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Developing Countries in the 
Current Crisis



The Financial Crisis hits Poor People

About 55 million more people will live on 
less than $1.25 a day (in 2005 purchasing 
power parity terms) in developing 
countries this year than expected pre-
crisis. 

World Bank (April, 2009)



Heat Map:  Development in Systemic Asset Classes

Emerging Market Distress in Perspective



Factors of Resilience

Source: IMF, 2009



Cross-border Finance to Emerging Markets



Bond Markets help in the Crisis

Source: IIF



The dogs that did not bark

●No financial crisis in EM, except some Eastern 
European countries plus Kazakhstan and Nigeria

●In Eastern Europe no financial crisis in several 
countries e.g. Turkey

●No financial crisis in China and India now and 
during the “Asian Crisis”



Phoenix Miracles in Emerging 
Markets

Source:  G. Calvo, 2006



Patterns of Growth by Region
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Financial Crisis Patterns

Lengths of Financial Crises (1980-2007):
mean:  11.4 quarters
median:8.5 quarters

What helps:
●High pre-crisis growth
●Strong fiscal position
●Sovereign Default shortens crises by nearly 6 quarters

What hurts:
●Currency crisis
●Asset Management Company lengthens crisis by almost 6 quarters

Source: Cecchetti et. al., 2009



Financial Crises and Growth –
The Long Run

Source: IMF, 2009



Where the Prospects are – Emerging Markets

Source: IIF



The Financial Crisis hits Poor People

About 55 million more people will live on less 
than $1.25 a day (in 2005 purchasing power 
parity terms) in developing countries this year 
than expected pre-crisis. 

In 2009 Poverty will decline in developing 
countries

World Bank (April 2009)



Finance, growth and poverty 
reduction



Finance, Poverty and Inequality

Finance and Poverty Reduction

Finance and Income Inequality



Finance boosts growth
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But, finance does not boost savings
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Finance boosts productivity
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Cross-border finance and 
Growth



The Lucas Paradox

Capital Flows from Poor to Rich Countries



Net foreign capital flows are irrelevant –
FDI helps

More Capital, Less Growth FDI supports Growth



Lessons about Incentives



Large, Concentrated and Risky
Hard to see?



More dogs that did not bark –
Hedge Funds

• Large number of small players
• Specialized, not diversified
• High entry and exit (HF = 5%; banks = 0.1%)
• Most HF leveraged less than 1/10th of banks
• No bail-outs

Source:  A. Haldane et. al., 2009

Bank and Hedge Fund Concentration



State-owned and –sponsored Institutions



Are Chinese State-owned Banks different?

Finance and Growth across Chinese Provinces

Source:  World Bank, 2008



When Finance Helps

Joseph Schumpeter, 1912

• Value Added – not Volume
• Opportunity – not Access


