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Main Messages 

 Global growth faces both short-term risks and longer-term challenges. The outlook is marked by the 

risk of a relapse into recession in the Euro Area, weak growth in other advanced economies, and 

slowing growth in emerging economies that have been the drivers of global growth in recent years. 

 G20 policy actions since the onset of the global financial and economic crisis have had a dominant 

focus on short-term crisis response. Economic stabilization is certainly a priority, and current risks to 

stability in the global economy, especially those in the Euro Area, call for firm actions to restore 

confidence. However, short-term stabilization only buys time and will not produce robust growth 

unless accompanied by key structural measures. More attention needs to be paid to reforms that 

remove structural impediments to growth and to investments that boost productivity. Growth is 

essential to a durable resolution of fiscal and debt-sustainability problems; austerity alone is not 

enough and the pace of fiscal consolidation needs to be carefully calibrated. Addressing current 

challenges to global growth would be an appropriate and timely focus for the Los Cabos Action Plan. 

 Against this background, this report focuses on the agenda for growth in emerging economies. 

Emerging economies have posted impressive growth but face a challenging agenda in sustaining the 

growth momentum, including implementing domestic reforms and adjusting to an external 

environment marked by lower advanced economy growth and more volatile capital flows. For 

economies with large and persistent external imbalances, rebalancing demand and facilitating related 

structural change are important for sustained growth. 

 Sustained reform and structural change are essential for middle-income countries to renew the drivers 

of growth and avoid ―middle-income traps‖. Countries that have successfully transitioned from 

middle- to high-income status typically have shown stronger performance on structural 

transformation, TFP growth, human capital development and innovation, openness, and avoidance of 

large external and internal imbalances. 

 The World Bank‘s Enterprise and Doing Business surveys show much progress in reforms to improve 

the climate for private investment in emerging economies, but also point to the need for further 

reforms to remove barriers to investment and competition, including in several G20 economies. 

 Infrastructure investment is a key enabler of growth in emerging economies, and can also provide 

positive spillovers for global growth. The agenda spans strengthening the project pipeline (including 

regional projects), enhancing institutional capacities for quality and effectiveness, and promoting 

innovations in public-private partnerships and financing modalities. Incremental infrastructure 

investment needs in emerging and developing economies amount to about $1 trillion a year in the 

medium term. The Infrastructure Action Plan needs a stronger G20 push for tangible progress. 

 Growth is central to meeting the jobs challenge—and sustaining support for sometimes difficult 

structural reforms. Labor market and other structural reforms can enhance the employment impact of 

growth. The specifics of the jobs agenda vary considerably across countries—for example, from 

urbanizing to agrarian economies and from aging societies to those with high youth unemployment.    

 The ―greening‖ of growth presents both challenges and opportunities. Green policies are necessary 

for environmental sustainability but can also provide important co-benefits in terms of growth and 

employment generation and open new avenues for innovation.  

 Progress on trade reform would give a much needed boost to global growth. While open 

protectionism has been resisted relatively well, resort to less transparent trade restrictions has 

increased, with the largest increase being in South-South restrictions. The G20 needs to show more 

leadership on multilateral trade reform and trade capacity building.  
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1. From Crisis Management to Policies for Growth1 

The global economy remains in a danger zone. The Euro Area is facing a double-dip recession, with 

potentially large losses of output with global repercussions if current risks to stability and growth are not 

addressed forcefully. Recovery in other advanced economies is weak and subject to considerable 

uncertainty. Growth has also slowed in developing countries, especially in the larger, more integrated 

emerging economies. The slowing of growth in emerging economies—beyond that needed to ease risks of 

overheating in some of them—is worrisome as it may deny the global economy the important role played 

by developing country growth as a counterweight to the slowdown in advanced economies. 

These developments and risks call for an enhanced G20 focus on policies to reinvigorate growth. G20 

policy actions since the onset of the global financial crisis have had a dominant focus on short-term crisis 

response. Such measures are of course the first order of business in a crisis context—and much remains to 

be done on fiscal and financial fronts to restore stability. However, short-term stabilization only buys time 

and will not produce robust growth unless accompanied by growth-enhancing structural measures. More 

attention needs to be devoted to the agenda to strengthen the foundations for strong, sustainable and 

balanced growth in the global economy. Growth is essential to a durable resolution of fiscal and debt 

sustainability problems; austerity alone is not enough. It is also central to meeting the jobs challenge. 

Future global growth faces important challenges. The world economy is undergoing tectonic shifts, 

including the rise of emerging economies, changes in the global pattern of competitiveness and 

comparative advantage, and changes in the very nature of international trade and finance. The current 

slowdown in advanced economies is not just a cyclical phenomenon, but rather has deeper structural 

roots, requiring structural reforms and investment in new sources of growth. Also, with macroeconomic 

policy space narrowing in many countries, future growth will depend more on structural reforms and 

investment that boosts productivity. Emerging economies have recently been the drivers of global growth 

but they too face challenges in sustaining growth, including making further progress on domestic reforms 

and adjusting to an external environment marked by lower advanced economy growth and higher 

financial market volatility. Advanced and emerging economies alike face the challenge of the ―green‖ 

agenda to ensure longer-term sustainability of growth. Against this background, addressing the challenges 

facing global growth would be an appropriate and timely focus for the Los Cabos Action Plan. 

This paper focuses on growth in emerging economies. Section 2 assesses the outlook for growth, while 

Section 3 examines key elements of the agenda for strong, sustainable and balanced growth. 

2. Growth in Emerging Economies: Outlook and Risks 

Growth in developing countries is projected to fall to 5.3 percent in 2012 and remain under 6 percent 

through 2014, still relatively robust but appreciably below the trend of recent years (Figure 1a). This 

outlook is subject to several risks in the external environment, with the possibility of a serious 

deterioration of conditions in Europe being paramount. Other risks include the fragility of economic 

recovery in other advanced economies, volatility in capital flows, and a spike in oil prices caused by geo-

political developments. Domestic vulnerabilities arising from large imbalances and external financing 

needs in several emerging economies add to the risks.2 

                                                           
1 This report was prepared by a team composed of staff from the World Bank‘s Development Economics Senior Vice Presidency, 

Poverty Reduction and Economic Management Network, and Sustainable Development Network. The team was led by Zia 

Qureshi and comprised Dilek Aykut, Julia Barmeier, Chad Bown, Milan Brahmbhatt, Andrew Burns, Mohini Datt, Allen Dennis, 

Doerte Doemeland, Ian Gillson, Atsushi Iimi, Eleonora Mavroeidi, David Rosenblatt, Theo Janse van Rensburg, Michael Toman, 

and James Trevino. Helpful comments were received from Marilou Uy and Jeff Chelsky. Background papers were prepared by 

David Bulman, Tatiana Didier, Maya Eden, Constantino Hevia, Ha Nguyen, and Sergio Schmukler. 
2 For more details, see World Bank, June 2012. Global Economic Prospects: Managing Growth in a Volatile World. 
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               Source: World Bank staff estimates and projections. 

Should such risks materialize, conditions for response are much less propitious for developing countries 

today than prior to the 2008-09 global financial crisis. Many now have less policy space for counter-

cyclical response. The medium-term environment for growth has become more challenging. A prolonged 

period of lower growth in advanced economies would mean slower growth in markets for exports. 

Financial sector consolidation, heightened risk aversion, and large sovereign debt refinancing needs in 

many advanced economies point to a period of less abundant and costlier capital. These risks call for 

macroeconomic policies that reduce vulnerabilities and rebuild policy space. The weaker medium-term 

outlook for growth calls for investing more in growth-enhancing structural reforms. Developing countries 

will have to look more to other developing countries and their own markets for growth. 

Developing country trend (potential) growth has increasingly diverged from advanced economy growth 

since the late 1990s, reflecting improved policy frameworks (Figure 1b). While this may suggest ―trend 

decoupling‖ of growth between developing and advanced economies, there has been no ―cyclical 

decoupling‖. Indeed, as developing countries have become more integrated in global trade and finance, 

cyclical developments in the two groups of economies have become more correlated—as shown in Figure 

1b by co-movement of the cyclical components (output gaps) of their growth. The cyclical connectivity 

was evident as the crisis in Europe deepened in the second half of 2011. Financial coupling was swift, as 

capital flows to developing countries fell by almost one-half. Trade (or real) coupling followed through 

the negative demand effects of the growth slowdown. Deleveraging by European banks had significant 

impacts well beyond the region, especially in Eastern Europe and Central Asia but also in Latin America 

and Asia (Figure 2a). A similar pattern of pro-cyclicality and transmission of financial shock to 

developing countries is exhibited by mutual fund flows (Figure 2b). 
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The sustainability of strong growth in emerging economies matters increasingly for global growth— 

especially in the current context of weak growth prospects in advanced economies. Led by the fast-

growing emerging economies, developing countries contributed two-thirds of global growth in the past 

five years (Figure 3a). One factor supporting developing country growth in the face of economic 

weakness in advanced economies is rising intra-developing country trade. Exports from developing 

countries to other developing countries rose from around 20 percent of total developing country exports in 

the early 1990s to 40 percent in 2011 (Figure 3b). Over the same period, the share of developing countries 

as a market for exports of advanced economies also doubled, from 17 to 34 percent. 

 
While positive for global growth, growth in emerging economies is needed above all for their own 

development. Notwithstanding their rising global weight, emerging economies remain developing 

countries that continue to face major development challenges. China is now the second largest economy 

in the world by size, and the world‘s largest exporter, but its per capita income is less than 10 percent of 

that of the US—while India‘s is less than 3 percent (Figure 4a). Despite substantial progress in reducing 

poverty, two-fifths of the population of middle-income countries lives below the $2/day poverty line. 

Three-quarters of the world‘s population living on less than $2/day lives in middle-income countries—60 

percent in the nine emerging economies that are G20 members. Middle-income countries have made 

much progress in improving their social indicators, but many of them are not on track to achieve the 

Millennium Development Goals, including several of the G20 emerging economies (Figure 4b). India‘s 

child malnutrition rate is among the highest in the world, higher than the average for Sub-Saharan Africa. 
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Figure 3a: Developing countries' rising share in global growth
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3. Key Elements of Agenda for Strong, Sustainable and Balanced Growth in Emerging Economies 

Emerging economies have posted impressive growth but face a challenging agenda in sustaining the 

growth momentum. Continued strong growth will require building on structural reforms that helped 

unleash their growth potential, and responding to new challenges at different stages of development. It 

will call for maintaining the dynamism of the private sector and ensuring that economic infrastructure 

keeps pace with the demands of growth and structural change. Structural reforms are also important to 

enhance the employment impact of growth and generate enough jobs for the rapidly expanding labor 

force in many emerging economies. This reform agenda will need to be underpinned by maintenance of a 

stable macroeconomic foundation. The ―greening‖ of growth presents both challenges and opportunities: 

it is necessary for environmental sustainability but also opens new avenues for innovation and growth. In 

a tougher global economic environment, there will be a need for more cooperation to maintain an open 

trade system and maximize the growth-enhancing potential of international trade. 

Structural Reforms 

With much of the action in response to the global financial crisis focused on macrofinancial stabilization, 

progress on structural reforms has been more limited. Yet, the latter are crucial to the restoration of 

strong, sustainable and balanced growth in both advanced and emerging economies. In advanced 

economies, some structural weaknesses are long-standing, such as labor market rigidities in Europe and 

deficiencies in the tax/expenditure structure in the US. The crisis has added to the challenge by causing 

supply-side disruptions that lower potential growth: increased structural unemployment, destruction of 

capital stock, and financial sector dislocations. Challenges also arise from the changing pattern of 

competitiveness and comparative advantage as emerging economies increasingly penetrate global 

production and trade. So future growth will require not just supporting a recovery of household 

consumption and business investment but also a reallocation of resources to new sources of growth—new 

products and services and new jobs. In emerging economies, structural reforms are part and parcel of the 

growth agenda, as economic growth involves a continuous process of structural change. The agenda spans 

a broad range of regulatory and institutional reforms, as well as strengthening the infrastructure and skills 

base. Reform priorities vary across countries and stages of development. Europe is a good example of the 

varied and interconnected structural reform agenda in advanced and emerging economies (Box 1). 

Attention to structural reforms in G20 members‘ MAP submissions has improved and implementation has 

recently picked up as well but further progress toward raising the ambition and concreteness of reform 

commitments and bolstering implementation is needed. G20 emerging economies are engaged across a 

wide range of structural reforms; however, as their MAP submissions note, a substantial agenda lies 

ahead. Emerging economies‘ submissions highlight the removal of barriers to investment and 

competition, financial/capital market development, labor market reform, strengthening of infrastructure 

(including improvement of the framework for private participation), human capital development and 

innovation. Policy commitments also reflect concern for sustainability in reforms of tax and expenditure 

policies (fiscal sustainability) and energy and natural resource policies (environmental sustainability). A 

common element in reforms promoting balanced growth is the strengthening of social safety nets. For 

economies with large and persistent external imbalances, rebalancing demand and facilitating related 

structural shifts are key reform objectives. China is a good example of an economy that has achieved 

strong growth, rapidly reaching upper middle-income status, but that now needs to rebalance its sources 

of growth and implement important structural reforms in order to maintain its growth dynamism (Box 2). 

Avoiding Middle-Income Traps.  Sustained reform and structural change are important for middle-

income countries to renew the drivers of growth and avoid ―middle-income traps‖. As countries reach 

middle-income levels, productivity gains from reallocation of surplus labor from agriculture to industry 

and technology catch-up are increasingly exhausted, while rising wages make labor-intensive products 
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less competitive. If countries cannot increase productivity through innovation, they can get trapped. 

Historically, this transition has been difficult. Of the 101 middle-income countries in 1960, only 10 

became high-income countries by 2008 (using 50 percent of US GDP per capita as the threshold - Figure 

5a). Latin America provides particularly compelling support for the difficulties of transition. Most 

economies in the region reached middle-income status several decades ago and have remained there ever 

since (Figure 5b). The political economy of carrying through needed reforms can be complex. 

Box 1:  Restoring Growth in Europe 

A recent World Bank report, sponsored by the Polish Presidency of the Council of the European Union, reviews the successes of 

the European growth model, examines its current stresses (slowing productivity growth, growing fiscal imbalances, and rapid 

aging), and assesses the changes needed to rejuvenate growth. It covers 27 EU member states, 4 EFTA countries, 8 EU candidate 

and potential candidate countries, and 6 Eastern Partnership countries. It identifies six principal components of the European 

growth model: trade, finance, enterprise, innovation, labor, and government. The model has been enormously successful but 

needs reform, with labor markets and government most in need of reform. The report makes three sets of recommendations: 

Restarting the convergence machine. The European growth model has been a powerful engine for economic convergence. 

Between 1970 and 2009, annual consumption growth averaged 4 percent in poorer countries and 2 percent in richer countries of 

the EU. Trade and financial integration have been the main drivers.   

 Trade. Europe‘s trade/GDP ratios average about 100 percent, rivaled only by East Asia and more than twice the level of the 

US and the BRICs. But trade in modern services lags and needs attention.  

 Finance. Between 1997 and 2008, countries in emerging Europe that had larger capital inflows grew faster. But credit 

growth was excessive in several countries. Ongoing financial sector reforms should continue. 

Rebuilding “brand Europe”. Enterprise and innovation have helped Europe, with one-tenth of the world‘s population, account 

for one-third of the world‘s output. To stay competitive, Europe will need to become more productive and innovative. 

 Enterprise. European enterprises generated jobs at a pace similar to the US and are second only to East Asia in exporting. 

However, while the rest of the EU experienced productivity increases supported by growing FDI, productivity growth in 

Southern Europe was negative in the decade preceding the Euro Area crisis. Reforms to improve the business climate are 

especially important in Southern and Eastern Europe. 

 Innovation. Countries such as Denmark, Finland, Germany, Sweden, and Switzerland have developed innovation systems 

that rival those of the US and Japan. But after shrinking for many years, the US-EU productivity gap has been rising since 

the mid-1990s. Europe can draw on US experience in better harnessing scientific discovery for commercial use and making 

its universities magnets for excellence. 

Remaining the world’s “lifestyle superpower”. Europe provides its citizens with arguably the highest quality of life on the 

planet. But it will need to make big changes in how it organizes labor and government. 

 Labor. Europe will lose more than one million—mostly young—workers each year for the next four decades. Employment 

laws favor ―insiders‖, resulting in high youth unemployment and low efficiency. Reforms to improve labor market 

flexibility, correct disincentives to work, and adapt immigration policies are crucial. 

 Government. European governments spend about 10 percent of GDP more than their non-European peers, and the difference 

is largely on account of higher spending on pensions and social assistance. Reform of social protection will be key to 

addressing the continent‘s longer-term fiscal challenges. 

Source. World Bank, 2012. Golden Growth: Restoring the Lustre of the European Economic Model. 

 
Source: Staff calculations based on Maddison data. 
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Box 2:  China: Reforms for Strong, Sustainable and Balanced Growth 

China‘s economic performance in the past 30 years has been exceptional: average growth approaching 10 percent and over 600 

million people lifted out of poverty. Its role in the global economy has risen sharply: it is now the second largest economy, 

contributing as much as one-third of global growth in the past five years; and it is now the world‘s largest creditor. 

Looking ahead, the country‘s growth model, which has been so successful, will need to adapt to new challenges: a shift from 

reliance on exports and investment to domestic demand and consumption; aging population; rising inequality; and environmental 

stresses. Continued progress and successful transition from a middle- to high-income country will depend on a range of reforms: 

 Strengthening the foundations for a market-based economy by redefining the role of government, restructuring state 

enterprises, boosting the private sector, promoting competition, and deepening land, labor, and financial market reforms. 

 Building an open innovation system that promotes innovation at home (countrywide research networks, higher-quality 

tertiary education) and links with global R&D networks, supported by strong rule of law and intellectual property rights. 

 Promoting green development, seizing the opportunity to transform its environmental challenges into green growth as a 

driver of development—with a mix of market incentives, regulations, public investment, and institutional development. 

 Expanding opportunities and promoting social security for all by facilitating equal access to jobs, finance, quality social 

services, and portable social security—all with stronger capacity, transparency, and accountability. 

 Strengthening the fiscal system by mobilizing additional revenues to meet rising demands, reallocating spending toward 

social and environmental objectives, and aligning revenue and expenditure assignments at different levels of government. 

 Seeking mutually beneficial relations with the world by continuing its integration with global trade and finance and 

engaging as a stakeholder and partner in global solutions in areas such as global financial stability and climate change. 

Source: World Bank and Development Research Center of the State Council of the People‘s Republic of China, 2012. China 2030:  Building a 

Modern, Harmonious, and Creative High Income Society. 

Experience of successful ―escapees‖ from the middle-income trap can inform policy reform in other 

middle-income countries. Research highlights some common characteristics that differentiate the 

escapees from other middle-income countries:3 

 Structural Transformation: Escapees achieved more rapid transformation from agriculture to 

industry. At 20-30 percent of US GDP per capita, the escapees had a nearly three times faster decline 

in agriculture‘s share of GDP than non-escapees. 

 Total Factor Productivity (TFP):  Escapees had higher TFP growth, especially at higher levels of the 

middle-income threshold. At 30-40 percent of US GDP per capita, escapees had more than triple the 

TFP growth of non-escapees. 

 Human Capital and Innovation.  Escapees exhibit higher secondary and tertiary education, especially 

at lower middle-income levels, and more patents at upper middle-income levels. The findings suggest 

that the quality of education is more important at upper middle-income levels, which is consistent 

with the view that transition from middle to high income must be innovation-led. 

 Openness.  Escapees exhibit greater export orientation. At lower middle-income levels, they had more 

undervalued exchange rates but not at upper middle-income levels. 

 Macroeconomic stability.  No escapee experienced inflation over 20 percent. At upper middle-income 

levels, they rarely experienced inflation over 10 percent. 

 Inequality.  Escapees at middle-income levels are less likely to see significant increases in inequality. 

Investing for Growth 

The private sector is the main driver of growth. Investment by firms is a key means to innovation, 

productivity growth, and structural transformation. Governments play an important role by providing a 

conducive regulatory and institutional environment for private investment. The enabling environment for 

growth and economic diversification also depends crucially on investment in infrastructure. 

Improving the Investment Climate.  The World Bank‘s Doing Business indicators show important 

progress in improving the investment climate in developing countries but also point to the need for further 

                                                           
3 These findings are based on a background paper prepared for this report: Bulman, David, Maya Eden and Ha Nguyen (2012, 

draft), Transitioning from Low-Income Growth to High-Income Growth: Is there a Middle-Income Trap? 
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reforms. The overall ease of doing business index, calculated from Doing Business indicators that capture 

different aspects of the regulatory and institutional environment for business, shows that low-income 

countries remain farthest from the frontier or global best practice (Figure 6). Nonetheless, they achieved 

the largest improvement during 2005-11. The average ease of doing business index is higher in middle-

income countries but still well short of the frontier, indicating a sizable unfinished reform agenda, 

including in several G20 countries. There is considerable diversity across G20 countries, both in the level 

of the index and progress since 2005. Even in some advanced economies, there is substantial room for 

further reforms. For example, Italy ranks 87
th
 out of 183 countries on the ease of doing business index. 

Decomposition of the overall ease of doing business index into its components helps to identify areas 

most in need of reform (Figure 7). The nine component indicators are divided into two groups: strength of 

legal institutions (enforcing contracts, resolving insolvency, getting credit, and protecting investors—
shown in blue in the chart) and efficiency of regulatory processes (starting a business, dealing with 

construction permits, registering property, paying taxes, and trading across borders—shown in red). While 

the picture varies across countries, typically reforms to reduce the cost and complexity of regulatory 

processes, such as simplifying the process for starting a business or registering property, have seen the 

most progress while reforms of a more institutional nature have the farthest to go. In higher-income 

countries, the larger part of the remaining agenda comprises reforms to strengthen legal institutions, 

including investor protection, contract enforcement, and insolvency resolution (more recently, insolvency 

reform has picked up in the wake of the global financial crisis). In lower-income countries, despite 

progress, there remains much scope for improvement of regulatory processes. In low- and middle-income 

countries, getting credit and trading across borders are important areas for further improvement of the 

business environment.4 The World Bank‘s country Enterprise Surveys provide similar findings. 

Figure 6: Ease of Doing Business: Distance to Frontier - 2005 and 2011 

 
Note: The frontier (or best practice) is a synthetic measure based on the highest score achieved by any country on each of the 9 component indicators of the ease of 

doing business index. The vertical axis represents the distance to the frontier and a 0 the most efficient regulatory environment (frontier practice). 

Source: World Bank Doing Business Database 2012. 

                                                           
4 A new set of global financial inclusion indicators (Global Findex) released by the World Bank in April 2012 gives the following 

information on the proportion of adults with a formal bank account: HICs 89%; MICs 43%; G20 MICs 49%; and LICs 24%.  
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Figure 7: Components of Ease of Doing Business: Distance to Frontier - 2011 

 
Note: The chart shows distance to frontier for each of the 9 component indicators of the overall ease of doing business index. 

Source: World Bank Doing Business Database 2012.  

Infrastructure Development.  Infrastructure investment is a key complement of policy reforms to 

improve the private investment climate. It is a crucial facilitator of growth and structural change. It is 

estimated that infrastructure investment boosted growth in developing countries by 1.6 percentage points 

in the past decade.5 An increase in infrastructure investment could provide a welcome boost to demand 

under current circumstances and generate positive international spillovers, at the same time as it 

strengthens the foundations for longer-term growth.6 Despite progress, infrastructure gaps in developing 

countries remain large (Box 3). In many low-income countries, a lack of basic infrastructure acts as a 

major constraint to growth. For example, less than one-third of the population in Sub-Saharan Africa has 

access to electricity. In the rapidly growing middle-income countries, the infrastructure base is stronger 

but has strained to keep pace with the demands of dynamic growth. The increasing role of global trade 

and supply chains, rapid urbanization, and the challenges of environmental sustainability have added to 

infrastructure needs. 

Infrastructure investment needs in developing countries are estimated at $1.25-$1.5 trillion in 2013, rising 

to $1.8-$2.3 trillion by 2020 (Figure 8). About 10-15 percent of the required infrastructure investment 

will be needed to make such investment sustainable, by building climate change mitigation and adaptation 

                                                           
5 Calderón, César and Luis Servén, 2010. ―Infrastructure and Economic Development in Sub-Saharan Africa.‖ Journal of African 

Economies19 (suppl. 1). 
6
 Simulations show that a combination of successful fiscal consolidation in advanced economies and a redirection of global 

savings to support a matching increase in infrastructure investment in developing countries could raise GDP in developing 

countries by about 25 percent and global GDP by 7 percent over a ten-year period while also helping to reduce external 

imbalances. See Rebalancing, Growth, and Development: An Interconnected Agenda, paper prepared by World Bank staff for 

G20 Framework for Strong, Sustainable and Balanced Growth, October 2011.   
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into infrastructure design. These estimates compare with current investment in infrastructure of around 

$0.8 trillion. In the medium-term, therefore, incremental infrastructure investment needs in developing 

countries amount to about $1 trillion per year.  

Box 3:  Infrastructure Challenge in India 

India has made significant progress in expanding and upgrading infrastructure. Yet, massive gaps remain. Almost one-third of the 

population lacks access to electricity. With a peak power deficit of 13 percent, supply can be unreliable. State roads, which carry 

40 percent of traffic, are in poor shape. Ports and airports have inadequate capacity. Aging railway infrastructure is failing to 

keep up with fast demand growth—15 percent per year for freight traffic. Urban infrastructure—transport, water and sanitation, 

solid waste management—is woefully inadequate. Service provision in rural areas is worse. Rural infrastructure in roads and 

irrigation needs major investment. About 70 percent of the population lacks access to improved sanitation facilities. 

Investment in infrastructure doubled over the Eleventh Plan (2007-12) to an estimated $478 billion (7 percent of GDP). It is 

planned to double again to more than $1 trillion (about 10 percent of GDP) over the Twelfth Plan (2012-17). Both public and 

private funds are needed. Private investment increased from 10 percent of the total in 2002-03 to 40 percent in 2011-12, and is 

expected to overtake public investment by 2015. In sectors that are commercially viable, such as telecoms and thermal power 

generation, there are sizable independent private investments. In other sectors, where commercialization is possible, such as 

highways, ports, airports and rail concessions, much of additional investment is expected to involve public-private partnerships, 

while public investment will continue to play a major role in water supply and sanitation, rural roads, and rural energy. 

Financing needs span both equity and debt financing. Debt financing has been available mostly from banks. Various policy 

initiatives aim at increasing the flow of longer-term debt, where a gap of about $100 billion is estimated over the Twelfth Plan: 

infrastructure bonds have been introduced, guidelines have been issued for infrastructure debt funds, and the government is 

considering mobilizing external debt through sovereign bond offerings. 

Beyond financing, challenges include: strengthening the institutional capacity for project design and management; improving 

policy and regulatory frameworks, particularly at the state level with regard to the financial health of power and water utilities; 

improving governance, funding and risk-sharing mechanisms for private investment and public-private partnerships; and 

modernizing environmental and social safeguards and seizing opportunities for low-carbon and less resource-intensive solutions. 

Source: World Bank India Country Department. 

Figure 8: Infrastructure investment and financing in developing countries 
($ trillion per year, 2008 constant prices – financing figures in $ billion) 

 
Source: “Infrastructure for Development: Meeting the Challenge”, background paper for Brookings-G24 High-Level Seminar, April 11, 2012, Washington, DC. The 

estimates are based on various World Bank papers and a paper on infrastructure prepared by the MDBs for the G20 in 2011. 
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mobilization coupled with improved expenditure management will be key. Governments will also need to 

step up efforts to promote private investment and public-private partnerships in infrastructure, by 

improving the regulatory and institutional environment for private participation. Development of local 

markets for long-term capital would help in both mobilizing domestic resources and attracting foreign 

capital. Multilateral development banks can play an important role by providing needed longer-term 

external financing on appropriate terms, and by catalyzing private capital through risk-mitigation 

guarantees and partnerships. They can also help in intermediating, through innovative instruments and 

partnerships, investment by the large pools of savings accumulated by surplus emerging economies. 

Climate investment funds can be an increasingly important source for leveraging resources, including 

private financing, for green infrastructure projects. For the poorest countries, concessional development 

assistance remains important. 

Potential returns to infrastructure investment in developing countries are high but can only be fully reaped 

if projects are well designed, executed, and maintained. Quality matters for efficiency, impact, and 

sustainability and better planning helps avoid locking infrastructure into inefficient and less ―green‖ 

technologies. Development of a robust project pipeline calls for more investment in project preparation 

and feasibility studies. Project preparation and implementation capacities tend to be particularly weak for 

innovative projects involving private participation and for regional projects. Some regional projects have 

the potential to be transformational, such as regional power pools in Africa. Besides improved planning 

and implementation of new investments, existing assets need to be better managed. Correcting 

underinvestment in maintenance can yield higher returns than new investment: for example, spending $1 

on maintenance in Sub-Saharan Africa can provide estimated savings of $4.7 Better demand management 

policies through improved pricing can both enhance efficiency of use of existing assets and bolster 

utilities‘ financial capacity for maintenance and new investment. 

Many of these financing and capacity building measures form part of the Infrastructure Action Plan 

emerging from the G20 process last year. However, concrete G20 support through financial and technical 

resources has been slow to materialize. G20 Leaders can provide impetus to this agenda by clearly 

underscoring the importance of infrastructure development to global growth in their Los Cabos 

declaration and action plan and calling for reporting on progress on envisaged actions. 

Jobs and Growth 

Unemployment remains well above pre-crisis levels in most high-income countries. It continues to be a 

drag on economic recovery and will affect longer-term growth prospects if prolonged job losses lead to 

higher structural unemployment and destruction of skills. From an emerging economy perspective, the 

concerns are less cyclical and more structural and longer term. Some countries, such as India, continue to 

experience demographic trends causing rapid increases in the size of the labor force (Box 4). Youth 

unemployment has been persistently high in many countries, such as those in the Middle East and North 

Africa. In some countries, job quality and underemployment are at the forefront: for example, informality 

soars above 50 percent of employment in a number of emerging economies. 

Macroeconomic and employment outcomes are highly correlated: many factors that drive economic 

growth also drive job creation.  This begs the question: do economies need a separate jobs strategy or is a 

growth strategy sufficient on its own? This is one of the questions analyzed in the forthcoming 2013 

World Development Report on jobs. Preliminary findings from the report confirm the central role of 

growth but also call attention to the role of more targeted policies, such as those to remove specific labor 

market rigidities and support labor productivity, reform social safety nets, broaden the jobs potential from 

resource extraction, and improve access to markets for inhabitants of lagging regions.  

                                                           
7 Foster, Vivien and Cecilia Briceño-Garmendia, 2010. Africa’s Infrastructure: A Time for Transformation. AFD/World Bank. 
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Box 4: More and Better Jobs in South Asia 

Job creation in South Asia averaged about 800,000 a month between 2000 and 2010. Employment growth broadly tracked growth 

in working-age population. Real wages rose for wage workers and poverty rates declined for the self-employed (the predominant 

type of employment in the region). With limited safety nets, open unemployment is low. Underemployment is much higher. 

South Asia will contribute nearly 40 percent of the growth in the world‘s working-age (15-64) population over the next few 

decades. An estimated 1.0-1.2 million new entrants will join the labor market every month (the latter if female participation in the 

labor force rises at a pace observed in some East Asian countries). This is between 25–50 percent higher than the average 

between 1990 and 2010. How to absorb these labor market entrants into employment with rising productivity is an enormous 

challenge, but the region‘s demography can help. The demographic transition—the period during which the number of workers 

grows more rapidly than the number of dependents— will generate a demographic dividend for the next three decades in much of 

South Asia. Given an appropriate policy and institutional framework, this dividend can support physical and human capital 

investments to absorb the growing labor force at rising levels of productivity, including by facilitating the reallocation of workers 

to higher productivity jobs in agriculture, industry, and services. 

Creating more and better jobs for a growing labor force calls for reforms that cut across sectors, including business climate, 

infrastructure (especially electricity), education, governance, and agricultural diversification (even with structural change, 

agriculture will remain the largest employer in much of South Asia for the foreseeable future). Moving away from protecting jobs 

to protecting workers will be important for formal sector job creation. 

Source: World Bank, 2012. More and Better Jobs in South Asia. 

The jobs agenda is diverse across countries. For example, in urbanizing middle-income economies, the 

main challenge is to move up the value chain once surplus rural labor is largely absorbed, with more 

skilled jobs sustaining productivity gains over time. In countries with high youth unemployment, better 

matching the supply of and demand for skills, enhancing competition in skills-intensive sectors and 

implementing well-designed activation programs are key issues. Formalizing economies face the 

challenge of reforming social protection systems in ways that support formalization. Aging societies need 

to contain pension and health care costs while ensuring that the most productive members of society—the 

young and the skilled—can work. Resource-rich countries must grapple with the challenge of economic 

diversification and avoidance of rent-based jobs. In low-income countries that are still largely agrarian, 

boosting productivity of smallholder farming and promoting labor-intensive off-farm employment, such 

as in light manufacturing, are key to both growth and employment generation. Better integration of 

female workers in the labor force is a cross-cutting challenge—and opportunity—in many economies.    

Global cooperation on migration can produce mutually beneficial outcomes for both sending and recipient 

countries by reconciling labor surpluses and shortages across national boundaries. Global agreements that 

facilitate cross-border investment can help in job creation and spur productivity growth.8 

Green Growth 

Ensuring the longer-term sustainability of growth calls for reforms to improve the efficiency of use of 

environmental resources and investment in green technologies. The ―greening‖ agenda is crucial for 

environmental sustainability but can also provide important co-benefits for growth. 

For growth to be ―green‖, resources must be allocated in ways that fully reflect the social costs and 

benefits of using up scarce natural capital. In practice this means that policies and institutions should 

correct for the overuse of natural capital caused by market failures or policy distortions―for example, 

through pollution taxes or regulation. A core source of inefficiency is that environmental resources do not 

receive a price that sufficiently reflects the true social cost of their depletion. 

Well-designed green policies improve social welfare, taking into account not only present but future 

generations. Yet policy makers are naturally also concerned about potential trade-offs and costs for near-

term growth and employment. Recently, they have also become interested in the potential economic co-

                                                           
8 See also Boosting Jobs and Living Standards in G20 Countries: A Joint Report by the ILO, IMF, and World Bank, April 2012.  
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benefits of green policies in terms of growth, employment and competitiveness (Box 5). An example is 

energy use in buildings. Existing energy-efficiency technologies can cost-effectively reduce energy use in 

new buildings by at least 30 percent. In fact, making new buildings in China more energy efficient could 

reduce energy costs by more than 50 percent, while increasing construction costs by only 10 percent. 

Green policies can act as a spur to innovation and investment in new technologies. 

Box 5:  Green Growth: Opportunities and Challenges for South Africa 

South Africa faces interconnected economic and environmental challenges. The government wants to raise growth to 6-7 percent 

from the 3.5 percent trend of the 2000s while reducing chronic unemployment of around 25 percent. Carbon dioxide emissions 

are high―11th in the world in absolute terms―due to the high energy intensity of the country‘s industrial structure and the high 

carbon intensity of its energy consumption that is more than 70 percent dependent on coal. At the same time, the country faces 

water scarcity and degradation and loss of natural habitat. 

Policy makers are therefore grappling with the green growth challenge of boosting growth while putting the country on a lower 

carbon development path. Among the key measures taken are a series of substantial electricity price increases from 2008 through 

2012 to eliminate large, long-standing price distortions and subsidies, a ‗no regrets‘ measure with both environmental and 

economic efficiency benefits. A carbon tax is under consideration. A National Energy Efficiency Strategy seeks to promote 

energy efficiency at relatively low cost and with important co-benefits in job creation. The country‘s Integrated Resource Plan 

seeks to harmonize the economy‘s burgeoning energy needs with environmental concerns by promoting a balanced menu of 

options for power generation, including fossil fuel, nuclear and, not least, about 5 GW of solar and wind energy capacity by 2020.   

Net benefits of green policies in South Africa could be much enhanced if such policies were combined with complementary 

reforms to reduce other economic distortions. The jobs potential of energy efficiency measures, for example, would be much 

greater with reforms of labor market institutions that inhibit SME formation and employment. Measures to promote more 

competition between firms in domestic product markets would create greater potential to compete in international markets for 

environmental products. 

Source: World Bank. South Africa Economic Update, Issue 2. November 2011. 

In some cases, the choice should be relatively straightforward in principle, such as when green objectives 

require elimination of economic distortions like energy subsidies, thus increasing economic efficiency 

and generating savings for potential use in other growth-promoting investments, like green infrastructure. 

Globally, the cost of environmentally harmful subsidies (in fossil fuel, agriculture, water, fisheries) is 

estimated at about $1.2 trillion annually.9 In other cases, the choice may be more difficult, as actions to 

combat climate change require economic costs today in return for environmental and economic benefits in 

the future. Such costs can be kept smaller if implemented using well-designed, market-based policies that 

create incentives for people to seek out the least-cost ways of protecting the environment. The economic 

costs can be further minimized when environmental damage is taxed and revenues are used to reduce 

other distorting taxes (or reduce a large fiscal deficit). For example, Turkey raises revenues equivalent to 

about 3.5 percent of GDP from environmentally related taxes while Germany, Korea, and the UK raise 

about 2.5 percent. A key barrier to capturing the efficiency and sustainability benefits from green policies, 

even those that can be win-win, is a range of political economy considerations. It is important, therefore, 

to incorporate these considerations in reform design. 

Many developing countries are interested in the potential to become competitive exporters in expanding 

markets for environmental goods and services. Maintenance of undistorted trade and foreign investment 

policies is essential for countries to benefit from mutual gains from trade in environmental products. 

The World Bank is working with the OECD and the UN on a report on options to integrate green policies 

into structural reform agendas for growth. With these partners and regional development banks, it is 

coordinating the development of a toolkit for inclusive green growth. This work is supported by the Green 

Growth Knowledge Platform set up by the Bank with partners. Supported by these inputs, the Los Cabos 

G20 summit can provide important messages that can help the Rio Process. 

                                                           
9 See World Bank, 2012. Inclusive Green Growth: The Pathways to Sustainable Development. 
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Reinvigorating Trade Reform 

Trade has been a major driver of the dynamism of emerging economies. An open trade environment will 

be essential for their continued strong growth, as well as for balanced global growth. Not only is there a 

need to resist protectionist pressures that have intensified in the wake of the global financial crisis, but 

there is a need for collective action to further open up trade and competition to give a much needed boost 

to market confidence and global growth. The G20 can provide stronger leadership on the trade agenda. 

Trade Policy Developments and Agenda.  The global financial crisis and its impact on growth and 

employment caused protectionist pressures to rise. Pressures to insulate domestic markets from high and 

volatile world prices for commodities such as food have been a contributory factor as well. Between 

November 2008 and March 2012, governments worldwide implemented more than 1,600 trade policy 

measures (that are still in force), of which more than one thousand were discriminatory in nature (Figure 

9). Most of these measures were implemented by G20 countries, with their share in the total rising from 

about 60 percent in 2009 to 80 percent in 2011. While the trade coverage of these measures has been 

relatively small, this trend bears close monitoring. 

There has been a rise especially in the use of 

less transparent forms of trade restrictions. By 

2011, the stock of imported products that G20 

members subject to antidumping actions, 

countervailing duties, and safeguards was about 

50 percent higher than in 2007, before the onset 

of the crisis. While the imposition of new 

restrictions has been trending down since 

peaking in 2008-09, the stock of imported 

products subject to these restrictions has 

continued to rise as countries are not removing 

previously imposed restrictions. The largest 

increase has been in South-South restrictions. 

Imported products subjected to these restrictions 

by G20 emerging economies rose by about 75 

percent between 2007 and 2011, covering more 

than 3.5 percent of their total imported products. In contrast, imported product coverage of restrictions 

imposed by G20 advanced economies rose by about 20 percent to a level of slightly more than 2 percent 

of their total imported products (Figure 10a). Most of the increase in these restrictions has impacted 

exports of emerging and developing economies, especially those of China, with proportionally the largest 

impact arising from restrictions imposed by G20 emerging economies (Figure 10b). 

At the Los Cabos summit, G20 Leaders could consider going beyond a restatement of the commitment to 

refrain from protectionist measures that they made at the start of the global financial crisis. They could 

announce a collective pledge to unwind the protectionist measures that have been put in place since then. 

G20 members could undertake a review of all trade restrictions imposed since then, with the aim to 

eliminate some target proportion (say half) by the following summit. The G20 Framework process could 

be used to monitor implementation. Such an initiative would be in keeping with the call by G20 Leaders 

at the Cannes summit to pursue ―fresh, credible approaches‖ to multilateral trade negotiations and could 

help generate momentum for progress on other elements of the trade agenda―including trade matters of 

growing importance that were not part of the Doha Round agenda, such as deeper disciplines for 

investment and export restrictions and trade-environment linkages. 

Trade Finance.  Trade finance is an important lubricant of trade. The treatment of trade finance in the 

Basel III capital adequacy framework, which requires higher capital requirements for trade finance with a 
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100 percent credit conversion factor, may adversely affect the flow of trade finance to developing 

countries, SMEs and small banks, especially in Africa. Bank regulators should consider a lower 

conversion factor for trade finance in view of its largely self-liquidating, low-risk, and short-maturity 

nature—and on the basis of data provided by banks on the impact of Basel III on trade finance. 

 

Source: World Bank Temporary Trade Barriers database. 

Trade Capacity Building.  For many developing countries, support to building their trade capacity is 

important to enable them to take advantage of improved market access. A recent World Bank report on 

Africa finds that increased trade and regional integration calls for much more than simply removing 

tariffs; it will depend crucially on addressing behind-the-border constraints—regulatory reform, 

improvement of trade-related infrastructure and institutions.10 In the wake of the Doha stalemate, the G20 

could work with the WTO to help conclude a trade facilitation agreement, even on a stand-alone basis. In 

the meantime, countries should implement trade facilitation reforms unilaterally and on an MFN basis, as 

they generate efficiency gains in a country‘s own interest. 

Granting 100 percent duty-free and quota-free (DFQF) market access to the Least Developed Countries 

(LDCs) and simplifying rules of origin should remain a priority for the G20—even in the absence of a 

Doha package. World Bank analysis shows that eliminating tariffs on imports from LDCs would have a 

significant impact on their trade and growth, lifting 3 million people out of poverty. The costs of DFQF to 

the G20 would be very small—on average, less than 1 percent of G20 imports originate in LDCs. 

Aid for Trade (AfT) complements trade facilitation in building capacity. With fiscal pressures mounting 

on aid programs (total ODA declined in 2011), a challenge will be to sustain support for AfT. Existing 

G20 AfT pledges should be honored and new pledges encouraged. Enhanced South-South cooperation 

and increased private sector involvement can help leverage AfT resources. 

                                                           
10 World Bank, 2012. De-Fragmenting Africa: Deepening Regional Trade Integration in Goods and Services. Washington, DC.  
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Figure 10a:  G20 use of antidumping actions, 
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