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Global growth moderated more than
expected in the first guarter of 2004, from
an annual rate of 275% in the second half
of 2013 bo 275%. In the United States. the
larger than expected inventony overhang
at the end of 2013, leading to a stronger
correction. A harsh winter further damp-
ened demand, exports declined sharply
after a strong fowrth quarter, and owtpast
contracted in the first quarter of 2014,

In China, domestic demand moderated
maore than expected, reflecting the authork
ties” effort to rein in credit growth and a
correction to real estate ackivity. Activity
in Russia decelerated sharply s geopolit-
cal tenshons further weakened demand.

In other emerging market economies,
weaker-than-projected growth resulted
both from weaker external demand, nota-
bily from the Uinited States and China

According to the IMFs July 2014

=

economic outlook, the global growth
projection for 2014 has been markad
down to 34%. reflecting both the legacy
of the wesk first quarter, particularty in
the Linited States, and a less optimistic

outlcok for several emerging markets.

The Advanced economies have been
browght down to 1.8% for 2014 Glohal
growth is expected to rebound from the
second quarter of 2014, as some of the
drivers underlying first guarter weak-
ness such as the inventory cormection
im the Uinited States, should have only
temporary effects. US econocmy growth
was browght down to 1.7% for 2004 from
earfier forecast of 8%

The UK and lapan were revised up-
wards to 3.2% and 1.6% respectively for
2014, Ewro Region growth browght down
marginally to 11% for 2014. Recent data
indicates US economy grew at annualky
rate of 4% in 2nd quarter of 2014, which
reflects strong rebound, shaking off the
negative effects of an unusually harsh
winter and stirring hopes that it might
fimalky be establishing a solid enough
footing to put the lingering effects of the
recession squarely in the past. However,
the Fed last week stated that growth had

Monetary tightening: to be or not tobe?

“rebounded.” but de=cribed the chances
of faster growth as roughly even with the
chances that the expansion would slow
dowmn and made clear thak it had no plans
to raise interest rates anytime soon The
US economy added 200000 jobs in July
2014, the job growth slowed a bit and the
unemployment rate edged up to 62%.

According to IMF July 2014 economic
outkook, the Growth for Emenging and De-
veloping economies have been brought
down to 4.6% for 2004, In China, the au-
thorities hawe resorted bo imited and tar-
geted policy measures to support activity
in the second half of the year, including
tax reliaf for small and medium enterpris-
es, accelerated fiscal and infrastructure
spending and targeted culs in reqguired
reserve ratios. As a result. growth in 2014
has been brought down to 7.4 %

In India. growth appears to have bot-
tomed cut. and activity is projected to
pick up gradualky after the postelection
recovery in business sentiment, offsetting
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thi effect of an unfavourable monsoom on
agricultural growth, growth is expected to
remain at 5.4% for 2014, In Brazil, tighter
financial conditions and continued weak-
niess in business and consumer confi-
dence are holding back investment and
dampening consumption growth, growth
brought down to 1.3% in 2014

In RBussia, imrestment is expected to
remain weaker for longer, given geopolite
cal tensions and growth browght down to
OL2% in 2004,

Middle East, Morth Africa, Afghanistan
and Pakistan expected to grow by 31%
in 2004

IMF has highlighted the challenge for
central banks of smoothly unwinding the
ulira-koose monetary policy they brought
in to support advanced economies dur-
ing the fimzncial crisis. it also wams that
emerging market economies show down
posesrisks to the rest of the world in
terms of trade and finance. Rising interest
rates in advanced economies and a slow-

down im emerging markets could combine
to cut global growth by as much as 2%

When advanced economies normal-
ise monetary policy as their economic
outlook improves, it will tend to tghten
financial conditions globally, but the
accompanying boost to growth showld
potentially offset the negative effects of
tighter bormowing cosis. However, if the
tightening of monetary conditions is not
driven by higher growth but is mstead
triggered by financial stability concerns,
spillovers couwld have a negative mpact
on growth efsewhere, espacially in vulner-
able emerging economies.

The Global economic recovery is now
dependent on appropriate iming of the
exit of easing mezsures by various Cen-
tral Banks and they are also defiberating
on the appropriate timing of monetary
tightening.
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