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Recent Developments in the Global

Economy

The recovery has been uneven in AEs
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Recovery yet to be sustained in EMs
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In AEs, financial conditions (until recently) easing ...
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... and the same in EMs

Equity Performance

(1112011 =100)

120
Asia
= Europe
110 1 s Latin America
= Emerging Markets

100

90 1

80 -

70

60 I I I I I I I
Jan-11 Tul-11 Jan-12 Jul-12 Jan-13 Jul-13 Jan-14 Jul-14

Oct.
2014

Source: HAVER

Asia (ex JPN)!: Equity and Bond Funds? — Weekly Net
Flows during 2013-14
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Inflation has generally been below central bank

targets in AEs, while remaining stable in EMs

AEs: Headline Inflation
(v/y percent change; dashed lines are the six- to
ten-year inflation expectation)

==United States 1
==Euro area

Japanja

sesreragrsesstenerraen
e

4 0.5

1.5

1.0

0.0

13
Source: World Economic Outlook (Oct. 2014)

1/ In Japan, the increase in inflation in 2014 reflects, to a large extent, the
increase in the consumption tax
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World Economic Outlook and

Policy Issues

The drag from fiscal consolidation expected

to moderate overall

Fiscal Impulse

_ (change in structural balance as percent of GDP) - 30
N m— 201 m— 2012 ~ 23
- 2013 = (014 (projection) - 2.0
B 2015 (projection) m  April 2014 WEO - 15
—_ - - :
1.0
0.5
0.0
_ 1 - 1 1 ) 5
Advanced Emerging market France and Euro area stressed '
economies and developing Germany economies’
excluding economies

euro area

10
Source: World Economic Outlook (Oct. 2014)




Policy interest rates expected to diverge
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Continued recovery expected

but at an uneven pace

WEO Real GDP Growth Projections
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Downside risks to the baseline have increased

Prospects for World GDP Growth
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Economic policy priorities ...

AEs: battle low inflation and sustain recovery

= Monetary Policy: continue supporting the recovery, although challenges are diverging
» Financial Stability: closely monitor risks relating to continued low interest rates

» Fiscal Policy: fiscal adjustment attuned to supporting recovery and long-term growth

All: further action towards sustained and balanced growth

» Public investment in infrastructure where conditions are right: Boost demand in the
short term, help to raise potential growth in the long term

= Structural reforms to raise productivity and potential output, make growth more
sustainable




Asian Economic Outlook and Policy

Implications

Asia’s performance is expected to remain solid
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China: Growth expected to moderate, with

contribution to global growth broadly unchanged

China GDP Growth China’s Contribution to Global GDP Growth
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Japan: Further policy reforms needed to overcome

structural headwinds to growth
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Downside risks to the outlook have increased

Currency Risk Reversal 1/ Leverage Ratio Comparison
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depreciation of local currencies against the U.S. dollar

Fiscal Policy: Gradual fiscal consolidation

remains appropriate

Cyclically Adjusted Fiscal Balance
( in percent of GDP)
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Monetary policy: Measured normalization

of monetary conditions

Output Gap vs. Credit Gap, Latest Selected Asia: Policy Rates
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Exchange rates have been a shock absorber...

Change in Reserves and Currency Appreciation Asia: Resistance Index
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Structural reforms

e China: implement its reform blueprint—including financial, fiscal, and SOE reforms;
better manage local government borrowing

* Japan: ensure the effective implementation of the third arrow of Abenomics (including
services and labor market deregulation)

* India: remove structural impediments to investment; liberalize its FDI regime and labor
market regulations

*  Fiscal reforms: energy subsidy reforms (e.g., India, Malaysia, and Indonesia); and
improve the efficiency of SOEs (e.g., China and Vietnam)

e Other EM/FEs: promote investment in infrastructure and enhance labor market
flexibility; reduce red tape and improve governance
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All told: Key messages

¢ Despite setbacks, an uneven global recovery continues
* Downside risks have increased since the spring

* Given these increased risks, raising actual and potential growth
remains a priority

0 In advanced economies, this will require continued support from monetary policy, and fiscal
adjustment attuned in pace and composition to supporting both the recovery and long-term
growth.

0 In a number of economies, an increase in public infrastructure investment can also provide
support to demand in the short term and help boost potential output in the medium term.

0 In emerging markets, the scope for macroeconomic policies to support growth if needed varies
across countries and regions, with space limited in countries with vulnerabilities.

0 In advanced economies as well as emerging market and developing economies, there is a
general, urgent need for structural reforms to strengthen growth potential or make growth
more sustainable.
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