic performance of the region. Gendgradity in employment remains
acute in Africa, as well as in South Asia. Womes facing unemployment rates at least
double those of men in some African countries, &feimale labour force participation
rate in India and Pakistan is much lower than thabale. Meanwhile, social unrest in
North Africa and West Asia has also been a factguush up unemployment rates in
some countries.

Among economies in transition, the unemploymerd nathe Russian Federation
declined to a record low of 5.2 per cent in 2012 assult of increased public spending,
but also partly because of a shrinking active pafparh. Notable job creation has also
been recorded in Kazakhstan, but the unemployna¢atyas increased in Ukraine as a
result of tighter fiscal policy and weaker extersattor.

Inflation outlook: receding in general, but persistg in some developing countries

The inflation outlook remains benign for mastveloped economieAmong them,
inflation in the United States moderated over 2@i®yn to about 2 per cent from 3.1 per
cent in 2011. A further moderation in headlineatiftin is expected in the outlook for
2013. In the euro area, headline inflation, as mnegkby the Harmonized Index of
Consumer Prices (HICP) continues to be above thealdank’s target of 2 per cent.
Core inflation, which does not include price changevolatile items such as energy,
food, alcohol and tobacco, has been much loweroaina 1.5 per cent, with no evidence
of upward pressures. In the outlook, inflationxp@cted to drift down slowly. Inflation

in the new EU members is also expected to moverldweflation continues to prevail in
Japan, although the central bank has raised Iegion target to boost inflation
expectations.

Inflation receded in a majority aeveloping countrieduring 2012, but remains
stubbornly high in some. In the outlook, anticighitecreases in food prices related to the
recent droughts in the world, the still elevateidgs of oil, and some country-specific
supply-side constraints may continue to put soresgures on inflation in developing



countries in 2013. In Africa, while inflation moa@ged in many economies, the rate of
inflation is still above 10 per cent in such cotlegras Angola, Ghana and Nigeria. The
inflation outlook remains subdued in general fostssia, but challenging for South
Asia, where the average inflation rate is estimébdoe above 11 per cent in 2012 and
will stay above 10 per cent in 2013. Inflation rensdow in most economies in West
Asia, but above 10 per cent in Yemen and 30 peringhe Syrian Arab Republic. The
inflation rate in Latin America and the Caribbeamxpected to stay at about 6 per cent.

2. The international trade and finance

Trade flows: moderating sharply

As an engine of growth, international trade prome@i®bal growth in good times, but it
also transmits weaknesses from country to countbad times. After plunging by more
than 10 per cent in the Great Recession of 200€9dw@de, measured by the volume of
total exports, rebounded strongly in 2010, butei2@11, growth of world trade has lost
momentum along with the recovery in global outgigiufe 3). During 2012, growth of
world trade has decelerated sharply, mainly drivga decline in the imports of many
European economies, as the region is falling inéosecond recession in three years.
Anemic demand in other major developed economiels aa the United States and Japan
has also slowed international trade flows, andughoan increasingly sophisticated
global constellation of production and trade, trealkinesses in developed economies
were transmitted to developing countries and tlomemies in transition, feeding back
and forth among all economies to form a synchraht@wvnturn in world trade and
global output.
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Figure 3. World merchandise exports volume, Januar006 — July 2012
(Index, January 2006 = 100)
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The value of imports of a number of euro membershss Italy, Greece,
Portugal and Spain, started to decline in late 28%Xhe austerity measures adopted in
these economies, along with the woes of debt saed®Hank fragility, led to a drop in
demand. Their imports continued to decline shagplyng 2012, at an annual pace of
about 20 per cent. By the first quarter of 2012, wWeakness in demand spread to more
European economies, and the economies such asFaaddGermany saw their imports
plummet at an annual pace of more than 10 perdigmig the summer. As intra-EU
trade accounts for about 70 per cent of the regitde, exports of many European
countries also declined in the same period.

Meanwhile, growth of imports from the United Staéesl Japan also slowed
significantly in the second half of 2012, with imifgoto Japan actually declining. As a
result, a few East Asian economies that have lsingees of trade with the major
developed countries started to experience a deditieeir exports. For example,
Republic of Korea, Taiwan Province of China, andg@pore started to register a
significant drop in exports in early 2012. WhileiQdis export volume continued to
expand, growth decelerated notably during the gadrcame to a halt in mid-2012.
Economies exporting energy and other primary comtesdollowed suit. Brazil, the
Russian Federation and South Africa, for instantieggistered export declines in
varying degrees in the second half of 2012. A prgédl weakening of exports in many
developing countries and the economies in tramgiaong with growing domestic
structural problems, has pushed down GDP growttkedly in these economies during
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2012, which in turn, through their flagging impdegmand, fed back to the developed
economies as well.

At the same time, a rise in international protedsm, although only in a modest
degree, and the protracted impasse in the worldilataral trade negotiations, have also
adversely affected international trade flows.

In the outlook, given a continued weak global gtowtitlook and the heightened
uncertainties in the world economy in 2013, worlite flows are expected to remain in a
tepid pace, growing by 4 per cent, in volume tercosppared an estimated growth of 3.3
per cent in 2012.

Oil prices tugged between weak demand and geopalitincertainties

The prices of oil showed some volatility during 2Qfigure 4), driven by the competing
factors of weakening global demand and some heightgeopolitical risks on the supply
side. Global oil demand is estimated have growf.Byper cent, a slightly lower pace
than in 2011. On the supply side, Western sanctiens negatively affected Syrian and,
more importantly, Iranian oil exports, but have tightened the physical market. The
preventive increase in Saudi oil output in conjiorcivith the resumption of Libyan
production as well as higher than expected outpiarth America, Latin America and
the Russian Federation have temporarily raisedlggtightly in excess of demand
during the first three quarters of the year. Sgaggacity, however, dropped to 2.8 million
barrels per day (mb/d), while the spare capacithénpast 5 years was about 4-5 million
barrels per day (mb/d) .

In the outlook, while global demand for oil is expad to remain subdued in
2013, oil output is expected to further increasblanth America, the Russian Federation
and Brazil, but decline in the North Sea and Céntsza. Saudi Arabia is expected to
lower its production and hence increase its spapadity accordingly. Persisting
geopolitical instability in the Middle East likelyill continue to put a risk premium on
prices. Brent oil prices are expected to declingi@5 per barrel (p/b) in 2013, from an
estimated average of $111 p/b in 2012.
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Figure 4. Brent oil price, January 2000 - Septembe2012
(dollar per barrel)
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Non-oil commodity prices: rising food and decliningon-food prices

After a strong start, prices of non-oil commoditsarted to fall in the second quarter of
2012 (Figure 5), as a result of a slowdown in glaleenand at large, triggered by the
intensification of sovereign debt crisis in Eur@el growth moderation in other
developed economies, as well as large developingtdes. The appreciation of the
United States dollar has also contributed to thekmess in the prices of non-
commodities, as these prices are denominated iddher.
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Figure 5. Non-oil commaodity price index (2000=1002000-2014
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Food pricegumped to a record high in July 2012, mainly réeglfrom a tight
supply of maize and wheat as well as low stockleviéhe severe drought in the United
States reduced yield prospects and drove the USiiae:s maize price to an all-time high
in July. Poor weather also adversely affected titook for wheat production in the
Russian Federation, Ukraine and Kazakhstan. Gktbaks for maize and wheat are
expected to fall to, respectively, six and fournjesvs by the end of 2012. The price of
rice, in contrast, remained relatively stable aslst remain high and supply and demand
were broadly in balance.

Prices of base metals and oreantinued their downward trend in July and
August 2012. Global demand for these commoditisgameed weak, as anaemic demand
from developed economies was quickly followed bwdgraded growth prospects in
large developing countries, particularly China. tid¢ same time, the development of
new projects and the expansion of production dveldst decade have increased global
supply in these commodities. In some metals madketh as aluminium, nickel and zinc,
supply has surpassed demand, further driving dbemptices.

In the outlook, supply constraints are expectekktp food prices on an upward
trend until early 2013, after which they will mod&. The prices of metals and ores are
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likely to remain weak, as global demand is not efgto pick up quickly during 2013,
but the new round of quantitative easing (QE) leydéntral banks of major developed
economies may provide some support for these piiicik®e effects of past QE provide
some guidance.

Capital flows to developing countries declined

Net private capital inflowso emerging markets, a group of developing coastand the
economies in transition, decreased 11.5 per ce2fd1i2, to about $910 billichThe
continued fiscal problems in developed economietgbily in the euro zone, have had a
major negative effect on both the level of cafialvs as well as their volatility. At the
same time, a number of factors in emerging matkate added to the downward
pressure on capital flows. In the case of Chirayst growth, an accommodative
monetary policy stance, past exchange rate appigeciand uncertainty linked to the
transition in the political leadership have lowesagbectations regarding the pace of
future currency appreciation and the country’s appeinvestors. In North Africa and
the Middle East, significant political uncertairsti;emain in the wake of political
transformations and ongoing military conflicts,atiag an adverse environment for
stronger capital inflows. In Latin America, variocsuntries such as Brazil implemented
policies targeted specifically at limiting capitaflows, such as reductions in policy
interest rates or restrictions on capital flows .awehile, policies that cast doubt on basic
investment preconditions, such as the reliabilftproperty rights, negatively affected
capital flows to a number of economies includingéuatina, Hungary and the Russian
Federation.

The costs of external financing for developing does and economies in
transition, in terms of the yield spread of sovgndbonds, moved upward in parts of
2012, when the crisis in the euro area escalatédemained low in general (figure 6).

2 Data up to 2012 are based on Institute of Intésnat Finance, “Capital flows to emerging market
economies”, 7 June 2012, but the outlook is baseith® Project LINK.
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Figure 6. Daily yield spreads on emerging markdtonds, January 2007-October 2012
Percentage points
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In the outlook for 2013, net private capital inflewo emerging markets may
increase only slightly. On the positive side, ia tteveloped economies, the already
announced policy actions, especially the new rafM@E by the central banks, are
expected to provide some stabilising impact onrfai@ markets, which in turn will help
underpin a greater risk appetite by investors.résterate and growth differentials are
expected to remain in favour of developing coustriehe loose monetary policy stance
in developed economies that is keeping interestrat historically low levels will
provide the background for high levels of liquidggeking higher returns in emerging
markets. On the other hand, commercial banks ireldped countries, particularly in
Europe, will continue to deleverage, and uncergntemain around the growth
prospects for some large developing economies.

Net equity investment flovirsecreased moderately by 2.8 per cent in 2012560$
billion. Foreign direct investment (FDI) fell by $dillion or 4.8 per cent to $500 billion,
mainly due to a pronounced fall in FDI flows to @&i However, FDI to North Africa
showed some recovery from the sharp fall in 201ligint of political transitions, while
Latin America saw a further increase in FDI toppiagord levels reached in 2011. The
overall decrease in FDI was more than offset bytripéng of net portfolio investments,
from $21 billion to $61 billion, from a relativelpw base in 2011. More decisive actions
by policy makers in developed economies in ordexdress fiscal problems
underpinned an increased willingness by investmtake on risks, which, combined with
attractive equity valuations, by historical startaded to a more pronounced shift of
portfolio investments into emerging markets. Howetlge sharp increase comes on the
heels of a virtual collapse in net portfolio invesits in 2011 by 85 per cent,
highlighting their high volatility and dependenae @urrent investor sentiment.
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Net debt inflow$o emerging markets contracted by 27 per cen@ir22with net
inflows of international bank lending to emergirgpromies falling by almost 50 per
cent in light of continued pressure for banks inedeped economies to stabilise their
balance sheets by reducing leverage and increessegve levels. Non-bank lending
decreased 18 per cent, illustrating slower crediwwh due to the overall moderation in
real economic activity.

Net capital outflowsrom emerging markets fell slightly in 2012, to.$1rillion,
with lower net private capital outflows and accuatign of new reserves as compared
with 2011. This overall trend is expected to coméiin 2013.

Official Development AigODA) flows from member countries of the
Development Assistance Committee (DAC) of the Omzgtion for Economic
Cooperation and Development (OECD) reached $13Bi&nbin 2011 compared to
$128.5 billion in 2010. In real terms, howeversthepresented a fall of 3 per cent in net
ODA disbursements to developing countries. In aolditthe gap between meeting the
UN target of disbursing 0.7 per cent of donor caest gross national income and actual
disbursements widened slightly to 0.32 per cent.

Preliminary results from the OECD survey of dondosivard spending plans
indicate that Country Programmable Aid (CPA) (aecsubset of aid that includes
programmes and projects, which have predicted srentbtal aid) is expected to increase
by about 6 per cent in 2012 mainly on account gieeked increases in outflows of soft
loans from multilateral agencies that had benefitexh earlier fund replenishments.
However, CPA is expected to stagnate from 201fidb2eflecting the delayed impact
of the global economic crisis on donor countrydidoudgets.

QE and exchange rate appreciation in developing oties

A large depreciation of the euro vis-a-vis othejonaurrencies was the defining trend in
global foreign exchange markets for the first ledl2012 (figure 7), driven by the
escalation of the debt crisis in the euro area.éure rebounded somewhat in the second
half of the year after the European authoritiescamced some new initiatives, including
the Outright Monetary Transactions (OMT). The exgerates between major
currencies remained relatively calm in respongéédaunches of new rounds of
guantitative easing (QE) by the central banks gbma@eveloped countries in September,
partly because these central banks did it almastlsaneously, with an intention, at least
tacitly, to avoid asymmetric shocks to the exchamges. In the outlook, given the
announced monetary policies in major developed @mies and commonly shared weak
growth prospects, it is difficult to ascertairlaar trend in the exchange rates among the
major currencies (see the section on global assangptor the exchange rates between
the dollar vis-a-vis the euro and yen respectively)
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Figure 7. Exchange rate index of major currencies
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After a precipitous fall in late 2011, currenciasmost developing countries and
the economies in transition depreciated furthemmesgahe United States dollar during the
first half of 2012 (figure 8). This trend was dnivby two main factors: (1) a reduction in
financial inflows to these countries as a resuthefongoing deleveraging by the
commercial banks in developed economies, espedétaltgpean banks; and (2) a
continued moderation in the growth prospects fes¢gheconomies. Since mid-2012, the
exchange rates of most of these currencies habgizta, and some of them started to
rebound; notably after the launches of the new IQBajor developed countries. In the
outlook, continued implementation of the open-en@&din major developed countries

will likely increase the volatility in the exchangates of the currencies of developing
countries and the economies in transition.
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Figure 8. Exchange rates of selected emerging econies
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Narrowing global imbalances: not necessarily a propus sign

Global imbalances, namely, the current account iama&s across major economies,
continued to narrow in 2012 (figure 9), but nobasign of greater global financial
stability and more balanced growth. Rather, it iyaieflects an overall weakness in
global demand and the synchronized downturn inmatéonal trade.
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Figure 9. Global imbalances, 1997-2014
(Current account balances in per cent of world gros product, WGP)
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The United States remained the largest deficit eson with an estimated

external deficit of about $467 billion (3.1 per te GDP) in 2012, down substantially
from its peak of $800 billion (6 per cent of GDRYistered in 2006. The external
surpluses in China, Germany, Japan and a groupebekporting countries, which form
the counterpart to the United States deficit, haaeowed accordingly, albeit to varying
degrees. China, for instance, is expected to ergassurplus of just above 2 per cent of
GDP in 2012, a sharp decline from a high of 10qgeait of GDP in 2007. Japan is
expected to register a surplus of 1.6 per centl@P @ 2012, also a significant reduction
from its peak level of 5 per cent of GDP reacheddf7. While Germany’s surplus
declined only slightly, remaining above 5 per ceih&DP, the current account for the
euro area as a whole turned from a deficit intaralss of 1 per cent of GDP. Large
surpluses relative to GDP were still present ireajborting countries, reaching 20 per
cent of GDP or more in some of the oil-exportingmivies in Western Asia.

While some of the adjustment of the imbalances ajomeconomies reflects

certain improvement in the unbalanced economictira of these economies, a large
part of the adjustment reflects a cyclical downjuue a weakening in external demand
from the deficit countries, rather than a strengihg of external demand from the
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surplus countries. In the United States, afterupt®of years of rebounding exports, both
exports and imports have decelerated markedly 2 2Domestically, a corresponding
narrowing of the saving-investment gap reflectBghtdecline in the savings rate and a
large moderation in investment: the household sprate, which increased from about 2
per cent of disposable household income beforérhacial crisis to about 5 per cent in
the past few years, has actually declined sligtdyabout 3.8 per cent, but investment
slowed down more significantly. While the governinéeficit has indeed improved by
more than one percentage point of GDP, dropping ft0.1 of per cent of GDP in 2011
to 8.7 per cent in 2012, it came mainly from furtbets in government spending, instead
of an increase in government revenue. In the okifladurther narrowing of the current
account deficit is expected in the United State®0h3, as the result of weakness caused
by similar adjustments.

In the surplus countries, the decline in the exksarplus of China has mainly
been driven by a significant drop in the growthtsfexports, rather than a strengthening
of its imports. In fact, both exports and import<hina decelerated substantially in
2012. On the positive side, China’s exchange ralieyphas become more flexible over
the past three years. Meanwhile, in the domesto@uny, the Government has scaled up
measures to boost household consumption, rebatattwnstructure of the economy
towards greater reliance on domestic demand, bstgmificant sign has been observed
in the rise of consumption as a proportion of GDiRe corresponding narrowing of the
saving-investment ratio in China came mainly fromogable slowdown in the growth of
investment, rather than a reduction in saving tegyfrom increased consumption. In
Japan, the narrowing of its external surplus lmasptne extent, reflected the
strengthening of its domestic demand, includingaased imports of oil, related to the
reconstruction in the aftermath of the devastadiaghquake, but also a significant
slowdown in exports. The surpluses in oil-exportogntries are of a quite different
nature from other economies, as these countri¢m@eld to share the wealth generated
by the endowment of oil with future generations aieontinued accumulation of
surpluses in the foreseeable future, but someewdarn of a slowdown in oil exports
for the Russian Federation in the medium run.

Within the euro area, the current account defmlitiany peripheral members of
the euro area narrowed significantly as a resuttotti the fiscal austerity programs
designed to cut the government deficit and theraotibn in investment and
consumption, accompanied by large financial outfidrMggered by the panic in the
banking sector of these countries. This is a raf@fsthe process in European economic
integration of the past decade, when capital flofrech the core members to the
peripheral members. In Germany, room remains fbcips to stimulate more domestic
demand so as to further narrow its external surplus

The persistent global imbalances have induced winth@lances in net asset and
liability positions. The latest data show that tie¢ external liability position of the
United States widened to a record $4 trillion (mitva&n 25 per cent of GDP) in 2011, a
significant increase from $2.5 trillion in the pirews year (figure 10). The foreign assets
owned by the United States totalled about $21drilby the end of 2011, while assets in
the United States owned by the rest of the wortaled about $25 trillion. The United
States acquisitions of foreign assets increaseabbyt $484 billion during the year, but
valuation adjustments lowered the value of foregsets owned by the United States by
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Billion Dollars

$702 billion, mostly from decreases in prices akfgn stocks. On the other hand,
foreign acquisitions of the assets in the Uniteatét increased by about $1 trillion, and
valuation adjustments raised the value of foreigmed assets in the United States by
$353 billion, mostly from price increases of theitdd States Treasury bonds. In short,
the large increase in the net external liabilitgifon of the United States during 2011
reflected mainly a substantial change in the vadnadf the assets and liability, with net
flows accounting for a smaller part. Given the ttem global financial markets in 2012,
and the current account deficit discussed aboeenét external liability position of the
United States is estimated to have increased fudineng 2012.

Figure 10. Net International Investment position ofthe United States
(Billions of dollars)
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Given current trends, the global imbalances areerpécted to widen by a
significant margin in the coming two years to beeasan imminent threat to the stability
of the global economy, although the large net lighposition of the United States is a
concern for the stability of the exchange ratesragmoajor currencies. Should the global
economy fall into another recession, the imbalawoesd narrow further, though in a
more counterproductive way.

Therefore, the primary focus of international ppltmordination should not be on
rebalancing current account positions, but ratineretnvigorating the global recovery,
job creation, and greater policy coherence to boealof the vicious circles.
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3. Uncertainties and risks

The baseline outlook presented above is subjetiajor uncertainties and risks, mostly
on the downside. For instance, the economic drisise euro area could continue to
worsen and become more disruptive; the United Stadald fail to avert a “fiscal cliff”;
the slowdown in a number of large developing caastrincluding China, could well
deteriorate further, potentially ending in a “h&adding”; geopolitical tensions in West
Asia and elsewhere in the world might spiral out@ftrol; and a food crisis could erupt
once more, taking a significant toll on the morénewable countries and the poorest in
the world.

These and other risk factors, unfolding unexpegtextiuld make the already
fragile and anaemic global economic prospects evere miserable. In order to illustrate
the degrees of severity these risks, should thegnmaéze, could inflict on the global
economy, this section is focused only on thrednefrhentioned risks: the risk of a much
more disruptive adjustment in the economies ofilm® area facing a vicious downward
spiral of fiscal tightening and recession; the n$la fiscal cliff in the United States,
namely a sharp increase in tax combined with ancgbvernment spending; and the risk
of a hard landing in China, namely, a further slowd in GDP growth to a pace of about
5 per cent.

Risk of a much more detrimental adjustment in thare area

The euro area crisis continues to be the biggesatio global growth. The economies in
the euro area have been suffering from a numbeicifus circles, including the
interactions between sovereign debt distress ankiifig sector fragility, which is
deteriorating with vicious dynamics the balanceetbef both governments and
commercial banks and the fiscal austerity respowbésh are exacerbating the economic
downturn, self-defeating efforts at fiscal consatidn and pushing up debt ratios,
thereby in turn triggering further budget cuts.

As a result, the region has already fallen intatlagorecession three years after
the global Great Recession of 2009, with unemploymates rising: unemployment rates
soaring to 25 per cent in such countries as GraedeSpain, and unemployment rates for
youth rising to 50 per cent. The situation in Geeeemains particularly dire, despite the
fact that fears of an imminent exit from the momgtanion have eased and subsequently
Greek government bond yields have retreated fraim geaks following the debt
restructuring in early 2012. GDP continues to pkyrfgpwever, even after having fallen
already by nearly 20 per cent since 2007. Unlesgrthika of the EU, the ECB and the
IMF relax the terms of conditionality on the targed the time span of Greek fiscal
adjustment, and provide more support, the econanyhardly extricate itself from the
present crisis any time soon.

Meanwhile, the focus of attention has shifted tasa®pain since mid-2012.
Spain is the fourth largest economy of the eura,amth a GDP twice the size of
Greece, Ireland, and Portugal combined. The colsnbtigyrrowing costs surged when the
Government asked for international financing teaptalize the banks in early June
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2012. Yields on 10-year sovereign bonds peak&degber cent in late July, surpassing
the level Greece, Ireland and Portugal faced whey were forced to ask for
international assistance to address debt distr@sancial market contagion also spread to
Italy, which also has seen significant increasesowereign borrowing costs.

These developments pose heightened systemicfoskse monetary union. In
response, the ECB announced in September a newapnoge of outright monetary
transactions (OMT) through which it can make pagdytunlimited purchases of
sovereign bonds issued by selected debt distressedries and with a maturity of three
years or shorter. The OMT programme aims to retdecewing costs for these
countries. However, the ECB can only purchase bandgr the OMT programme if
countries have applied for international assistami@ehe European Financial Stability
Facility/European Stability Mechanism (EFSF/ESMhieh comes with policy
conditionality attached.

Even so, after the announcement, sovereign yidl&pain, as well as a few other
countries, retreated notably (figure 11). In lagpt®mber, as a number of anti-austerity
riots took hold of the country, Spanish authorifiessented a budget that aims to cut the
projected 2013 deficit by €40 billion ($51.4 bilijp Government spending is to be cut by
8.9 per cent, while public infrastructure spendstp drop from 1.3 per cent to 0.89 per
cent of GDP, among other austerity measures. Antdzank stress test showed a capital
shortfall of €59.3 billion for Spanish banks. ItiMie feasible to repair this with the €100
billion in European aid the Spanish governmentalesady requested for recapitalization
of its banks.

Figure 11. Yields on two year government bonds
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ECB’s OMT programme, if implemented as planned, aspstantially alleviate
the financing costs for Spain and other euro memhdmcertainties remain, however, on
a number of issues unfolding in the future. Fomeple, the agreement made earlier by
euro area leaders to directly recapitalize Spamstks without increasing the country’s
sovereign debt was considered to be a key inigatveffectively short-circuit the vicious
feedback between sovereign debt and bank fragiiyst recently, a few euro members
came up with a new interpretation that dnmect bank recapitalization would work only
for banks that get into trouble in the future, fastthose that are being rescued under the
current programme for Spain. If this interpretatimids in practice, the Spanish
government deficit would be much higher than odJynprojected and could trigger
severe additional fiscal adjustment.

Debate also continues over whether Spain actuakyls such heavy budget cuts.
In contrast with Greek’s case, some analysts afgateSpain’s woes started in the private
sector as the bursting of the housing bubble aratireduced government tax revenue
and entailed a rescue of banks. Before that, thrergment had relatively low debt levels
and a modest deficit. From this perspective, fiseaterity would not address the root
cause of the problem, but only exacerbate the enamdownturn, causing more
unemployment.

In any case, the policy initiatives announced spdaen if they are implemented
properly as planned, seem to be insufficient takteée downward spiral many euro
zone members face in the short run and inadeqodtedst a solid growth in the medium
run.

Given all the uncertainties and risks, a numbeeséarchers have already studied
the scenarios and economic ramifications of theiptesexit of some euro members.
However, the pessimistic scenario in this reportasconstructed on such explicit
assumptions, because a regime change of this seaifely, a few members exit the
monetary union by adopting their own currenciesydanvolve a complex set of
institutional rearrangements, which are not easityulated within the existing modelling
framework. Instead, the downside scenario presduotéuer below considers the
possibility of much deeper recession in the eueandnan delineated in the baseline. The
further downturn could be caused by (a) delayedempntation of the OMT programme
and other supports for those members in need,apelitical difficulties in reaching
agreement between the countries in need of assestard the troika of EU, ECB and
IMF and (b) much larger detrimental effects of tiseal austerity programmes and more
difficulties in structural adjustments than expeédatethe baseline forecast.

Will the United States fall off the “fiscal cliff’?

At the end of 2012, unless Congress can reachragrés to avert it, the United States
will face a sharp change in its government spendmgjtax policy. Because of the
potentially severe implications, it has been coiasdhe “fiscal cliff”.

On the tax policy side, the Bush tax cuts worthGB®lion per year, the 2
percentage point payroll tax reduction worth $1R%ob, and the emergency
unemployment compensation worth of $40 billion veball expire by the end of 2012.
More specifically, the expiration of the Bush takxswould imply an increase in income
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tax rates across all income levels by about 5 pg¢age points in 2013. Associated with
the expiration of Bush tax cuts are the phase-btiieoreduction in the Federal Child Tax
Credit and an increase in the maximum tax ratéofog-term capital gains by about 5
percentage points. The expiration of the 2 pesggypoint reduction in employee
payroll taxes would imply a decline in aggregatgpdsable income by about $125
billion. Moreover, the expiration of emergency u@goyment compensation, which was
first passed into law in 2008 and has since bet&meded in the past four years, would
imply a reduction in consumption spending by al#!4 billion? On the expenditure
side, the automatic budget cuts, written into thel@get Control Act as a result of the
Super-committee’s failure in 2011 to reach an agesd on bringing the government’s
deficit down to a sustainable level in the nextyears, will be activated, cutting
expenditure by $98 billion. Together these actiam®unt to a downward aggregate
demand adjustment of 4 per cent of GDP.

Given the political divide in Congress and thetiodming presidential election, it
is almost certain that no agreement will be maderbehe election. After the election,
only a few weeks will be left for Congress to aetdse the fiscal cliff provisions take
effect. Even if Congress acts after the electibea,specific result of the agreements will
also depend on the outcome of the election. Imthiest case, political gridlock would
prevent Congress from reaching any agreement,rigddia full-scale drop in
government spending by about $98 billion and suitistishikes in taxes amounting to
$450 billion in 2013. It would be reasonable tousss that after realizing colossal
damages to the economy the policymakers would feedioto reach an agreement on
reinstating those tax reduction measures and asirgethe automatic spending cuts in
the second half of 2013.

A stand-alone simulation shows that, compared thi¢hbaseline, private
consumption in the United States would decline Ipg&entage points in 2013,
government spending would drop by more than 3 p¢age points, and investment
would also decline significantly, and so would impdemand. As a result, GDP would
lose 3.8 percentage points in 2013 and anotherceptage point in 2014 compared with
the baseline.

Risks of a hard landing of some large developingopomies

Growth in a number of large developing economiashss Brazil, China and India,
which enjoyed a long period of rapid growth priorthe global financial crisis and
managed to recover quickly at a robust pace in 20tED the Great Recession, all have
experienced a notable slowdown during 2012. Fomg@, growth in Brazil dropped
from a peak of 7.5 per cent in 2010 to an estimatéger cent in 2012, in China from
10.4 per cent to 7.7 per cent, and in India froéngr cent to 5.5 per cent.

Given the uncertainties about their external denarttivarious domestic growth
challenges, risks of further and larger-than-exgecleclines in the growth of these
economies are not trivial. In this section, Chimased as an example to illustrate such
risks and their implications for these economies fan the rest of the world.

% For more details, see JPMorgan (20E2pnomic ResearchUS fiscal cliff notes, and Bloomberg (2012),
The Economics Briefindiscal cliff.
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China’s exports continued to slow during 2012, ttuereak demand in major
developed economies. For 2012 as whole, real expmrChina may register growth of
about 5-6 per cent, compared with average growtibolit 20 per cent registered in the
past 10 years. Meanwhile, growth in investment,ciwtgontributed to more than 50 per
cent of GDP growth in the past decades, has bemlatating. Growth in nominal fixed
investment has declined from 25 per cent a yeat@@0 per cent currently. As fixed
investment accounts for almost 50 per cent of G@biB,deceleration alone will reduce
GDP growth by 2.5 percentage points. Compared 2009, when China’s exports
dropped by more 10 per cent, it appears that tbegnt deceleration in GDP growth
mainly comes on account of domestic account.

The slowdown in investment growth in China hasniydbeen driven by two
factors. First, the government has adopted policie®ntrol the risk of asset price
bubbles in housing sector, including requiremeotddrger down payments and limits on
the number of units people can purchase. Reakestatstment, which accounts for
about 25 per cent of total fixed investment, inssehby 15 per cent in mid-2012 but
down from the pace of 33 per cent a year ago Adgunsof land for housing has been
declining at an annualized pace of about 20 petr siane the beginning of 2012. Because
this is a key source of revenues for local govemsyaheir fiscal space has been heavily
reduced. Slower real estate investment growth Isascansiderable knock-on effects on
supplying industries.

Second, the central government has become motieea@about fiscal stimulus.
The large-scale (about 4 trillion Yuan) fiscal stios package of 2009/2010, mainly used
for infrastructure investment, was an importanteiriof economic growth in those years.
However, after it was phased out in 2011, increpsoncerns have been expressed in
China over the side effects of the stimulus, inglgcorruption and quality problems
associated with the projects, as well as excesscdgpn some industries, such as iron
and steel, and cement. The Government seems tloged to put more effort into
restructuring, rather than more stimuli. This isddon the assumption that a rebalancing
of the economy through an increase in the ratiooaisehold consumption to GDP could
compensate for a decreasing ratio of investme®0® and a slowdown in exports, so
that GDP would still grow at a reasonable pace fjérscent is the official target for
2012). However, it is difficult to boost consumptim the short run; and moreover, the
future GDP growth will depend on investment today.

Most recently, local governments have proposedgelaumber of projects. Fixed
investment projects managed by local governmertsuent for more than 90 per cent of
total fixed investment in value terms. However glogovernments are facing a shortage
of financing: a lack of revenue from selling lamttlaa lack of bank loans as the banks
wait for signals from the central government.

In the baseline, we project a soft landing with G@p&wth at about 8 per cent in
2013-2014, based on the assumption that the grofiftked investment stabilizes at the
current pace, as more projects receive adequateding. However, risks are for a much
larger drop in GDP growth to about 5 per cent,ipaldrly if the deceleration in fixed
investment growth continues, slowing by, say, aeoth— 10 percentage points each year
during 2013-2014. More specific assumptions fos Hiternative scenario include: the
central government maintaining the tightening mesasin the housing sector, and
policymakers continuing to be less proactive in@ohy fiscal stimulus.
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A double-dip global recession?

A simulation based on the World Economic Forecgstitodel at the United Nations
shows the outcomes if all three risks as discuabedle materialize (Table 2). The world
economy would fall into another recession. WhileRsior developed economies would
fall into an outright recession, declining by 1€r gent in 2013, GDP for developing
countries and economies in transition would fathtevel by which many of these
countries would register zero growth, or even didecin per-capita income.

Compared with the baseline forecast, this scenemidd imply a loss of WGP by
2.4 percentage points, with all regions showingisicant losses in their GDP.

Table 2. An alternative scenario

ne

Downside Scenario Change from basel

GDP Growth Rate 2012 2013 2014 2013 2014
World 2.3 0.1 1.8 -2.4 -1.4
Developed economies 1.2 -1.1 1.3 2.4 -0.7
USA 2.1 2.1 1.4 -3.6 -1.1
Japan 2.5 -0.9 0.9 -2.2 -0.1
European Union -0.3 -0.7 1.1 -1.5 -0.6
EU15 -0.4 -0.9 1.0 -1.5 -0.7

New EU members 1.3 1.3 2.3 -1.2 -0.3

Other European 1.7 15 1.9 -0.7 -0.2
Other Developed countries 2.3 0.8 2.1 -1.2 -0.9
Economies in transition 3.5 2.6 3.1 -1.4 -1.0
South-eastern Europe -0.3 0.8 1.6 -0.7 -1.1
CIS and Georgia 3.8 2.8 3.2 -1.5 -1.0
Developing economies 4.8 2.7 2.8 -2.6 -2.9
Africa 5.0 3.1 3.8 -1.7 -1.3
East and South Asia 5.6 2.8 2.8 -3.4 -3.7
Western Asia 3.6 2.2 2.6 -1.4 -1.5
Latin America and the Caribbean 3.3 24 2.7 -1.5 -1.7
LDC 3.7 3.7 3.8 -2.0 -1.7

4. Policy challenges

Policy stances: a mix of fiscal tightening and mdiaey easing

Macroeconomic policy stances in the world haveuestt a combination of tightening
fiscal policy and accommodative monetary policyd &ms trend is expected to continue

in the outlook for 2013 and 2014.
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Fiscal policy

Facing a substantially widened budget deficit asgyaificantly increased public debt in
the aftermath of the global financial crisis, madeveloped economiésve undertaken
painful fiscal adjustment in the past two yearsrdégucing government spending, raising
taxes, and, in some case, liquidating public asBgtshe end of 2012, the average
overall fiscal deficit of developed countries isimsted to have narrowed to 5.9 per cent
of GDP, from the peak of 8.9 per cent in 2009. @herage debt, however, continued to
increase to 110.7 per cent of GDP, from 95.2 pet ice2009"*

In the euro areathe majority of countries have been under ExgedSeficit
Procedures (EDP) since the end of the great rexesshich typically requires a
minimum 0.5 per cent correction in the deficit tD&ratio per annum with a specified
timeframe for a return to balance. The situatiothmcrisis-affected countries is far more
severe, with significantly higher targeted annuaisolidations, and longer time periods
of austerity necessary. For examiigeece, Ireland, and Portugal, under the programmes
of the EU and IMF, planned to reduce their primaajances by about 11 per cent of
GDP by 2013. Spain and Italy also planned to adjus.5 percent and 4.7 percent
respectively in the same period.

Such draconian fiscal adjustments have disastrexsgerbated the economic
woes in those crisis-inflicted countries, leadiagrtuch deeper recessions than
anticipated, which in turn are making adjustmergets more difficult to attain. In the
outlook, fiscal tightening is expected to contimu¢he euro area; however, with new
policy initiatives, such as the OMT (see below)peoted to break the linkage between
bank fragility and sovereign stress. A notabletshiexpected in the approach to fiscal
adjustment such that budget overshooting due &sssan is no longer met with
additional structural tightening.

In theUnited Statesfiscal tightening continues in the outlooked federal
government spending on goods and services is eegoextall about 3 per cent in 2013
and 2014, after a fall of about 2.5 per cent inghevious two years. Uncertainty,
however, remains surrounding a possible “fiscdf’dicenario (see the section on
uncertainties and downside risks in the global eomn outlook). In the baseline, it is
assumed that the 2 per cent payroll tax cut andgamney unemployment insurance
benefits are extended for 2013, and then phasegradually over several years. It is
also assumed that the automatic spending cuts dogdaled to begin in January 2013
will be delayed, giving more time for the new Coegg and president to produce a
package of spending cuts and tax increases, imgualicombination of cuts in Medicare,
Medicaid, and Social Security, and increases innme taxes, effective in 2014. The
Bush tax cuts are assumed to be extended for 201822

Facing the highest debt to GDP ratio among devel@maintries, Japan’'s
fiscal policy will feature a package of bills fdre reform of social security and
taxation, including an increase in the consumptaarate from the current level of
5 per cent to 8 per cent in April 2014 and furttef 0 per cent in October 2015.
Meanwhile, post-quake reconstruction spending @eitline in 2013.

* International Monetary Funéijscal Monitor, October 2012
® For details, see Global InsighS Executive Summar§@ctober 2012
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Compared with developed economies, nutesteloping countries and economies
in transition have a stronger fiscal position, in terms of budtgdicits and public debt;
although a number of low income countries are agpeing high budget deficit. In the
outlook, fiscal policy stances are also expectduoetguite diverse among developing
countries and economies in transition.

Fiscal budgets in most African countries remainarmatessure to meet demands
for spending on a number of fronts including infrasture investments and social
security, while tax collection capacity remainsited. Fiscal policies will remain
relatively expansionary in 2013, with many econ@mignning budget deficits. In East
Asia, fiscal balances deteriorated somewhat in 2B&Rdeficits remain low, and most
governments have ample room to introduce largeedtsdal stimulus measures if growth
prospects further deteriorate sharply. In comparigovernment budgets in South Asia
are facing more pressure. For example, the cegrsernment deficit in India widened to
5.8 per cent of GDP in fiscal year 2011/12, wethabthe target of 4.6 per cent, owing to
lower-than-expected corporate tax revenues, antehgubsidy expenditures as food and
fuel prices remained elevated. In the 2012/13 bydige government of India plans to
reduce the deficit to 5.1 per cent of GDP. Figadicy in Western Asia has been shaped
by social unrest in the region, and public expendd have generally increased as a
result. While oil-exporting countries will continte increase government spending,
supported by oil revenue, oil-importing countriesé very limited policy buffers to do
so. In Latin America and the Caribbean, many coestare well positioned to implement
countercyclical fiscal policies to deal with slunpsaggregate demand. South American
countries have relatively more fiscal space thant@eAmerica and the Caribbean.

In the CIS, the Russian Federation has adopteavdiseal rule, which limits
budgetary spending and plans to achieve a baldngdget by 2015, but allows a 5 per
cent increase in planned spending in 2013. Fisdatypin Kazakhstan and Azerbaijan
will continue to be expansionary, but others wéltightening. Fiscal policies in most
South and Eastern European economies are expedigtten.

Monetary policy

Two common features are found in the outlook fonetary policy in majodeveloped
economies(1) policy interest rates will stay at, or cldsezero for the forecasting period
of 2013-2014, and (2) the central banks of thesmires launched new rounds of
unconventional monetary policies, or in loose terquantitative easing (QE), in
September 2012, in a concerted action. The FeBesdrve (Fed) of the United States
announced the purchase of agency mortgage-backedt&s at a rate of $40 billion per
month until the labour market improves substantidlhe ECB announced a new policy
initiative dubbed “Outright Monetary Transactiof®MT), whereby it will make
potentially unlimited purchases of selected coubtgds of unlimited duration to reduce
yields, but with the stipulation that the respeetbountry must first formally request
assistance and accept conditionalithe Bank of Japan expanded the size of its Asset
Purchase Program further to ¥80 trillion until #ved of 2013. The most interesting
points are the undefined duration and total amao@ithe new QE programmes by
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the Fed and the ECB, which indicate firm commitnseoy the central banks, which
should provide an anchor for the confidence ofriial markets.

In the past few years, through the QE programnhescéntral banks have indeed
been able to lower long-term interest rates, hudiss have found that the incremental
effects of lowering long-term interest rates onvgtoare diminishing over time;
therefore, the new round will have even smallee@f. Concerns are also mounting in
developing countries about the possible adversetsfbf the QE on the financial and
macroeconomic stability of these economies, inengagolatility in international prices
of commodities, capital flows and exchange ratesvéler, policymakers in developed
countries argue that such effects are not defedigifound.

Facing a slowdown in growth and a receded inflatcamtral banks in many
developing countries and economies transitiame eased monetary policy in the past
year (see table 3). In the outlook, further moryegasing will be likely in many of these
countries, except for those with persistently higftation, such as a few in South Asia
and Africa. More details about monetary policy t&found in the regional economic
outlook.
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Table 3. Timeline of policy interest rate actiondr selected monetary authorities
(as of 12 October 2012)

Last change Change since (bp)
Official interest rate Clz;:;nt

Date Change Trough® | Jul-11
Australia Cash rate 2 October 2012 -25bp 3.25 25 150-
Brazil SELIC overnight rate 10 October 2012 -25bp 7.25 0 -525
Canada Overnight funding rate 8 September 2010 bp-25 1.00 75 0
Chile Discount rate 12 January 2012 -25bp 5.00 450 -25
China 1-year working capital 7 July 2012 -31bp 06.0 69 -56
Colombia Repo rate 24 August 2012 -25bp 4.75 175 5 2
Czech Republic 2-week repo rate 27 September 2012 -25bp 0.25 0 -50
Euro area Refi rate 5 July 2012 -25bp 0.75 0 -75
Hong Kong, SAR Discount window base 17 December 2008 -100bp 0.50 0 0
Hungary 2-week deposit rate 25 September 2012 p-25b 6.50 125 50
India Repo rate 17 April 2012 -50bp 8.00 325 0
Indonesia Bl rate 9 February 2012 -25bp 5.75 0 0-1(Q
Israel Base rate 25 June 2012 -25bp 2.25 175 -100
Japan Overnight call rate 5 October 2010 -5bp 0.05 0 0
Korea Base rate 11 October 2012 -25bp 2.75 75 -50
Malaysia Overnight policy rate 5 May 2011 +25bp 0GB. 100 0
Mexico Repo rate 17 July 2009 -25bp 4.50 0 0
New Zealand Cash rate 10 March 2011 -50bp 2.50 0 a
Peru Reference rate 12 May 2011 +25bp 4.25 300 a
Philippines Reverse repo rate 26 July 2012 -25bp 753 0 -75
Poland 7-day intervention rate 9 May 2012 +25bp 754. 125 25
Romania Base rate 29 March 2012 -25bp 5.25 0 -100
Russia Repo rate 13 September 2012 +25bp 5.50 N/A N/A
South Africa Repo rate 19 July 2012 -50bp 5.00 0 50 -
Taiwan, Province of China  Official discount rate Rbhe 2011 +12.5bp 1.875 62.5 0.0
Thailand 1-day repo rate 25 January 2012 -25bp 0 3.0 175 -25
Turkey Effective rate N/A N/A® 5.82 7 -43
United Kingdom Bank rate 5 March 2009 -50bp 0.50 0 0
United States Federal funds rate 16 December 2008-87.5bp 0.125 0 0
Uruguay Reference rate 28 September 2012 +25bp 9.00 275 100

Source: UN/DESA based on data of JPMorgan.
a Special Administrative Region of China.

b Refers to trough end-quarter rate from 2009 togres

c Effective rate adjusted on daily basis.
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Alternative policy options: more forceful and conted actions are needed

Given the looming uncertainties and downside resksliscussed in the previous section,
it is highly possible that the current policy stas@s summarized above may fail to
prevent the global economy from slipping into aeottecession. Policymakers
worldwide need to think about alternative policytiops.

First, the approach as adopted by the euro ariee ipast two years must be
replaced by a more comprehensive and integratechagm, in order to stem the systemic
crisis of the monetary union, instead of aimingléal with the debt crises of individual
countries. While individual countries may still met® address issues in their domestic
economic structures and institutions, crucial aiiles efforts are needed to close the
institutional gaps and mend the systemic deficesoif the economic and monetary
union, including laying solid foundations for fis@nd banking unions. Only when
concrete actions are taken towards further integrdd restore confidence in the union,
can other more technical policy measures be pplaice to deal with such issues as how
to resolve the debt overhang in a few countried,f@w to break the linkage between
sovereign risk and bank fragility.

Second, at the global level, the focus of fiscdigees should shift from short-
term consolidation to robust economic growth witadmm- to long-run fiscal
sustainability. Against the political tide, Goverents of economies with low financing
costs in capital markets should allow automatibiBiers to operate and sustain or
enhance deficit-financed fiscal stimulus in thersiheon. Since fiscal space is clearly
severely limited in some economies, internatiordiicy coordination will be critical.

The first priority should be to boost demand inesrtb reduce unemployment, especially
through public investment and more direct job ¢ogatThis would help households
deleverage and boost consumption demand througmiagrowth. Infrastructure
investment and other structural measures wouldnpnastrengthened export
competitiveness over the medium run, giving timeGbina and other Asian economies
to rebalance towards greater reliance on domesticadd growth and smaller trade
surpluses.

Meanwhile, the short-term policy concern for maeyeloping countries will be
to prevent rising and volatile food and commoditic@s and exchange-rate instability
from undermining growth and leading their econonnigs another boom-bust cycle.
These countries would need to ensure that macroedarpolicies are part of a
transparent counter-cyclical framework that woudude the use of fiscal stabilization
funds combined with strengthened macroprudentianicial and capital-account
regulation to mitigate the impact of volatile comuiitg prices and capital inflows.

The third and related policy challenge will be édesign fiscal policy—and
economic policies more broadly—in order to streegtthe impact on employment and
promote structural change for more sustainable@oangrowth. The optimal mix of
supporting demand directly through taxes or incenigsidies or indirectly through
strengthening supply-side conditions, includingresting in infrastructure and new
technologies, may vary across countries, but introastexts, direct government
spending tends to generate stronger employmerdtefiéreater investments in
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sustainable agriculture will also be critical, esp#y in developing countries and
focused on smallholder farming, in order to providigher economic impetus, aligned
with objectives of food security and poverty redoict

The fourth policy challenge is to find not only gter synergy between monetary
and fiscal stimulus, but also to better coordimataetary policy action and regulatory
reforms of the financial sector. Continuation oparsionary monetary policies among
developed countries will be needed, but negativspr effects such as highly volatile
capital flows to developing countries need to betamed. Governments and central
banks in developing countries should further sttieig their macro-prudential policy
toolkit.

More accelerated regulatory reform of the finansedtor will be essential in
order to break out of the vicious circle of the Igmowth trap of developed countries and
contain capital flow volatility for developing cotries. While progress has been made in
identifying and studying priority areas of regulgtoeform and in offering policy
recommendations, implementation is lagging behuhakeover, insufficient coordination
between national bodies appears to result in datagy patchwork, with major
inconsistencies between jurisdictions. Global frahstability is unlikely to be achieved
in the absence of a comprehensive, binding andnatienally coordinated framework.

The last, but not the least, policy challenge isrieure that sufficient resources
are made available to developing countries, eslhethese possessing limited fiscal
space and facing large development needs. Thesarces will be needed to accelerate
progress towards the achievement of the MillenniRewelopment Goals (MDGs) and
for investments in sustainable and resilient growtpecially for the LDCs. Fiscal
austerity among donor countries has also affeatetwdgets, as is visible in the decline
in real terms of the official development assis&fiows in 2011. Apart from delivering
on existing aid commitments, donor countries shaolasider mechanisms to delink aid
flows from their business cycles so as to prevehvery shortfalls in times of crisis,
when the need for development aid is at its magtnir

5. Regional prospects

Developed economies
United States

The economy of the United States has been mirdtkiaftermath of the sub-prime
mortgage crisis for six years, with its per-cajmzome and employment still below the
pre-crisis levels. During the course of 2012, s@ositive signs showed at the beginning
of the year, including a relative robust recoverypusiness investment and exports, as
well as a few months of stronger-than-expected gramwemployment, but they faded
away quickly amid an escalation of the debt ciiisithe euro area and a general
slowdown in the global economy, along with the h&eged uncertainties about the
looming fiscal cliff in the domestic economy. A®fe factors continue to linger, growth
prospects for 2013 remain sluggish. On the postige, the beleaguered housing sector
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seems to have shown some nascent signs of reconexgdition, further support is
expected in the form of the new round of quantiagasing that was launched by the
Federal Reserve (Fed), which committed itself tepkpurchasing mortgage backed
securities until the employment situation improsabstantially. In the baseline outlook,
GDP growth is forecast to be 1.7 per cent in 208er than the already anemic pace of
2.1 per cent estimated for 2012. Risks remain fog\een worse scenario in the short run,
emanating from the possibilities of a fiscal clitirther eruption in the euro area debt
crisis and a hard landing in large developing ecaes.

Assuming these downside risks could be avertedgtbaomy of the United
States is expected to gain some strength in theumetdrm. The process of deleveraging
in the household and financial sectors over thé foas years is expected to ease in 2014,
which may provide improved lending conditions aes Iasis for stronger consumption
spending.

Business investment was a key driver for the regogkthe past two years,
growing at about 8.6 per cent for 2011 and 7.5cpet for the first quarter of 2012, but
has since started to decelerate notably, as fienerhe more cautious on capital
investment amid the heightened uncertainties ih bo# domestic economy and the rest
of the world. Growth of business equipment andvearfé spending is expected to slow
from 11 per centin 2011 to 7 per cent in 2012, famther down to 6 per cent in 2013,
and growth of spending on business structurespsa®d to slow to below 4 per cent in
2013.

The housing sector, after five years in a slumpec®vering. According to the
Federal Housing Finance Agency (FHFA) price indeyse prices are estimated to
increase by more than 4 per cent in 2012. Invesdasf unsold homes are falling and
housing permits and starts are on an upward tiResident investment has been on the
rise in 2012 and is expected to continue growintpefollowing years, driven by
population growth and extremely low interest rates.

However, overall consumption spending growth vehnain modest in the short
run, as households are still facing a number oftamts, including a continued need for
reducing high debt burdens, the difficulties indiimy jobs and the uncertainties about
future changes in tax policies.

Payroll employment increased at an average raaboie 1 per cent during 2012,
higher than the growth of the labour force, butiffisient to bring about a significant
reduction in the large number of unemployed invilag&e of the financial crisis. The
unemployment rate stayed above 8 per cent for thet part of 2012, but dropped
unexpectedly to 7.8 per cent in September, paxityagned by a large increase in part-
time employment. The participation rate remaina hitstorically low level, while the
share of long-term unemployed, namely, unemplogednfore than six months, stands at
a historical high of about 40 per cent, comparetth Wie peak of 25 per cent in any of the
other recessions after WWII. In the outlook, empieyt is expected to grow at a slow
pace, with the unemployment rate remaining abopertent by the end of 2013.

Inflation, measured by headline CPI, moderatedib?2o about 2 per cent from
3.1 per cent in 2011 and is expected to retregtduin 2013, to 1.3 per cent.

Growth of exports was another driver in the past wears, reaching about 11 per
cent in 2010 and 6.7 per cent in 2011. Howevdrag moderated significantly during the
course of 2012, with an estimated pace of 3.6 eet for the year, as demand from
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Europe declined and demand from large developingtres slowed markedly. Growth
of imports has also decelerated at a similar pacthe outlook, growth of both exports
and imports is expected to be around 3.5 per désdinwhile, the current account deficit
is estimated to be about 3 per cent of GDP in 204t a slight narrowing forecast for
2013.

The monetary policy stance remains very accommweelatithe United States. In
September 2012, the Fed announced its intentiGeep the target range for the federal
funds rate at 0 to 1/4 per cent through mid-201&yigding an anchor for the expectations
of businesses and households. Meanwhile, the Fadeatkto extend the average maturity
of its holdings of securities through 2012 and tntain its existing policy of
reinvesting principal payments from its holdingsagency debt and agency mortgage-
backed securities. In addition, the Fed launcheevaround of quantitative easing to
purchase agency mortgage-backed securities ateagh&el0 billion per month until the
labour market has improved substantially, meanehnically, such purchases will most
likely continue through mid-2014.

In contrast, fiscal policy will remain in a tighteg mode in the outlook. Real
federal government spending on goods and sensgcespected to fall by about 3 per cent
in 2013 and 2014, after a fall of about 2.5 pertt @ethe previous two years. More
importantly, significant uncertainty remains abthé decisions Congress will make on
the expiration of the payroll tax cut, emergencgmployment insurance benefits and the
Bush tax cuts, as well as on the automatic sperditgj(see the section on uncertainties
and downside risks in the global economic outlottkfhe baseline, it is assumed that the
2 per cent payroll tax cut and emergency unemploynmsurance benefits are extended
for 2013, and then phased out gradually over séyeegas. It is also assumed that the
automatic spending cuts now scheduled to begiamuary 2013 will be delayed, giving
more time for the new Congress and president tdym® a package of spending cuts and
tax increases, including a combination of cuts edMare, Medicaid and Social Security
and increases in income taxes, effective in 20b4. Bush tax cuts are assumed to be
extended for 2013-2014.

Japan

Throughout 2011, the Japanese economy sufferedtirersevere earthquaked the
subsequent tsunami and crisis at a nuclear powet pl March. The economy
contracted by more than 4 per cent in the first diaihe year. During the fourth
quarter, the recovery was disturbed by the floodmghailand, which is an important
part of the supply chain for Japan’s export proaunctThe weakened demand from
Europe and elevated value of the yen also dampexgalts. The quarter-over-quarter
annualized growth rate declined from 6.9 per cerhhé third quarter to 0.3 per cent in
the fourth quarter. For 2011 as a whole, the exganvth rate declined from more
than 24 per cent in 2010 to almost O per cent arsthiggd down the annual GDP growth
rate to -0.8 per cent.

One consequence of the disaster in the nuclearmoaet was the de-facto
shutdown of nuclear power generation in Japan.gSpondingly, to meet the demand
for electric power, imports of mineral fuels incsed by 25 per cent. Japan
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encountered its first trade deficit at the annaaél since 1981. Nevertheless, the
significant stock of foreign assets held by Japam#&ens and the investment
incomes generated by these assets have allowedttent account to remain in
surplus. For 2011, the surplus was 2.0 per ce@®P, which is noticeably lower than
the level observed before the Great Recessiony&he&xchange rate has maintained
its medium-term trend of appreciating vis-a-vis dodlar. Although the Japanese
Government has tried to intervene in the foreigchaxge market after certain periods
when the yen has appreciated strongly, the preggitend has still been an
appreciation of the yen over the course of 201124®. For the forecast, it is
assumed that the yen will depreciate against tHardmly slightly.

Monthly statistics for 2012 indicated a gradualifgdof the negative impact on
industrial production and export activity from fldiag in Thailand. Both indicators
rebounded in February 2012 but have again lost maumesince then. It is expected
that the crisis in Europe and the elevated yenlimik export growth to only 2.8 per
cent and 3.7 per cent for 2012 and 2013, respd&gtiMeanwhile, continued
compensation for the phasing-out of nuclear poveeregation will result in elevated
import demand for fuel, which will result in theternal balance contributing
negatively to growth for 2012 before turning pasgtin 2013.

In 2012, the gradual recovery from the disastedstha government programme
to prompt the purchase of energy-efficient autorestpushed private consumption
growth to a rate of 2.5 per cent, which is the séebighest in two decades. However, the
termination of this government programme, the gmesieduction in pension payments
and the planned hike in the consumption tax rallecwi into consumption, which is
predicted to decline by 0.1 and 0.2 per cent ir32&4d 2014, respectively. During 2012,
the continuous reconstruction in the disaster-&fftareas has generated the strongest
investment growth in 15 years. In 2013 and 20X&diinvestment is predicted to still
expand, but only at the lower pace of 1.7 per eadt1.5 per cent, respectively.
Government consumption growth is expected to de¢brD.4 per cent and -0.1 per cent
in the outlook period, much lower than the level & per cent registered in 2012.
Concerns for the budget deficit are the main redgothis decrease, in addition to the
phasing-out of the efforts for reconstruction.he butlook, GDP is expected to grow by
2.5 per cent in 2012, but the growth rate will éase to 1.4 per cent and 1.1 per cent for
2013 and 2014, respectively.

Although Japan was in recession in 2011, the areneriage headline
unemployment rate actually declined to 4.6 per ae011 from 5.1 per cent in the
previous year. The long-term trend of a shrinkialgolur force and the disruption to the
statistics compilation by the March 2011 disasteraabehind this observation.
Employment is expected to grow only slowly over thecast period and the
unemployment rate is expected to stay in the ramge5-5.0 per cent over the outlook
horizon.

After positive growth in 2010, the wage index deell by 0.2 per cent in 2011,
with the downward trend continuing in 2012. Defbatis still prevailing in Japan,
although the speed of this decline in the CPI leenbreduced in both 2011 and 2012
due to higher energy prices. Under the currentraption on oil prices, deflation may
still persistin 2013 and 2014, although to a lesséent than in the pre-Earthquake
period because of the lower level of slack capabit014, the CPI inflation rate may
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become higher than 1.0 per cent due to the plahikedof the consumption tax rate
from 5 per cent to 8 per cent in April of that year

In 2012, the Japanese parliament has ratified kagacof bills for the reform
of social security and taxation. The most significelement of these reforms is an
increase in the consumption tax rate from the atilevel of 5 per cent to 8 per cent in
April 2014 and further to 10 per cent in Octobet20According to the Japanese
Government’s estimation, this hike in the tax ratanbined with other parts of the
package, will bring down the government deficitrbgre than 4 per cent of GDP over
the medium run.

The Bank of Japan has kept the policy interestmate zero for several years
already and is expected to continue to do so dneefdrecast period. It has also
adopted the practice of inflation targeting as#fkbruary 2012, with the target
currently set at an annual change of 1.0 per cetiita CPI. For this outlook, it is
assumed that the predicted hike in the inflatide na 2014 caused by the higher tax
rate will not trigger a change in the policy rddeiring the first nine months of 2012,
the Bank of Japan has also expanded the size éfsttet Purchase Program further to
¥80 trillion over two policy decisions and extendkdtimeframe for implementation
of this programmdrom mid-2013 to the end of 2013. It is expecteak such action
will bring down the long-term interest rate further

Australia and New Zealand

Australiasuffered from devastating flooding in 2010 andye2011, which made
exports decline noticeably in 2011. Nevertheldss gradual recovery of coal
production and investment for reconstruction ana peoduction capacity has brought
the GDP growth rate in 2011 to 2.3 per cent. Fdr22@xports are expected to have
continued their solid expansion. With help from nameduction capacity in the mining
sector, exports are expected to have grown byér.4gnt in 2012 and are forecast to
increase further by 3.4 per cent and 3.6 per cetiita next two years.

Investment in the mining sector is also expectetbtdinue the solid
expansion, while investment in other sectors isetgx to stay tepid. However, the
drop in prices for Australia’'s main mineral prodiict expected to slow the investment
in the natural resource sector. This outlook pitsditat the growth rate for fixed
capital formation will decline from 11.5 per centd012 to 4.7 per cent in 2013 and
further to -3.4 per cent in 2014.

Given the trend of continuing population growthe tirowth rate for private
consumption is predicted to stay on a level highan 3 per cent over the period of
2012 to 2014. GDP is predicted to grow by 3.0 et an 2012 and 2.6 per cent and
3.2 per cent for 2013 and 2014, respectively.

In November 2011, the Reserve Bank of Australiadtaged to reverse the
policy stance of higher policy rates it had adombdut two years ago. By early
November 2012, the cumulated cut has been 150 pasits. It is believed that the
lower CPI inflation, the weak external environmantl declining housing prices were
behind the last cut adopted in 2012.
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In 2011,New Zealanduffered from a severe earthquake in the Canterbur
region for the second time. The delayed reconstmctivity is expected to push the
average investment growth rate to around 7 peringhe three years after the
disaster. Although the government plans to baldéinedudget within three years, in
the short-run it is expected to provide more fufmigeconstruction. Demand for New
Zealand products from Asian developing countries Anstralia is expected to remain
solid in 2013 and 2014, which will keep the expogpansion at a speed higher than
domestic demand growth. GBR expected to grow by 2.1 per cent in 2012 afd 2.
per cent and 2.7 per cent for 2013 and 2014, réspbc

Canada

The Canadian economy started 2012 on a positive bat lost momentum during the
year, as business investment and exports, the gwaquis drivers of growth, softened. In
the outlook, declining government spending will tone to be a drag on the economy in
the short run, while the residential sector witteach as well. The conditions are
expected to remain challenging for Canadian exp@P is forecast to grow by 1.5 per
cent in 2013, down from an estimate of 1.8 per ae@012. Some strengthening is
expected in 2014, as GDP is forecast to rebourzl®per cent.

While the unemployment rate is expected to stagaafe3 per cent in 2013, the
same level as in 2012, inflation will stay beloyw& cent in the forecasting period.

The Bank of Canada is expected to maintain theetafjits policy interest rate at
the current level until a gradual increase in mdd-2

Government spending is expected to remain a madd dn growth, as the new
budget released for 2012 continues to focus onciaduhe deficit in the medium run,
with the budget expected to return to surplus ih520’he budget plan also includes
incentives to promote increased research and dawelot and increased capital
investment to buttress productivity growth in tbad run.

Western Europe

The euro area sovereign debt crisis and attendaatl fausterity programs remain the
dominant forces determining growth in the regiod,amhen coupled with slowing
external demand and high oil prices, yield a vargrputlook going forward. GDP is
expected to decline by 0.5 per cent in 2012, witwgh reaching only 0.3 per cent in
2013 and 1.4 per cent in 2014.

The overwhelming headwinds affecting both domestid foreign demand have
reduced the variance of outcomes across the regionugh the second quarter, at least
Six euro area states were in technical recessih,more expected when third quarter
figures are released. In addition, Germany, whilgeeted to achieve positive growth for
the year as a whole, has slowed significantly ar@ehée has not grown for three
consecutive quarters, while the United Kingdom ésgserienced three consecutive
guarters of negative growth. The crisis countriesiafar deeper distress.

® Measured by expenditure.
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A number of significant measures have been takeuginout the year and in
each case, tensions subsided dramatically onlgttor a short time later. At the end of
2011 and in February 2012, the ECB conducted twgelacale long-term refinancing
operations (LTRO). These operations were a sudndsating the liquidity crisis in the
banking system, but did not ultimately end theisrg confidence over the survival of
the EMU. In September, the ECB announced a newuiitiative dubbed “Outright
Monetary Transactions” (OMT), whereby it will magetentially unlimited purchases
(and held for an unlimited time period) of selectedintry bonds to reduce yields, but
with the stipulation that the country must firstrfally request assistance and accept
conditionality.

This complemented another agreement made by héatst® that would allow
the use of the European Stability Mechanism (ESMjitectly recapitalize banks, thus
breaking the link between bank re-capitalizationd government debt (but only after a
new banking supervision entity would be createtesE initiatives cooled tensions, with
bond yields for Italy, Portugal and Spain droppsmgnificantly, but again tensions
revived not long thereafter. Other measures takeimg the year include agreement on a
new Fiscal Compact, essentially a beefed-up versidne Stability and Growth Pact,
and the final approval by all member states ofriw rescue fund, the ESM, which is
now operational.

Taken together, these policies address many addfects in the original design
of the EMU, adding a lender of last resort, a bagkinion and a more credible Fiscal
Compact. But they do not address the key short igsoe of restoring growth in the
region, without which the crisis countries will beable to solve their fiscal problems.

Evidence from high-frequency data and short-tergicators is not encouraging.
Business and consumer sentiment in the euro asehdem falling since March 2012 and
reached its lowest level since October 2009. Irrdhigiroduction picked up at the
beginning of the year but then drifted downwardhviittle momentum in the third
guarter of the year. Both manufacturing and sersexgor confidence has fallen sharply
and whereas earlier in the year, German confidaadeheld up remarkably, it has now
also weakened significantly, with business confateat its lowest level in more than two
years.

Consumption is expected to remain weak in the oltlbut with significant
differences across the region. Austerity prograresaamajor cause of weak consumption
expenditure but vary in their intensity. The strégngf labour markets is another key
factor, in terms of both employment and wages,asd varies significantly across the
region. The level of uncertainty stemming from #ds and flows of the euro area crisis
is having a more uniform impact across the regisngconsumer confidence, which had
been improving earlier in the year, has since dedlisharply in most countries.

Investment remains weak in the region with litttegpect for a sustained upturn
given weak demand, elevated uncertainty from tlvergign debt crisis and funding
difficulties in the crisis countries. Intra-euraeardemand is extremely weak and is now
coupled with a significant deceleration in foreadgmand. Industrial confidence has been
hit badly by the sovereign debt crisis and, wheéng in the early part of 2012, renewed
tensions from the crisis led to further sharp dedithroughout the year. Capacity
utilization picked up slightly in the first quartef 2012 but then dropped in the
subsequent quarters and remains low by historiaablards. Funding conditions vary
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across the region. In the crisis countries, coodgiare extremely tight as their banking
systems remain under tremendous pressures. Badik sti@ndards stabilized in the
second quarter but are likely to have tighteneithénsecond half of the year, with bank
credit to the private non-financial sector very Wedousing investment remains a major
drag on activity in some countries, particularlggh that experienced a housing bubble
and subsequent collapse, such as Spain and thedUsiingdom.

Exports slowed noticeably during the year, givendktremely weak intra-
regional demand but increasingly coupled with &g of extra-regional demand as
well, particularly from East Asia. The latter haekin an important source of export
growth for countries specializing in capital goolisport demand is similarly weak given
the recessionary climate in the region. In the euwea, some support to the export
performance (and a muting of imports) is expectethfthe depreciation of the euro, but
lackluster demand is currently the key driving &arc

Meagre growth, and in an increasing number of atestecession, has wreaked
havoc on labour markets. In the euro area, theofateemployment climbed to 11.4 per
cent in August, up 1.2 percentage points from e pgo, another EMU era record.
Significant regional differences remain. In Spainemployment registered 25.1 per cent
in August, in Greece it was 24.4 per cent (Juné)lean Portugal it was 14.2 per cent,
all countries subject to harsh austerity prograktshe other extreme are Austria,
Germany, Luxembourg and the Netherlands with ratesound 5 per cent. Given the
poor growth outlook over the forecast horizon, upEryment in the euro area is
expected to continue to increase to 11.6 per ceP®13, stabilizing at 11.5 per cent in
2014.

Headline inflation, as measured by the Harmonineléx of Consumer Prices
(HICP), continues to be above 2 per cent (The EGB@eted upper bound) as it has
been since December of 2010, registering 2.5 pdricAugust, boosted in part by high
energy and other commodity prices as well as byimidtared prices. But core inflation,
which abstracts from energy, food, alcohol and ¢obain an attempt to measure
underlying inflationary pressures, has been mualefat around 1.5 per cent, with no
evidence of upward creep. In the outlook, headhflation is expected to drift down
slowly, and average 2.3 per cent in 2012, 2.0 pat im 2013 and 1.8 per cent in 2014.
Given the poor outlook for growth, the output gajp) kemain large, wage growth, while
picking up modestly, will remain contained, and #ssumptions on oil and other
commodity prices yield little impact from these sms.

Fiscal policy in the region continues to be focusadeducing fiscal imbalances.
In the euro area, the majority of countries havenbender Excessive Deficit Procedures
(EDP) since the end of the great recession, wiyisically requires a minimum of 0.5 per
cent correction in the deficit to GDP ratio per ammwith a specified time-frame for
return to balance. The situation in the crisis-@#d countries is far more severe, with
significantly higher targeted annual consolidatians longer time periods of austerity
necessary. Given that these targets are in termegiof to GDP, growth shortfalls require
additional austerity measures which has led tongirmeing downward spiral for the crisis
countries. In the outlook, it is assumed that éxgstiscal plans are implemented so that
growth shortfalls will not be made up, but ratheattthe time periods for consolidation
are lengthened.
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Key risks to the forecast continue to be weightethe downside. The sovereign
debt crisis could flare up significantly, impactibhgnk solvency and depressing
confidence. Governments may be forced to make ugrtiwth shortfalls by introducing
new austerity measures. In addition, oil priced@&surge again, producing a strong
negative shock. On the positive side, external dhehmaay pick up earlier and with more
vigour than anticipated, giving a boost to exparid investment. Moreover, tensions
may subside in the region in the case of a morginomg implementation of the already
announced package of policy measures, which wontdtconfidence.

The new EU members

The tenuous economic recovery in the new EU mersia¢es that emerged in 2010 has
continuously weakened over the course of 2012.0Algh some countries of the region,
such as the Baltic States and Poland, startedeifwewith solid first quarter economic
results, the ongoing troubles in the euro areachwkiill remains the major export market
for the region and the biggest source of FDI, kdsd a visible deterioration of the
region’s current economic prospects. Some of the B members such as the Czech
Republic, Hungary and Slovenia have already beeoriantered into, a technical
recession in 2012, with at least two consecutiveigus of negative quarter-on-quarter
GDP growth, and are likely to see negative anncahemic growth in 2012.

The impact of the unfavourable trade environmer(h2 has been further
aggravated by the ongoing fiscal austerity measamds consequently, by suppressed
domestic demand and weak labour markets. Mosteofisbal space the new EU
members possessed is exhausted and even in caseswbuntry can still enact a fiscal
stimulus to counteract the downturn, there arenadther constraints such as
constitutional limits on the size of public dels,ia Poland. The deteriorating investor
sentiment towards the euro area and portfolio itovessearch for alternative markets
has led to more favourable borrowing terms forrteey EU members in 2012. However,
the commitment to fiscal discipline remains oné¢haf prerequisites for the low sovereign
debt yields of those countries and further squegzesl policy space, as many
governments face significant external debt repayraerefinancing needs.

The persistent weakness in external and domestiade will lead to a slowdown
in GDP in 2012. Aggregate GDP of the new EU membaisgrow by 1.3 per cent in
2012 and growth will accelerate to a by historstahdards still moderate rate of 2.2 per
cent in 2013 amid numerous uncertainties and risks.

Economic performance varied in the region in 20h2.Biggest economy,
Poland, which was the only EU economy to avoidssiom in 2009-2010 and expanded
by an impressive 4.3 per cent in 2011, in the hedf of 2012 benefited from the massive
infrastructure spending related to the Euro-201@atlal Championship. The country is
relatively sheltered from the euro area debt ¢risasing a smaller export-to-GDP ratio
compared with its regional peers and exhibitingeegive trade ties with the Russian
Federation. However, cooling domestic demand aachéed for fiscal consolidation and
keeping the public debt in check slowed the economtlge second half of the year, with
annual growth expected to hardly exceed 3 per éesimilar growth rate is expected for
2013. For other countries in Central Europe, winiatie much larger export-to-GDP
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ratios (close to or above 70 per cent), industnigput in 2012 was held back by faltering
external demand. The key automotive industry, wedletinuing to drive industrial

output and exports in Central Europe and attradtinper FDI, slowed in the second
half of 2012, especially in the Czech Republicvaloa, meanwhile, recorded more
successful car sales thanks to the higher shate wbn-EU export markets. Economic
growth prospects for those exporters in 2013 ailjely depend on the developments in
the euro area. The Baltic States started 2012bwvidhd-based growth, some at high rates,
but a moderation in growth will lead to an expansib their economies by only about 3
per cent in 2012 and 2013. Bulgaria and Romani@revtow growth rates are also
expected, may face additional risks to their ecaesiras they have stronger trade,
finance and investment links with Greece and lItaly.

Price pressures in the region, which resurfacedi@2012 triggered by higher
oil and food prices, subsided later in the yeathédigh headline inflation rates in a
number of cases overshot the respective centréisbtargets, this was explained mostly
by the impact of external shocks and the increemseslirect taxes to meet fiscal revenue
targets, while core inflation remained weak, whbk exception of the Baltic States and
Poland. Slower growth in the second half of 201@ aeak labour markets will keep
inflation in check for the rest of the year. Praddhat economic activity picks-up in
2013, core inflationary pressures may strengthehabnual headline inflation in 2013 is
likely to be lower because of the base effect @-off price increases in 2012.

Fiscal policies in the region in 2012 have beelofaihg a consolidation path to
reduce the budget deficits in the medium-term erdguired benchmark of 3 per cent of
GDP, as stipulated by the EU’s Stability and Gro®éct both for the euro area members
and non-members. Lower than projected economic th,dvowever, forced many of the
new EU member states to revise their budgets in2QikP, adopting new fiscal targets.
Fiscal authorities also resorted to new revenuexeting measures, such as additional
increases in indirect and other taxes. Those sliavhile improving sentiment in
international capital markets, in many cases cdeateerious social backlash and their
impact on the economies, at least in the short,texicontractionary. Some countries,
such as Hungary, applied for external financialstasce to meet their fiscal targets and
external debt obligations. However, Hungary’'s negimns with the IMF on obtaining
new funding are progressing slowly, amid seriossiglieements on tax and spending
policies.

By contrast, monetary policies in 2012 remainedgmawth in nature. In
Hungary, where consumer prices increased by 6qregn@ar-on-year during the
summer, the Central Bank cut policy rates, prisint) growth over inflation. Benchmark
interest rates were also cut in the Czech Republia,record low of 0.25 per cent, which
is 0.5 percentage point below the ECB rate, arichtmia. Nevertheless, credit growth
remains anaemic and will hardly pick-up in 2013thaligh banking sectors in some of
the new EU members recorded profits in 2012, amlipaland and Slovakia did real
credit expand in the first half of the year. Bo#mthnd for credit and credit supply
remain weak, as households continue to repay debir (often denominated in foreign
currencies), businesses are cautious and banksg fieacluced access to cross-border
funding, clearly refrain from risky lending. Acconogtative monetary policy may,
however, support the region’s exports through weakehange rates.
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New core capital requirements of the EU bankingii@gpn compelled the parent
EU-15 banks, operating in the region, to improwartbapital adequacy ratios, which led
to a continuing deleveraging in the new EU membegtes. A serious distress of parent
banks could lead to a severe credit crunch in Eagterope. The so-called "Vienna 2.0"
Initiative agreed in early 2012 by the governmetits,central banks, international
financial institutions and the major commercial kapresent in the region does not
contain the same commitments as the Vienna Inigadopted in 2009, which played a
significant role in preventing a drastic outflowazpital from Eastern Europe during the
crisis.

The region’s labor markets, which recovered in 261kt notably in the Baltic
States, suffered some setbacks in 2012, as theployment rates slightly increased,
partly reflecting reductions in the size of the jmibector. The ongoing fiscal
consolidation is complicating governments’ effddsaddress labour market issues,
although public work programs in some countrieshsas Hungary, created some low-
skill employment. Much of the unemployment in tlegion is structural by its nature and
requires much more serious policy actions.

In line with the deceleration in global trade grbwthe expansion in exports and
imports of the new EU members weakened in 2012odigh growth rates both for
exports and imports in real terms remained mosihitive, they were far below the
double-digit rates achieved in 2011, as externaladed for manufactured goods shrank.
Exports retained some resilience in the first twarters of 2012, but then weakened
markedly. Most of the growth in exports came froade with non-EU partners such as
the Russian Federation and Ukraine. Due to th@gtimport content of exports in key
industries and because the weakening domestic detoak its toll on imports of
consumer goods, imports also cooled down towargletial of 2012. In 2013, both
merchandise exports and imports of the new EU mesnldl increase by 1 to 3 per cent
in real terms, as a strong recovery either in edleor internal demand is unlikely. The
Czech Republic, Hungary and Slovakia recorded tsadgluses in 2012, which
improved their current account balances. In certases, namely in Bulgaria, Latvia,
Lithuania and Slovenia, where the trade balancenggative, surpluses in trade in
services and surpluses in current transfers, imofulansfers from the EU, improved the
current account position. In 2012, the current aotevas in surplus in Hungary and
Slovakia and in deficit in other countries in tlegion, with a similar situation being
expected in 2013. FDI flows are expected to covéast part of the deficit during the
forecast period for the majority of countries.

A major risk in the outlook remains a protractedession in the EU-15, which
would delay the recovery of exports, further tedbgal upgrades through FDI flows
and a resolution of the structural problems facgethe new EU members. Other
downside risks include the inability to prevenhar cut in cross-border lending and an
excessively contractionary impact of fiscal tighien
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Economies in transition

South-eastern Europe

The economic picture in most of South-eastern Eeiremains dim and the region’s
short-term growth prospects do not allow much ojstim The renewed troubles in the
euro area, which absorbs the bulk of the regiorf®#ds and is the most important source
for FDI and migrants’ remittances, badly affectled tegion in 2012. Following the
double-digit recovery in the region’s exports irl20external trade expanded only by a
few percentage points in 2012. FDI and portfolipita inflows also remained below
their pre-crisis levels. Domestic demand, whichrglyacontracted during the global
economic and financial crisis, in 2012 continuedttengthen in certain South-east
European countries, albeit from a low base, andak#sto cushion to some extent the
impact of the adverse external conditions. Howether ongoing fiscal consolidation
efforts in most of the region and excessively higemployment act as a break on any
serious upturn in domestic demand. Production &220as also disrupted by the
unusually cold weather in February, which brougkiuistrial output and construction to a
halt. The persistent drought in the summer has sapoin turn, a heavy toll on the
agricultural sector. Consequently, Croatia and i@aate likely to see negative GDP
growth rates in 2012 and GDP of the region as deviseexpected to decline by 0.3 per
cent in 2012, increasing only modestly by 1.3 martén 2013. In 2013, Croatia is set to
join the EU and the country’s admission to the arsbould bring certain economic
benefits through the removal of the last tradeibesrand stronger FDI inflows, as well as
larger financial assistance.

The South-east European economies are comparatngky vulnerable to a
worsening of the euro area crisis compared to wioteir East European neighbours, as
they are more exposed to the economies of Greet#ay, some of the most troubled
euro area countries. Albania receives most oertsittances from Greece, while the
former Yugoslav Republic of Macedonia and Montendggavily depend on the Greek
market and Serbia has strong trade links with ltslgreover, the Greek banking sector
has a significant share in the South-east Eurofieancial market and a massive
withdrawal of capital may seriously distress thgiaa’s financial markets, even despite
the fact that the banks increasingly rely on theéstic deposit base.

Inflationary pressures in South-eastern Europensgitied in the summer months,
but that upward trend mostly reflected a spikeoiodf and energy prices, some one-off
effects such as rises in VAT rates or increasesliministratively controlled utility prices,
and, in the case of Serbia, also a depreciatingeay. For most of the countries, annual
inflation in 2012 should remain in the range of pet cent. As the impact of one-off
factors tapers off, inflation in the region in 208f%uld be one half of a percentage point
weaker.

Unemployment in South-eastern Europe remains mgHargely structural by its
nature. In 2012, the rate of registered unemploynmeSerbia approached 26 per cent.
Bosnia and Herzegovina and the former Yugoslav Bépaf Macedonia have even
higher unemployment rates, persistently above 3@@at, as the region has not yet fully
recovered from the consequences of the break-theedbrmer Yugoslavia and its
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reindustrialization yet remains a goal. While gowveents have only limited options to
address the labor market issues, they are tryimgjdoate funds and implement programs
to boost employment and competitiveness.

Fiscal policies in 2013 will be hardly able to soppgrowth, as most
governments consolidate public finances. Faced Mitler than projected economic
growth, or even a decline in output in the firsif lod 2012 and lower than anticipated
revenue intake, some governments in the regiortdheglvise their annual budgets and to
introduce additional measures to meet fiscal targdost of the consolidation is
expected to come from the revenue side, throughduincreases in indirect taxation and
the introduction of additional taxes, as cuts iblpuexpenditure threaten to trigger
serious public backlashes. For Bosnia and Herzegowhich obtained a new stand-by
loan from the IMF, fiscal policy should also mee¢ tonditions set by the Fund.

The conduct of monetary policy in South-easterroparis constrained by
unilateral euroization, which is the case in Moeigno, or by formal or informal
currency pegs. In the countries with flexible cagies, in 2012 monetary easing
continued in Albania, but interest rates in Seraere inflation moved beyond the
central bank’s tolerance band, were raised setiarak. Monetary conditions should
remain mostly accommodative in 2013, however, agaf credit growth will remain
slow to pick up.

Trade in goods in South-eastern Europe grew onigeasthy in 2012. Both
exports and imports in the region increased by arflgw percentage points in real terms,
reflecting lower export and import demand. All Soeiast European countries run trade
deficits in goods and this is expected to contiimu2013. The tourism sector, on the other
hand, performed well in Croatia and in Monteneghavided the crisis in the euro area is
successfully resolved and external demand recokeabkexports may grow by about 3 to
5 per cent in 2013, and a modest recovery in doméstnand, especially investment,
may lead to a similar growth rate of imports. Therent accounts deficits in the region,
despite the inflows of workers remittances, ag#anted to expand since 2010, as
recovering domestic demand spurred imports. Alpdasnia and Herzegovina,
Montenegro and Serbia have relatively large curaenbunt deficits, approaching or
exceeding 10 per cent of GDP.

The major risk the region is facing is the spilloe&ect of a possible further
deterioration in the euro area through trade, fveaend remittance channels.

Commonwealth of Independent States (CIS)

Most of the economies of the Commonwealth of Indeleat States (CIS) continued their
robust growth in 2012, although the speed of econexpansion moderated in some of
them in the second half of the year. As in previgears, strong international commodity
prices, especially for oil and natural gas, supzbthe economies of CIS energy-
exporters, including the Russian Federation andaKlagtan. Those two economies, by
absorbing a large share of the CIS exports, deptengoing diversification of the
external trade in the area, and by remaining arortapt source of migrant workers’
remittances, had a favourable impact on other Glftries.
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There are indications that growth weakened in theskn Federation in the
second half of the year, as the impact of the peeteral fiscal spending gradually
tapered off and the corporate sector was cautioteking investment decisions.
Nevertheless, the economy is expected to growrpst 4 per cent in 2012, mostly
thanks to robust domestic demand. The Russian &galerhowever, is still facing
significant capital outflows. Among other CIS ecaomes, an abrupt decline in growth is
anticipated in Moldova and Ukraine, as those coesitire more exposed to the euro area
through the direction of their foreign trade andevieadly affected by the unusually cold
weather in early 2012. Growth in 2012 will remaswlin Azerbaijan, with the main
driver being the non-oil sector. In the economie€entral Asia, high commaodity prices
and public infrastructure projects should sustdbdP@rowth rates in the range from 6 to
12 per cent in 2012, with the exception of Kyrggrstwhere output in the country’s
largest gold mine was disrupted by a strike. In20higrant workers’ remittances
continued to support the economies of Armenia, Giegrkyrgyzstan, Moldova,
Tajikistan and Uzbekistan, albeit to a differengiee. As commodity prices in 2012
retreated from their 2011 levels and a severe dioimgmany areas of the CIS, including
in the Russian Federation, Kazakhstan and Ukrameerely disrupted agricultural
output, growth rates for most of the CIS econorme2012 are expected to be lower
compared with 2011. The aggregate GDP of the regibgrow by about 3.8 per cent
both in 2012 and 2013.

Economic integration in the CIS is progressing $§owhe customs union of
Belarus, Kazakhstan and the Russian Federatiomhwims created at the beginning of
2010, was transformed in January 2012 into the ComBEtonomic Space, which
envisages ultimate free movement of goods, servaagstal and labour. In September,
Moldova and Ukraine joined the CIS Free Trade Agrest, signed earlier in 2011 by six
CIS countries. In the international arena, the RunsEBederation joined the WTO in July
2012 after many years of protracted negotiatiohg dccession should eventually lead to
lower import tariffs on a wide range of productst lis near term impact will be
minimal, as only about a third of tariffs will beduced immediately and tariff reduction
on the most sensitive products will not take plactl 2019.

Inflationary pressures in the CIS resurfaced in-820d2 on the back of another
spike in food and energy prices. Some other faconsgributed to inflation as well, such
as tariff hikes in the Russian Federation durirgghmmer. Annual inflation in the
Russian Federation in 2012 may exceed 5 per canndst of the CIS area is likely to
see a drastically reduced harvest, food pricesagayn exert inflationary pressure in late
2012 and early 2013. Inflation rates in the CI2Q@12 are expected to vary from about
0.5 per cent in Georgia, where consumer prices/égt-on-year in early 2012, to over 60
per cent in Belarus, where the currency drastigidiyreciated in the aftermath of a
balance-of-payments crisis. Mostly similar inflaticates (except for Belarus) are
projected for 2013 as the disinflation process ballimpeded by further increases in
regulated prices across the CIS. Other factorsigrespect will be continuing increases
in wages in energy-exporters and export-relategidorexchange inflows.

Increased public spending on the back of strong@expvenues and shrinking
active population have led to a decline in the usleyment rate in the Russian
Federation to a record low in 2012. The commitnoérthe Government to increase

" Georgia is not a member of the CIS. However, é $taong economic links with the region.
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public spending in 2013 should further reduce thenaployment rate. In Central Asia,
positive trends in job creation were recorded izdddnstan. By contrast, in Ukraine, the
unemployment rate has increased in 2012 as a sighter fiscal policy and weaker
export performance. The labour market conditionmamy other CIS economies,
especially in Central Asia, are difficult to assassa large share of the working age
population is engaged in seasonal employment autkieir countries.

Facing increasing inflationary pressures, the e¢biank of the Russian
Federation raised its key interest rates by 25sh@a@ints in September, despite strong
objections from the corporate sector. By contiasKazakhstan, the central bank
repeatedly reduced interest rates in 2012 to peoardadditional stimulus to the
economy. A more accommodative policy stance wastalen by the central banks in
Belarus, where the policy rate has been reduced #%to 30.5 per cent, Georgia,
Kyrgyzstan, Tajikistan and Ukraine. However, in m&iS economies, the credit
markets are underdeveloped, which limits the imp&atonetary policy actions. In those
energy-exporting countries which face strong faregchange inflows, the central banks
will try to prevent appreciation of their currengie

Fiscal policy was expansionary in the Russian Fader in early 2012, as the
country faced presidential elections. The Goverrtrigeaiming to achieve a balanced
budget by 2015 and has adopted a new fiscal riighwimits budgetary spending. Any
revenue, accrued from a higher oil price than erdbédn the budget will be diverted to
reserve funds. The new rule nevertheless allowper §ent increase in planned spending
in 2013. Expansionary public spending in 2012 alsatinued in Kazakhstan and
increases in oil and gas revenue will allow the &ament to support growth in 2013
and onwards while achieving a balanced budget.i@ang fiscal expansion is also
likely in Azerbaijan, which will draw resources fnoits overseas oil fund. For most of
the other CIS countries, which are energy imporfessal policy has been tightened in
2012 for a variety of reasons, including conceimsud high external debt or compliance
with the conditionality of IMF programs, and wilahe at best a neutral effect on growth
over the forecast horizon.

In 2012, the energy exporters of the CIS againtrahe, as well as current
account, surpluses. Energy-importers run tradecanent account deficits, which in
many cases were mitigated by a positive balancaument transfers. However, in the
Russian Federation, the trade surplus narroweai] psices retreated from their 2011
highs and the pre-electoral fiscal spending bastémports. In volume terms, Russian
exports increased by about 5 per cent in 2012 emdxpected to grow again by 5 per
cent in 2013. Ukrainian exports, however, stagnatedxternal demand, especially for
metals, hit a standstill. The export performanceceably improved in Belarus, boosted
by currency devaluation. In Azerbaijan, howevepats grew by a mere 1 per cent or
less, reflecting declining oil output.

On the import side, strong consumer demand in thesian Federation sustained
double-digit real import growth and imports are ested to increase by a further 8 per
cent in 2013. Import growth slowed in Ukraine indiwith lower export revenues and a
weaker propensity to spend as well as in Kazakhstanoring more responsible fiscal
spending. Since in most economies of Central Asialic spending on infrastructure has
continued and private consumption also strengthenreadlimports in these countries
expanded by 12 per cent in 2012.
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The possibility of a sharp drop in commodity pricesiains the main risk for
most of the CIS economies, as economic diversi@inattill remains an urgent necessity
both for the energy-exporters and the energy-ingoeriOther medium-term risks may
emerge from a weak banking sector, especially ipakKhstan, Kyrgyzstan and
Tajikistan, difficulties in increasing or copingtwideclining energy output and
insufficient levels of investment, including intaran capital.

Developing countries

Africa

Africa will see a minor deceleration in growth 613 to 4.8 per cent from 5.0 per cent in
2012, though some of the change is distorted hyifstignt changes in Libya. Without
Libya, which is estimated to have doubled its GBR012 after a 60 per cent fall in
2011, growth is actually accelerating, moving wpnir3.4 per cent in 2012 to 4.5 per cent
in 2013. Major factors underpinning this solid gtbwrajectory include the strong
performance of oil-exporting countries in view n€reasing output and elevated price
levels, continued fiscal spending especially imasfructure projects as well as expanding
economic ties with Asian economies in terms of e and investment flows. This
ongoing shift in the external exposure of some tesin the region also serves as a
cushion against the negative fallout from the eaaicgroblems in the developed
economies. A further hallmark of growth in many momies in the region remains the
growing role of domestic demand in light of risimgomes, providing an additional
degree of insulation against external shocks. Desbpis positive headline performance,
the region remains plagued by numerous challeMdiisary conflicts threaten the
population in numerous sub-regions and prevenaswesi economic and social
development. In addition, on a per capita basisnemic growth will be far too low to
achieve more significant reductions in poverty lsvEurthermore, infrastructure
shortfalls represent a major obstacle for morearibeconomic development. The
outlook is subject to a number of risks and unaetitss, including a more severe and
broader global economic slowdown encompassing edpealso emerging economies,
unexpected adverse weather conditions that wougdtinely affect harvest yields and
political instability given the often still only v institutional environment.

Economic growth in North Africa has been relativeheven, partly due to the
lingering after-effects of the political and sodi@nsitions in the wake of the Arab
spring. Wide swings in the GDP growth rate for labgiven that it makes up around one
guarter of the GDP for the sub-region, pushed rejigrowth rates further down in 2011
and up in 2012. The rest of the economies in tg@nehave had much more modest
changes. Growth in Egypt’'s economy is expectedZap8r cent in 2013, as external
support eases stability concerns and fears ofrarmey crisis abate. In Libya, a more
rapid than expected return to pre-revolutionarglewf oil production greatly boosted
growth rates. There and in Algeria, robust oil atitpnd prices will continue to support
economic growth. An end to the drought that hasaguicultural output in Mauritania,
Morocco and Algeria will help to boost output areduce imports as well as trade
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deficits. Growth in many of the countries will remaomewhat subdued in the near
future due to the continued sluggishness in the@i@an economy. Lower tourism
numbers in Egypt, Tunisia and Morocco and slowemtdrbetween the two regions will
keep economic expansion restrained. Increasednegianal trade and cooperation is
expected to provide a small buffer, but regionatkets are still much smaller compared
to the volume of trade with the EU.

In Sub-Saharan Africa, South Africa will registecalerating growth of 3.1 per
cent in 2013 in view of a stabilising internatioeabnomic environment that is
particularly relevant for its resources and mantufiieg sector. However, on the
domestic side, growth will be held back by the cargd high unemployment rate. In
addition, economic inequality underpins a significdownside risk to economic growth
as it could lead to intensifying social and poétitensions as well as further labour
unrest.

The oil-producing economies in the region will bieinieom an improved global
growth picture in the form of sustained oil expastumes and prices. In Nigeria, growth
is forecast to accelerate to 6.8 per cent in 2@4tB, non-oil sectors such as
telecommunications and construction providing gigant impetus to economic activity.
The positive impact of the oil and services secborgrowth is similar in Ghana, where
solid agricultural output and increasing productiyngold mines are forecast to lend
additional support to the economic performancee©étonomies that will benefit from
solid conditions in the oil market include AngoZameroon, Gabon, Chad and
Equatorial Guinea. However, this exposure to therimational oil market also implies a
major downside risk in the case of a significafitifaoil prices that could be triggered,
for example, by a more pronounced global slowdo&ong the same line, growth in
countries relying on mining exports such as the bamatic Republic of Congo, Tanzania
and Zambia will continue to be strong, combinechwiite downside risk of exposure to
slowing international commodity demand, for exanfpden China.

The sub region continues to see a generally vildantlopment in domestic
demand, based on strong investment in view of leetiall in infrastructure and the
expansion of service sectors such as telecommioneadnd construction. This applies,
for example, to Kenya, which is expected to mamtalatively robust growth of 5.4 per
cent in 2013, with a rebound in domestic investnieped further by lower interest
rates.

Power generation issues will remain a drag on growa number of countries in
Sub-Saharan Africa such as Uganda, where the egondhgrow by 5.5 per cent in
2013. The continent suffers not only from a widesgirlack of accessibility to the power
grid, but also the unreliability of the supply tlttes actually exist. This is due to the
burden on the electricity grid in view of an oftalark imbalance between demand and
supply as well as the emergence of new challenggsas the impact of more volatile
weather patterns on the availability of hydropowetich makes up a significant share of
the installed generation capacity in a number ohtdes. Expansion into other power
generation methods such as the use of peat in Rwaamdigeothermal power in Kenya
are expected to help in mitigating some of theseds.

Inflation rates will on average recede moderatehpss the region in view of the
weakening international environment and the fading-off impact of drought conditions
on harvest yields and domestic food prices. In B@ditica, upward inflation pressure
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from wage growth and higher regulated prices witreasingly be offset by weakening
commodity prices, resulting in an inflation ratedo? per cent in 2013. Cote d’lvoire will
register one of the lowest inflation rates in tegion, with the more stable political
situation and the normalisation of trading actaston local markets keeping price
increases limited to 2.1 per cent in 2013. By astirsome of the highest inflation rates
will occur in the oil exporters. In the case of Blig, government spending, especially at
the state level, will keep inflation above 10 pentcin 2013, while strong domestic
consumption will keep inflation in Angola and Ghaia8.6 per cent and 8 per cent,
respectively, in 2013. A number of countries wdkesa continuation of a pronounced
downward trend in inflation rates. In Kenya and bidg, for example, the high inflation
rates of late 2011 and early 2012 have been bramih through aggressive interest rate
policies and, barring a return of significant drbtigonditions, inflation will continue to
moderate and remain in single digits in 2013.

In the area of monetary policy, the moderating iotd the weakening external
environment will provide some room for taking a maccommodative stance, although
this will need to be balanced with the possibléatindnary effect of still vibrant domestic
demand in many economies. Relatively more staldidqad conditions in North Africa
will reduce the pressure on monetary policy makesupport exchange rates, which will
also have a stabilising effect on the level of iigmecurrency reserves.

Fiscal budgets will remain under pressure on a raurabfronts. The lack of
infrastructure will require significant investmenighile the lack of social security
systems and high unemployment levels will creatginaing pressure to initiate new
spending to address at least some of the urgefdnegiroblems. At the same time,
generating sufficient revenues will remain challeggMany countries have only limited
tax collection capabilities, weaker oil prices vgtovide no additional boom to fiscal
revenues in oil exporters and overseas developassigtance is also expected to remain
under pressure given the fiscal constraints in kdg@esl economies.

In the forecast, fiscal policies will remain relagly loose in 2013, with many
economies running budget deficits, while some ntowards consolidation is expected
in 2014. In South Africa, for example, the fiscafidit will remain at around 5 per cent
in 2013 in light of investment spending and higivages, before falling back to around 4
per cent due to higher growth in 2014. In Morodnoreased payments to public sector
workers approved in the wake of the Arab Sprind elp to maintain some domestic
demand, while putting increased pressure on thieitiehich is expected to remain
above 6 per cent in 2013. Cuts in fuel and foodslies will help to mitigate some of the
rise in the deficit, but will present new politiagiallenges which may limit further cuts.
Various countries have successfully tapped intevnat capital markets, including a 10-
year euro bond issue by Zambia at a yield lowen that for comparable bonds from
some euro zone countries. Given the historicallyilaterest rates in developed countries
and the continued positive growth prospects ind&frthe issuance of international debt
will remain an attractive financing option for amber of countries.

Trade balances will experience downward pressuesaenost of the region, as
domestic demand and investment will be drivingregronports. A number of countries
such as Tanzania will also continue to see an asing need for fuel imports, as
economic growth and economic activity are outstrig@vailable power supplies. East
African economies with new oil and gas discovewdkface downward pressure on their
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trade balances in the near term due to importseofrtdustrial products needed for
exploration activities. In the case of exportersibind minerals, the more subdued
global demand picture will also translate into marederate export growth, increasing
the net drag on external balances. In additionytba&kness in the euro zone will provide
a further dampening impact on external balances dpplies, for example, to North
Africa, although the low demand elasticity of ot®rts will create a stabilising effect on
the external accounts of countries like Libya anglefia. Meanwhile, continuing demand
for gold will help to offset some deficits in Sudand Tanzania, while increased
productivity in agriculture and horticulture wilelp to boost exports in Kenya and
Ethiopia. A major downside risk to external balanmbes in a more drastic slowdown
especially in China, which would hit major expostef natural resources such as South
Africa particularly hard. External account balanaes forecast to increase in 2014 along
with an improving external environment and streegthg exports.

Despite the positive growth picture, the employnstuation remains a major
problem across the region, both in terms of thelle?employment as well as, like
especially in North Africa, the quality of jobs trere generated. Issues of gender
disparity in employment are also acute, with worfemmng unemployment rates at least
double that of men in countries such as AlgeriaBggpt.

Demographic trends are one determinant in thisaesps overall young
populations imply that even solid growth ratesraveenough to generate enough jobs to
absorb the new entrants into the labour marketelgher, a lack of diversification away
from activities related to resource extraction gni@ulture prevents the creation of more
vibrant labour demand. However, the continued ghawtservices such as
telecommunications and construction in countriehsas Nigeria, Kenya and Ghana will
be a positive factor in this respect. At the same tlabour conflicts or social unrest
constitute a major downside risk to the economifgomance of the region. In South
Africa, for example, a labour conflict in the migisector caused the loss of numerous
lives and major disruptions in a crucial sectoth&f economy in 2012. Strikes by public
sector workers also occurred in Kenya and Tanzaaiasing major disruptions in the
health and education sectors.

East Asia

East Asia’s growth momentum has weakened consityeoabkr the past year as a result
of sluggish demand in developed countries and gshahan-expected slowdown in
China. The region’s gross domestic product grevs.Byper cent in 2012, down from 7.1
per cent in 2011 and 9.2 per cent in 2010. In thteook, regional growth is projected to
pick up to 6.3 per cent in 2013 and 6.7 per ce20itv as a slight recovery in global
demand and more accommodative macroeconomic pglicieluding in China, stimulate
activity. The recent slowdown mainly reflects argha@rop-off in export growth as
demand from the European Union faltered and irggaanal trade softened. In most
countries, domestic demand expanded at a robustip&012, supported by resilient
labour markets and a decline in inflation. Monetany fiscal policies have become more
expansionary in most economies, although the aig®have so far refrained from
aggressive policy easing.
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The marked slowdown in average regional growthGh2Z2masks significant
differences among economies. The region’s highewsite and heavily export-dependent
economies, including Hong Kong Special AdministratikRegion of China, Singapore
and Taiwan Province of China experienced the masiqunced economic downturn,
with annual growth dropping below 2 per cent. Thesenomies were severely impacted
by the recession in the euro area, subdued demahe United States and Japan, and
slowing growth in China. In 2013 and 2014, thisugr@f economies is projected to see a
moderate growth recovery as global conditions imerdn China, the pace of economic
expansion dropped from 9.2 per cent in 2011 térfcent in 2012, the lowest rate in
more than a decade. Weak export demand and adéelipe in investment growth
(especially in the real estate sector) dampenedaseiz activity. While the risks of a
hard landing of the Chinese economy, with growttlideng to an annual pace of about 5
per cent, remain low, only a mild recovery to 8&0 pent growth in 2013 is projected.
The slowdown in China and the higher-income ecomesrof East Asia contrasts with
robust growth in Indonesia, Malaysia, the Philiggmand Thailand, where buoyant
consumption and investment demand largely offsgetanet exports. The strong growth
performance in the Philippines and Thailand in 20/A2 supported by significant rises in
public investment spending, but also reflects a ledfect following weak growth in
2011. Growth in this group of countries is foredastemain fairly stable in 2013.

East Asia’s labour markets have so far been resileethe slowdown in growth
across the region. In many economies, includingayigh, the Republic of Korea and
Singapore, the unemployment rate has remained tddsistorically low levels as robust
domestic demand helped offset the downturn in mantufing and exports. In Indonesia,
the unemployment rate declined further to 6.3 et  the first quarter of 2012, about
half the rate of 2006. As in other East Asian caesat most of the new jobs in Indonesia
have been created in the service sector, whereuptiody continues to be much lower
than in the manufacturing sector. As a resultstiere of workers in vulnerable
employment conditions remains high, ranging frorawdt20 per cent in Malaysia
according to ILO estimates to 50 per cent in Tmmiland 60 per cent in Indonesia. Given
that labour markets tend to react with a lag tokeaang economic activity, the regional
slowdown is likely to exert more significant dowmdaressure on employment in the
guarters ahead. Unemployment rates are expectad\ue higher in many countries,
especially the region’s higher-income and stroreyigort-dependent economies. The
most recent unemployment figures for Hong Kong &peéaministrative Region of
China and Taiwan Province of China have alreadyvshan uptick in the third quarter of
2012. As a result of slowing inflation, real wagewth has gained strength over the past
year in the economies with lower per-capita incosueh as China and Viet Nam.

Inflation has declined considerably in East Asiarohe past year as economic
growth slowed and many commodity prices moderdtedthe region as a whole,
consumer price inflation averaged 2.9 per cenOit22 well below the rate of 4.9 per
centin 2011. In most economies, including Chindphesia and the Republic of Korea,
the current inflation level is firmly within the o&al bank’s target range. Viet Nam has
seen a particularly sharp deceleration in inflatiwwhich dropped from 23 per cent year-
on-year in August 2011 to 5 per cent in August 201#s decline can be mainly
attributed to a series of monetary policy measur@911 that restrained credit growth
and stabilized the currency. By contrast, consypniee inflation has remained fairly
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sticky in Singapore and moved higher in Taiwan Rro of China following a reduction
of petrol and electricity subsidies. Despite theerg spike in the global prices of several
commodities, notably corn and soybeans, overategpressures in East Asia remain
subdued and the inflation outlook is benign. Witbwvgth projected to be below potential
in most economies in 2013, demand-pull pressureikaly to remain low. In addition,
the strength of regional currencies against thiadahd the euro is expected to reduce
imported inflation. Regional inflation is projectémlaverage 3.1 per cent in 2013 and 3.5
per cent in 2014 in line with a gradual growth neeny. Upside risks to inflation include
the re-emergence of strong capital inflows follogvthe new round of unconventional
monetary policies in developed economies, the impiglanned subsidy reductions (e.g.
in Indonesia and Malaysia) and strong nominal wgrgavth, especially in China,
Thailand and Viet Nam.

Against the backdrop of slowing economic activitylaeduced price pressures,
most central banks in East Asia have shifted fioeus from inflation to growth. Unlike
in 2008/09, however, the authorities have not easaagetary policy aggressively, but
have instead taken calibrated and cautious stegtseiogthen their economies. The main
exception has been the State Bank of Viet Nam, wlowered its benchmark interest
rate five times in the first half of 2012 afterlatfon slowed considerably. The People’s
Bank of China (PBC) cut interest rates in June &ny, reducing the one-year
benchmark deposit rate by 50 basis points to @etrand the one-year benchmark loan
rate by 56 basis points to 6 per cent. In additibae,PBC further lowered the reserve
requirement ratio for deposit-taking institutiomglaused open-market operations to inject
liquidity into the banking sector. Similarly, therdral banks in the Philippines, the
Republic of Korea and Thailand reduced policy rateagcent months. The monetary
authorities in Hong Kong Special Administrative Regof China, Singapore and Taiwan
Province of China, by contrast, have so far reédifrom easing monetary policy despite
the marked slowdown in economic growth. Lookingaahanost central banks are likely
to remain cautious, with some additional monetasirey expected in China and a few
other economies.

After improving in the wake of the strong recovémym the 2008/09 recession,
fiscal balances in East Asia deteriorated in 20tis reflects both weaker revenue
growth amid decelerating economic activity andngséxpenditures as governments tried
to counter the impact of the slowdown. In seveaaintries such as China and the
Philippines, the Government announced stimulus oreasn the course of 2012, albeit
of a much smaller size than in the aftermath ofgllobal financial crisis. In Thailand,
government spending rose sharply in 2012 owindptadfrelief and reconstruction
programmes. In Indonesia and Malaysia, expenditomesubsidies remained elevated
owing to persistently high oil prices. On the othand, Indonesia and the Philippines
reported significant underspending of government$) which lowered the deficit.
Despite the more challenging situation, budgetaitsfremained below 3 per cent in 2012
in all East Asian economies other than Malaysia\dietl Nam. Going forward, fiscal
deficits are projected to narrow in most countasgrowth and government revenues
gradually recover and authorities remain committelbng-term fiscal sustainability.
While low deficit and debt levels imply that mostvgrnments have ample room to
introduce large-scale fiscal stimulus measurey, Wik only do so if growth prospects
further deteriorate sharply.
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With the exception of China, East Asia’s exportealerated more rapidly than
imports over the past year, leading to a narrowiitgade and current account surpluses.
The weakness in export earnings across the regftacts subdued import demand in
developed economies, slowing demand in China atetlne in the prices of many
export commodities such as rubber and copper. @tiem was particularly affected by
the fall in European Union demand for machinemgmséport equipment and manufactured
goods. Compared to 2011, nominal merchandise exfartlollars) remained flat or
declined slightly in most East Asian economiesluding Indonesia, Malaysia, the
Republic of Korea and Taiwan Province of China. émybills, by contrast, continued to
grow in most countries, although at a much slovesepghan in the past two years. In
Indonesia, import growth remained robust owingttorsy domestic demand, resulting in
a sharp contraction of the trade surplus and teednnual current account deficit in 15
years. Conversely, China’s export earnings greghtll faster than its imports. As a
result, the current account surplus remained sttiddout 2.8 per cent of GDP. In 2013,
East Asia’s exports and imports are projected tovgat a subdued pace given the
continuing weakness in global conditions. Trade @mdent account balances are
expected to improve slightly.

Despite the region’s strong fundamentals, oversliiisrremain tilted to the
downside. A further deterioration of the sovereigit crisis in Europe remains a key
risk for East Asia’s economies since it would likedad to renewed turmoil on financial
markets and a sharp contraction in global tradeiictFiscal policy uncertainty in the
United States, continued geopolitical risks ingibducing areas and high commodity
price volatility owing to heightened global finaatliquidity represent additional risk
factors for regional growth. Finally, a sharp decation in the pace of growth in China
would have a severe impact on economic activithéregion.

South Asia

Economic activity in South Asia slowed further id12 as internal and external
headwinds persisted. After growing by 6.1 per @er2011, the region’s gross domestic
product expanded by an estimated 4.4 per centlfl,20e slowest pace in a decade.
Persistently high inflation, political uncertairgjeand transport and energy constraints
have weighed on household consumption and investrAethe same time, the region’s
exports have been hit by slowing demand in devel@oeintries and many emerging
economies, notably China. In most South Asian aoesjtthe scope for macroeconomic
policies to promote growth is limited. Central bardte trying to strike a balance
between supporting demand and curbing inflatiorleadovernments are facing
increased pressure to bring down budget deficitsngsforward, regional growth is
projected to accelerate slightly to 5.1 per cergQa3 and 5.7 per cent in 2014, led by a
gradual recovery in India.

India’s economy, which accounts for almost 75 et of the region’s total
GDP, has experienced a marked slowdown in growén the past two years. After
growing by more than 9 per cent in 2010, GDP isveded to have risen by only 5.5 per
cent in 2012. The slowdown can be mostly attribtitedomestic factors as private
consumption and investment were negatively affebedersistent inflation, high
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nominal interest rates, large fiscal deficits antitigal gridlock. These factors will
continue to be a drag on the economy in the outpmiod, although growth is projected
to recover moderately to 6.1 per cent in 2013. fEwevery will likely be supported by
slightly more accommodative monetary policy androved business confidence,
following recent government measures to reducetihsidy bill and open up several
sectors of the economy to foreign direct investmiiepal and Pakistan continue to
experience subdued economic growth as ongoinggadlinstability and security
concerns weigh on domestic demand. In Pakistaesinvent has declined for four
consecutive years and accounted for only 12.5 @etraf GDP in fiscal year 2011/12.
Economic activity in the Islamic Republic of Iraprojected to have contracted in 2012
as the sanctions by the European Union and theet) §itates have led to a sharp decline
in oil exports and a massive fall in the valueha tial. On the positive side, the growth
prospects for Bangladesh and Sri Lanka remain Ilafgeourable despite a moderate
slowdown in 2012. In both countries, the economigamsion is based on strong growth
in private investment and consumption, which ispgufed by a steady increase in
workers’ remittances.

Given the lack of current labour market data int8dsia, the employment
impact of the recent economic slowdown is largelglear. The latest survey by India’s
Labour Bureau indicates that employment growthedountry’s manufacturing sector
slowed markedly during the fiscal year 2011-12. g&xding to the survey, employment
continued to increase in India’s exporting firmsvixen September 2011 and March
2012, but declined in the non-exporting sector awedkening domestic demand.
Although official unemployment rates in the regeme low, with the ILO projecting
average regional unemployment in 2012 of only &8qgent, there are deep-rooted
structural labour market challenges. These chadlemyglude the dominance of low-
productivity jobs in the informal sector, the véayge proportion of working poor, low
female participation rates and high youth unempleymRecent labour market reports
for India and Pakistan illustrate the magnitudéheke challenges. In India, less than 20
per cent of persons are classified as wage/satanees, whereas about 80 per cent are
either self-employed or temporary workers. The fien@bour force participation rate in
India is estimated at 25.4 per cent, compared 4 @& cent for males. In Pakistan, three
guarters of employed women work in the agricultgesdtor, the large majority of them in
vulnerable employment conditions. These figuresligbt the pressing need to generate
productive employment in the manufacturing andisesssector to allow people to move
out of low-productivity agricultural jobs.

After slowing at the beginning of 2012, inflatiogaressures have picked up
again in most South Asian economies in recent nsiRlgional consumer price
inflation is projected to average 11.7 per cerg0d2, up slightly from 11.1 per cent in
2011. The renewed rise in inflation can be atteldub a number of factors, including
drought conditions in parts of the region, higheernational food prices, significant
depreciation of local currencies against the da@tat hikes in administered fuel and
electricity prices. Strong nominal wage growth ¢arge fiscal deficits, particularly in
India and Pakistan, have also added to inflatiopaggsures. Year-on-year inflation rose
to about 25 per cent in the Islamic Republic ohliralate 2012, as the removal of
government subsidies and the fall of the rial agfdine dollar, triggered by the tightening
of Western sanctions, drove up prices. By contiesthgladesh and Pakistan experienced
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a moderate decline in inflation in the course daf20n part owing to more subdued
growth of private sector credit. In the outlooknsamer price inflation is projected to
decline slightly in most South Asian economiesrageng 10.7 per centin 2013 and 9.9
per cent in 2014 for the region as a whole. Moablstlocal currencies, lower
international food prices and the impact of slomeney supply growth are expected to
reduce upward price pressures. However, deeplgmretied inflation expectations,
coupled with the need for governments to furtheseradministered energy prices, will
constrain progress in reducing inflation.

Persistently strong inflationary pressures andddigral deficits continue to limit
the scope for more expansionary monetary polici€diuth Asia. In general, the region’s
central banks have remained reluctant to ease mgna&inditions aggressively in order
to stimulate domestic demand and counter the ecanglowdown. In Bangladesh and
Sri Lanka, the central banks left monetary poliaghanged in the second and third
guarter of 2012, following some earlier tightenifgboth countries, the authorities are
expected to maintain the current policy stancé@first half of 2013 unless growth
slows more sharply than expected. The Reserve Bhinia (RBI), which had hiked its
benchmark repo rate 13 times by a total of 375shaaints between March 2010 and
October 2011, cut interest rates only once dutiregfitst nine months of 2012 even as
consumption and investment growth weakened coraditierin April, the repo rate was
lowered by 50 basis points to 8 per cent. In aengt to boost liquidity in the banking
system, the RBI also reduced the cash reservefaatizanks from 6 per cent at the
beginning of the year to 4.5 per cent in Octobehilgvindia’s monetary authorities
remain focused on containing inflation and anchpmilation expectations, the
continuing weakness in domestic demand, in pagrgolivate investment spending, is
expected to prompt further monetary easing in theatgrs ahead. Unlike the RBI, the
State Bank of Pakistan (SBP) has fully shiftedataus to strengthening private
investment, which has declined for four consecuymars, and supporting domestic
demand. The SBP cut its main policy rate in August October 2012, lowering it from
12 per cent to 10 per cent. If inflation contint@slow in the coming quarters, additional
interest rate reductions are likely.

Slowing tax revenue growth and rising expendituregnergy, food and fertilizer
subsidies have put additional pressure on fisdahioas in South Asia. In almost all
countries, the deficit reduction targets for thetgescal year were missed by a
considerable margin; this trend that is likely émtinue in the current fiscal year despite
increased government efforts to bring down subbitly. In India, the central
government deficit widened to 5.8 per cent of GDHscal year 2011/12, well above the
target of 4.6 per cent. The shortfall can be prilpattributed to lower-than-expected
corporate tax revenues, following the marked slomm@o economic growth, and higher
subsidy expenditure as food and fuel prices rendagtevated. In the budget for the new
fiscal year 2012/13, India’s Government outlineti@derate fiscal consolidation
program, planning to reduce the deficit to 5.1 gt of GDP. After recording a four-
month deficit equivalent to more than 50 per cdrnhe full-year target, the Government
introduced a series of measures to lower the sylmlidincluding a significant increase
in the administered price of diesel and restriction the purchase of subsidized cooking
gas cylinders. Despite these measures, the 2012/Jé&t is likely to be missed as the
slow pace of growth and persistently high oil psicentinue to weigh on public finances.
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Actual government deficits also exceeded initiedyéds in other South Asian economies
during the past fiscal year, amounting to 5.2 et of GDP in Bangladesh and about
6.3 per cent in Pakistan. Governments in both cestace major challenges in bringing
the fiscal deficit down. These include strong expieme demands to address energy
shortages and enhance welfare spending as wellrgharrow tax bases.

In most South Asian economies, trade and currertua deficits widened
significantly in 2012. Exports were hit hard by \eaing demand in key markets,
including the European Union, the United States@hiha. In dollar terms, total annual
merchandise exports in 2012 are estimated to el fby about 3 per cent in India, 6
per cent in Sri Lanka and 8 per cent in Pakistére decline in export receipts reflects
both lower volumes and lower prices of some may@oet commodities such as rubber
and cotton. In the Islamic Republic of Iran, expatnings are estimated to have
contracted by more than 25 per cent in 2012, falgvthe tightening of European Union
and United States sanctions in the first half efybar. In most South Asian countries,
import spending growth also declined sharply in2Cdthough import bills continued to
be pushed up by high oil prices and still robuststomer demand. An important factor
behind the slowdown in import spending was theshapreciation of local currencies.
The Indian rupee, for example, lost more than 25cpat of its value against the dollar
between June 2011 and June 2012. Sri Lanka’s malpedell sharply against the dollar
after the central bank decided in February 201a8lltw greater exchange rate flexibility.
The weakness in the region’s currencies refle@datge and rising current account
deficits as well as a sharp decline in portfolioiggand debt inflows amid recurring
concerns over the euro area’s debt crisis. Workersittance flows to Bangladesh,
Pakistan and Sri Lanka continued to grow at a gtpate in 2012. In 2013 and 2014,
South Asia’s economies will continue to record éemd partly widening current account
deficits. Even in countries such as India, whengoets are projected to rise faster than
imports, nominal current account deficits are hkil increase further owing to the
significantly lower value of exports in 2012.

Downside risks to the economic outlook for SoutleAme related to the
continuing weakness of the global macroeconomié@renment and to regional or
domestic economic vulnerabilities. On the extesndd, a global recession triggered by
an escalation of the euro area crisis or the figliflin the United States would further
weaken South Asia’s exports, while also reducingkers’ remittance inflows. Widening
current account deficits, coupled with lower pditi@apital inflows, could cause
significant pressure on the balance of paymentssiply requiring contractionary
adjustment policies. Political instability and d@teating security conditions represent
downside risks for several countries in the regimtably the Islamic Republic of Iran,
Nepal and Pakistan. In India, lack of economic mef®owing to political gridlock may
lead to further downward revisions of growth in thelook period.

Western Asia
Western Asia’s growth momentum further polarize@@12. Most oil-exporting

countries experienced robust growth on the baskadrd-high oil revenues and
government spending. By contrast, economic activiegkened in oil-importing
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countries, burdened by higher import bills, dedgexternal demand and shrinking
policy space. As a result, oil-exporting and oilpionting economies are facing a dual
track growth outlook. On average, GDP growth inridgion is estimated to decline from
6.7 per cent in 2011 to 3.6 per cent in 2012 abgar cent in 2013.

Most oil-exporting countries benefitted from recdndh oil prices and rising oil
output in 2012, especially Saudi Arabia, Iraq anohvidit. Strong growth in Saudi Arabia
was further underpinned by the expansion of domelemand and a dynamic real estate
sector. Public and private investments bolsteresvtir in Qatar. Economic activity grew
more modestly in Bahrain, Oman and the United Afabrates as the financial and real
estate sectors gradually recovered. Political bikty delayed any possible recovery in
Yemen.

Social unrest and political instability, notablytbivil war in the Syrian Arab
Republic, weighed on risk perception in the entagion. Neighbouring Jordan and
Lebanon were directly affected by subdued crossgidragconomic activities, including
trade, investment and tourism, resulting in ristngrent account deficits. In Jordan, weak
economic growth further exacerbated the difficatyimiting budget deficits without
reviving social unrest.

The deteriorating external environment increasirajfgcted economic activity in
Israel, while weakening domestic demand contribtesl sharp decline in economic
growth in Turkey.

Social unrest highlighted the poor employment sidumaprevailing in countries
across the region. In Gulf Cooperation Council (GCQuntries, official unemployment
rates are relatively low, but common problematatdiees include low employment rates
and, its corollary, hidden unemployment as wekhagxcessive reliance on migrant
labour, which on average represents 70 per cethiedfbour force. In Saudi Arabia, for
instance, the unemployment scheme created in the afahe Arab Spring, which
includes unemployment benefits of $533 per morithaced more than a million
unemployed workers, many of them women previoustyconsidered as part of the
labour force. In Gulf countries, private sectorgave generally very unattractive
compared to those in the public sector. As a resutirant workers who are more
inclined than nationals to accept inferior workoanditions represent around 90 per cent
of manpower in the private sector. Quotas andnéstictions for migrants as well as
minimum pay requirements for natives in the privsggetor have so far failed to
significantly support job creation for natives hetprivate sector.

Conflict in the Syrian Arab Republic is significanharming production and
employment. Unemployment increased significanttyrfr8.6 per cent in 2010 to 14.9 per
cent in 2011 and the situation likely worsened ¥@ar. In Jordan, the unemployment
rate declined by 0.9 percentage point, averagingetZent over the first three quarters
of 2012.

In Turkey, unemployment declined further to alm®gter cent in 2012, after
peaking above 14 per cent in 2009. In Israel, theial unemployment rate increased by
more than one percentage point as economic statistiethodologies were brought in
line with OECD standards, reaching 7 per cent it22@Rising income inequality, a
record poverty rate relative to other OECD coustdad the most recent unemployment
statistics provide a bleaker picture of the Isridour market, undermining claims that
the country is riding through the global crisishwielative ease.
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Fiscal policy in Western Asia was durably affedbgdpolitical unrest in the
region last year. Temporary and permanent incraagagblic expenditures will
represent a drag on public finances in many caemin the years ahead. With oill
revenues at a record high in 2012, GCC countriddraig continued their active fiscal
policies and actual expenditures may even excedddiad figures. As governments
resume implementing their respective developmean,@pending is progressively
shifting from current to capital expenditures. Ttnend was challenged in Oman,
however, where the Sultan announced the creatian afiditional 56,000 jobs in the
context of renewed social unrest. While mediumf{rscal balances remain strong in
many Gulf countries, the break-even price of ail &CC countries as a whole is
estimated to have increased from $49 per bar2008 to $79 in 2012, with Bahrain and
Oman being most vulnerable to a potential oil pdoap.

Oil-importing countries possessing limited poliayffers reacted more cautiously
to political unrest and experienced mixed fortuesodest increase in public sector
wages could not prevent the Syrian Arab Repubtimfplunging into prolonged
violence. In Jordan, civil servant pay raises watkthe budget deficit. As the
Government implemented spending cuts in the sehaticbf 2012, growing public
discontent led it to backtrack on its attempt u@e ever more costly energy subsidies.
As a result, Jordan’s reliance on external graimis f{GCC countries and conditional IMF
loans grew further along with a deficit exceedinge® cent of GDP. Lebanon’s fiscal
stance remained neutral during the first half df2Mut a proposed public sector salary
increase may widen the budget deficit.

In Israel, several recommendations of the Trajtem@®™mmittee that was created
in 2011 in the wake of social unrest have beenmedeby the Government, but the
projected rise of the budget deficit to 3.4 pertadrGDP in 2012 is more directly related
to steady military spending amounting to more tBger cent of GDP. In Turkey,
slowing growth is expected to have increased tligéudeficit from an estimated 1.4 per
cent of GDP in 2011 to 2 per cent in 2012. Fisedhibces in Turkey and across the
region are forecast to deteriorate next year.

Inflation declined across the region during thstfthree quarters of 2012 in the
context of high commodity prices, but weakeningeexal and domestic demand. In GCC
countries, inflation remained around 3 per certigdow, except in Saudi Arabia. The
housing component of the consumer price index vegsitive in Bahrain, Qatar and the
United Arab Emirates, caused by excess capacityiaiteéd domestic demand pressures.
In Saudi Arabia, inflation remained above 5 perteknming the first half of the year,
driven by strong domestic demand and housing pgoesing by almost 9 per cent, and
slightly declined thereafter. High commodity pricestributed to keep inflation above
10 per cent in Yemen, where the Government couldtabilize prices by increasing
subsidies.

Inflation in the Syrian Arab Republic may exceedp&d cent in 2012 as a
consequence of ongoing violence, the oil embargbfiaancial sanctions that are
hampering production and trade. In Jordan and Laahe pass-through effect of high
food and energy prices kept inflation above 4 @t curing the first three quarters of
the year, a slight decline compared to 2011.

In Israel, the consumer price index grew by 2.1gastt during the first three
guarters of 2012 on the back of high food and haprices, about 1 percentage point
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lower compared to last year. In Turkey, demandutéldtionary pressures progressively
weakened during the year, but higher food and gnariges as well as value-added tax
increases pushed up inflation, which may deceldoateper cent at the end of the year.
Barring a revival of domestic and external demaresgures or a crisis pushing up
commodity prices, inflation will likely decline fthver across the region in 2013.

Conventional monetary policy remained unchangedany countries of the
region in 2012. Policy rates in GCC countries tieate their currencies pegged to the
dollar remained constant, almost mirroring the staof the United States Federal
Reserve. Kuwait, which closely manages its curreagainst the dollar, lowered its
benchmark discount rate by 50 basis points to Z@et in October. Growing money
stock in GCC countries improved liquidity conditgrtontributing to slightly lower
funding costs, which had increased in the wak&efArab Spring.

Meanwhile, funding costs were on a rising trendordan and Lebanon. Jordan
raised its policy rate by 50 basis points in Febyrta defend the national currency,
setting the overnight repurchase agreement rat& &tper cent. In January, the Syrian
Arab Republic introduced a managed float of itshexge rate, allowing the Syrian
pound to devaluate by more than 30 per cent. Thesure eased the discrepancy
between the official and black market exchangesrdtais avoiding a rapid depletion of
foreign reserves, and allowed commercial bankake advantage of the strong demand
for the dollar.

The depreciating Turkish lira stabilized against dollar at the end of 2011 as the
central bank tightened monetary policy by raisingraight lending rates and widening
the interest rate corridor. Reserve requiremenigatere also reduced in order to
prevent an undesirable tightening in liquidity ctiimhs. In 2012, as the current account
deficit progressively declined along with domestgmand, monetary authorities kept the
policy rate constant, but continued to reduce ffextve funding rate from 11 percent in
January to less than 7 percent in September. ilmilaémained above target. In Israel,
weakening demand-led inflationary pressures leadéméral bank to loosen monetary
policy three times during the first half of the yesetting the interest rate at 2.25 per cent.
As most countries across the region tie their mamygtolicy to the stance of central
banks in advanced economies, monetary looseningreebin view of a grim growth
perspective may only occur in those countries witlependent monetary policy in 2013.

The dual track growth outlook in the region largslgms from growing external
imbalances. While record oil revenues boosted pateurpluses in oil-exporting
countries, higher import bills burdened existingi@ts in oil-importing countries. In
GCC countries, current account surpluses range &@und 8 per cent of GDP in the
United Arab Emirates to more than 40 per cent invKit1 Oil production outages caused
by pipeline attacks in Yemen contributed to theeexdl deficit.

Current account deficits also widened in Jordanlagizhnon on the back of high
commodity prices and rising import bills, weak ertd demand as well as declining
tourism revenues and investment flows. Foreignrvesedropped by 37 per cent in
Jordan over the first half of the year and resac@imulation stalled in Lebanon.

The trade deficit also increased in Israel in 2@fEherating a current account
deficit. Weakening import demand from Europe arelWnited States led to a drop in
manufacturing exports, including for high-tech geoéls Turkish goods have found new
export markets to the east of the country, exguate become comparatively less reliant
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on Western markets. This underpinned some resdienexports during the first half of
2012, while imports stagnated. Although the tradkahce remained largely negative, it
improved slightly and contributed to the declinmgrent account deficit, which may
reach 7 per cent this year compared to more thaefd0ent in 2011. While external
imbalances across the region are structural, thagnitude in the years ahead largely
depends on commodity price developments. The de&sgay gas resources in the
Mediterranean is likely to transform Israel intolaonic surplus country starting in 2014.

In the outlook, Western Asia faces four major dowesisks. First, renewed
domestic social unrest could raise the oil pris& gremium, exacerbating existing
current account and fiscal imbalances deriving frogh oil prices. Second, rising
international tensions leading to a blockade ofStrait of Hormuz could trigger an
international oil supply shortage and an unprecttkprice hike, holding the potential to
have a significant negative impact on global growthird, if the financial woes and
deeper fiscal austerity in developed countries weteigger a global downturn, a
sustained drop in the oil price would negativelfgetf fiscal and eventually social
stability in oil-exporting countries. Finally, inéan in relation to the dire employment
situation and, more broadly, the failure to implemeffective diversification strategies
based on a more inclusive development paradignesept major risks to long-run
stability and prosperity in the region

Latin America and the Caribbean

Latin America and the Caribbean are expected t@seeceleration in growth to 3.9 per
cent in 2013, after a more moderate expansion®p&. cent in 2012. This continued
solid growth trajectory is closely tied to the merhance of the Brazilian economy, which
is expected to expand by 4.0 per cent in 2013. dteand Central America are forecast
to register growth rates similar to those of 2(.9,per cent, although these are highly
sensitive to the US scenario. In line with the oegil picture, the Caribbean countries
will also register an acceleration in growth to Bef cent in 2013, 0.7 percentage points
higher than in 2012.

Remarkably, Latin America’s growth has been 4.6qasit on average in the last
three years. This represents a certain decoupiomg fhe performance of developed
economies, which is a new characteristic of théorég growth path. Nevertheless,
economic prospects were deteriorating during tlcerse half of 2012 as the stagnation in
the developed economies and the slowdown in Cregarfto affect regional exports.
Therefore, the region is expected to have achieaveadre moderate growth rate of 3.3
per cent in 2012, a second consecutive decline #@nper cent in 2011 and 6 per cent in
2010. The slower regional growth in 2012 reflestgarticular, the lower growth in
South America of 2.9 per cent, with Brazil and Artjea contributing greatly to the
overall picture as two of the biggest economiethesubregion.

Latin America’s moderate growth of 2012 was exdiim large part by still
resilient domestic demand. Important drivers weregpe expenditure in Mexico, Chile,
Colombia and Peru as well as investment in Mexiwb $outh American countries like
Ecuador, Chile, Colombia and Peru. The externdabsstows a dichotomy across the
region. While Mexico, Central America and the Chealan benefited from the fragile
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United States recovery through solid net expomsitis American countries have been
relatively more affected by the slowdown in Chimal @he euro zone recession. The
external sector constitutes the main impact chamsglecially in Chile, Argentina, Brazil
and Uruguay. Remittances are another channel thranich the European situation is
affecting Latin America, particularly Ecuador andl@nbia.

Despite the slowdown in the region in 2012, labmarket indicators continued to
show a good performance, for example in the forthefrising trend in employment
rates, real wages and women'’s labour force padiicp as well as lower unemployment
rates. For the whole region, urban unemploymerthea an historical low of 6.5 per
cent. The unemployment rate is even lower thanréegpe in Brazil, Ecuador, Mexico,
Panama and Uruguay. Also, formal employment creatias buoyant in Mexico, Chile,
Costa Rica, Mexico and Nicaragua. Reflecting the o6 domestic demand as the main
growth engine, employment generation has been otrated in the non-tradable sector.
The overall labour situation reinforced private s@mption in the region; thus strengthen
the key source of economic growth in recent yddosvever, there were also some
indicators that this impulse began to weaken irsgend half of the year. For example,
job creation rates slowed in Argentina, BoliviarpRRelic of Venezuela, Paraguay and
Peru.

In contrast to conditions in the developed worddhdur market indicators in the
region are likely to remain strong in 2013, butlier improvements such as additional
reductions in unemployment or higher employmenatoa rates will be difficult to
achieve. Thus, it is also expected that therelelbnly limited additional positive
feedback from labour markets to private consumption

The inflation outlook for 2013 is relatively staplaut there might be some
upward trends if the gradual shifts towards loasgmhonetary policies consolidate
further. Also, trends in international food pricespecially for grains, may threaten the
inflation targets in the region in 2013, especiailyCentral America and the Caribbean.
Nonetheless, there is no clear sign that underlyifigtion across the region is shifting
into an upward trend. The estimated inflation raés 6 per cent in 2012, 0.9 percentage
point lower than 2011. Central American countrias she largest declines in inflation,
thanks to lower price rises for food.

Monetary policy in the region has some space iora promote economic
activity if the global picture and, in particuléine economic conditions in the United
States worsen in 2013. However, considering tlength of private consumption,
monetary policy will continue on a cautious patliring 2012, half of the economies did
not modify their policy interest rate, but as thebgl downturn began to affect regional
exports and economic perspectives in some courtteiesiorated, the focus of
policymakers gradually shifted from reducing infhait towards promoting economic
activity. The most notable case is Brazil, whiclfaaot started to reduce interest rates
even earlier, in August 2011. Since then, the eébiaink has successively reduced the
Selic reference rate by 500 basis points, to ahestl low of 7.5 per cent. Colombia,
Paraguay, the Dominican Republic and the BolivaRapublic of Venezuela have also
reduced their policy interest rates during 2012lyQiruguay, Argentina and Honduras
increased their interest rates in 2012.

The quantitative easing measures in developed edesowill underpin
additional appreciation pressures on the regiom'seticies in 2013. Given policymakers’
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track record, this might lead to additional interirens in exchange rate markets, further
increasing international reserves in the regiodeéd, the region has continued to attract
substantial private capital inflows during 2012 im@ning favourable financing
conditions for funding the current account defafiiround 1.7 per cent of GDP. As in
2011, the current account deficit was mainly fundgachet foreign direct investment
flows, followed by net portfolio investment.

The exchange rates of the national currencieseofégion remain at higher levels
compared to those before the global downturn. Heweduring 2012, there were
diverging trends. Countries like Colombia, Chilegito and Peru have experienced an
appreciation of their domestic currencies, whiladirand Argentina saw a depreciation
of their currencies. The volatile behaviour of ¢alpmarkets and exchange rates led
many of the region’s central banks to intervenévabt in foreign-exchange markets.
Clearly, the tendency towards foreign-exchangelmses suggests that central banks
were more concerned about avoiding local-currepgyeciation than depreciation. As a
result, most countries increased their level afrinational reserves during 2012.

In the area of fiscal policy, the outlook for 20%3a continuing consolidation of
fiscal balances. Given the economic growth forexcastl fiscal policies currently in
place, the region will continue on its downwarchtten terms of the ratio of public debt
to GDP, which is forecast to move towards 30 pet oethe medium term. Moreover,
the region shows a similar picture in 2012 compaodtie preceding year, with fiscal
consolidation continuing to recoup fiscal policyasp in the form of an overall budget
balance of -1.8 per cent of GDP in 2012, a prinargget balance of -0.1 of GDP and
with revenues and expenditures growing at the gzane as GDP. The situation varies
widely across countries, but many countries aré plated to implement countercyclical
fiscal policies to deal with potential slumps irgaegate demand. In relative terms, South
American countries like Chile, Peru, Paraguay &edRlurinational State of Bolivia have
more fiscal space. In addition, some countries,alpiacuador, Peru and Chile,
introduced tax reforms in 2012 aimed to increasetdlx base. In Central America, public
deficits have become a persistent problem in repests, as governments have raised
expenditures to safeguard social spending. Howeseent tax and administrative
reforms in El Salvador, Guatemala, Honduras, Ngaasand Panama should improve
fiscal revenues and thus fiscal balances. Meanw@#eibbean public deficits also
widened during the crisis owing to increased spgmdin most Caribbean countries,
public debt as a percentage of GDP remains relgthigh, at a level of more than 60 per
cent.

In 2012, Latin American countries continued to ierpent macroprudential
policies. These included new regulations on foreigmency deposits (Paraguay, Peru
and the Plurinational State of Bolivia), changesapital requirements for financial
institutions (Uruguay), restrictions on the issuan€ negotiable securities (Brazil) and
new mortgage bond regulations (Chile).

Considering the current export slowdown and to sertend the deterioration in
the terms of trade, the region’s current accoutariz will likely continue deteriorating
in 2013, though only slightly. This is especialietcase for mineral exporters, like Chile
and Peru. During 2012, the region’s trade surpkdiled in value terms, as export
growth slowed to 4 per cent while imports contintedrow at a slightly higher rate of
7.5 per cent. The slowdown in export growth isiladtiable mainly to the fall in exports
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to the European Union by South American countnesyely Brazil, Chile, Ecuador,
Paraguay, Peru, Uruguay and the members of théligamn Community (CARICOM).
By contrast, exports from Mexico and some Centralefican countries to that region
still increased. The decline in import growth, umrt, reflected the generally slower
economic activity, as well as the effects of impedtrictions in some countries, most
notably Argentina, but also some others like Branill Ecuador. Also, international
prices for the region’s main export commoditieswe#sed declines across the board
throughout 2012, reflecting deteriorating globadwgth prospects. This is especially the
case for metals, agricultural raw materials angdita beverages, while the prices of
food and energy held up at levels similar to theis2011. As a result, regional terms of
trade suffered a decline of around 2 per cent. @@yhydrocarbon-exporting countries,
namely the Bolivarian Republic of Venezuela, Ecuatiee Plurinational State of
Bolivia, Trinidad and Tobago and Mexico, postedramease in their terms of trade,
although in the case of Mexico, this was due tosigaificant role of manufactured
products in exports.

Risk and uncertainties are tilted towards the dadensf the baseline estimations
and include the potential fiscal cliff in the Urdt&tates, a deepening of the sovereign
debt crises in the euro zone and a hard-landinlgeo€hinese economy. A worsening
global scenario will darken the economic outlooktfee region with heterogeneous
impacts. A more pronounced slowdown or renewechfire turmoil in the euro zone
would have a relatively modest effect in the regaisra whole, but it would be more
relevant for the southern part of the region, botterms of lower demand for regional
exports and remittances. However, South Americamicies are well placed to
implement countercyclical policies. A worseningrsgo in the United States, in
particular the fiscal cliff, would have a relatiygarger effect in the whole region
considering the closer economic linkages. The emdnonpacts would be larger in the
Caribbean, Central America and Mexico through thgoet, tourism and remittance
channels. At the same time, the Caribbean couritges less fiscal space to implement
countercyclical policies. Additionally, a hard-lang of China would affect South
American countries, especially non-diversified coodlity exporters by means of export
volumes and commodity prices, relatively more gjfgnin the baseline scenario, there is
also an increasing concern among policymakers aheujuantitative easing measures
implemented in developed countries, particulartyareing the potential effects of capital
inflows on exchange rates. Considering the expesitagidown in regional exports,
potential further appreciations might introduceitiddal constraints on economic
growth.

The recent experience of the Latin America anddagbbean, particularly in the
global crisis, highlights the relevance of implerneg coordinated policies on the fiscal,
monetary, exchange rate and macroprudential frdfiseover, the region not only
should carefully address these macroeconomic issu@sintegrated manner, but also
the structural and microeconomic growth constraimt$éact, some underlying key
aspects that remain unsolved as cornerstones tmealong term economic growth are
the infrastructure bottlenecks, the high degreeat@iral resource dependency and the
low level of innovation and technology diffusiortr@ger micro patterns would improve
not only the economic growth sustainability bubatise resilience to external shocks.

65



LINK Global Economic Outlook
October 2012

Statistics Annex Table



Table Al

World and regions: rates of growth of real GDP, 2007-2014

(Annual percentage chanae®)

2007 2008 2009 2010 2011° 2012° 2013° 2014
World 4.0 15 -2.3 4.1 2.7 2.3 2.5 3.3
Developed economies 2.6 0.0 -3.9 2.7 14 1.2 1.2 2.1
North America 1.9 -0.2 -3.4 3.0 1.9 2.1 1.7 2.7
Asia and Oceania 2.4 -0.5 -4.3 4.0 -0.3 2.6 1.6 1.5
Europe 3.2 0.3 -4.1 2.0 1.6 -0.2 0.6 1.7
European Union 3.2 0.3 -4.3 2.0 15 -0.3 0.6 1.7
EU-15 3.0 0.0 -4.3 2.0 1.4 -0.4 0.5 1.6
New EU Members 6.0 4.1 -3.7 2.3 3.1 1.3 2.2 2.9
Other Europe 34 1.2 -1.9 1.7 1.8 1.7 1.5 1.9
Memorandum items:
Euro area 3.0 0.4 -4.2 1.9 15 -0.5 0.3 14
Major developed economies (G-7) 2.2 -0.3 -4.1 3.0 14 14 1.3 2.1
OECD 2.7 0.1 -3.8 3.0 1.6 1.4 1.4 2.3
Economies in transition 8.6 5.2 -6.5 4.1 4.5 35 3.6 4.2
South-Eastern Europe 6.0 4.2 -3.7 0.5 1.1 -0.3 1.3 2.6
Commonwealth of Independent States 8.8 5.3 -6.8 45 4.8 3.8 3.8 43
and Georgia
Developing countries 7.9 5.2 25 75 5.8 4.8 5.2 5.7
Africa 6.0 4.8 2.0 4.6 0.9 5.0 4.8 5.1
North Africa 4.7 4.6 3.2 4.0 -6.0 7.5 4.4 4.9
Sub-Saharan Africa 6.7 4.9 1.4 4.9 4.4 3.8 5.0 5.2
East and South Asia 10.0 6.1 5.3 8.8 6.9 5.6 6.0 6.5
East Asia 10.3 6.4 5.1 9.2 7.1 5.9 6.3 6.7
South Asia 8.9 5.2 6.2 7.1 6.1 4.4 5.1 5.7
Western Asia 4.6 3.8 -0.9 6.2 6.7 3.6 35 4.1
Latin America and the Caribbean 5.6 4.0 -2.1 6.0 4.4 3.3 3.9 4.4
South America 6.7 5.4 -0.4 6.4 4.3 2.9 4.0 4.4
Mexico and Central America 3.8 15 -5.7 5.6 4.3 4.1 3.9 4.6
Caribbean 6.5 3.6 0.8 3.4 6.0 3.0 3.7 3.9
Memorandum items:
Least developed countries 8.9 7.7 5.0 5.8 3.8 37 5.8 55
Sub-Saharan Africa (excluding Nigeria 8.1 6.8 3.4 5.4 4.2 3.8 5.6 53
and South Africa)
East Asia (excluding China) 6.1 2.7 0.1 7.7 4.2 3.2 3.8 4.3
South Asia (excluding India) 7.1 3.3 2.1 2.8 3.6 16 24 3.6
Western Asia (excluding Israel and 4.4 5.8 1.1 4.8 6.0 4.0 3.7 3.7

Turkey)

Source : Project LINK

a Calculated as a weighted average of individual country growth rates of gross domestic product (GDP),
where weights are based on GDP in 2005 prices and exchange rates.

b Actual or the most recent estimate.
¢ Forecasts, based in part on Project LINK.
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Table A.2
Rates of growth of real GDP, 2007-2014
(Annual percentage change)

2007 2008 2009 2010 2011 2012° 2013° 2014"
Developed Economies

North America
Canada 2.2 0.7 -2.8 3.2 2.4 1.8 15 2.8
United States 1.9 -0.3 -35 3.0 1.8 2.1 1.7 2.7

Asia and Oceania
Australia 3.8 2.3 15 2.4 2.3 3.0 2.6 3.3
Japan 2.2 -1.0 -5.5 44 -0.8 25 14 1.1
New Zealand 2.9 -0.7 -0.1 25 0.3 2.1 21 2.7

European Union

EU-15
Austria 3.7 1.4 -3.8 2.3 2.7 0.8 13 2.0
Belgium 2.9 1.0 -2.8 2.3 1.8 -0.3 0.5 1.5
Denmark 1.6 -1.1 -5.2 1.7 2.3 11 1.2 1.3
Finland 5.4 1.0 -8.2 3.6 2.8 15 1.2 1.6
France 2.3 -0.1 -2.7 15 1.7 0.1 0.3 1.1
Germany 33 11 -5.1 3.7 3.0 0.9 1.0 1.8
Greece 3.0 -0.2 -3.3 -35 -6.9 -6.1 -1.8 0.6
Ireland 5.2 -3.0 -7.0 -0.4 1.4 0.5 17 2.4
Italy 15 -1.2 -5.1 15 0.4 -2.4 -0.3 1.4
Luxembourg 6.6 0.8 -53 2.7 1.6 -0.1 0.9 2.0
Netherlands 3.9 1.8 -35 1.7 1.0 -0.5 0.7 1.4
Portugal 2.4 0.0 -2.9 1.4 -1.7 -3.2 -2.2 0.2
Spain 3.6 0.9 -3.7 -0.1 0.4 -1.8 -1.5 0.6
Sweden 33 -0.6 -5.2 5.6 3.9 17 1.8 2.8
United Kingdom 35 -1.1 -4.4 2.1 0.8 -0.3 1.2 2.3

New EU Member
Bulgaria 6.4 6.2 -55 0.2 1.8 1.0 25 3.5
Cyprus 51 3.6 -1.9 11 0.5 -1.2 0.5 1.3
Czech Republic 5.7 31 -4.7 2.7 1.7 -0.8 11 2.0
Estonia 75 -3.7 -14.3 2.3 74 25 3.0 3.5
Hungary 0.1 0.9 -6.8 13 1.7 -1.3 0.6 2.2
Latvia 9.6 -3.3 -17.7 -0.3 55 3.0 35 3.5
Lithuania 9.8 2.9 -14.8 1.4 5.9 2.6 3.0 3.0
Malta 43 44 -2.7 2.7 2.2 -0.7 11 1.8
Poland 6.8 5.1 1.6 3.9 43 29 3.0 3.5
Romania 6.3 7.3 -6.6 -1.9 25 1.0 2.3 3.0
Slovak Republic 10.5 5.9 -4.9 43 33 24 2.0 2.6
Slovenia 6.9 3.6 -8.0 15 0.6 -0.9 2.1 2.2

Other European
Iceland 6.0 13 -6.7 -4.0 2.6 2.6 2.7 2.6
Norway 31 0.0 -1.7 0.7 15 35 2.2 2.4
Switzerland 3.6 2.1 -1.9 2.7 2.0 0.3 0.8 1.4

Economies in Transition

South-Eastern Europe
Albania 5.9 7.7 33 35 2.0 15 3.0 3.0
Bosnia and Herzegovina 6.2 5.7 -2.9 0.8 15 0.2 1.0 2.1
Croatia 5.1 2.2 -6.0 -1.2 0.0 -1.3 0.8 2.5
Montenegro 10.7 6.9 -5.7 1.0 2.6 0.4 15 3.0
Serbia 6.9 55 -3.1 1.7 1.6 0.0 13 2.8

The former Yugoslav Republic of

|Macedonia 6.1 5.0 -0.9 18 3.0 1.0 2.3 2.5

Commonwealth of Independent States
Armenia 13.7 6.9 -14.2 2.1 4.7 3.8 4.0 4.0
Azerbaijan 25.1 10.8 9.3 5.0 0.1 1.0 25 3.8
Belarus 8.6 10.2 0.2 7.6 5.3 39 31 5.0
Kazakhstan 8.7 33 1.2 7.0 7.5 55 5.0 5.0
Kyrgyzstan 8.5 8.4 2.9 -1.4 5.7 0.8 35 4.0
Republic of Moldova 3.0 7.8 -6.0 6.9 6.5 0.6 2.0 3.0
Russian Federation 8.5 5.2 -7.8 4.0 43 3.7 3.6 4.2
Tajikistan 7.8 7.6 4.0 6.5 7.4 4.8 5.7 5.0
Turkmenistan 111 14.7 6.1 9.2 14.8 9.0 8.0 7.0
Ukraine 7.9 2.3 -14.8 3.7 5.2 2.0 3.2 4.0
Uzbekistan 9.5 9.0 8.1 8.5 8.3 7.0 6.9 6.1
Georgia 12.3 2.3 -3.8 6.4 7.0 4.0 5.0 4.0
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2007 2008 2009 2010 2011 2012° 2013" 2014"
Developing Economies
Africa
Algeria 3.0 2.4 2.4 33 2.4 2.8 2.9 3.8
Angola 22.6 13.8 2.4 3.4 3.6 75 7.7 6.2
Benin 4.6 5.0 2.7 2.6 3.2 34 4.6 4.5
Botswana 4.8 2.9 -4.9 7.2 5.1 4.2 4.6 4.3
Burkina Faso 4.1 6.4 3.2 7.9 4.2 6.0 6.2 5.9
Burundi 6.4 43 3.4 3.9 4.0 4.4 4.8 4.3
Cameroon 33 2.9 1.2 2.8 4.1 45 4.7 45
Cape Verde 8.6 6.2 2.8 5.4 5.2 4.8 5.0 5.1
Central African Republic 45 4.4 1.8 33 31 3.8 4.0 3.9
Chad 0.1 0.3 -35 13.0 31 6.2 4.0 4.2
Comoros 0.5 1.0 1.8 2.1 2.2 25 35 3.4
Congo -1.6 5.9 75 8.8 45 37 5.4 4.6
Cote d'lvoire 2.3 3.8 0.0 2.6 -4.5 7.0 6.1 5.7
Democratic Republic of the Congo 6.3 6.1 2.8 7.2 6.9 7.0 7.1 6.4
Djibouti 5.0 5.0 55 35 4.4 4.7 4.8 4.3
Egypt 7.1 7.2 4.7 5.1 1.7 11 3.2 4.7
Equatorial Guinea 23.2 15.2 4.8 2.7 4.6 6.3 5.8 5.1
Eritrea 1.4 -9.8 3.6 2.2 8.2 6.5 5.0 4.3
Ethiopia 115 10.8 8.8 12.4 10.1 7.0 7.4 6.8
Gabon 5.6 1.7 -0.4 5.6 5.7 4.7 35 3.7
Gambia 4.7 5.6 5.6 5.9 33 -1.0 6.2 4.5
Ghana 6.5 8.4 4.0 77 14.4 7.4 7.8 7.1
Guinea 1.8 4.9 -0.3 2.8 3.6 4.0 4.4 4.3
Guinea-Bissau 4.1 4.0 7.7 35 5.3 -0.5 2.6 2.9
Kenya 7.0 15 2.6 5.6 4.4 4.8 5.4 5.5
Lesotho 45 4.7 -1.4 33 5.8 43 5.9 5.3
Liberia 9.4 7.1 4.6 5.6 6.9 8.4 75 6.4
Libya 5.1 2.7 -0.7 4.2 -61.0 100.7 12.8 8.5
Madagascar 6.2 7.1 -4.1 0.5 1.0 2.3 3.3 4.4
Malawi 9.6 8.3 8.9 5.2 43 4.1 5.4 5.1
Mali 43 5.0 3.4 5.8 5.4 1.0 5.2 6.0
Mauritania 1.6 0.8 1.6 4.7 4.4 4.8 6.3 5.5
Mauritius 5.9 55 2.6 4.2 3.9 31 35 4.1
Morocco 2.7 5.6 5.0 33 4.8 2.8 4.9 5.2
Mozambique 7.3 6.8 6.3 7.2 7.2 75 8.1 8.0
Namibia 5.4 43 -3.6 6.6 4.9 4.0 4.6 5.3
Niger 31 9.6 -2.3 8.0 2.3 9.1 5.9 6.2
Nigeria 5.1 2.3 2.4 7.8 7.5 6.4 6.8 7.2
Rwanda 7.7 115 6.1 75 8.6 7.9 7.6 7.2
Sao Tome and Principe 2.4 9.4 4.8 45 55 5.0 53 5.4
Senegal 4.9 3.2 4.7 5.7 2.6 3.9 4.6 4.7
Sierra Leone 43 4.7 2.8 4.9 5.3 26.5 7.4 7.6
South Africa 5.6 3.6 -1.7 2.9 31 25 31 3.8
Togo 2.1 2.4 -4.5 3.7 25 35 4.2 4.5
Tunisia 6.3 45 3.2 3.7 -1.7 2.6 34 4.2
Uganda 8.1 10.4 4.4 25 4.1 4.6 55 6.7
United Republic of Tanzania 7.1 7.4 6.0 6.8 6.5 6.8 7.1 7.4
Zambia 6.3 6.0 6.1 7.3 6.6 5.8 6.3 6.2
Zimbabwe -3.3 -4.7 7.3 9.0 5.9 31 2.2 2.4
East and South Asia

Bangladesh 6.4 6.0 5.9 6.4 6.7 6.2 6.3 6.4
Brunei Darussalam 0.2 -1.9 -1.8 4.1 2.2 1.2 1.6 1.8
China 14.2 9.6 9.2 10.4 9.3 7.7 8.0 8.2
Hong Kong, Special Administrative Region
of China 6.4 2.3 -2.7 7.0 5.0 13 2.3 3.1
India 9.7 6.1 8.1 8.9 7.1 55 6.1 6.5
Indonesia 7.4 4.9 4.6 6.1 6.5 6.1 6.2 6.3
Iran, Islamic Republic of 8.3 25 0.3 0.8 2.0 -1.9 -0.9 1.5
Korea, Republic of 5.1 2.3 0.3 6.2 3.6 25 3.2 3.5
Malaysia 6.5 4.8 -1.6 7.2 51 4.4 43 4.9
Myanmar 12.0 10.2 10.4 104 5.2 5.6 6.0 6.0
Nepal 3.4 55 45 3.7 3.9 4.0 37 4.0
Pakistan 5.7 2.6 2.8 31 3.4 38 4.2 4.4
Papua New Guinea 7.2 6.6 55 7.1 8.7 9.4 4.2 6.1
Philippines 6.6 4.2 11 7.6 39 5.3 5.2 5.5
Singapore 8.8 15 -0.8 145 4.9 1.9 2.8 4.2
Sri Lanka 6.8 6.0 35 8.0 8.3 6.5 6.7 6.4
Taiwan, Province of China 6.0 0.7 -1.9 10.9 4.0 1.3 2.7 3.3
Thailand 5.0 25 -2.3 7.8 0.1 5.4 4.8 5.0
Vietnam 8.5 6.3 5.3 6.8 5.9 5.0 5.7 6.2
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2007 2008 2009 2010 2011 2012° 2013" 2014"
Western Asia
Bahrain 8.4 6.3 31 45 2.2 25 29 3.0
Iraq 1.4 6.6 9.3 51 9.0 11.3 7.8 8.1
Israel 55 4.0 0.8 48 47 29 2.8 6.0
Jordan 8.5 7.6 2.3 31 2.6 29 3.0 3.5
Kuwait 44 5.0 -5.2 2.0 8.2 47 45 4.0
Lebanon 7.6 9.3 8.0 75 15 1.6 45 4.0
Oman 6.7 12.8 11 42 55 45 35 4.0
Qatar 18.0 17.7 12.0 194 135 6.2 45 4.0
Saudi Arabia 2.0 4.2 0.2 38 6.8 55 3.7 3.0
Syrian Arab Republic 5.7 45 6.0 3.2 -2.2 -15.0 -6.0 10.0
Turkey 4.7 0.7 -4.8 9.0 8.5 3.0 34 4.2
United Arab Emirates 3.2 33 -1.6 1.4 4.2 3.0 3.4 3.4
Yemen 44 4.7 4.7 8.0 -10.5 -1.0 5.0 3.0
Latin America and the Caribbean

Argentina 8.7 6.8 0.9 9.2 7.9 25 3.2 4.2
Barbados 3.8 -0.2 -5.5 -0.5 38 0.9 17 2.0
Bolivia, Plurinational State of 4.6 6.1 34 4.1 52 4.7 4.7 4.5
Brazil 6.1 5.2 -0.6 75 2.7 17 4.0 4.4
Chile 4.6 3.7 -1.7 5.2 6.0 51 46 4.9
Colombia 6.9 35 15 43 44 44 45 4.8
Costa Rica 7.9 2.7 -1.3 42 42 45 44 4.7
Cuba 7.3 4.1 1.4 2.1 2.7 3.0 35 3.3
Dominican Republic 8.5 53 35 7.8 125 4.1 4.7 5.1
Ecuador 2.0 7.2 0.4 3.2 8.7 43 44 4.5
El Salvador 3.8 13 -3.1 14 15 1.6 2.2 3.1
Guatemala 6.3 33 0.5 2.6 6.6 33 37 3.3
Guyana 7.0 2.0 33 3.6 48 39 51 5.1
Haiti 33 0.8 2.9 -5.1 27.9 48 7.0 6.5
Honduras 6.2 4.2 -2.1 2.8 8.7 38 35 4.0
Jamaica 1.4 -0.5 -3.0 -1.1 0.9 0.8 1.0 1.3
Mexico 3.4 1.2 -6.3 5.8 4.0 4.0 38 4.6
Nicaragua 3.6 2.8 -1.5 45 55 3.9 4.2 3.9
Panama 12.1 10.7 2.6 75 11.0 9.0 75 7.2
Paraguay 6.8 5.8 -3.8 15.3 13 -1.6 6.9 5.0
Peru 8.9 9.8 0.9 8.8 6.8 6.0 5.8 5.6
Trinidad and Tobago 4.8 2.4 -35 25 -1.5 0.7 2.3 3.0
Uruguay 7.3 8.6 2.6 8.5 11.0 35 4.2 4.0
\Venezuela, Bolivarian Republic of 8.8 4.2 -3.3 -1.4 4.0 5.1 2.5 2.9

Source: Project LINK

a Actual or most recent estimate.
b Forecasts, based in part on Project LINK.
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Table A3

World and regions: consumer price inflation, 2007-2014

(Annual percentage change®)

2007 2008 2009 2010 2011° 2012° 2013° 20141
Developed economies 2.1 35 -0.1 1.8 25 19 16 18
North America 2.6 4.1 -0.7 24 29 2.0 15 19
Asia and Oceania 0.5 1.9 -0.8 -0.1 0.3 0.5 0.7 19
Europe 2.2 35 0.8 1.9 2.9 2.3 2.0 1.8
European Union 2.2 35 0.8 19 3.0 24 21 18
EU-15 2.1 3.3 0.7 1.9 3.0 2.3 2.0 1.8
New EU Members 4.1 6.1 3.2 2.9 3.8 3.6 3.1 2.9
Other Europe 0.9 3.0 0.9 1.5 0.7 0.2 0.7 1.3
Memorandum items:
Euro area 2.1 3.3 0.3 1.6 2.7 2.3 2.0 1.8
Major developed economies (G-7) 2.0 34 -0.3 1.7 2.4 18 15 19
OECD 2.2 3.6 0.2 2.0 2.6 2.0 1.7 2.0
Economies in transition 9.1 14.3 10.9 7.0 9.5 6.7 7.4 5.9
South-eastern Europe 3.6 7.8 34 2.8 5.0 3.8 35 34
Commonwealth of Independent States 9.6 14.9 11.6 74 9.9 6.9 7.8 6.1
and Georgia
Developing countries® 5.3 8.1 4.3 55 6.5 55 53 5.0
Africa® 6.2 11.0 75 6.8 7.9 8.1 6.6 5.9
North Africa 5.3 9.2 5.9 5.3 7.2 6.4 5.1 4.7
Sub-Saharan Africad 6.9 11.9 7.5 6.2 7.8 8.3 6.5 5.8
East and South Asia 4.9 74 2.8 49 6.2 4.8 4.7 4.8
East Asia 3.9 6.0 0.6 3.1 49 2.9 3.1 35
South Asia 8.6 12.5 11.2 115 11.1 11.7 10.7 9.9
Western Asia 6.3 10.0 4.8 6.0 55 5.8 5.0 4.6
Latin America and the Caribbean 5.3 7.8 6.1 6.1 6.9 6.0 6.2 5.4
South America 5.7 8.8 6.7 7.1 8.8 7.2 7.6 6.5
Mexico and Central America 4.3 5.7 5.1 4.2 3.7 4.1 3.8 3.6
Caribbean 7.2 12.8 4.1 8.1 7.6 6.3 5.8 4.8
Memorandum items:
Least developed countries 9.4 13.6 7.1 94 11.5 12.2 9.8 8.1
Sub-Saharan Africa (Excluding 7.5 13.4 7.9 8.0 10.1 10.8 8.5 6.9
Niaeria and South Africa)
East Asia (excluding China) 3.1 6.1 1.8 3.0 4.3 31 31 3.2
South Asia (excluding India) 13.1 21.3 11.7 10.6 15.8 16.3 14.3 13.0
Western Asia (excluding Israel and 5.4 111 3.7 45 5.0 6.1 4.6 4.1

Turkey)

Source: Project LINK

a Calculated as a weighted average of individual country growth rates of consumer price index (CPI),
where weights are based on GDP in 2005, in United States dollars .

b Actual or the most recent estimate.
¢ Forecasts, based in part on Project LINK.
d Excluding Zimbabwe.
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Table A4
Consumer price inflation, 2007-2014
(Annual percentage change)

2007 2008 2009 2010  2011°  2012°  2013°  2014"
Developed Economies

North America
Canada 2.1 2.4 0.3 1.8 29 1.7 1.9 1.9
United States 2.6 4.3 -0.8 2.5 2.9 2.0 14 1.9

Asia and Oceania,
Australia 2.3 4.4 1.8 2.8 34 1.7 25 2.0
Japan 0.1 1.4 -1.3 -0.7 -0.3 0.3 0.4 1.8
New Zealand 2.4 4.0 2.1 2.3 4.0 1.2 1.8 2.1

European Union

EU-15
Austria 2.2 3.2 0.4 1.7 3.6 2.3 2.0 2.0
Belgium 1.8 45 0.0 2.3 35 0.6 29 0.9
Denmark 17 3.6 11 2.2 2.7 2.3 15 1.3
Finland 1.6 3.9 1.6 1.7 33 29 2.2 1.6
France 1.6 3.2 0.1 1.7 2.3 2.3 2.2 2.1
Germany 2.3 2.8 0.2 1.2 25 1.9 1.8 1.6
Greece 3.0 4.2 1.4 47 31 11 0.4 1.0
Ireland 2.9 31 -1.7 -1.6 1.2 2.0 13 1.5
Italy 2.0 35 0.8 1.6 29 29 1.8 2.1
Luxembourg 2.3 3.4 0.4 2.3 3.7 2.6 2.7 2.0
Netherlands 1.6 2.2 1.0 0.9 25 2.3 2.0 2.0
Portugal 2.4 2.7 -0.9 14 3.6 2.8 1.9 1.5
Spain 2.8 4.1 -0.2 2.0 31 25 29 1.8
Sweden 17 3.4 1.9 1.9 14 11 0.8 1.3
United Kingdom 2.3 3.6 2.2 3.3 45 2.7 2.0 1.7

New EU members
Bulgaria 8.4 12.3 2.8 25 43 2.7 35 3.5
Cyprus 2.3 4.7 0.4 24 35 3.6 2.6 3.0
Czech Republic 3.0 6.3 0.6 1.2 2.2 29 2.7 2.5
Estonia 6.7 10.6 0.2 2.7 5.0 35 3.0 3.0
Hungary 7.9 6.0 4.0 47 4.0 55 43 3.5
Latvia 10.1 15.4 35 -1.1 42 25 2.7 2.5
Lithuania 5.7 10.9 44 13 41 34 3.0 3.0
Malta 13 4.2 2.1 14 2.8 29 39 1.0
Poland 2.6 4.2 4.0 2.7 39 3.6 3.0 2.8
Romania 4.8 7.9 5.6 6.1 5.8 31 3.6 3.0
Slovak Republic 1.9 3.9 0.9 0.7 41 37 24 2.5
Slovenia 3.8 5.5 0.9 2.1 2.1 2.0 1.8 1.9

Other Europe
Iceland 5.1 12.7 12.0 54 4.0 53 35 3.8
Norway 0.7 3.4 2.3 2.3 13 0.9 1.6 2.1
Switzerland 0.8 2.3 -0.7 0.6 0.1 -0.7 -0.1 0.5

Economies in Transition

South-eastern Europe
Albania 2.9 33 2.3 3.6 3.6 2.3 25 2.7
Bosnia and Herzegovina 15 7.4 -0.3 2.1 3.7 25 25 3.0
Croatia 2.9 6.0 2.4 1.0 2.3 3.2 2.6 2.7
Montenegro 43 9.0 3.9 0.5 3.0 2.7 3.0 2.7
Serbia 6.4 12.4 8.1 6.2 11.2 6.1 5.8 5.0
The former Yugoslav Republic of Macedonia 23 8.4 08 15 39 32 3.0 26

Commonwealth of Independent States
Armenia 4.4 8.9 3.4 8.2 7.7 4.2 43 43
Azerbaijan 16.3 20.6 45 10.5 7.9 2.3 2.6 4.1
Belarus 8.8 145 12.9 8.1 52.5 68.1 28.0 155
Kazakhstan 10.8 17.1 7.3 7.1 8.4 51 6.5 5.0
Kyrgyzstan 10.1 245 6.9 7.9 16.6 4.0 5.0 5.0
Republic of Moldova 14.8 10.8 0.6 13.0 7.5 4.4 4.4 5.0
Russian Federation 9.0 14.0 11.7 6.9 8.5 5.1 7.0 5.7
Tajikistan 19.4 329 6.5 48.6 124 124 6.5 9.0
Turkmenistan 6.3 14.5 -2.7 4.4 111 10.3 12.1 10.0
Ukraine 13.1 21.6 17.4 10.1 8.0 2.3 8.0 6.0
Uzbekistan 12.3 12.7 14.1 9.4 12.8 14.0 13.0 11.0
Georgia 9.2 9.9 1.8 7.0 8.5 0.5 4.3 3.0
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2007 2008 2009 2010 2012 2012°  2013° 2014
Developing Economies
Africa
Algeria 37 4.9 5.7 39 45 8.6 4.8 4.0
Angola 12.2 12.5 13.7 14.5 13.5 10.5 8.6 8.5
Benin 13 7.9 2.2 23 2.7 5.5 3.2 34
Botswana 7.1 12.7 8.0 6.9 9.2 6.0 5.7 5.4
Burkina Faso -0.2 10.6 2.6 -0.8 2.8 45 2.9 3.2
Burundi 8.3 241 11.0 6.4 9.7 15.3 10.2 8.7
Cameroon 0.9 53 3.0 13 2.9 3.0 31 3.0
Cape Verde 4.4 6.8 1.0 -84.9 45 24 23 25
Central African Republic 0.9 9.3 35 15 0.1 55 3.0 2.6
Chad -9.0 10.3 8.1 19.2 -4.9 5.0 35 37
Comoros 45 4.8 4.8 45 6.0 5.0 35 3.0
Congo 2.7 7.3 45 25.0 1.9 35 3.0 3.2
Céote d'lvoire 1.9 6.3 1.0 17 5.1 1.6 21 23
Democratic Republic of the Congo 16.9 17.3 27.1 30.5 15.2 10.9 10.2 9.5
Djibouti 5.0 12.0 17 4.0 11.5 7.5 5.3 5.3
Egypt 9.3 18.3 11.8 11.3 11.5 8.3 9.1 8.0
Equatorial Guinea 2.8 6.5 -38.8 9.6 7.0 6.2 5.8 5.7
Eritrea 9.3 19.9 33.0 12.7 14.0 13.0 12.5 12.5
Ethiopia 17.2 44.4 8.5 8.1 320 25.0 220 18.0
Gabon 5.0 5.3 1.9 15 13 2.7 25 24
Gambia 5.4 45 4.6 5.0 4.8 6.2 4.6 4.7
Ghana 10.7 16.5 19.2 10.7 8.7 8.8 8.0 7.1
Guinea 229 18.4 4.7 20.7 214 15.0 9.0 10.0
Guinea-Bissau 46 10.5 -1.6 36.9 5.0 6.4 41 3.2
Kenya 9.8 26.2 9.2 4.0 18.9 11.0 6.0 5.0
Lesotho 8.0 10.7 7.2 3.6 5.0 6.1 4.7 5.0
Liberia 13.7 17.5 74 7.3 74 5.5 6.0 6.0
Libya 6.3 10.3 25 25 15.0 5.0 2.0 3.0
Madagascar 10.3 9.2 8.9 9.2 9.7 75 7.0 6.5
Malawi 8.0 8.7 8.4 74 7.6 18.2 16.5 11.5
Mali 14 9.2 2.2 11 2.9 6.4 3.0 34
Mauritania 7.3 7.3 2.2 6.3 5.7 6.2 6.0 5.8
Mauritius 8.8 9.7 2.6 1.6 6.5 4.7 4.2 34
Morocco 2.0 37 1.0 1.0 0.9 1.2 1.8 21
Mozambique 8.2 10.3 33 10.6 10.4 35 6.3 6.0
Namibia 6.7 10.3 8.8 -1.2 5.0 5.8 4.6 5.0
Niger 0.1 11.3 4.3 0.8 29 39 2.6 2.8
Nigeria 5.4 11.6 11.5 13.5 10.8 12.5 11.0 9.8
Rwanda 9.1 15.4 10.4 23 5.5 8.0 6.5 5.7
Sao Tome and Principe 18.5 26.1 17.0 133 12.0 8.0 7.0 7.0
Senegal 5.9 5.8 -1.1 13 34 15 3.0 3.0
Sierra Leone 11.7 14.8 9.3 11.5 16.2 12.6 10.3 11.1]
Somalia 15.0 30.0 25.0 21 2.2 2.2 21 21
South Africa 6.2 10.1 7.2 4.1 5.0 5.2 4.2 4.6
Togo 1.0 8.7 -0.2 -0.8 -36.6 13.6 259 229
Tunisia 34 4.9 35 4.4 35 5.0 4.7 4.2
Uganda 6.1 12.0 13.0 4.0 18.7 14.2 5.6 5.0
United Republic of Tanzania 7.0 10.3 12.1 6.2 19.0 155 10.0 8.0
Zambia 10.7 12.4 13.4 8.5 -115 4.7 5.5 3.2
Zimbabwe 24411 0.0 0.0 5.9 54 8.3 8.0 6.6
East and South Asia

Bangladesh 9.1 8.9 54 8.1 10.7 8.7 7.8 7.4
Brunei Darussalam 1.0 2.1 1.0 0.4 2.0 1.2 1.6 1.5
China 4.7 5.9 -0.7 33 5.5 2.8 31 37
Hong Kong, Special Administrative Region of CF 2.0 43 0.6 2.3 5.3 39 3.2 3.0
India 6.4 8.3 10.9 12.0 8.9 9.4 8.9 8.4
Indonesia 6.5 10.2 4.4 5.1 5.4 43 4.8 4.9
Iran, Islamic Republic of 17.2 255 135 10.1 20.6 23.0 20.0 18.0
Korea, Republic of 25 47 2.8 29 4.0 2.3 2.6 2.9
Malaysia 2.0 5.4 0.6 17 3.2 17 23 25
Myanmar 35.0 26.8 15 7.7 5.0 5.5 6.3 6.2
Nepal 6.1 10.9 11.6 10.0 9.6 9.6 9.0 8.2
Pakistan 7.6 203 13.6 13.9 11.9 10.1 9.2 8.6
Papua New Guinea 0.9 10.8 6.9 6.0 8.4 4.0 45 5.0
Philippines 2.8 9.3 3.2 3.8 4.6 33 37 39
Singapore 2.1 6.5 0.6 2.8 53 5.2 4.4 3.2
Sri Lanka 15.8 226 34 5.9 7.0 74 5.9 5.5
Taiwan, Province of China 1.8 35 -0.9 1.0 14 2.1 1.9 1.8
Thailand 23 5.4 -0.9 33 3.8 31 35 3.2
Viet Nam 8.3 23.1 7.1 8.9 18.7 9.2 7.2 7.4
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2007 2008 2009 2010 2011 2012°  2013°  2014"
Western Asia.
Bahrain 33 35 2.8 2.0 0.2 3.0 31 3.0
Israel 0.5 4.6 33 2.7 34 24 2.1 3.0
Jordan 5.4 14.9 -0.7 5.0 4.4 4.0 4.0 4.0
Kuwait 55 10.6 4.0 4.0 4.7 4.1 3.9 4.0
Oman 6.0 12.1 39 3.2 4.1 3.0 34 4.0
Qatar 13.8 15.1 -4.9 -2.4 1.9 1.9 2.9 35
Saudi Arabia 4.2 9.9 5.1 53 5.0 4.9 4.4 4.0
Syrian Arab Republic 3.9 15.7 2.9 4.4 4.7 29.1 9.5 4.5
Turkey 8.8 10.4 6.3 8.6 6.5 6.4 6.2 55
Yemen 7.9 19.0 5.4 11.2 19.4 13.1 10.0 8.0
Latin America and the Caribbean

Argentina 8.8 8.6 6.3 10.8 15.7 11.3 9.7 4.0
Barbados 4.0 8.1 3.6 5.8 9.4 8.0 5.0 4.4
Bolivia, Plurinational State of 8.7 14.0 33 25 9.8 5.6 6.6 6.4
Brazil 3.6 5.6 4.9 5.0 6.5 5.3 5.8 5.0
Chile 4.4 8.7 0.3 14 4.4 3.0 25 3.0
Colombia 55 7.0 4.2 2.3 34 3.2 3.1 3.1
Costa Rica 9.4 134 7.8 5.7 4.7 4.6 5.7 4.9
Dominican Republic 6.1 10.6 1.4 6.3 8.5 4.1 4.8 4.8
Ecuador 2.3 8.4 5.2 3.6 45 5.1 4.2 3.0
El Salvador 4.6 6.7 11 1.2 5.1 24 3.7 3.7
Guatemala 6.8 114 1.9 3.9 6.2 3.9 4.1 4.0
Guyana 12.3 8.1 2.9 2.1 7.0 3.0 5.6 5.0
Haiti 8.5 15.5 0.0 5.7 8.4 6.7 5.9 4.2
Honduras 6.9 11.4 55 4.7 6.8 5.8 6.7 6.3
Jamaica 9.3 22.0 9.6 12.6 75 7.3 8.2 6.4
Mexico 4.0 5.1 53 4.2 34 4.0 3.7 35
Nicaragua 111 19.8 3.7 55 8.1 8.1 8.3 7.3
Panama 4.2 8.8 24 35 5.9 6.0 4.0 4.3
Paraguay 8.1 10.2 2.6 4.7 8.3 5.8 5.1 5.1
Peru 1.8 5.8 2.9 15 34 3.6 31 25
Trinidad and Tobago 7.9 12.0 7.0 10.5 5.1 9.9 6.5 4.0
Uruguay 8.1 7.9 7.1 6.7 15.7 11.3 9.7 4.0
Venezuela, Bolivarian Republic of 18.7 31.4 28.6 29.1 26.0 23.0 28.0 28.0

Source: Project LINK

a Actual or most recent estimate.
b Forecasts, based in part on Project LINK.
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Table A5

World trade: changes in trade value of goods and non-factor services, by major country group, 2007-2014

(annual percentage change)

Region Flow 2007 2008 2009 2010 2011 2012  2013° 2014
World Exports 16.2 155 -19.8 20.4 13.6 4.6 6.6 8.3
Imports 16.0 16.0 -20.3 17.7 16.4 4.4 6.9 8.3

Developed economies Exports 15.4 13.6 -19.8 13.8 14.1 0.1 4.2 6.4
Imports 135 13.8 -22.3 14.2 14.2 0.9 4.0 6.2

North America Exports 11.7 10.0 -16.9 17.1 14.2 4.0 4.2 59
Imports 6.5 7.6 -22.1 19.6 13.2 3.4 2.4 6.2

Asia and Oceania Exports 111 13.9 -23.3 30.9 114 0.6 -0.9 4.7
Imports 10.5 20.6 -24.8 23.8 23.1 9.2 2.0 2.1

Europe Exports 17.2 14.7 -20.2 10.6 145 -1.2 5.0 6.7
Imports 17.0 15.5 -22.1 10.9 13.3 -1.4 5.0 6.8

European Union Exports 17.2 145 -20.3 10.4 14.2 -1.0 5.4 6.9
Imports 16.9 15.6 -22.4 10.9 13.0 -1.4 5.1 6.9

EU-15 Exports 16.3 9.9 -20.0 9.5 15.2 -1.1 4.9 6.6
Imports 15.7 10.8 -21.2 10.0 14.9 -1.8 4.7 6.7

New EU Members Exports 26.3 57.6 -22.1 16.5 8.1 0.0 8.6 9.1
Imports 28.0 575 -29.6 16.6 0.9 1.5 8.3 8.3

Other Europe Exports 16.4 185 -18.5 13.0 18.8 -3.4 -1.3 4.0
Imports 18.6 11.8 -15.6 12.3 17.9 -1.1 2.8 5.5

Euro area Exports 18.3 15.7 -20.0 9.8 13.6 -1.2 5.1 6.6
Imports 174 17.7 -21.6 10.1 12.3 -2.7 4.8 6.8

Economies in transition Exports 21.6 30.9 -32.0 271.2 211 -1.0 3.4 9.2
Imports 33.7 28.6 -30.1 21.4 29.2 2.6 6.9 12.3

South-eastern Europe Exports 239 18.8 -21.1 10.1 15.0 -3.2 6.1 7.4
Imports 30.9 221 -27.7 0.7 18.7 -2.9 6.9 7.8

Commonwealth of Independent States |Exports 214 32.0 -32.8 28.8 215 -0.8 3.2 9.4
Imports 34.2 29.7 -30.5 24.6 30.6 3.3 7.0 12.8

Developing countries Exports 16.9 17.0 -18.3 30.2 12.1 115 10.0 10.6
Imports 19.6 19.1 -15.5 23.5 18.7 9.8 11.1 10.8

Africa Exports 13.6 27.2 -25.9 109.5 -32.8 24.1 5.4 45
Imports 217 24.6 -10.8 21.4 11.1 16.6 14.2 15.3

North Africa Exports 16.0 29.8 -27.8 16.5 -7.1 38.8 11 0.7
Imports 245 36.6 -11.9 4.1 0.2 18.0 6.2 6.6

Sub-Saharan Africa Exports 12.2 255 -24.6 168.5 -39.9 17.9 7.6 6.3
Imports 294 18.5 -10.1 31.4 16.1 16.0 17.4 18.4

Sub-Saharan Africa Exports 25.6 27.2 -21.2 263.7 -59.1 18.9 8.2 6.0
(Excluding Nigeria & South Africa)  [Imports 30.8 30.5 -4.7 34.7 18.7 14.6 15.4 16.2
East and South Asia Exports 18.7 137 -14.6 229 20.5 8.8 11.6 11.8
Imports 16.8 17.3 -14.5 24.7 21.2 8.6 11.8 10.9

East Asia Exports 18.1 135 -15.4 22.9 195 9.3 11.2 10.9
Imports 15.7 16.9 -16.0 25.9 19.8 9.2 11.7 10.5

South Asia Exports 24.1 15.2 -1.4 23.0 28.8 4.9 15.0 18.3
Imports 25.7 204 -4.4 17.7 30.7 5.0 12.2 13.3

Western Asia Exports 154 274 -25.8 18.7 16.5 14.9 4.8 6.0
Imports 285 22.0 -17.1 13.3 14.1 10.9 6.3 6.2

Latin America and the Caribbean Exports 12.9 15.4 -21.0 31.4 12.3 14.0 10.5 135
Imports 194 20.7 -20.5 29.0 16.3 10.3 10.1 115

South America Exports 159 214 -22.0 36.2 8.7 17.9 10.5 154
Imports 28.2 304 -19.0 31.5 14.9 13.8 11.0 12.3

Mexico and Central America Exports 9.7 7.1 -18.4 25.5 19.4 8.1 10.7 10.6
Imports 11.0 9.5 -22.2 26.9 18.2 5.6 8.8 104

Caribbean Exports 3.0 11.8 -29.5 115 1.8 10.6 7.9 9.5
Imports 14.9 17.9 -23.2 14.2 19.7 7.5 8.3 8.7

Least developed countries Exports 29.0 26.1 -19.6 166.5 -45.3 18.8 9.4 7.8
Imports 313 29.7 -0.7 20.2 19.2 10.9 10.6 10.9

Source: UN/DESA

a Actual or the most recent estimate.

b Forecasts, based in part on Project LINK.
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Table A.6

World trade: changes in trade volume of goods and non-factor services, by major country group, 2007-2014

(annual percentage change)

Region Flow 2007 2008 2009 2010  2011°  2012°  2013° 2014
World Exports 6.7 2.7 -9.3 12.0 6.3 3.2 3.9 51
Imports 7.7 2.7 -11.1 13.2 6.6 3.2 4.2 5.2

Developed economies Exports 6.2 2.0 -11.9 11.3 5.8 2.6 3.1 4.3
Imports 5.1 0.3 -12.7 10.8 5.0 2.1 2.9 3.9

North America Exports 7.3 3.6 -10.1 10.2 6.3 3.7 3.1 4.4
Imports 3.0 -2.0 -13.5 12.6 5.2 3.1 3.5 5.1

Asia and Oceania Exports 7.4 18 -17.8 18.6 -0.3 34 3.7 5.8
Imports 45 25 -14.1 11.9 7.4 7.9 2.0 -0.2

Europe Exports 5.7 1.6 -11.5 10.7 6.6 2.1 3.0 4.0
Imports 6.0 0.9 -12.1 9.9 4.6 0.8 2.8 4.0

European Union Exports 5.7 15 -11.9 11.0 6.9 2.2 3.1 4.1
Imports 6.0 0.9 -12.3 10.0 4.7 0.8 2.8 4.0

EU-15 Exports 5.2 12 -11.8 10.3 5.9 21 3.0 4.0
Imports 5.1 0.7 -11.0 9.2 3.6 0.6 2.7 4.0

New EU Members Exports 8.7 4.1 -12.2 16.2 134 3.0 3.7 4.9
Imports 11.6 1.9 -20.4 15.0 11.8 2.1 3.3 4.2

Other Europe Exports 6.6 1.9 -6.1 5.4 1.9 0.0 0.9 2.4
Imports 7.3 0.6 -8.2 8.2 4.0 0.4 2.8 3.7

Euro area Exports 6.5 11 -12.6 11.6 7.0 25 3.0 3.8
Imports 6.3 0.6 -12.1 9.9 4.9 0.5 2.6 3.8

Economies in transition Exports 7.2 2.1 -7.3 7.3 3.6 3.6 4.2 4.4
Imports 22.1 11.6 -26.4 16.3 15.9 7.3 7.6 7.8

South-eastern Europe Exports 6.3 3.7 -14.1 134 4.7 13 4.4 4.6
Imports 12.7 6.1 -19.2 35 3.4 1.7 4.8 5.4

Commonwealth of Independent States Exports 7.3 2.0 -6.8 6.9 35 3.8 4.2 4.4
Imports 23.5 12.4 -27.4 18.2 175 7.9 7.9 8.0

Developing countries Exports 7.3 3.8 -5.6 13.3 7.3 4.1 4.9 6.2
Imports 11.9 6.3 -6.4 16.9 8.3 4.6 6.0 6.9

Africa Exports 1.0 5.7 -7.5 15 5.0 7.0 4.0 5.2
Imports 16.1 6.6 -5.8 2.5 3.8 10.4 8.3 8.1

North Africa Exports 6.6 7.4 -8.9 3.2 -16.7 195 6.0 4.4
Imports 16.6 16.8 -5.7 2.8 -0.9 12.6 7.2 6.3

Sub-Saharan Africa Exports -0.5 5.2 -7.1 1.0 11.0 45 3.6 5.4
Imports 15.9 2.5 -5.9 2.4 6.0 9.5 8.8 8.9

Sub-Saharan Africa Exports 0.9 0.6 0.4 -1.1 15.3 3.8 25 4.8
(Excluding Nigeria & South Africa) Imports 14.8 15.1 3.5 4.8 9.9 7.8 6.3 6.0
East and South Asia Exports 10.3 4.3 -3.4 19.3 7.9 3.6 5.3 6.4
Imports 9.1 5.4 -2.4 19.6 8.4 3.9 5.8 6.8

East Asia Exports 10.8 3.9 -3.7 20.5 7.0 34 5.1 5.9
Imports 9.1 4.0 -3.0 22.1 7.0 3.8 5.6 6.4

South Asia Exports 6.3 7.3 -1.2 9.8 15.9 5.4 6.4 9.6
Imports 9.3 14.1 1.0 5.2 18.3 4.4 6.8 9.3

Western Asia Exports 5.8 2.7 -7.4 4.2 8.5 3.6 2.1 4.6
Imports 19.2 8.1 -12.7 9.0 9.5 4.1 3.7 3.9

Latin America and the Caribbean Exports 4.2 1.6 -10.1 9.9 5.7 3.9 6.7 7.9
Imports 13.8 8.2 -15.8 23.1 9.5 45 7.4 8.8

South America Exports 3.1 15 -8.8 4.1 5.7 13 6.9 8.0
Imports 19.8 12.4 -14.0 253 11.6 3.8 8.2 9.2

Mexico and Central America Exports 6.7 13 -12.4 219 6.7 8.2 6.3 8.0
Imports 7.6 3.0 -18.2 218 6.2 5.8 6.2 8.6

Caribbean Exports 0.1 7.2 -13.2 8.5 -5.9 6.6 8.4 5.8
Imports 7.3 6.0 -15.8 7.4 9.2 3.7 6.0 4.9

Least developed countries Exports -2.8 0.1 14 2.0 19.1 0.8 0.3 3.8
Imports 13.1 13.7 6.2 5.7 9.8 6.5 6.5 6.3

Source: UN/DESA

a Actual or the most recent estimate.

b Forecasts, based in part on Project LINK.
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