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1 THE GLOBAIEECONOM

The spread of the novel coronavirus has resulted ione of themost devastating global public
health crisesin over a century.The pandemic continues taominate the economic landscape of
the world with prevailing uncertainty and challenges Nevertheless in 2021, a resilient global
economy emerged, beyond the bounds of expectations raised in the bleakest déglfowing the
progressive deployment of effective vaccines and continued macroeconomic policy support in
major economies Stern monetary and fiscal policy stimulus measures, strengthening sentiment
and the cessation of the most austere statenposed restrictions boosted global financial
performance and consumer and professional demandadditionally, the inclination towards the
normalisation of air and maritime traffic is gaining in momentum.
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According to the IMF World EconomitJpdate 2022 dobal growth for 2021 is estimated at5.9%.
Although all regions are expected to have recoveredn 2021, the pace of global recovery
moderated with increasing signs of divergence across and within countries, reflecting different
progress in vaccination rollout and renewed virus waves in some economie$Vhile many
advanad economies witnessedemarkable progress in vaccinationsmostemergingmarkets and
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developing countries have had a much slower rollout fraught by lack of supply and export
restrictions. For 2021, gowth for advanced econanies have been estimated at 5% and
emerging markets and developing economiest 6.5%.

The global health crisis unleashed by the COAD® pandemic has been compounded by political,
economic, and social crises that have exacerbated existing inequalities adidproportionately
affected the most vulnerable segments of societfhe outbreak shone a harsh light highlighting
the plight of more than 500 million of people across the world with no protection from extreme
poverty (pre-RussaeUkrainian conflict).
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4.4% in GDP + 500 million 5 million +
Growth In extreme Deaths
estimated for 2022 poverty due to the
(IMF) due to the crisis pandemic

Tablel1 World Economic Outlook Projections {&¢Y, %)

Projections
2019 2020 2021 2022 2023
World Output 2.8 -3.1 5.9 4.4 3.8
Advanced Economies 1.6 -4.5 5.0 3.9 2.6
United States 2.2 -3.4 5.6 4.0 2.6
Euro Area 1.3 -6.4 5.2 3.9 2.5
United Kingdom 1.4 -9.4 7.2 4.7 2.3
Emerging and Developing Economies 3.7 -2.0 6.5 4.8 4.7
Emerging and Developing Asia 5.4 -0.9 7.2 5.9 5.8
China 6.0 2.3 8.1 4.8 5.2
India* 4.0 -7.3 9.0 9.0 7.1
Emerging and Developing Europe 2.5 -1.8 6.5 3.5 2.9
Middle East and Central Asia 14 -2.8 4.2 4.3 3.6
Sub-Saharan Africa 3.2 -1.7 4.0 3.7 4.0

Note: For India, data and forecasts are presented on a fiscal year basis, with FY 2021/2022 starting in April 2021.

Source: World Economic Outlook Update, IMRarfuary2022)

The IMF also revised down its growth estimate for 2022 to 4.4% from 4.9% (October 2021
estimate) on the back of rising energy prices, continued supplghain disruptions, persistent
elevated inflation, and mobility restrictions in many countries folloving the viral spread of the
new Omicron COVIBL9 variant. In face of the RussiJkraine crisis, the IMF is set to lower its
global growth forecasts for 2022 further.

Along the same line, ints latest Trade and Development Report Update (Marck022), the United
Nations Conference on Trade and Development (UNCTABgs downgraded the global growth
forecastfor 2022 by 1% on the back ofsoaring energy and food pricesvith global trade curtailed
by exports restrictions, and confidence
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1.1 Global Tracke

The health and economic crisis caused by th
pandemic has significantly disrupted the world trade
systemin 2020, delivering unprecedented shocks tc
global supply chains and trade relations among
countries. Temporary closure of national borders
resulted in suspended export activities. Trade in
services has also been severely affected. Tourisr
which accounts for 24% of global exports of services
has been hit hard owing to travel restrictions.
According to the IMF, global trade volumes
plummeted by 8.2% n 2020. Subsequently, the
growth of global trade levels maintained its resilience
in 2021, as its recorded value gained furthel
momentum in each quarter of 2021. Tradén services
grew considerably as well, ultimately matching pre
pandemic levels in the 4 quarter of 2021.

Trend in Global Trade (% change in
world trade volume z goods & services)
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Figurel Trend in Global Trade

Overall, global trade volumes are estimated to have expanded by 9.3% in 2021 but are however
expected to moderate to 6.0% in 2022 in line with overall pace of expansion assuming that the
pandemic eases over 2022 and supply chain problems will subside later in the year. However,
the war in Ukraine has caused immediate instabilities to global tradand is likely to have long

term effects.
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Figure 2 Trade Balance as a % of Global Trade

Source: UNCTAD estimates based on national statistics (Data excludes services).

As for trade in servicesparticularly tourism, recovery is expected to be gradual amid slow lifting
of restrictions on international travel and fear of new waves of infection in developing countries.
The upward movement in international trade in 2021 is mainly due to the surge ithe prices of
commodities, easing of pandemic restrictions and a buoyant recovery in demand stemming from

economic recovery initiatives.

Nonetheless, a quick assessment of the Rus&iaE OAET A ( 5.
worsening outlook for the world economy, underpinned by rising food, fuel and fertiid O D OE A A
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The report also highlights heightened financial volatility, sustainable development divestment,
complex supply-chain reconfigurations and increasing trade costs.
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1.2 dobal Investment Flows

In 2020, global FDI fell by 37% to USD 29 billion from USD 1473 billion andin 2019, whereby
flows to developedand developing economies decreased 6% and 7%, respectively According
to the World Investment Report 2021, greenfield investments in industry and new infrastructure
investment projects in developing countries wereespecially hardhit. In 2021, however, global
FDI is estimated to have surged by 77% to an estimatddSD 1.65 trillion, outstripping pre
pandemic levels. Developed economies witnessed thédviggest rise, with FDI almost tripling
compared to 2020.

Developing
Developed Economies m 2019 m2020 m2021
: 53% 1,647
Economies USD 1,647 Bn 1,473
47% 2021
721
559 588 669
— Ml N NE.
Africa Europe Asia Developed Developing World

Economies Economies

Sourceinvestment Trends Monitor (January 2022)

Figure 3 Global Investment Flows

The outlook for global FDI in 2022 remains optimistic, according to UNCTAD. International
project finance in infrastructure sectors is expected to provide growth momentung with the
2021 rebound growth rate unlikely to be repeated The protracted duration of the health crisis
with successive new waves of the pandemi@nd adverse financial outlook owing to the Russia
Ukraine crisis, nonetheless, continues to be a major downside risk.

1.3 Globallnflationary Pressures

Consumer pricessurged more sharply than ever experiencedin 2021, indicating a worsening
outlook for inflation. Having grabbed the headlines in the United State$Jnited Kingdomand
across several EU countrieghe issue appears to have emerged as a dominant topic of policy
discussion acrosghe world. According to the IMF, inflation ratein advanced economiestood at
3.1% in 2021 and5.7% for emerging and developing economies.

As of December 2021, 12nonth inflation was above 5% in 15 of the 34 countries classified as
advanced economies$n the ) - &/Goéd Economic Outlook. Indeed, inflation has not seen such a
sharp, collective upswing in more than 20 yearsThis hike in inflation is not a phenomenon
confined to the prosperous countries.Emerging and developing economies have been caught in
a similar tide: 78 out of 109 emerging market and developing countriesare also struggling with
yearly inflation rates above5%. This proportion of emerging economies approximately 71%, is
about twice as high compared to the end of 2020. Hence, inflation has turned into a global concern
- or at least almost, as Asia has sarfbeen resistant to its effects.

For 2022, the IMF raised its inflation forecasts for both advanced and emerging markets and
developing economies, saying it expects elevated price levels to persilsiflation was anticipated
to average 3.9% in advanced emomies and 5.9% in emerging markets and developing
economies in 2022, before subsiding next yeaHowever, following the RussiaUkraine war, with
the ongoing food crisis and volatile commodities market, inflation is anticipated to be much
higher in 2022.
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1.3.1 Sources of Inflation

Inflation has been higher and more broaebased than anticipatedin 2021, driven by several
factors such as high fueland food prices, supply chain disruptions without forgetting the
resurgence of the pandemic and the latestariants, which have sharply increased uncertainty
around global economic prospects

The nearterm outlook remains somewhat weaker with inflation notably higher than previously
anticipated, owing to the pandemic resurgence, higher food and energy pricdisigering supply
disruptions, and the adverse implications of the Russiblkraine crisis. Food price inflation
remains an important factor in this equation. In 2021, the 1Znonth run-up in food prices was
reported to be above 5% in 79%, or 86 out of 109, @merging economies, according to the IMF.
Whilst advanced economies were not resistant to soaring food prices, only 27% of them
registered a price hike of beyond 5%.

Russia-Ukraine Crisis M Rebound in Demand

Eroding
Competitiveness Supply Disruptions
Causes of
High Freight Charges Inflation
and Other Shipping Wage pressures
Costs
Port Traffi
ort trathe High energy and food
prices

Figure 4 Sources of Inflation

According to the Food and Agdulture Organisation's (FAO),world food prices jumped by 28%

in 2021 to their highest level in a decade. The FAO food price index, which tracks the most globally
traded food commodities, averaged 125.7 points in 2021, the highest sintlee 131.9 points
registeredET ¢ mp p 8 4 &glncyshastlSo skd that given the consistently high cost of
ET DOOOh OEA T1CiETC ciTAAl DPAT AATEA AT A AOGAO

global dairy prices have hit their highest level in eight years with the average price rising to USD
4,630 a tonne, the highest since migrebruary 2008.
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2019 m2020 2021 mMar-22

Food Commodity Prices (USD/tonne)
Energy Price
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Figure5 Major Food Commodity Prices

Source: World Bank

MUR % Change % Change in 2021 | % Change Janr22 to Mar -22

Wheat + 44% +30%
Maize + 66% +22%
Soybean Oil + 75% +34%
Whole Milk Powder + 1% +14%

Source: World Bank

Soaringenergy prices have propelled higher inflation in most countriesespecially indeveloping
economies These global factors are likely to continue to add to inflation in 2022xacerbated by
the RussiaUkraine conflict. Crude oil prices alsoincreased significantly in 2021 as rising
vaccination rates, looseningrelated restrictions, and a growing economy resulted in global
petroleum demand rising faster than petroleum supplyThe Brent crude oil price averaged USD
71/barr el in 2021 and was the highest in the past three year€onsequently, the worldwide
increase in fuel prices have greatly impacted on production costs as well as the supply chain.

With the recent developments in Ukraine, further increases in fuel prices arexpected. The price
of Brent crude oil, an international benchmark, hit a sevegear high of more than USD 100 on 23
February 2022.0n 24 March 2022, the average price of brent crude oil stood aiSD 121.60
barrel z a 21% increase over the previous motit.

Brent Crude Oil (USD/Barrel)
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Figure 6 Brent Crude Oil (USD/Barrel)

Source: Commodity Prices, World Bank
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Meanwhile, another serious challenge afflicting both advanced and developing economies
concerns the global supply chains, which remain profoundly hampered by the unfolding
economic and political turmoil of the past two years. Shipping costs have beenthe rise.

According to the Global Economic Prospects (World Bank, 202Zhe COVID19 supply shocks
are more complex and obscure, and as a result, are more precariolibe UNCTAD, in its annual
Review of Maritime Transport Report 2021 explains that the laye swing in containerised trade
flows was met with supply-side capacity constraints, including container ship carrying capacity,
container shortages, labour shortages, continued on and off COVID restrictions across port
regions and congestion at portsHence, the mismatch between surging demand and de facto
reduced supply capacity has led to record container freight rates on practically all container trade
routes.

Currency depreciation in developing economies has served to fuel inflation in imported gde
amid reduced foreign capital inflows and sovereign credit downgrades. In addition, as inflation
expectations are less entrenched and more sensitive to currency fluctuations than in developing
economies, the transition from exchange rates over to pricetends to be speedier and the
transition is more pronounced.

1.4 The Economic Impact of the Russtlkrainian War

The invasion by Russia drove up commodity prices in the petroleum, gas and abtisiness
sectors, as strikes on key Ukrainian infrastructure, portsrad cities sent shuddering shockwaves
coursing through supply chains. The ongoing clash between Russia and Ukraine is set to have a
ripple effect on the global economy through three major streams: The financial sanctions, the
prices of commodities and the @ruption of supply chains.

H Inflationary Pressures on Commodity prices @

Figure 7 Impact of RussdJkrainian War

Moreover, weakened business confidence and rising investor uncertainty will weigh on asset
markets, aggravating financial conditions and eventually leading to maive capital outflows from
emerging markets. While both Russia and Ukraine are substantial food producers, Ukraine is also
ranked as the world's leading producer of sunflower oil, followed by Russia, with both countries
representing approximately 60% of gbbal production. Both economies are important sources of
palladium, titanium, wheat and maize. The situation is currently straining the marketUkraine's
oilseed cultivation and manufacturing industry stands at a complete standstill along with some
delaysin cargo shipments. A persistent state of conflict further jeopardises the prospect of the
upcoming cropping season.

Implications of Ukraine Crisis for the Global Food Markets

According to the International Trade Centre, global food prices weralready on the rise before
the conflict, matching their historic peaks in January 2022. This was due to:




1 high global demand in the posiCovid19 recovery and increased use of certain
commodities in biodiesel,

91 lower supply due to poor harvests (South Ameria: soybean; US, Canada and EU: wheat,
Malaysia: palm oil),

9 soaring prices of energyintensive inputs, particularly fertilizers, and

9 rising international freight costs.

Some countries had also begun to impose export restrictions on wheat, beef, paiif fertilizers,

and other products, increasing prices further.

The Russian Federation and Ukraine are important producers of agricultural commodities, jointly
accounting for more than 15% of global cereal exports and almost 20% of global fertilizer expsr
The FAO estimates that 20% to 30% of the areas used for winter cereals, maize, and sunflower
seed in Ukraine will either not be planted or remain unharvested during the 2022/23 season.
Trade restrictions, whether imposed to secure domestic supply or gsart of a sanctions package,
have also impacted other countries by putting pressure on prices for essential food items.

In addition to global economic spiltover effects, developing countries that are heavily reliant on
tourism and trade will experience alditional pressures. Emerging economies dependent on oil
imports will face sizeable fiscal and trade deficits and stronger inflationary pressures, albeit some
exporters. The economic repercussions of the Rusddkrainian war will by no means be restricted
to the countries engaged waging it.

Strong indications are evident that the war and the resultant surge in the cost of necessities are
already poised to strain policymakers in several countries to manage the fragile balance between
curbing inflationary pressures and sustaining the economic rebound following the pandemic.
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