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Support, develop and stimulate the commercial sector in Jordan through active
participation in the formulation and revision of policies, legislations and laws
and to also gather and provide economic information, linking the business
community to a trade network on a local and international levels in order
to achieving national economic and social development.
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Security, Safety and the Strategic Location
& Stable Political Environment

& +962 6 5902040 8 +962 6 5902051
P.O.Box 7029 Amman 11118 Jordan
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THE ONGOING CONFLICT HAS HEIGHTENED UNCERTAINTY AND
GEOPOLITICAL RISKS IN THE MEA AND MNA REGION

. i'.m-'- -
|

ﬂ-.,- 'h ATl

Global growth is set to slow further this year, amid the lagged and ongoing effects of tight monetary
policy, restrictive financial conditions, and feeble global trade and investment. Downside risks to the
outlook include an escalation of the recent conflict in the Middle East and associated commodity
market disruptions, financial stress amid elevated debt and high borrowing costs, persistent inflation,
weaker-than-expected activity in China, trade fragmentation, and climate-related disasters. Against
this backdrop, policy makers around the world face enormous challenges. Even though investment in
emerging market and developing economies (EMDEs) is likely to remain subdued, lessons learned from
episodes of investment growth acceleration over the past seven decades highlight the importance of
macroeconomic and structural policy actions and their interaction with well-functioning institutions
in boosting investment and thus long-term growth prospects.

Commodity-exporting EMDEs face a unique set of challenges amid fiscal policy procyclicality and
volatility. This underscores the need for a properly designed fiscal framework that, combined with
a strong institutional environment, can help build buffers during commodity price booms that can
be drawn upon during subsequent slumps in prices. At the global level, cooperation needs to be
strengthened to provide debt relief, facilitate trade integration, tackle climate change, and alleviate
food insecurity.



GLOBAL OUTLOOK

Global growth is expected to slow to 2.4
percent in 2024—the third consecu- tive year
of deceleration—reflecting the lagged and
ongoing effects of tight monetary policies to
rein in decades-high inflation, restrictive credit
conditions, and anemic global trade and invest-
ment. Near-term prospects are diverging, with
subdued growth in major economies alongside
improving conditions in emerging market
and developing economies (EMDEs) with
solid fundamentals. Meanwhile, the outlook
for EMDEs with pronounced vulnerabilities
remains precarious amid elevated debt and
financing costs. Downside risks to the outlook
predomi-nate. The recent conflict in the Middle
East, coming on top of the Russian Federation’s
invasion of Ukraine, has heightened geopolitical
risks. Conflict escalation could lead to surging
energy prices, with broader implications
for global activity and inflation. Other risks
include financial stress related to elevated real
interest rates, persistent inflation, weaker-
than-expected growth in China, further trade
fragmentation, and climate change-related
disasters. Against this backdrop, policy makers
face enormous challenges and difficult trade-
offs. International cooperation needs to be
strength- ened to provide debt relief, especially
for the poorest countries; tackle climate change
and foster the energy transition; facilitate trade
flows; and alleviate food insecurity. EMDE
central banks need to ensure that inflation
expectations remain well anchored and that
financial systems are resilient. Elevated public
debt and borrowing costs limit fiscal space
and pose significant challenges to EMDEs—
particularly those with

weak credit ratings—seeking to improve

fiscal sustainability while meeting investment
needs. Commodity exporters face the
additional challenge of coping with commodity
price fluctuations, underscoring the need for
strong policy frameworks. To boost longer-
term growth, structural reforms are needed to
accelerate investment, improve productivity
growth, and close gender gaps in labor markets.
Regional prospects. Although some improve-
ments in growth are expected in most EMDE
regions, the overall outlook remains subdued.
Growth this year is projected to soften in East
Asia and Pacific—mainly on account of slower
growth in China—Europe and Central Asia,
and South Asia. Only a slight improvement in
growth, from a weak base in 2023, is expected
for Latin America and the Caribbean. More
marked pickups in growth are projected for
the Middle East and North Africa, supported
by increased oil xviii production, and Sub-
Saharan Africa, reflecting recovery from recent
weakness. In 2025, growth is projected to
strengthen in most regions as the

global recovery firms. The Magic of
Investment Accelerations. Invest-ment powers
economic growth, helps drive down poverty,
and will be indispensable for tackling climate
change and achieving other key develop-ment
goals in emerging market and developing
economies (EMDEs). Without further policy
action, investment growth in these economies
is likely to remain tepid for the remainder of
this decade. But it can be boosted. This chapter
offers the first comprehensive analysis of
investment accelerations—periods in which
there is a sustained increase in investment
growth to a relatively rapid rate—in EMDEs.
During these episodes over the past seven
decades, investment growth typically jumped
to more than 10 percent per year, which is



more than three times the growth rate in
other (non-acceleration) years. Countries that
had investment accelerations often reaped an
economic windfall: output growth increased
by about 2 percentage points and productivity
growth increased by 1.3 percentage points per
year. Other benefits also materialized in the
majorityofsuchepisodes:inflationfell, fiscaland
external balances improved, and the national
poverty rate declined. Most accelerations
followed, or were accompanied by, policy shifts
intended to improve macroeconomic stability,
structural reforms, or both. These policy
actions were particularly conducive to sparking
invest-ment accelerations when combined
with well- functioning institutions. A benign
external environment also played a crucial role
in catalyz-ing investment accelerations in many
cases. Fiscal Policy in Commodity Exporters:
An Enduring Challenge. Fiscal policy has been
about 30 percent more procyclical and about 40
percent more volatile in commodity-exporting
emerging market and developing economies
(EMDEs) than in other EMDEs. Both procycli-
cality and volatility of fiscal policy—which
share some underlying drivers—hurt economic
growth because they amplify business cycles.
Structural policies, including exchange rate
flexibility and the easing of restrictions on
international financial transactions, can help
reduce both fiscal procyclicality and fiscal
volatility. By adopting average advanced-
economy policies regarding exchange rate
regimes, restrictions on cross- border financial
flows, and the use of fiscal rules, commodity-
exporting EMDEs can increase their GDP per
capita growth by about 1 percentage point
every four to five years through the reduction
in fiscal policy volatility. Such policies should
be supported by sustainable, well-designed,

and stability-oriented fiscal institutions that
can help build buffers during commodity price
booms to prepare for any subsequent slump
in prices. A strong commitment to fiscal disci-
pline is critical for these institutions to be
effective in achieving their objectives.

ARAB ECONOMY

The ongoing conflict in the Middle East has
heightened uncertainty and geopolitical risks
in the Middle East and North Africa (MNA)
region. Assuming the conflict does not escalate,
growth in the region is forecast to reach 3.5
percent in 2024 and 2025—which is stronger
than previously envisioned—as oil-exporting
economies benefit from the unwinding of oil
production cuts. In contrast, the outlook for
oil-importing economies has deteriorated on
account of weakening domestic conditions,
including persistently high inflation.

Riskstotheoutlookaretiltedtothedownside.
Owing to the possibility of escalation in the
conflict, potential benefits to oil exporters from
higher oil prices, resulting from disruptions in
commodity markets, would likely be more than
offset by weakened regional activity. Other
downside risks include climate-change-related
weather shocks and adverse spillovers from
further monetary policy tightening in advanced
economies and tighter financial conditions.

RECENT DEVELOPMENTS

The ongoing conflict has increased
geopolitical and policy uncertainty, disrupted
financial markets, and damaged investor
confidence in MNA (figure 2.4.1.A). It has also
dampened tourism-related activity, particularly
in neighbor- ing countries. International tourist
arrivals in these countries slowed down in late
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2023, following robust activity prior to the
onset of the conflict.
MNA already faced multiple headwinds,

including oil production cuts, elevated
inflation, and weak private sector activity in
oil-importing economies. Accordingly, growth
in MNA is estimated to have slowed sharply
in 2023, to 1.9 percent, after reaching 5.8
percent in the previous year. In MNA’s oil
exporters, while non-oil sector activity was
robust, the oil sector weakened markedly as a
result of oil production cuts, which dampened
growth. Growth in oil importers also slowed
somewhat last year, reflecting anemic private
sector activity (figure 2.4.1.B). Oil production
in MNA declined in 2023, mainly driven by
production cuts in member countries of the
Gulf Cooperation Council (GCC), especially
Saudi Arabia, which announced the extension
of its voluntary oil production cut until early
2024 (figure 2.4.1.C). Member countries of
the Organization of the Petroleum Exporting

AL-OMRAN AL-ARABI

Countries Plus (OPEC+) also agreed in April
on the production cut until the end of 2023.
In contrast, oil supply from other economies
in the region increased, including the Islamic
Republic of Iran, which was exempted from the
OPEC+ agreement. Growth in GCC countries is
estimated to have decelerated sharply in 2023
because of the decline in oil production, which
more than offset robust non-oil activity driven
by strong labor markets, moderating inflation,
and supportive fiscal policies. In Saudi Arabia,
outputis estimated to have fallen by 0.5 percent
in 2023, as the contraction in oil activity and
exports wasdampened somewhat by strong
private consump-tion and public investment.
Similarly, Bahrain,Kuwait, Oman, Qatar, and
the United Arab Emirates also experienced a
downturn in 2023.

In other oil exporters, growth picked up in
the Islamic Republic of Iran, as increases in oil
production and exports more than offset weak
external non-oil demand. In Libya, which was
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also exempted from the OPEC+ production cut
agreement, growth rebounded, as industrial
activity was strengthened by oil production,
which was unaffected by September’s flooding.
In contrast, activity in Algeria and Irag was
adversely affected by oil production cuts and
declining

exports. In oil-importing economies, growth
softened amid elevated macroeconomic
imbalances and vulnerabilities. In the Arab
Republic of Egypt, growth is estimated to
have slowed to 3.8 percent in fiscal year (FY)
2022/23. Import restrictions constrained
access to inputs for domestic produc-tion
and exports, while declining purchasing
power of households and sluggish corporate
activity weighed on investment and private
consumption. In contrast, growth is estimated
to have picked up in Morocco, despite the
earth- quake in September that caused major
humanitar-ian losses and infrastructure
damage. The agricultural sector recovered
following a severe drought in 2022. Inflation
was well-contained in GCC countries by late
2023, while it remained elevated in other oil
exporters, notably the Islamic Republic of Iran,
as well as in some oil importers, despite the
decline in oil prices in 2023. In oil importers,
food price inflation remained stubbornly high,
and elevated headline inflation was often
driven by large currency depreciations (figure
2.4.1.D). Conse-quently, monetary policy was
tightened in oil importers; in contrast, policy
rates stabilized in GCC countries in late 2023.

OUTLOOK
The conflict in the Middle East has
heightened uncertainty around growth

forecasts in the region. Assuming the conflict

does not escalate, growth in MNA is expected
to pick up to 3.5 percentin 2024 and 2025—0.2
and 0.5 percentage point higher, respectively,
than previously projected (figure 2.4.2.A;
table 2.4.1). These upward revisions assume
improved economic performance among oil
exporters, driven by a stronger rebound in oil
activity and export growth, following deeper
production cuts in 2023 than previously
expected. In contrast, the outlook for oil
importers appears weaker than previously
expected, owing to the adverse impact of the
ongoing conflict, including that on tourism,
and slower growth in private consumption and
investment, as a result of higher inflation and
input costs. Growth in GCC countries is forecast
to rise to 3.6 percent in 2024 and 3.8 percent
in 2025. In Saudi Arabia, growth is projected to
rebound to 4.1 percent in 2024 and 4.2 percent
in 2025 (table 2.4.2). The country’s oil output
and exports are expected to expand, despite
an extension of voluntary oil production cuts
for early this year. As

part of the government’s Saudi Vision 2030,
investment related to non-oil activity will also
be a major driver of growth going forward.
An increase in oil production will help boost
growth in other GCC countries. Among other
oil exporters, growth is expected to pick up
in Algeria and Irag but to slow in the Islamic
Republic of Iran and Libya. In Algeria and Iraq,
the expansion of oil production as a result
of relaxed production cuts in early 2024 is
projected to contribute to faster growth. In
contrast, in the Islamic Republic of Iran and
Libya, growth is forecast to moderate as oil
production stabilizes.

In oil importers, growth is expected to edge
up to 3.2 percent this year and 3.7 percent in
2025. In Morocco, the strengthening of growth
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will be bolstered by a continued recovery in
agriculture, an expected rebound in tourism
despite the recent earthquake, which is
expected to have limited macroeconomic
consequences, and fiscal support through the
government’s reconstruction plan.

In Tunisia, growth is expected to rise to 3
percent in both 2024 and 2025, conditional
on the easing of drought conditions and a
decrease in inflation. In Djibouti, investment
in several large infrastruc-ture projects is
expected to boost growth, with increased use
of the country’s port services by Ethiopia being
another positive factor.

In contrast, in Egypt, growth is expected to
slow to 3.5 percent in FY2023/24 (July 2023
to June 2024), before rising to 3.9 percent in
FY2024/25. The conflict in the Middle East
will likely exacerbate the inflation problem,
eroding households’ purchasing power and
constraining activity in the private sector,
and intensify pressures on external accounts
through implica-tions on tourism, remittances,
and oil trade balance. In Jordan, household

AL-OMRAN AL-ARABI

income growth may be constrained by weak
private sector job creation, while the tourism
sector will be adversely affected by the conflict
in the Middle East. Growth in the Republic
of Yemen is expected to be tepid on account
of weak governance, political instability, and
conflict The outlook for West Bank and Gaza
is highly uncertain but growth is projected to
shrink 6 percent in 2024 after contracting 3.7
percent in 2023. Massive destruction of fixed
assets and industrial facilities in Gaza, which
represents roughly 16 percent of output in
West Bank and Gaza, will cause a significant
contraction of economic activity. The ongoing
conflict will also exacerbate already-dire
economic conditions in West Bank. Heightened
restrictions on the free movement of goods
and people between and within cities,
including access to the Israeli market, will
continue to have negative effects on trade and
output. Assuming the situation around the
conflict cools down, the reconstruction efforts
are expected to contribute to a rebound of
growth to 5.4 percent in 2025. Fiscal deficits
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are expected to widen in 2024 in MNA, with a
notable deterioration in the fiscal positions of
oil importers (figure 2.4.2.B). In oil exporters,
fiscal surpluses in 2023 will shrink to almost
zero, on average, but with diverging trends in
GCC and non-GCC oil exporters. Recoveries
in oil production are expected to support the
improvement of fiscal balances in several GCC
countries, while deficits are projected to widen
in some non-GCC oil exporters, as expenditures
are likely to outpace revenues. In oil importers,
fiscal deficits are expected to widen in 2024,
partly reflecting weak revenue, rising debt-
service costs, and rising subsidies related to
food and energy. In West Bank and Gaza, fiscal
deficits are expected to increase significantly in
2024, owing to a decline in both domestically
managed tax instruments and the “clearance
revenues” transferred from Israel. Additionally,
in 2025, the deficits are likely to grow further
as a result of expansionary fiscal policy aimed
at aiding the recovery from the conflict.

Projected growth in oil importers will
be insuffi-cient to return output to its pre-
pandemic trend. Output losses relative to the
pre-pandemic projections will increase over
the forecast period (figure 2.4.2.C). In addition
to the ongoing conflict, subdued growth in oil
importers—and in some cases persistently high
inflation—will also limit progress in reducing
poverty and inequality. After experiencing a
surge in poverty in 2023, oil importers will
likely see elevated poverty rates in the near
term (figure 2.4.2.D).

RISKS
A severe downside risk to the baseline

growth forecast is the intensification of the
ongoing conflict. The escalation of the conflict

could result in an increase in energy prices and
benefitenergyexporters, butthiswouldbemore
than offset by weakened activity due to a surge
in geopolitical tensions in the region. Natural
disasters, including climate-change-related
weather events, and adverse spillovers from
tighter global financial conditions pose further
downside risks. A substantial escalation of the
conflict would have significant implications for
growth prospects in MNA and increase forecast
uncertainty (Gatti et al. 2022). Economies
directly affected could see significant declines
in investment and productivity growth owing
to damage to infrastructure and human losses
(figure 2.4.3.A; Dieppe, Kilic Celic, and Okou
2020). Adverse impacts of an escalation of
the conflict could spill over into neighboring
economies. It could increase uncertainty and
dampen investor confidence, reduce tourism,
cause capital outflows and instability in financial
markets, weigh on investment growth, and
subsequently weaken prospects for output and
productivity growth in the region. Disruptions
in energy markets driven by the escalation
of the conflict could lead to increased prices
of food and metals by raising production and
transportation costs (World Bank 2023g). Such
disruptions could also be caused by increased
security threats in

major shipping lanes in the region.
Additionally, the price of gold may rise as the
conflict increases uncertainty and reduces
investors’ risk appetite.

The conflict could be further escalated or
protracted because of a surge in refugees
or internal displacement of people. It would
result in an erosion of human capital via losses
of access to essential health and education
services (Schady et al. 2023). In MNA,
particularly its economies in fragile or conflict-
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affected situations, the number of refugees
has already been increasing (figure 2.4.3.B).
As the number of affected people increases,
social tensions could rise. Increased violence
driven by elevated social tensions could spur
greater food insecurity, exacerbated by a rise in
food prices. Heightened food insecurity could
worsen poverty and inequality outcomes in the
region.

MNA is vulnerable to natural disasters,
which, apart from their humanitarian toll, can
cause severe damage to infrastructure and
reduce output, incomes, and productivity. Total
deaths from natural disasters rose significantly
last year (figure 2.4.3.C). As climate change
continues to increase the frequency and
severity of adverse weather events, the lack of
weather-resilient buildings and infrastructure,
along with inadequate maintenance of existing
structures and mitigation facilities, could
amplify damage (OECD 2018). The impact of
extreme weather events tends to be particularly
large and persistent in countries without fiscal
buffers to enable adequate responses (Pigato
2019). Access to basic services, especially
among the vulnerable, could be constrained,
further increasing poverty and inequality.

Oil exporters are typically heavily dependent
on asingle commodity for their output, exports,
and government revenues. Weaker global
demand relative to the baseline forecast—for
example, owing to softer growth in China—
would put downward pressure on global oil
prices and on growth in MNA’s oil exporters.
Should oil prices fall or demand weaken, oil
production might be curtailed or prolonged
in several oil exporters, negatively impacting
growth prospects in MNA.

In commodity-exporting economies, fiscal
policy tends to be more volatile than in

AL-OMRAN AL-ARABI

other economies, and volatility is negatively
associated with economic growth (chapter 4;
Arroyo Marioli, Fatds, and Vasishtha 2023).
Furthermore, the volatility of terms of trade
has been consistently higher in oil exporters
in MNA than in other economies and elevated
particularly in GCC countries (Gatti et al. 2023).

In advanced economies, interest rates might
need to be raised further, given still-elevated
inflation. Larger-than-anticipated increases
in interest rates, or an extended period of
elevated rates, could expose latent economic
and financial vulnerabili- ties and tighten
global financial conditions. Such tightening,
relative to the baseline forecast, could increase
financial instability and lead to capital outflows
and currency depreciations, particularly in
oil importers. External financing needs are
expected to increase in both oil exporters and
importers in 2024, but to be more elevated
in the latter (figure 2.4.3.D). Given the large
external deficits in many oil importers and their
limited access to external financing sources,
tighter financial conditions would further
weaken growth.
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TABLE 2.4.1 Middle East and North Africa forecast summary

(Rea GDP growth at market prices in percent, unless indicated othenwise ) Percentage point differences from June 2023

projections
2021 2033 2023 024f F0I5F #023e 204§ 20251
EMDE MNA, GOP ' 38 58 19 35 35 03 02 05
GODP per capsta (U 5. dolk 26 a4 0s 22 22 =04 0z 05
(Awerage ncluding countnies that report expenditure compenents in national accounts)
EMDE MNA, GDP 2 a1 59 3 36 38 -04 05 07
FFPF GDP 43 56 23 36 36 -03 05 06
Frivale consumplion 5.8 45 32 30 28 0.1 -0 -0t
Fublic consumplion 2.6 35 4.1 24 28 1.2 04 02
Figed investment 57 103 48 38 36 ot 03 -3
Exports, GNFS 71 143 41 66 B5 o1 21 26
Imports, GNFS ? a2 28 T4 56 53 1.3 LiE:] 08
___Met exports, contnbution to ¢ a1 10 08 1 13 -0.2 08 1.2
Memo items: GOP
Ol exporters * 14 6.2 16 36 35 <04 04 0g
GCC courntres © 33 T4 95 36 38 -13 04 10
Saud Arabr 38 a7 05 41 42 =21 k] 1.7
Fan, Islamic Rep. © ar 38 42 37 32 20 17 13
il importers " 55 3] 30 32 37 =04 =07 =04
Egupt, Arab Rep. ? 33 66 38 35 39 02 08 08
Soyrce: World Bank,
Note: @ = estimate; f = forecast, EMODE = market and ping T MMA = Middle East and Morth Africa; PPP = purchasing power panty. World Bank
foracasts are fraquently updated based on new inf tion and changing {global) ci Consequently, projections presented here may differ fram those containad in
ather Bank doecuments, even if basic 15 of countnies” de not differ at any given mement in time,
1. GDP and axp are In average 2010-19 prices and market exchange rates. Excludes Lebanon, the Synan Arab Republic, and the Republic of

Yemen as a resull of the high degres of uncertainty,

2. Aggregate includes all econcmies in notes 4 and T except Debout, Iraq, Jordan, Qatar, and VWest Bank and Gaza, for which data imitations prevert the forecasting of GOP
compenents

3. GNFS refers o gogds and non-faclor senvices,

4. Qil experters include Algena, Bahrain, the Islamic Republic of Iran, Irag, Kuwait, Litya, Oman, Qatar, Saud Arabia, and the United Arab Emirates

5 The Gulf C Council (BCC Jincludes Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the Ursted Arab Emirates

&, Fiseal-year-based numbers. The fiscal year (FY ) runs foam July 1 to June 30 in the Arab Republic of Egypl. with the colurnn for 2021 reflecting FY 2020021, For the Islamic
Republic of Iran, It runs frem March 21 through March 20, with the column for 2021 reflectng Fy 2021722,

7. Cul importars include Djipouti, Egypt, Jordan, Morocco, Tunisia, and YWast Bank and G aza

TABLE 2.4 2 Middle East and North Africa economy forecasts *

({Red GOF growth at mamket prices in percont, uniess indicated othenwise) Porcentage paint differances from June 2023
progclions
2021 022 20239 2024f 2025¢F 23 2024F 2025F

Algeria 14 33 a5 6 i85 0E 02 05
Bahrain 27 49 28 33 32 o1 01 01
Djibouti a5 a1 a7 51 57 0.3 03 -0.2
Egypt, Arab Rep. ? 33 66 38 35 38 -02 -05 08
ran, Islamic Rep, a7 23 42 37 33 20 17 13
frag =21 70 =28 4.2 24 =18 =18 =08
Jordan 37 4 28 25 28 02 o1 0.2
Kuwat 13 79 08 28 27 -05 00 03
Lebanan * 70 06 02 :: = (i k]
Libya ? 314 12 141 41 43 - . .
Morocen 8.0 13 28 31 35 03 =02 =02
Oman i 4.3 14 Fi a9 0.1 =01 03
Qatar 15 43 28 25 3 -0.5 -04 0.0
Saud Arabe 38 a7 05 41 42 =21 k] 1.7
Synan Arab Republic * 13 35 55 : 00
Tunisia a4 24 12 30 30 1 an 00
unted Arab Emirates 15 (1] ia 37 B 06 0.3 s
West Bank and Gaza 10 EX-} =37 50 54 6.7 =30 id
Yemen, Rep -1.0 1.5 -05 20 - i1} ao

Sowme: World Bank

Nole: e = estmate, f = forecast. World Bank forecasts are frequently updated based on new and [global} [of . progections

:fnf:enled here may differ from those contained in other Bank docum ents, even if basic ts of s ts do not significanty differ at any given moment in

1. Data are based on GOP measured n average 2010-19 prices and markel exchange rates

2, Fiscal-year-based rumbers, The fiscal year (FY) runs from July 1 te June 30 in the Arab Republic of Egypt. with the colurn far 2021 reflacting FY 2020021 For the lslarmis
Republic of Iran_ it runs from March 21 thraugh March 20, with the column for 2021 reflecting FY2021/22

3. Forecasts for Lebanaen [oeyend 2023), the Synan Arab Republic (beyond 2023), and the Repubilc of Yemen [beyond 2024) are excuded because of a high degrae of
uncertainty Forecasts for Libya beyvond 2022 wers excluded inthe June 2023 adition of the Global Econemic Prospects raport bacause of a high degres of uncertainty
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We are on the brink of a technological revolution that could jumpstart productivity, boost global
growth and raise incomes around the world. Yet it could also replace jobs and deepen inequality.

The rapid advance of artificial intelligence has captivated the world, causing both excitement
and alarm, and raising important questions about its potential impact on the global economy. The
net effect is difficult to foresee, as Al will ripple through economies in complex ways. What we can
say with some confidence is that we will need to come up with a set of policies to safely leverage
the vast potential of Al for the benefit of humanity.

RESHAPING THE NATURE OF WORK

In a new analysis, IMF staff examine the
potential impact of Al on the global labor
market. Many studies have predicted the
likelihood that jobs will be replaced by Al
Yet we know that in many cases Al is likely to
complement human work. The IMF analysis
captures both these forces.

The findings are striking: almost 40
percent of global employment is exposed to
Al. Historically, automation and information
technology have tended to affect routine tasks,
but one of the things that sets Al apart is its
ability to impact high-skilled jobs. As a result,
advanced economies face greater risks from
Al—but also more opportunities to leverage
its benefits—compared with emerging market
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and developing economies.

In advanced economies, about 60 percent of
jobs may be impacted by Al. Roughly half the
exposed jobs may benefit from Al integration,
enhancing productivity. For the other half, Al
applications may execute key tasks currently
performed by humans, which could lower labor
demand, leading to lower wages and reduced
hiring. In the most extreme cases, some of
these jobs may disappear.

In emerging markets and low-income
countries, by contrast, Al exposure is expected
to be 40 percent and 26 percent, respectively.
These findings suggest emerging market and
developing economies face fewer immediate
disruptions from Al. At the same time, many of
these countries don’t have the infrastructure or
skilled workforces to harness the benefits of Al,
raising the risk that over time the technology
could worsen inequality among nations.

Al could also affect income and wealth
inequality within countries. We may see
polarization within income brackets, with
workers who can harness Al seeing an increase
in their productivity and wages—and those
who cannot falling behind. Research shows
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that Al can help less experienced workers
enhance their productivity more quickly.
Younger workers may find it easier to exploit
opportunities, while older workers could
struggle to adapt.

Theeffectonlaborincomewilllargelydepend
on the extent to which Al will complement
high-income workers. If Al significantly
complements higher-income workers, it may
lead to a disproportionate increase in their
labor income. Moreover, gains in productivity
from firms that adopt Al will likely boost capital
returns, which may also favor high earners.
Both of these phenomena could exacerbate
inequality.

In most scenarios, Al will likely worsen overall
inequality, a troubling trend that policymakers
must proactively address to prevent the
technology from further stoking social
tensions. It is crucial for countries to establish
comprehensive social safety nets and offer
retraining programs for vulnerable workers. In
doing so, we can make the Al transition more
inclusive, protecting livelihoods and curbing
inequality.
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AN INCLUSIVE AI-DRIVEN WORLD

Alis being integrated into businesses around
the world at remarkable speed, underscoring
the need for policymakers to act.

To help countries craft the right policies, the
IMF has developed an Al Preparedness Index
that measures readiness in areas such as digital
infrastructure, human-capital and labor-market
policies, innovation and economic integration,
and regulation and ethics.

The human-capital and labor-market
policies component, for example, evaluates
elements such as years of schooling and job-
market mobility, as well as the proportion of
the population covered by social safety nets.
The regulation and ethics component assesses
the adaptability to digital business models of a
country’s legal framework and the presence of
strong governance for effective enforcement.

Using the index, IMF staff assessed the
readiness of 125 countries. The findings reveal
that wealthier economies, including advanced
and some emerging market economies, tend to
be better equipped for Al adoption than low-
income countries, though there is considerable
variation across countries. Singapore, the
United States and Denmark posted the highest
scores on the index, based on their strong
results in all four categories tracked.

Guided by the insights from the Al
Preparedness Index, advanced economies
should prioritize Al innovation and integration
while developing robust regulatory
frameworks. This approach will cultivate a
safe and responsible Al environment, helping
maintain public trust. For emerging market
and developing economies, the priority
should be laying a strong foundation through

AL-OMRAN AL-ARABI B

investments in digital infrastructure and a
digitally competent workforce.

THE Al AWAKENING

Generative Al has introduced tantalizing
new possibilities. Yet the initial excitement
surrounding Al has given way to genuine and
growing concerns. This issue is an early attempt
to understand Al’s implications for growth,
jobs, inequality, and finance.

This issue of Finance & Development was
produced entirely with human intelligence. But
someday soon at least parts of this magazine
may be assisted by artificial intelligence—a
topic that has dominated global discourse since
ChatGPT's introduction one year ago.

Generative Al has introduced tantalizing
new possibilities in both the public and private
spheres. Think how these “machines of the
mind” can improve health care diagnoses,
close education gaps, tackle food insecurity
with more efficient farming, drive planetary
exploration—not to mention eliminate the
drudgery of work.

Yet the initial excitement surrounding Al has
given way to genuine and growing concerns—
including about the spread of misinformation
that disrupts democracy and destabilizes
economies, threats to jobs across the skills
spectrum, a widening of the gulf separating the
haves and have-nots, and the proliferation of
biases, both human and computational.

This issue is an early attempt to understand
Al’'s implications for growth, jobs, inequality,
and finance. We bring together leading thinkers
to explore how to prepare for an Al world.

In our lead article, Stanford’s Erik
Brynjolfsson and Gabriel Unger-- sketch two
wildly different potential outcomes (beneficial
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or detrimental) for Al’s effect on each of three
important facets of the economy—productivity
growth, income inequality, and industrial
concentration (the collective market share of
the largest firms in a sector). The future that
emerges will be a consequence of many things,
including technological and policy decisions
made today, they note.

For MIT’s Daron Acemoglu and Simon
Johnson, Al’s ultimate impact depends on
how it affects workers. Innovation always
leads to higher productivity, but not always
to shared prosperity, depending on whether
machines complement or replace humans.
The economists outline policies, such as giving
labor a voice, that can redirect efforts away
from pure automation toward a more “human-
complementary” path that creates new and
higher-quality tasks.

Al progresses by leaps and bounds. Given
its inherent unpredictability, Anton Korinek,
of the University of Virginia, recommends
scenario planning. He lays out how different
technological paths, depending on whether—
and how soon—Al exceeds human intelligence,
would lead to vastly different outcomes for the
economy and workers. Policymakers should
prepare reforms for these multiple scenarios
and revise as the future unfolds, he notes.

This leads us to Al governance. lan
Bremmer, president of Eurasia Group, and
Mustafa Suleyman, CEO of Inflection Al,
point to regulatory challenges amid a race
for Al supremacy among governments. They
warn that governing Al will be among the
international community’s most difficult
challenges in coming decades and outline
principles for Al policymaking.

The IMF's Gita Gopinath urges balancing
innovation and regulation in developing

a unique set of policies for Al. Because Al
operates across borders, we urgently need
global cooperation to maximize the enormous
opportunities of this technology while
minimizing the obvious harms to society, she
writes.

In other thought-provoking articles, Daniel
Bjorkegren and Joshua Blumenstock show how
Kenya, Sierra Leone, and Togo adapted Al to
benefit the poor. Nandan Nilekani describes
how India is on a cusp of an Al revolution
to address pressing economic and social
challenges. And we profile Harvard labor
economist Lawrence F. Katz, whose defining
work on inequality illuminates the discussion
on Al.

Al can develop in very different directions,
underscoring the role of society in actively and
collectively determining its future. What is
clear is that the technology must be guided as
tools that can enhance, rather than undermine,
human potential and ingenuity. Ultimately, it’s
about what Al can do to help people.

SHARINGTHEGAINSOFAUTOMATION:
THE ROLE OF FISCAL POLICY

For many observers, automation has been
responsible for both strong economic growth
and rising inequality in many countriesin recent
decades. Automation raises productivity, but
it can exacerbate inequality. This is because it
replaces low-skilled workers and helps owners
of capital earn bigger monopoly rents. And
with the advent of next-level automation in the
form of robots, the challenge is more pressing
than ever.

In recent IMF staff research, however, we
find that the right fiscal policies—government
spending and tax policies—can improve the
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trade-off between economic growth and
inequality. But not all fiscal policies are equally
effective in this regard.

We studied several comprehensive fiscal
policy packages to address the growth-
inequality tradeoffs in the era of automation.
Inequality can generally be reduced by
redistributing some of the gains of automation
from winners (owners of capital and skilled
workers) toward losers (generally low-skilled
workers, who suffer from job loss and low
wages). That said, redistribution policies
generally require additional taxation, which
can depress investment and labor supply and
may thus reduce output. We discuss the pros
and cons of various policy packages and seek
to define the relevant growth-inequality trade-
offs for each of them.

FINDING THE RIGHT BALANCE

For our analysis, we captured the defining
features of automation: replacing low-skilled
workers and raising the productivity, profits,
and thus the market power of its adopters.
We link corporate market power to the degree
of automation based on empirical evidence.
Specifically, we assume a positive correlation
between the firms’ price markup (a measure of
market power)andtheirusage of robots (a proxy
for automation), calibrating the relationship
using US data. Intuitively, the higher the robots
per worker, the higher the productivity, and
the higher the profits. For example, large firms
can take advantage of owning the platform
they established and acquiring other firms in
the same sector to obtain high market shares
and large markups.

Our research looks at the growth-inequality
tradeoffs through the prism of three tax-and-
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redistribute packages: a tax on capital income,
a tax on excess corporate profits (the markup
tax), and atax on robots. All packages involve an
increase in a particular tax, with the proceeds
used for transfers to the low-skilled workers. A
fourth package directly cuts the wage tax for
the unskilled workers.

We found the effects and trade-offs are
very different in the short term vs. the long
run. In the short term, three policy packages
(excluding the capital income tax) deliver
modest output-per-capita gains and a sizable
reduction in inequality. However, as time
passes, capital accumulation and productivity
begin to lag. The robot tax is the most powerful
tool to reduce inequality, as it slows down the
replacement of low-skilled labor by robots, but
the flip side of this is slower accumulation of
highly productive robots and forgone output.
Similarly, a tax cut of wages of unskilled
workers both reduces inequality and raises
output in the short run, while the larger share
of unskilled labor (less productive than robots)
weighs on the productivity in the long run.

Another way to look at the problem is
to compare income dynamics of skilled and
unskilled workers, a key aspect of inequality.
The story is similar. Skilled workers, who work
with (and thus complement) robots in the
production process, will see an initial boost
to their incomes but a gradual decline over
a longer period. Unskilled workers benefit
from redistribution policies in a durable way,
although the improvements fizzle out in the
long term.

THREE LESSONS LEARNED

e Fiscal policy instruments can reduce
inequality, generally at the cost of some
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foregone growth in the long term. The specific
point to be chosen along this trade-off depends
on society’s preferences regarding growth and
inequality.

e Policymakers should consider both
the short- and long-run benefits and costs of
policies. What performs best in the short term
can turn costly in the long term. This does not
automatically invalidate such policies—societal
preferences will have the last word—but needs
to be taken into account.

Advanced-economy advantage
Wealthier countries often are better equipped for Al adoption.
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Policies to address automation can reduce the inequality in
disposable incomes, but the win-win outcome for skilled and
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e Fiscal policy could most efficiently
address the equity-efficiency tradeoff by taxing
excess profit of firms with market power in the
automated economy.

The post-COVID era could see an
acceleration in the adoption of automation,
especially given the emerging labor shortages
in many countries. Our analysis provides some
insights on what policy can do to ameliorate
the negative side effects of this process.

Al's impact on jobs
Most jobs are exposed to Al in advanced economies, with
smaller shares in emerging markets and low-income countries.

Employment shares by Al exp and | ity

m High exposure, high complementarity High exposure, low complementarity
m Low exposure

100%

80%
&0%
40%
H =

- .
DF&J

World Advanced Emerging Low-income
SCONOMIes markets countries

Short-term gain, long-term pain

Certain taxes to help deal with the tradeoffs of automation can
reduce inequality initially at the price of weighing on economic
growth eventually.
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