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DEVELOPMENT COMMITTEE: THE MANAGING DIRECTOR’S WRITTEN STATEMENT 

 
Global activity is strengthening but the recovery is uneven and vulnerable to downside risks, 
with geopolitical tensions injecting new concerns. The pick-up in growth is coming in good 
part from the advanced economies; the acceleration of growth in emerging market and 
developing economies (EMDEs) is modest, but will still account for the bulk of global 
expansion. Key challenges for EMDEs include calibrating policies to handle the threat of 
adverse capital flows, strengthening macroeconomic positions to contain vulnerabilities, and 
addressing obstacles to sustaining growth and employment expansion over the medium term. 

I.   ECONOMIC OUTLOOK AND RISKS 

Global activity has strengthened and is expected to improve further, with output growth 
projected to reach 3.6 percent in 2014 and 3.9 percent in 2015. Much of the impulse is set to 
come from advanced economies, particularly the United States and the euro area, where a 
pick-up in economic activity has been helped by a slower pace of fiscal tightening and still 
highly accommodative monetary conditions. That said, the pace of growth in the euro area 
remains modest, with several countries under stress from high debt levels and financial 
fragmentation. Growth in emerging market economies (EMEs) is projected to pick up 
modestly from 4¾ percent in 2013 to over 5 percent in 2014-15, helped by stronger external 
demand from advanced economies but hindered by tighter financing conditions. In low-
income countries, the strong pace of growth recorded in recent years looks set to continue, 
with output projected to increase annually by close to 6½ percent in 2014-15. Overall, 
EMDEs will account for more than two-thirds of the expansion in global output.  

The recovery is subject to significant downside risks, albeit less heavily weighed to the 
downside than previously. In advanced economies, risks associated with persistent low 
inflation have come to the fore, most notably in the euro area where negative output gaps 
remain sizeable and unemployment rates are well above pre-crisis levels in several countries. 
The possibility of an extended period of sub-par growth cannot be dismissed. For EMEs, 
downside risks have increased, with faster-than-anticipated normalization of US monetary 
policy or renewed bouts of heightened risk aversion on the part of investors having the 
potential to produce further financial turmoil and possible contagion. Further domestic 
growth disappointments could hit both investment and capital inflows in several countries, 
while a significant slowing of growth in China would likely have a material impact both on 
connected economies and on investor sentiment more generally. Recent geopolitical tensions 
are also a significant risk factor. 

II.   POLICY CHALLENGES FACING EMERGING MARKET AND DEVELOPING ECONOMIES 

The policy challenges facing EMDEs are examined in detail in the Spring 2014 World 
Economic Outlook, and are also discussed in the useful background paper prepared by World 
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Bank staff for this meeting. The discussion below is selective, focusing on the most 
significant challenges that require timely action.   

An Immediate Challenge: Managing Capital Flow Volatility  

The exchange market pressures experienced by many EMEs in mid-2013 and again in late-
January 2014 highlighted the potential threat from a significant scaling back, or reversal, of 
the sizeable capital inflows into EMEs in recent years. Shifting expectations about the 
trajectory of the scaling back of monetary policy accommodation in the U.S. was the initial 
trigger for these pressures, but this was later augmented by market concerns about emerging 
market fundamentals in the wake of a streak of unfavorable news. The relative significance 
of the swing in capital flows varied across countries, based in good part on country 
fundamentals: those countries with higher inflation, wider current account deficits, and/or 
weaker fiscal balances were typically more severely affected. Some of these structural 
vulnerabilities had been present for some time, but attracted closer attention from investors 
only as the prospects of higher returns in advanced economies improved. In part reflecting 
the policy response to these capital flow swings, financial conditions have tightened further 
in some EMEs, with the higher cost of capital now weighing on investment and growth 
prospects. Against this backdrop, EMEs will need to respond promptly to contain the impact 
of any capital flow reversals, while addressing weaknesses in macroeconomic fundamentals 
through appropriate corrective measures over time.  

Most low-income countries, with limited links to global financial markets, have seen little 
direct impact from these recent market jitters. But there are a number of “frontier market” 
low-income economies that have attracted significant portfolio inflows in recent years and, as 
a result, are also potentially vulnerable to the pressures faced by EMEs, particularly in cases 
where macroeconomic imbalances are of concern.  

Containing the impact of capital flow shocks 

For countries hit by capital flow reversals, avoiding disorderly and disruptive currency 
depreciation can be a key concern. Allowing exchange rate depreciation is a key component 
of the appropriate policy response, as it sets in motion offsetting adjustments in other 
components of the balance of payments (such as by improving export competitiveness). But 
supporting measures may be needed to limit excessive exchange rate volatility, prevent 
harmful overshooting, or contain domestic financial disruption. Judicious foreign exchange 
market intervention is one such tool, if foreign exchange reserves are adequate. Monetary 
policy tightening may also be required, both to contain net outflows and to limit the pass-
through effects of depreciation on prices if inflation is already a concern. Where financial 
stability is threatened via the impact of exchange rate depreciation on un-hedged borrowers 
(whether corporates or banks), strong regulatory and supervisory efforts are needed to ensure 
that banks speedily address credit quality and profitability problems. Of course, prior actions 
to monitor and contain the threats posed by un-hedged balance sheets would mitigate the risk 
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of such stability problems emerging in the first place. Capital flow management measures, 
though an option in certain circumstances, should not substitute for warranted 
macroeconomic adjustment. 

Recalibrating macroeconomic policies 

In the wake of the global financial crisis, expansionary macroeconomic policies in EMEs 
boosted domestic demand and facilitated a rapid bounce-back in activity. In some cases, this 
appropriate counter-cyclical policy response was not adequately reversed when economies 
were growing rapidly in 2010-12 and, to varying extents, overheating. As a consequence, 
several countries experienced a widening of current account deficits to unsustainable levels, 
while fiscal positions weakened, with deficits and associated financing needs remaining well 
above pre-crisis levels. These external and domestic vulnerabilities require a recalibration of 
macroeconomic policies, in a manner that takes account of the extent of economic slack. 

 Monetary policy. In a number of economies, including Brazil and India, where 
inflation pressure continues and could be reinforced by recent currency depreciation, 
further policy tightening may be required to rein in inflation. In other economies, 
monetary conditions can be eased to support growth, but policymakers should be 
mindful of prospective inflation pressure, policy credibility, and the possible market 
impact in the current environment. 

 Fiscal policy. The fiscal stance should be consistent with the estimated growth 
potential and recent increases in longer-term interest rates. Countries experiencing 
problematic debt trajectories need to initiate deficit reduction strategies and rebuild 
buffers. In some economies, increased contingent risks to budgets and public debt 
from substantial increases in quasi-fiscal activity underscore the need to contain these 
non-transparent forms of fiscal intervention. 

Medium-Term Challenge: Boosting and Sustaining Growth and Reducing 
Vulnerabilities 

Many EMEs face the challenge of sustaining robust growth in the face of a more difficult 
external financial environment, less supportive commodity prices, and a recent growth 
slowdown. The slowdown since 2010-11 in part reflected cyclical factors (growth 
decelerating after a post-crisis rebound) but also more deep-rooted structural factors (supply-
side bottlenecks, slowing factor productivity growth). Domestic reforms are now needed to 
revitalize growth and boost employment creation, supported by measures to address domestic 
and external vulnerabilities. 

Reform priorities are inevitably country-specific, depending both on the particular pattern of 
structural weaknesses and macroeconomic vulnerabilities:   

 In many EMEs, including Brazil, India, and South Africa, more and better-quality 
public and private investment is essential to address supply bottlenecks.  
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 In China, where a credit and investment boom has produced excess capacity in some 
sectors, the priority is to achieve a soft landing in the transition to private-
consumption-led growth that is shared more equally. Achieving this outcome will 
require a package of measures, including liberalizing interest rates to allow effective 
pricing of risks, strengthening financial sector regulation and supervision, and tax 
reform.  

 Sustaining growth performance in higher-income EMEs that are fast approaching the 
technological frontier where cost competitiveness gains are petering out (e.g., Poland) 
will require measures to boost research and development and strengthen tertiary 
education, facilitating a move up the value chain in domestic production and exports. 

 Arab Countries in Transition need to focus primarily on improving spending 
efficiency and equity, with public spending redirected toward job-creating public 
investment and targeted transfers (and away from generalized subsidies). 

 Last but not least, labor market reforms, whether to tackle rigidities and distortions or 
to address structural problems such as education mismatches and long-term 
unemployment are important in many countries, especially those where significant 
parts of the population—notably the young—are underemployed or unemployed 
(South Africa, Egypt). 

Most low-income economies have achieved strong growth for several years, helped by 
favorable external conditions, better macroeconomic policies, and an improved business 
environment. But the prospective easing of commodity prices will put commodity-related 
budget revenues and foreign exchange earnings at risk. In such circumstances, timely 
adjustments of fiscal policies will be important to prevent an unwarranted build-up of public 
debt, with consequent risks to growth. With pressing needs to finance development outlays, 
including on infrastructure, the emphasis of fiscal adjustment will need to be placed on 
domestic revenue mobilization and improved prioritization of spending. 

While growth performance has been strong in many low-income countries, sustaining such 
growth over the medium term will require major policy efforts across a range of areas, 
including infrastructure provision, enhancing labor force skills, boosting productivity (most 
importantly in agriculture), and improving the business environment. Diversification into 
new products/sectors has proven to be a particularly difficult challenge for many countries. 

III.   FUND SUPPORT FOR EMERGING MARKET AND DEVELOPING ECONOMIES 

The Fund will continue its active support for its emerging market and developing country 
members, via the established mix of policy analysis and advice, the provision of financial 
support, and assisting domestic capacity building.  

In the area of cross-cutting analysis, active areas of work on EMDE issues in the year ahead 
will, inter alia, include: the impact of unwinding extraordinary monetary support by major 
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central banks on emerging and frontier market economies; policy choices for countries facing 
a potentially protracted increase in capital flow and asset price volatility; analysis of shadow 
banking systems and their impact on financial stability; and contributions to the debate on 
international tax spillovers, including revenue losses to developing countries. Regarding 
problems faced by low-income countries, staff work is focusing on a) promoting structural 
transformation and diversification; b) enhancing financial sector deepening; c) stepping up 
revenue mobilization; and d) the challenges faced by fragile states. 

The Fund’s full range of financing facilities and instruments allow for tailored support to 
members facing actual or potential balance of payments needs, whether it be crisis-hit euro-
area economies, large or small EMEs (through the multi-year Extended Fund Facility, the 
work-horse Stand-by Arrangement, or such instruments as the Flexible Credit Line), or low-
income countries (via access to the Fund’s concessional lending instruments). In regard to its 
own policies, the Fund is finalizing operational reforms to its debt limits policy, re-evaluating 
its policies in regard to the role of debt restructuring in the design of Fund-supported 
programs, and modifying its approach to assessing monetary policy implementation in 
developing countries that have evolving monetary frameworks.  

The Fund has a large and expanding technical assistance program, focused on those areas in 
which it has specialist expertise; and is also expanding its efforts to assist capacity-building 
in member countries through its training programs. The bulk of this assistance is targeted at 
developing countries, with low-income countries and those countries with Fund-supported 
programs being the primary beneficiaries of these services. Much of the technical 
assistance/capacity-building effort is now delivered through regional technical assistance 
centers (RTACs) that can best capture cross-country synergies and know-how through in 
country-driven work plans. A new RTAC has just been opened in Accra, the fifth in sub-
Saharan Africa, ensuring that the entire region is now being covered by the RTAC system; 
while a new Africa Training Institute now provides customized training for member 
countries in the region from its base in Mauritius. 
 
The Fund has steadily expanded its partnership with its African members in recent years. In 
seeking to further strengthen that partnership, the Fund and the Government of Mozambique 
are to jointly host a high-level conference in Maputo in May, bringing together Fund 
Management and sub-Saharan African governments, along with development partners and 
other stakeholders, to discuss the region’s economic challenges and how best the Fund can 
assist its members in overcoming them. 


