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DEVELOPMENT COMMITTEE: THE MANAGING DIRECTOR’S WRITTEN 
STATEMENT 

 
The global recovery remains both brittle and uneven, with growth projections for 2014 having 
been marked down in light of disappointing outturns in several countries during the first half of 
the year. Growth prospects for 2015 projections have weakened only slightly, given help from 
moderating fiscal consolidation and sustained support from accommodative monetary policies, 
but downside risks, including from geopolitical tensions and potential asset price corrections, 
have increased. Against this background, the policy priorities for emerging market economies 
(EMEs) and low income developing countries (LIDCs) vary across countries: cross-cutting 
themes are to reduce vulnerabilities, in the face of a likely tightening of external financial 
conditions, by adjusting macroeconomic policies; and to implement structural reforms to spur 
growth, including through investment, and to promote inclusion.  
 

I.   ECONOMIC OUTLOOK AND RISKS  

Global growth projections for 2014 have been pared back to 3.3 percent for this year, after a 
slower-than-expected performance in the first half of the year. Country-specific factors at play 
included heightened geopolitical tensions in Eastern Europe and the Middle East, lackluster 
domestic demand in many EMEs and Japan, and stalled growth in the euro area. The growth 
forecast for 2015 has been lowered only slightly to 3.8 percent, as the expected drivers of 
growth—moderating fiscal consolidation, highly accommodative monetary policy, progress in 
balance sheet repair—remain broadly in place. But the persistent weakness of investment and 
economic activity, coupled with increasing evidence that the pace of potential growth has slowed 
in advanced and many emerging economies, indicates that bolder policies and more decisive 
execution are needed to generate higher, job-rich, and inclusive growth. 
 
 Advanced economies are recovering at very different speeds. The strongest rebound is 

expected in the United States, while growth in Japan will remain modest. High private and 
public debt burdens are among the factors weighing on growth in the euro area, with 
deflationary risks on the rise.  

 Among EMEs, the pace of growth has differed 
significantly across regions: resilient in 
emerging Asia, supported by policy stimulus in 
China and positive post-election sentiment in 
India; slowing in Latin America and the 
Caribbean, due to weak export performance,  
supply constraints, and policy uncertainties; and 
also slowing in the Commonwealth of 
Independent States countries, partly reflecting 
recent geopolitical tensions. Growth is projected 
to rebound modestly in the remainder of 2014 

and in 2015, helped by gradual lifting of some 
structural growth impediments (e.g., India and 
Mexico).  

Source: WEO
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 LIDCs continue to record strong growth, set to exceed 6 percent in both 2014 and 2015. 
Exports should be helped by the pick-up in demand from advanced economies, although 
some commodity exporters will be adversely affected by easing non-fuel commodity prices. 
The impact of the  outbreak on the countries directly affected will be sizeable; the impact on 
the wider region will depend on the success of containment efforts.    

 
Downside risks to the global outlook have risen since the spring. Protracted monetary 
accommodation and the ensuing search for yield may be fueling credit mispricing and buildup of 
systemic liquidity risk, especially in the nonbank sector: this situation could unravel disruptively, 
particularly if U.S. long-term rates rise faster than expected. Geopolitical tensions may persist, 
hampering recovery in affected countries and generating negative spillovers, both regionally and 
globally. As noted above, evidence is increasing that potential growth has declined in advanced 
and many emerging economies, which would constrain the pace of recovery and job growth. 
 

II.   POLICY PRIORITIES  

A. EMERGING MARKET ECONOMIES  

The twin challenges for EMEs in the near-term are a) to successfully navigate adverse spillovers 
from the changing global environment, including those linked to the normalization of U.S. 
monetary policy, and b) to revive growth through targeted structural reforms.  
 
In broad terms, countries need to strengthen policy frameworks and reduce vulnerabilities, but 
specific policy needs vary across countries, depending on cyclical positions and the state of 
policy buffers. Countries where output is below potential but inflation is elevated (e.g., Brazil, 
India, and South Africa) have little scope to ease monetary policy. In countries with strong 
demand pressures, rapid credit growth, and elevated inflation levels, macroeconomic policies 
need to be tightened (e.g., Turkey), and supported by efforts to strengthen prudential regulation. 
Fiscal consolidation will remain important to stabilize public debt and contingent liabilities in 
countries with moderate to high debt levels (e.g., Brazil, India, Poland, and Hungary). Where 
nonbank lending is expanding quickly (e.g., China), efforts may be required to extend the 
perimeter of regulation and address associated information gaps.  
 
Looking ahead, the policy response to adverse external financial shocks should allow the 
exchange rate to adjust, complemented where feasible by other measures, such as foreign 
exchange intervention to limit excessive market volatility. Should demand also slow, monetary 
policy could be eased where inflation is well-anchored (e.g., Chile, Mexico, Peru, and Poland). 
Where fiscal space is available, automatic stabilizers can be allowed to operate and further fiscal 
easing could be considered in the event of tail risks materializing. Those with generally limited 
policy space, however, will need to tighten policies in the event that downside risks materialize. 
A lesson from the bouts of market volatility seen earlier in 2013-14 is that strong 
macroeconomic fundamentals matter, and where vulnerabilities exist, countries that act 
decisively to address them generally fare better. 
 
With growth slowing across many EMEs, structural reforms are urgently needed to boost 
growth. Key elements of the reform agenda include addressing infrastructure bottlenecks 
(e.g., Brazil, India, and South Africa); easing limits on trade and investment and improving 
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business conditions (e.g., Indonesia and Russia); and implementing reforms to education, labor, 
and product markets to raise competitiveness and productivity (Brazil, China, India, and South 
Africa). Many of these reforms are politically difficult—but essential if growth prospects are to 
strengthen. Reforms are also needed to achieve a sustainable composition of demand —by 
reducing over-reliance on investment (e.g., China) or on consumption (e.g., Brazil, South Africa, 
and Turkey)—building on the progress that has been made in this direction.  
 

B. LOW-INCOME DEVELOPING COUNTRIES  

The robust growth performance of LIDCs in recent years, in the face of weakened global 
activity, is a welcome indication that domestic growth momentum is strong, but the aggregates 
hide significant variation in performance across countries and the uneven progress made in 
meeting the 2015 Millennium Development Goals (MDGs).1  
 
The key macroeconomic challenges currently facing LIDCs include mobilizing financing for 
development, strengthening resilience in the face of external shocks, and maintaining systemic 
stability as financial systems expand.2 Separately, countries in fragile situations face special 
challenges in building institutions and capacity while often handling difficult security situations.   
 
Mobilizing additional financing for development is high on the development agenda as we move 
towards the formulation of post-2015 development goals next year. Governments seeking to 
increase investment, whether in infrastructure or in people, will need to obtain adequate funding 
without putting at risk the sustainability of the public finances:  
 
 Boosting domestic revenue mobilization is the starting point in this regard: key measures 

include broadening the tax base, by ending tax exemptions and deploying an easy-to-
administer value-added tax, and strengthening revenue administration.   

 Additional space for development spending can be created by the ending of untargeted 
subsidies (e.g., of fuel prices), accompanied by measures to adequately compensate the poor.  

 The new external commercial borrowing options that are emerging provide the opportunity to 
augment domestic resources, but need to be invested in high-return projects if they are to 
generate the resources to finance future debt service payments. Boosting debt management 
and public investment management capacity is an imperative if tapping commercial loans.  

While most LIDCs have maintained strong output growth in recent years, a significant number 
are poorly placed to handle adverse shocks, given elevated fiscal deficits (e.g., Ghana and 
Vietnam) and eroded foreign reserve positions. In these countries, measures to re-build 
macroeconomic buffers are now warranted, with fiscal consolidation as the core element; the 
appropriate measures to strengthen fiscal positions depend on country circumstances.  

                                                 
1 A detailed analysis of macroeconomic developments and policies is contained in “Macroeconomic Developments 
in Low Income Developing Countries: 2014 Report”, circulated as a background paper for this meeting.  
2 The broader policy challenges of promoting inclusive growth and shared prosperity are discussed in the 2014 
Global Monitoring Report, also circulated as a background paper. 
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Financial deepening is necessary as countries develop, but also poses new challenges for both 
financial supervision and monetary policy. Currently, private credit is growing rapidly in several 
LIDCs, justifying close oversight to ensure that loan quality is not being compromised.  Several 
“frontier market” LIDCs (e.g., Ghana and Zambia) are attracting foreign portfolio inflows, 
facilitating domestic market development but also introducing exposure to shifting sentiments in 
international financial markets. Countries with more advanced financial systems now need to 
modernize their monetary frameworks to strengthen the effectiveness of monetary policy (as is 
being done by Kenya and Uganda), moving away from traditional monetary targeting towards 
forward-looking inflation-focused policy frameworks. 

III.   FUND SUPPORT  

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. 

Our cross-cutting analysis in the period ahead is set to include: a) assessing the global 
implications of asynchronous monetary policy normalization in advanced economies; b) ongoing 
assessment of geopolitical shocks; c) analysis of productivity-enhancing reforms in EMEs; 
d) evaluating the role of financial inclusion in boosting growth and reducing inequality in EMEs 
and LIDCs; e) expanding existing work on income inequality and female labor force 
participation; and f) examining the design of social protection floors (working in collaboration 
with the ILO) in lower income countries.   

Through a combination of advice, technical assistance, and training, the Fund is assisting 
members in developing fiscal packages to reduce public debt overhangs; strengthening fiscal 
institutional frameworks (including to better manage contingent risks); advancing financial 
sector supervision and regulation; and strengthening monetary policy frameworks in LIDCs.  

The demand for Fund financial support is shifting from crisis support, as euro-zone programs 
wind down, to support for members confronting specific challenges (Ukraine, Georgia, Yemen, 
and Chad); flexible credit lines that have buttressed strong policy packages in some EMEs 
(Mexico, Columbia, and Poland) are still in place. Fast-disbursing assistance under the Rapid 
Credit Facility has been provided to Madagascar, emerging from political stalemate, and the 
Central African Republic, struggling to rebuild a functioning state. In recent weeks, the Fund has 
provided expedited financing to Guinea, Liberia, and Sierra Leone to help respond to the  
outbreak: further financial assistance can be made available, if warranted.  
 
In regard to its own operational policies, the Fund is moving towards completing a reform of its 
policy on external borrowing levels in Fund-supported programs and is considering ways to 
make its lending framework more flexible in cases of sovereign debt distress. 
 
The Fund devotes more than a quarter of its budget to technical assistance and training programs, 
with the bulk of this assistance targeted at developing countries and much of it through regional 
technical assistance centers (RTACs). Recent developments include the inauguration of a new 
Africa Training Institute in Mauritius and the opening of a fifth African RTAC in Ghana.  
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