World Economic and Financial Surveys

WORLD ECONOMIC OUTLOOK
April 2011

Tensions from the Two-Speed Recovery
Unemployment, Commodities, and Capital Flows

International Monetary Fund



©2011 International Monetary Fund

Production: IMF Multimedia Services Division
Cover and Design: Luisa Menjivar and Jorge Salazar
Composition: Maryland Composition

Cataloging-in-Publication Data

World economic outlook (International Monetary Fund)

World economic outlook : a survey by the staff of the International Monetary Fund. —
Washington, DC : International Monetary Fund, 1980—

v. 5 28 cm. — (1981-1984: Occasional paper / International Monetary Fund, 0251-6365).
— (1986~ : World economic and financial surveys, 0256-6877)

Semiannual. Some issues also have thematic titles.
Has occasional updates, 1984—

1. Economic development — Periodicals. 2. Economic forecasting — Periodicals.
3. Economic policy — Periodicals. 4. International economic relations — Periodicals.
I. International Monetary Fund. II. Series: Occasional paper (International Monetary Fund).
III. Series: World economic and financial surveys.

HC10.80

ISBN 978-1-61635-059-8

Please send orders to:

International Monetary Fund, Publication Services
PO. Box 92780, Washington, D.C. 20090, U.S.A.
Tel.: (202) 623-7430 Fax: (202) 623-7201
E-mail: publications@imf.org
www.imfbookstore.org



CONTENTS

Assumptions and Conventions ix
Preface Xi
Foreword xiii
Executive Summary Xv
Chapter 1. Global Prospects and Policies 1
The Recovery Has Solidified, but Unemployment Remains High 1
Financial Conditions Are Improving 1
Commodity Prices Are Resurgent 5
The Recovery Is Expected to Solidify 7
Risks Are Smaller but Remain to the Downside 10
Differences in the Pace of Activity Present Short-Term Policy Challenges 13
Advanced Economies Need to Repair Public and Financial Balance Sheets 14
Emerging Market Economies Need to Guard against Overheating and Credit Booms 18
Global Demand Rebalancing Is Not Progressing 23
Unemployment Needs to Be Reduced 26
Policies Are Not Yet Sufficiently Proactive 27
Appendix 1.1. Financial Conditions Indices 28
Appendix 1.2. Commodity Market Developments and Prospects 30
References 56
Chapter 2. Country and Regional Perspectives 59
Recovery Proceeds in the United States 60
A Gradual and Uneven Recovery Is under Way in Europe 64
A Moderate Recovery Continues in the Commonwealth of Independent States 69
Rapid Growth Continues in Asia 72
Latin America Faces Buoyant External Conditions 76
Growth Has Returned to Precrisis Rates in Many African Countries 79
The Recovery in the Middle East and North Africa Region Faces an Uncertain Environment 82
References 88
Chapter 3. 0il Scarcity, Growth, and Global Imbalances 89
What Are the Main Findings? 90
Has Oil Become a Scarce Resource? 90
Oil Scarcity and the Global Economy 101
Implications for the Outlook and Policies 109
Appendix 3.1. Low-Frequency Filtering for Extracting Business Cycle Trends 112
Appendix 3.2. The Energy and Oil Empirical Models 112
References 123

International Monetary Fund | April 2011 fii



v

WORLD ECONOMIC OUTLOOK: TENSIONS FROM THE TWO-SPEED RECOVERY

Chapter 4. International Capital Flows: Reliable or Fickle?

What Are the Main Findings?

Trends in Net Capital Flows: Size, Composition, Volatility, and Persistence

Capital Flows and the Global Environment

Does Direct Financial Exposure Affect the Response of Private Capital Flows to Changes in U.S.
Monetary Policy?

Policy Implications and Conclusions

Appendix 4.1. Classification of Economies and Data Sources

Appendix 4.2. Composition, Volatility, and Persistence of Net Private Capital Flows
across Emerging Market Regions

Appendix 4.3. Global Factor Model

Appendix 4.4. Regression Methodology and Robustness Checks

References

Annex: IMF Executive Board Discussion of the Outlook, March 2011

Statistical Appendix

Assumptions
What's New
Data and Conventions
Classification of Countries
General Features and Composition of Groups in the World Economic Outlook Classification
Table A. Classification by World Economic Outlook Groups and Their Shares in Aggregate GDP,
Exports of Goods and Services, and Population, 2009
Table B. Advanced Economies by Subgroup
Table C. European Union
Table D. Emerging and Developing Economies by Region and Main Source of Export Earnings
Table E. Emerging and Developing Economies by Region, Net External Position,
and Status as Heavily Indebted Poor Countries
Box Al. Economic Policy Assumptions Underlying the Projections for Selected Economies
List of Tables
Output (Tables A1-A4)
Inflation (Tables A5—A7)
Financial Policies (Table A8)
Foreign Trade (Table A9)
Current Account Transactions (Tables A10-A12)
Balance of Payments and External Financing (Tables A13-A15)
Flow of Funds (Tables A16)
Medium-Term Baseline Scenario (Table A17)

World Economic Outlook, Selected Topics

Boxes

Box 1.1. House Price Busts in Advanced Economies: Repercussions for Global Financial Markets
Box 1.2. World Economic Outlook Downside Scenarios

Box 1.3. International Spillovers and Macroeconomic Policymaking

Box 1.4. Did the Plaza Accord Cause Japan’s Lost Decades?

International Monetary Fund | April 2011

125

129
130
134

137
148
148

152
153
155
161

165

167

167
168
168
169
169

171
172
172
173

174
176
180
181
189
195
196
198
204
208
212

213

43
47
50
53



CONTENTS

Box 2.1. Unwinding External Imbalances in the European Union Periphery 86
Box 3.1. Life Cycle Constraints on Global Oil Production 115
Box 3.2. Unconventional Natural Gas: A Game Changer? 118
Box 3.3. Short-Term Effects of Oil Shocks on Economic Activity 121
Box Al. Economic Policy Assumptions Underlying the Projections for Selected Economies 176
Tables

Table 1.1. Overview of the World Economic Outlook Projections 2
Table 1.2. Global Oil Demand and Production by Region 33
Table 1.3. Consumption of Base Metals 37
Table 1.4. Annual Price Changes for Key Commodities 42
Table 1.5. Trade Balance Impact of Higher Prices 42
Table 1.1.1. Cross-Country Financial Market Synchronization 45
Table 2.1. Selected Advanced Economies: Real GDP, Consumer Prices, Current Account

Balance, and Unemployment 63
Table 2.2. Selected European Economies: Real GDP, Consumer Prices, Current Account

Balance, and Unemployment 67
Table 2.3. Commonwealth of Independent States: Real GDP, Consumer Prices, Current

Account Balance, and Unemployment 71
Table 2.4. Selected Asian Economies: Real GDP, Consumer Prices, Current Account

Balance, and Unemployment 73
Table 2.5. Selected Western Hemisphere Economies: Real GDE, Consumer Prices, Current

Account Balance, and Unemployment 78
Table 2.6. Selected Sub-Saharan African Economies: Real GDP, Consumer Prices, Current

Account Balance, and Unemployment 81
Table 2.7. Selected Middle East and North African Economies: Real GDP, Consumer Prices,

Current Account Balance, and Unemployment 83
Table 3.1. Oil Demand Price and Income Elasticities 97
Table 3.2. Oil Demand Price and Income Elasticities, Including Oil-Exporting Economies 113
Table 3.3. Oil Demand Price and Income Elasticities in the Extended Sample 114
Table 3.4. Oil Demand Price and Income Short-Term Elasticities: High versus Low Oil Price

Environments 114
Table 3.2.1. Unconventional Natural Gas Resources, 2009 118
Table 3.2.2. Composition of Wholesale Gas Transactions: United States and Europe, 2007 120
Table 3.3.1. Annualized Percent Impact of a 10 Percent Oil Price Increase on Real U.S. GDP

Growth after One Year 122
Table 4.1. Economy Groupings 150
Table 4.2. Data Sources 151
Table 4.3. Baseline Results 157
Table 4.4. U.S. Direct Financial Exposure Weight 158
Table Al. Summary of World Output 181
Table A2. Advanced Economies: Real GDP and Total Domestic Demand 182
Table A3. Advanced Economies: Components of Real GDP 183
Table A4. Emerging and Developing Economies: Real GDP 185
Table A5. Summary of Inflation 189
Table A6. Advanced Economies: Consumer Prices 190

International Monetary Fund | April 2011



vi

WORLD ECONOMIC OUTLOOK: TENSIONS FROM THE TWO-SPEED RECOVERY

Table A7. Emerging and Developing Economies: Consumer Prices

Table A8. Major Advanced Economies: General Government Fiscal Balances and Debt
Table A9. Summary of World Trade Volumes and Prices

Table A10. Summary of Balances on Current Account

Table Al1. Advanced Economies: Balance on Current Account

Table A12. Emerging and Developing Economies: Balance on Current Account
Table A13. Emerging and Developing Economies: Net Financial Flows

Table A14. Emerging and Developing Economies: Private Financial Flows
Table A15. Emerging and Developing Economies: Reserves

Table A16. Summary of Sources and Uses of World Savings

Table A17. Summary of Word Medium-Term Baseline Scenario

Online Tables

Table B1. Advanced Economies: Unemployment, Employment, and Real per Capita GDP

Table B2. Emerging and Developing Economies: Real GDP

Table B3. Advanced Economies: Hourly Earnings, Productivity, and Unit Labor Costs
in Manufacturing

Table B4. Emerging and Developing Economies: Consumer Prices

Table B5. Summary of Financial Indicators

Table B6. Advanced Economies: General and Central Government Net Lending/Borrowing
and Excluding Social Security Schemes

Table B7. Advanced Economies: General Government Structural Balances

Table B8. Advanced Economies: Exchange Rates

Table B9. Emerging and Developing Economies: General Government Net Lending/Borrowing

and Overall Fiscal Balance
Table B10. Emerging and Developing Economies: Broad Money Aggregates
Table B11. Advanced Economies: Export Volumes, Import Volumes, and Terms of Trade
in Goods and Services
Table B12. Emerging and Developing Economies by Region: Total Trade in Goods
Table B13. Emerging and Developing Economies by Source of Export Earnings:
Total Trade in Goods
Table B14. Advanced Economies: Current Account Transactions
Table B15. Emerging and Developing Economies: Balances on Current Account
Table B16. Emerging and Developing Economies by Region: Current Account Transactions
Table B17. Emerging and Developing Economies by Analytical Criteria:
Current Account Transactions
Table B18. Summary of Balance of Payments, Financial Flows, and External Financing
Table B19. Emerging and Developing Economies by Region: Balance of Payments
and External Financing
Table B20. Emerging and Developing Economies by Analytical Criteria: Balance of Payments
and External Financing
Table B21. Summary of External Debt and Debt Service
Table B22. Emerging and Developing Economies by Region: External Debt by Maturity
and Type of Creditor
Table B23. Emerging and Developing Economies by Analytical Criteria: External Debt,
by Maturity and Type of Creditor
Table B24. Emerging and Developing Economies: Ratio of External Debt to GDP

International Monetary Fund | April 2011

191
195
196
198
199
200
204
205
206
208
212



CONTENTS

Table B25. Emerging and Developing Economies: Debt-Service Ratios
Table B26. Emerging and Developing Economies, Medium-Term Baseline Scenario:

Selected Economic Indicators

Figures

Figure 1.1. Global Indicators 3
Figure 1.2. Recent Financial Market Developments 4
Figure 1.3. Emerging Market Conditions 5
Figure 1.4. Developments in Mature Credit Markets 6
Figure 1.5. Current and Forward-Looking Trade Indicators 7
Figure 1.6. Global Outlook 8
Figure 1.7. Current and Forward-Looking Growth Indicators 9
Figure 1.8. Prospects for Near-Term Activity 10
Figure 1.9. Balance Sheets and Saving Rates 11
Figure 1.10. Global Inflation 12
Figure 1.11. Measures of Monetary Policy and Liquidity in Selected Advanced and

Emerging Economes 13
Figure 1.12. General Government Fiscal Balances and Public Debt 14
Figure 1.13. Risks to the Global Outlook 15
Figure 1.14. Emerging Tensions 19
Figure 1.15. Overheating Indicators and Capital Inflows 20
Figure 1.16. Emerging Market Economies with Strong Credit Expansion 21
Figure 1.17. Global Imbalances 23
Figure 1.18. External Developments 24
Figure 1.19. Unemployment 26
Figure 1.20. Financial Conditions Indices 29
Figure 1.21. Commodity Prices 31
Figure 1.22. World Energy Market Developments 34
Figure 1.23. Developments in Base Metal Markets 36
Figure 1.24. Developments in Markets for Major Food Crops 38
Figure 1.25. Changes in International and Domestic Food Prices and Headline Inflation 39
Figure 1.26. First-Round Impact of Commodity Price Changes on the Trade Balances of

Selected Emerging and Developing Economies 41
Figure 1.1.1. Financial Disruptions 43
Figure 1.1.2. Effect of Advanced Economy House Price Busts 44
Figure 1.2.1. WEO Downside Scenario 1: Implications of Overestimating Potential Output 48

Figure 1.2.2. WEO Downside Scenario 2: Implications of Overestimating Potential Output
with Sticky Inflation 49
Figure 1.3.1. Optimized Exchange Rate Coeflicient and Relative Loss as a Function

of Home Output Gap Response 51
Figure 1.4.1. Japan: Selected Macroeconomic Indicators 54
Figure 1.4.2. Japan and China: Balance Sheets and Export Content 55
Figure 2.1. Global Average Projected Real GDP Growth during 2011-12 59
Figure 2.2. Output Gaps 60
Figure 2.3. United States and Canada: Average Projected Real GDP Growth during 2011-12 61
Figure 2.4. United States: Gaining Traction 62
Figure 2.5. Europe: Average Projected Real GDP Growth during 2011-12 65

International Monetary Fund | April 2011



Vil

WORLD ECONOMIC OUTLOOK: TENSIONS FROM THE TWO-SPEED RECOVERY

Figure 2.6. Europe: A Gradual and Uneven Recovery Continues

Figure 2.7. Commonwealth of Independent States: Average Projected Real GDP Growth
during 2011-12

Figure 2.8. Commonwealth of Independent States: A Moderate Recovery Is under Way

Figure 2.9. Asia: Average Projected Real GDP Growth during 2011-12

Figure 2.10. Asia: Still in the Lead

Figure 2.11. Latin America and the Caribbean: Average Projected Real GDP Growth
during 2011-12

Figure 2.12. Latin America and the Caribbean: Icarus or Daedalus?

Figure 2.13. Sub-Saharan Africa: Average Projected Real GDP Growth during 2011-12

Figure 2.14. Sub-Saharan Africa: Back to Precrisis Growth

Figure 2.15. Middle East and North Africa: Average Projected Real GDP Growth
during 2011-12

Figure 2.16. Middle East and North Africa: The Recovery Continues in an
Uncertain Environment

Figure 2.1.1. Economic Activity and External Adjustment in the EU Periphery

Figure 2.1.2. External Adjustment in the EU Periphery

Figure 3.1. Energy Prices and Long-Term Price Trends

Figure 3.2. Global Energy Demand, 1980-2008

Figure 3.3. Relationship between per Capita Energy Consumption and GDP Growth

Figure 3.4. Primary Energy Consumption

Figure 3.5. Oil Consumption in China and in Selected Advanced Economies

Figure 3.6. The Big Switch: Oil Share in the Electric Power Sector

Figure 3.7. Global Oil Market Developments

Figure 3.8. Projected Growth in Crude Oil Capacity

Figure 3.9. Oil Scarcity and the Global Economy: Benchmark Scenario

Figure 3.10. Alternative Scenario 1: Greater Substitution away from Oil

Figure 3.11. Alternative Scenario 2: Greater Decline in Oil Production

Figure 3.12. Alternative Scenario 3: Greater Economic Role for Oil

Figure 3.1.1. Life Cycle of Global Oil Production

Figure 3.2.1. U.S. Natural Gas Supply, 1998-2009

Figure 3.2.2. U.S. Natural Gas versus Oil Spot Prices

Figure 4.1. The Collapse and Recovery of Cross-Border Capital Inflows

Figure 4.2. The Evolution of Gross and Net Capital Flows

Figure 4.3. The Recovery of Net Private Capital Flows

Figure 4.4. The Recovery of Net Capital Flows and Their Composition

Figure 4.5. The Size and Composition of Net Private Capital Flows during Waves
of Large Capital Flows to Emerging Market Economies

Figure 4.6. Regional Variation in Net Private Capital Flows to Emerging Market Economies

Figure 4.7. The Relative Importance of Various Types of Flow

Figure 4.8. Historical Trends: A Shift away from Debt-Creating Flows

Figure 4.9. The Volatility of Net Private Capital Flows

Figure 4.10. Correlations between Net Flows of Various Types and the Rest
of the Financial Account

Figure 4.11. The Persistence of Net Private Capital Flows

Figure 4.12. Historical Periods of Easy External Financing and High Growth Differential

between Emerging Market and Advanced Economies

International Monetary Fund | April 2011

66

69
70
72
74

76
77
79
80

82

84
86
87
92
93
94
95
96
98
99
100
102
105
107
108
115
119
120
126
127
128
131

132
133
134
135
136

137
138

139



Figure 4.13. Net Private Capital Flows during Periods of Easy External Financing and
High Growth Differential between Emerging Market and Advanced Economies
Figure 4.14. Net Private Flows to Emerging Market Economies under Alternative
Financing Conditions
Figure 4.15. Common Factors Underlying the Variation in Net Private Capital Flows
to Advanced and Emerging Market Economies
Figure 4.16. Difference in the Response of Net Private Capital Flows to U.S. Monetary
Tightening across Economies
Figure 4.17. Difference in the Response of Emerging Market Economy Net Private
Capital Flows to U.S. Monetary Tightening by Selected Economic Characteristics
Figure 4.18. Difference in the Response of Emerging Market Economy Net Private
Capital Flows to U.S. Monetary Tightening by Type of Flow
Figure 4.19. Difference in the Response of Emerging Market Economy Net Private
Capital Flows to U.S. Monetary Tightening under Alternative Global Economic Conditions
Figure 4.20. The Relative Importance of Various Types of Flow across Emerging Market Regions
Figure 4.21. The Volatility of Net Private Capital Flows across Emerging Market Regions
Figure 4.22. The Persistence of Net Private Capital Flows across Emerging Market Regions
Figure 4.23. Realized and Unanticipated Changes in U.S. Monetary Policy over Time
Figure 4.24. Robustness Checks for the Difference in Response of Net Private Capital
Flows to Directly Financially Exposed Emerging Market Economies

CONTENTS

140
141
142
143
145
146
147
153
154
155
159

160

International Monetary Fund | April 2011

X



ASSUMPTIONS AND CONVENTIONS

A number of assumptions have been adopted for the projections presented in the World Economic Outlook.
It has been assumed that real effective exchange rates remained constant at their average levels during February
8-March 8, 2011, except for the currencies participating in the European exchange rate mechanism II (ERM
II), which are assumed to have remained constant in nominal terms relative to the euro; that established poli-
cies of national authorities will be maintained (for specific assumptions about fiscal and monetary policies for
selected economies, see Box Al); that the average price of oil will be $107.16 a barrel in 2011 and $108.00
a barrel in 2012 and will remain unchanged in real terms over the medium term; that the six-month London
interbank offered rate (LIBOR) on U.S. dollar deposits will average 0.6 percent in 2011 and 0.9 percent in
2012; that the three-month euro deposit rate will average 1.7 percent in 2011 and 2.6 percent in 2012; and
that the six-month Japanese yen deposit rate will yield on average 0.6 percent in 2011 and 0.3 percent in
2012. These are, of course, working hypotheses rather than forecasts, and the uncertainties surrounding them
add to the margin of error that would in any event be involved in the projections. The estimates and projec-
tions are based on statistical information available through late March 2011.

The following conventions are used throughout the World Economic Outlook:

to indicate that data are not available or not applicable;

- between years or months (for example, 2010-11 or January-June) to indicate the years or months
covered, including the beginning and ending years or months;

/ between years or months (for example, 2010/11) to indicate a fiscal or financial year.

“Billion” means a thousand million; “trillion” means a thousand billion.

“Basis points” refer to hundredths of 1 percentage point (for example, 25 basis points are equivalent to % of
1 percentage point).

WEO aggregated data excludes Libya for projection years due to the uncertain political situation.

Except for GDP growth and inflation, projections for Céte d’Ivoire are not shown due to the uncertain
political situation.

In figures and tables, shaded areas indicate IMF staff projections.

If no source is listed on tables and figures, data are drawn from the WEO database.

When countries are not listed alphabetically, they are ordered on the basis of economic size.

Minor discrepancies between sums of constituent figures and totals shown reflect rounding.

As used in this report, the terms “country” and “economy” do not in all cases refer to a territorial entity that
is a state as understood by international law and practice. As used here, the term also covers some territorial
entities that are not states but for which statistical data are maintained on a separate and independent basis.

Composite data are provided for various groups of countries organized according to economic characteris-
tics or region. Unless otherwise noted, country group composites represent calculations based on 90 percent or
more of the weighted group data.

The country group composites for fiscal data are calculated as the sum of the U.S dollar values for the
relevant individual countries. This differs from the calculations in the October 2010 and earlier issues of the
World Economic Outlook, for which the composites were weighted by GDP valued at purchasing power parities
(PPPs) as a share of total world GDP.

The boundaries, colors, denominations, and any other information shown on the maps do not imply, on
the part of the International Monetary Fund, any judgment on the legal status of any territory or any endorse-
ment or acceptance of such boundaries.
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FURTHER INFORMATION AND DATA

This version of the World Economic Outlook is available in full on the IMF’s website, www.imf.org. Accom-
panying it on the website is a larger compilation of data from the WEO database than is included in the
report itself, including files containing the series most frequently requested by readers. These files may be
downloaded for use in a variety of software packages.

Inquiries about the content of the World Economic Outlook and the WEO database should be sent by mail,
forum, or fax (telephone inquiries cannot be accepted) to

World Economic Studies Division
Research Department
International Monetary Fund
700 19th Street, N.W.
Washington, D.C. 20431, U.S.A.
Forum address: www.imf.org/weoforum Fax: (202) 623-6343
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