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Prospects for global macroeconomic development
The global economy remains trapped  
in a prolonged episode of slow growth

In 2016, the world economy expanded by just 2.2 per cent, the slowest rate of growth since 
the Great Recession of 2009. Underpinning the sluggish global economy are the feeble pace 
of global investment, dwindling world trade growth, �agging productivity growth and high 
levels of debt. Low commodity prices have exacerbated these factors in many commodi-
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investment in the oil and extractive industries, although these declines are mostly cycli-
cal, rather than signalling signi�cant structural progress towards a less fossil fuel-intensive 
economy. Lack of access to �nance has also acted as a constraint in some cases, especially in 
countries where banks remain undercapitalized or where �nancial markets are under-devel-
oped. Despite record-low, often negative bond yields, Governments in developed countries 
have made steep cuts in public investment since 2010, re�ecting �scal adjustment policies 
implemented in response to high levels of government debt. Since mid-2014, Governments 
in many commodity-exporting countries have also curtailed much-needed investment in 
infrastructure and social services, in response to the sharp loss of commodity revenue. In 
some other developing countries in East and South Asia and parts of Africa, on the other 
hand, weaker private sector investment has been partially o�set by an expansion of govern-
ment infrastructure projects. 

The extended period of weak investment is a driving factor 
behind the slowdown in productivity growth 

Labour productivity growth has slowed markedly in most developed economies, and in 
many large developing and transition countries. Investment in new capital can a�ect factors 
such as the rate of innovation, labour force skills and the quality of infrastructure. �ese in 
turn drive the technological change and e�ciency gains underpinning labour productivity 
growth in the medium term. 

Government support for p
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Garnering the resources to �nance the investment needed in the LDCs remains dif-
�cult. Investment in these countries would need to expand at an average annual rate of at 
least 11 per cent through 2030, a signi�cant acceleration relative to recent trends. Foreign 
direct investment (FDI) continues to bypass many LDCs and remains concentrated in 
extractive industries. Greater e�orts are needed to mobilise domestic and international, 
public and private resources for achieving the SDGs of these countries.

Sustained improvements in carbon emissions mitigation will 
require concerted efforts to improve energy efficiency and 
promote renewable energy

�e level of global carbon emissions has stalled for two consecutive years. �is positive 
development re�ects the declining energy intensity of economic activities, a rising share of 
renewables in the overall energy structure, and slower economic growth in major emitters. 

However, the world remains some distance from achieving a sustained decoupling 
between economic growth and carbon emissions growth. Despite advancements, especially 
in developing countries, where the level of new renewable energy investment exceeded that 
of developed countries in 2015, renewable energy still accounts for only a small share of 
global power generation. New renewable investment dropped sharply in the �rst half of 
2016, and the improvements to emissions mitigation witnessed in recent years could easily 
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However, international capital in�ows remain volatile, and net �ows to developing coun-
tries are estimated to remain negative at least through 2017, underscoring the challenges of 
�nancing long-term sustainable development. 

Since the global �nancial crisis, low interest rates have prompted sovereign bond issu-
ance by developing countries in international capital markets. However, in some cases, con-
cerns over debt sustainability are now being realised, especially where repayment burdens 
are subject to signi�cant exchange rate movements. �e provision of international public 
�nance, including o�cial development assistance (ODA) from Members of the OECD 
Development Assistance Committee, increased in 2015, but remains below United Nations 
targets. �e increase in ODA to a large extent re�ects the resources spent on refugees in host 
countries. Lending by multilateral development banks and through South-South cooper-
ation also increased in 2015. Nonetheless, available domestic and international �nancial 
resources remain insu�cient to �ll investment �nancing gaps for sustainable development, 
particularly in the poorest countries. 

Aligning institutional investment with sustainable development 
requires a change in the incentive structure

Aligning investment with the SDGs, including building sustainable and resilient infra-
structure, requires policies and regulatory frameworks that incentivize changes in invest-
ment patterns. Current FDI patterns are not fully aligned with sustainable development, 
and the bulk of recent �ows have been directed towards cross-border mergers and acquisi-
tions, which may have limited impact on jobs and development.  A reallocation of 3 to 5 
per cent of institutional investor assets towards long-term investment in sustainable devel-
opment could have an enormous impact. Yet to date, investment by institutional investors 
in the long-term illiquid assets necessary for sustainable development has been limited. 
Investment by institutional investors has tended to be short-term oriented, as re�ected in 
the volatility of cross-border portfolio �ows. Volatile international portfolio and banking 
�ows can undermine sustainable development rather than support it. 

Aligning incentives in capital markets with long-term investment in sustainable 
development and also incentivizing greater direct investment can be addressed through the 
�nancial governance architecture, and supported through various policy mixes including 
pricing externalities, e�ective regulatory frameworks, blended �nance and guarantees and 
leveraging private investment through public intermediaries, such as development banks. 

Uncertainties and risks
The materialization of several key downside risks  
could prolong the period of weak global growth 

Global economic prospects remain subject to signi�cant uncertainties and risks that are 
weighted on the downside, with the potential to obstruct the modest acceleration in growth 
that is currently forecast for 2017-2018. Some of these risks stem from monetary policy ac-
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sheets, causing credit conditions to tighten, with the potential to destabilize fragile and 
undercapitalized banks. �e timing of interest rate rises in the United States is another area 
of uncertainty. As interest rate di�erentials relative to other developed economies widen, 
this has the potential to trigger �nancial volatility, reversal of capital in�ows to developing 
economies, and abrupt adjustments in exchange rates. Such volatility would exacerbate 
vulnerabilities associated with high levels of debt and rising default rates in a number of 
developing countries, with the potential to push up borrowing costs, raise deleveraging 
pressures, and increase banking sector stress. 



With domestic resource mobilization limited by structural factors, additional conces-
sional international public �nancing is needed to support developing countries, especially 
the LDCs.

Enhancing international policy coordination  
under the new 2030 Agenda 

International coordination is needed to ensure consistency and complementarities among 
trade policy, investment policy and other public policies and to better align the multilateral 
trading system with the 2030 Agenda for Sustainable Development, ensuring inclusive 
growth and decent work for all. �ese e�orts would be supported by a transparent interna-
tional services market that facilitates the participation of service providers from developing 
countries in particular. International cooperative e�orts are also needed to reduce high 
trade �nancing gaps, especially among the poorest countries in Africa, developing Asia, and 
the small island developing States. To ensure that development concerns are addressed by 
the global trading system, a stronger role for the World Trade Organization is warranted. 

Deeper international cooperation is also needed in many other areas, such as expedit-
ing clean technology transfer, supporting climate �nance, expanding international public 
�nance and ODA, strengthening international tax cooperation and tackling illicit �nancial 
�ows, providing a global �nancial safety net and coordinating policy to address the chal-
lenges posed by large movements of refugees and migrants. �ese issues were recognized at 
the Hangzhou G20 Summit, where the need for deeper international policy coordination 
was duly stressed.


