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STEADY GLOBAL GROWTH PROJECTED

Central Banks face a difficult challenge in balancing inflation control with economic
growth, leading to varied actions in September. While some Central Banks reduced
interest rates to stimulate growth, others tightened monetary policy to combat persistent
inflation. Globally, headline inflation is nearing target levels, core inflation remains high.
The OECD’s latest Interim Economic Outlook suggests resilient global growth through
the first half of 2024, driven by strong trade, improving real incomes, and a generally more
accommodative monetary stance. Despite this positive momentum, risks persist.

GLOBAL INFLATION TRENDS: PROGRESS, REGIONAL VARIATIONS, AND FUTURE
CHALLENGES

Global Inflation Dynamics (2018-2029): Post-Pandemic Trends and Regional Outlook
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Central Banks have made significant progress in reducing global inflation, which peaked at
9.4% in July 2022, the highest level since 2008, and has since fallen to 2.9%. This reduction has
been widespread, with 90% of countries seeing lower inflation than in mid-2022.
However, global inflation remains 0.7 percentage points above pre-pandemic levels, and over
40% of inflation-targeting countries still have inflation exceeding target ranges. \While
Central Banks in major economies may begin to cut interest rates in the near future, they are
unlikely to make significant reductions until inflation is firmly on track to return to target
levels. As a result, monetary policy will remain restrictive, leading to continued tight
credit conditions for emerging markets and developing economies (EMDES). Inflation
dynamics have varied across regions. In Europe and Central Asia, inflation surged before
declining sharply, largely due to the impacts of the Russian invasion of Ukraine on food
and energy prices. In contrast, East Asia and Pacific regions saw more stable inflation, aided
by subsidies and persistent spare capacity. Globally, falling commodity prices (down

nearly 40% between mid-2022 and mid-2023) have helped reduce inflation, though
services inflation remains high in advanced economies.

GLOBAL FINANCIAL CONDITIONS: EASING TRENDS AMID PERSISTENT INFLATION AND
HIGH INTEREST RATES

Global financial conditions have generally eased since last year, driven by declines in risk
premia despite still-high interest rates. Central banks in major advanced economies are
expected to gradually lower policy rates, although real interest rates will continue to pose
a challenge to economic activity, albeit to a lesser extent over time. Projections for policy
rates have been volatile, reflecting ongoing inflationary pressures and, in the U.S., strong
economic performance. Government bond yields remain above pre-pandemic levels,
with advanced economy equity valuations, particularly in the U.S,, rising due to optimism
around Al-driven productivity gains. Risk appetite improved early in the year, but was
tempered in April by inflation concerns and geopolitical tensions. Corporate credit risk
perceptions remain low, although sectors like office real estate are facing challenges due
to post-pandemic shifts in work patterns. Corporate credit spreads are still below pre-pan-
demic levels in both the U.S. and euro area.

Analysis of EMDE Sovereign Bond Spreads: Divergence Between Weak and Strong Credit Ratings
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In the first quarter of 2024, financial conditions in emerging markets and developing
economies (EMDESs) eased, driven by expectations of looser advanced-economy
monetary policies, improving global investor sentiment, and ongoing rate cuts

in large EMDEs. However, conditions became less accommodative in the second quarter
as U.S. dollar strength and reduced expectations of U.S. rate cuts led to debt and equity
outflows. Sovereign spreads in middle-income EMDEs have fallen below pre-pandemic
levels, reflecting investor confidence, though spreads remain high in EMDEs with weaker
credit ratings. Financial stress remains a concern for around 40% of EMDEs, particularly
those with weak credit ratings or high debt distress risks. Countries with political instabil-
ity and substantial post-pandemic debt burdens, especially low-income, unrated nations,
face severe financial strains due to rising debt-service costs and slow economic recovery.

Regional Economic Growth Trends and Projections (2021-2026)
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ADDRESSING GLOBAL GROWTH CHALLENGES: THE PATH TO PRODUCTIVITY AND
SUSTAINABLE ECONOMIC POLICIES

GDP estimates confirm robust periodic growth, especially in Middle East & North Africa
and South Asia, fueled by strong consumer spending and business investment. The
Bureau of Economic Analysis’ annual revision showed that real GDP growth over the past
four quarters was 3% higher than a year ago. Revisions through 2023 and into mid-2024
reflect stronger consumer spending, particularly on services, and higher business
investment, especially in factories and equipment. However, government spending and
net exports contributed more negatively than previously reported, particularly in 2023.
Improving growth prospects and boosting productivity are essential to addressing global
challenges, including rebuilding fiscal buffers, managing aging populations, transition-
ing to a sustainable economy, and enhancing resilience. However, growth is projected to
remain weak, with the IMF projecting a 3.1% global growth rate for the next five years, the
lowest in decades. This reflects a weaker outlook for China and deteriorating prospects in
regions like Latin America and the European Union.



In response to external competition and structural weaknesses, many countries are
adopting industrial and trade policies to protect domestic industries. However, these
policies often stem from macroeconomic imbalances, such as weak demand in China or
excessive demand in the U.S. While these measures may provide short-term gains, they
can lead to retaliation and fail to sustain long-term improvements in living standards.
Such policies should be used cautiously, focusing on specific market failures or national
security concerns.

U.S. Economy Is Leading The Growth Trajectory Among Advanced Economies In Terms Of GDP Expansion
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In September, Central Banks around the world implemented significant monetary policy
changes. The US Federal Reserve delivered a notable interest rate cut, reducing the
target range for the Fed funds rate by 0.5 percentage points to 4.75-5%, the largest reduc-
tion since the pandemic. The European Central Bank (ECB) followed with a more cautious
25 basis-point cut to its deposit facility rate, reflecting downgraded economic forecasts for
the eurozone. Similarly, China's Central Bank initiated a broad stimulus, cutting reserve
requirement ratios by 50 basis points and lowering the seven-day repo rate by 20 basis
points to 1.5%, alongside reductions in deposit rates to support its struggling real estate
sector. In contrast, Russia’s central bank raised its key rate by 100 basis points to 19%,
following a previous tightening. Brazil’'s central bank also raised its benchmark rate by
25 basis points to 10.75%, marking the start of a new tightening cycle after two years.

Shifting Dynamics in Global Growth Contributions: Regional Forecasts
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The data highlights the projected contributions to global growth across key regions
from 2024 to 2026, compared to the 2010-2019 average. The United States is expected
to contribute 0.6 percentage points in 2024, with a gradual decline to 0.4% by 2026. The
Euro area’s contribution remains minimal, expected at 0.1% in 2024 and 0.2% in
subsequent years. China’s contribution is expected to decrease slightly from 0.9% in
2024 to 0.7% by 2026. Other advanced economies (AEs) show a smaller contribution,
while other emerging markets and developing economies (EMDEs) maintain steady
growth contributions of around 0.9-1.0 percentage points throughout the period.

Domestic demand in many EMDEs is expected to improve in 2024, driven by a
moderate recovery from high inflation, tight financial conditions, and weak industrial
activity. However, aggregate EMDE growth is projected to decelerate slightly due to
idiosyncratic challenges in large economies. Vulnerable economies, particularly low-in-
come countries (LICs) and those affected by conflict, face worsening growth prospects.
While global trade is recovering, mainly driven by goods trade, services trade growth is
expected to slow, with tourism nearly returning to pre-pandemic levels. Overall, the trade
outlook remains subdued, hindered by trade-restrictive measures and heightened
policy uncertainty.

Commodity Price Trends and Projections (2021-2026): Energy vs. Non-Energy Dynamics
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Since late 2023, aggregate commodity prices have risen, with average oil prices being
slightly higher in 2024 due to a tight demand-supply balance amid ongoing
geopolitical tensions. However, overall energy prices are projected to be marginally lower
than last year, primarily due to decline in natural gas and coal prices, though they remain
above pre-pandemic levels. Metal prices are forecasted to remain stable, supported by
demand from clean energy investments and a recovery in global industrial activity,
despite weaker real estate demand in China. Prices for edible food crops are expected to
decline modestly, as markets for grains and other agricultural commodities remain
well-supplied.



CONCLUSION

In conclusion, while the global economy shows signs of stabilization after years of
negative shocks, growth is expected to remain modest at 2.6% in 2024, gradually
rising to 2.7% in 2025-26. Inflation is projected to moderate, but more slowly than
previously expected, and Central Banks are likely to maintain higher interest rates for an
extended period. Emerging market and developing economies (EMDEs) will
experience slower growth, and significant risks such as geopolitical tensions, trade
fragmentation, and climate-related disasters persist. Policymakers must navigate
these challenges while prioritizing green and digital transitions, addressing debt
sustainability, and fostering long-term productivity, human capital, and gender
equality to achieve sustainable development goals.
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