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DEVELOPMENT COMMITTEE: THE MANAGING DIRECTOR’S WRITTEN STATEMENT 

Bold policies implemented across the membership over the past five years have staved off a 
severe recession but the global recovery remains subdued and subject to downside risks. The 
recovery in the United States and Japan has gained ground, and the euro area is pulling out 
of recession, but policies need to remain supportive until recovery is robust. However, activity 
in many emerging market economies is losing momentum, underscoring the need to address 
domestic structural weaknesses. Growth remains resilient in most low-income countries, 
notably in Sub-Saharan Africa, but there is a need in many countries to strengthen policy 
buffers without compromising on growth-supporting public expenditure. The Fund has been 
deepening its analysis of global developments through greater focus on evaluating risks and 
spillovers, while paying due attention to the challenges of employment creation and 
supporting priority social spending. The Fund’s concessional lending capacity has now been 
secured on a long-term basis, following commitments by the overwhelming majority of Fund 
members to allocate their share of a proposed distribution of Fund reserves to the Poverty 
Reduction and Growth Trust.   

I.    ECONOMIC OUTLOOK AND RISKS  

World output growth is forecast to reach 2.9 percent in 2013 and 3.6 percent in 2014. In a 
departure from previous developments since the Great Recession, growth in the advanced 
economies has recently gained speed, while the emerging market economies (EMEs) have 
slowed. The positive impulse to global growth is expected to come in good part from the 
United States (U.S.). The euro area is emerging slowly from recession but activity is forecast 
to remain subdued. Japan’s economy is enjoying a vigorous rebound but will likely 
experience some slowing of growth in 2014 as fiscal policy tightens.  
 
Growth in EMEs is decelerating, reflecting a combination of cyclical factors, structural 
bottlenecks, and a tightening of external funding conditions. But the pace of growth will 
remain well above the levels recorded in the advanced economies. Most low-income countries 
(LICs) continue to record strong growth, notably in Sub-Saharan Africa, although many small 
states and countries in fragile situations have fared less well.  
 
Changes in growth dynamics across countries combined with the realization in markets of an 
approaching normalization of U.S. monetary policy have created new frictions, notably in the 
volatility of capital flows and tighter financial conditions since late May. Although markets 
have since stabilized, a key concern is that the gradual scaling back of monetary 
accommodation in advanced economies could trigger significant market adjustments, which 
could in turn have adverse spillover effects on EMEs that have sizeable external funding 
needs. At the same time, slowing medium-term growth in many major EMEs, in particular 
China, will adversely affect exports from trading partners, notably the commodity exporters 
among the emerging and developing economies. The recovery will also likely suffer a setback 
if structural bottlenecks constraining growth in many EMEs are not tackled promptly. 
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II.   POLICY ISSUES 

Macroeconomic Policy Priorities  

Macroeconomic policies in advanced economies should generally remain supportive of 
economic activity, with gradual fiscal consolidation anchored by credible medium-term plans. 
The U.S. needs to raise the debt ceiling, settle the current budget impasse, agree on a medium-
term fiscal adjustment roadmap, and carefully manage the unwinding of monetary 
accommodation. The euro area requires strong policy actions on multiple fronts to reduce 
financial fragmentation and address architectural issues of the union. In Japan, an ambitious 
medium-term fiscal consolidation is needed, along with decisive structural reforms to 
invigorate growth. 

Policies in EMEs should be anchored by credible monetary policy frameworks and exchange 
rates must be allowed to respond to changes in fundamentals while avoiding disorderly 
overshooting. Prudential actions should be taken to sustain financial stability. Where inflation 
is low and inflation expectations are firmly anchored, monetary policy should be the first line 
of defense against adverse external shocks. Fiscal adjustment should continue to rebuild 
depleted buffers if growth picks up as expected. If downside risks materialize, countries that 
have strong fiscal positions or supportive financing conditions could allow further fiscal 
easing. Where weak public finances are a source of vulnerabilities, fiscal consolidation would 
help rebuild sound fiscal positions.  

While most LICs have shown resilience in recent years, many remain vulnerable to a 
significant slowdown in global growth and commodity prices, with small states and countries 
in fragile situations particularly at risk. In the face of uncertain world economic prospects, 
LICs need to ensure they have solid fiscal positions and ample foreign reserve levels to 
provide policy space to handle adverse shocks. At the same time, they need to safeguard 
critical spending programs, which will require mobilizing additional domestic revenues and 
scaling back costly and poorly-targeted subsidy schemes. “Frontier market” LICs that recently 
attracted significant portfolio investment should flesh out contingency plans to manage a 
possible reversal in capital inflows. Promoting inclusive growth over the medium term will 
require scaling up public investment, improving revenue mobilization and public service 
delivery, and promoting both financial deepening and access to finance. 

International Policy Coherence  

The strong capital flows generated by accommodative monetary policies in the advanced 
economies created both benefits and policy challenges for recipient countries. Exit from 
accommodation may cause volatility due to market reactions beyond the control of the central 
bank. The adoption of collectively coherent policies across the major economies can improve 
global outcomes by mitigating negative cross-border externalities, including from rising 
interest rates in the advanced countries. The Fund will continue to provide a global 
perspective on these policies via multilateral surveillance, analysis of costs and benefits, and 
identifying appropriate policy responses to contain potential negative spillovers. 
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The Fund is contributing to a number of policy initiatives that are important for emerging 
markets and developing countries (EMDCs), and have been discussed by the G20 this year, 
including those related to the development of local currency bond markets, enhancing 
financing for investment, and identifying the potential impact of evolving international 
financial regulatory reforms. The Fund has also contributed to the work of the G20 
Development Working Group, particularly in domestic resource mobilization, an area of deep 
Fund expertise and engagement, with over 150 technical assistance missions per year, mostly 
to developing countries. The Fund is also engaged in analytical work to study the nature and 
extent of “double non-taxation” and the extent to which it is contributing to significant 
revenue losses and the adoption of more distortive tax structures. 

III.   FUND SUPPORT FOR A SUSTAINABLE RECOVERY  

The Fund is responding to members’ need for financing. New Fund-supported programs have 
recently been approved for Cyprus, Jamaica, Pakistan, Romania, and Tunisia and 
precautionary credit and liquidity lines for Colombia, Mexico, and Poland have been renewed. 
Progress continues to be made in programs with euro area members, where the Fund works in 
close collaboration with our European partners. The Fund stands ready to provide policy, 
financial and technical support to all our members, including in reaction to the recent 
volatility in international capital markets. 

The Fund has maintained program engagement with a substantial proportion of its low-
income-country membership. At end-September 2014, there were 24 programs providing 
financial or policy support and an additional three staff-monitored programs. Emergency 
support through the Rapid Credit Facility was disbursed to Mali and Samoa earlier this year. 
Demand for new concessional resources has temporarily eased in 2013, mainly due to delays 
in negotiations of a few larger size arrangements. Staff projections suggest new commitments 
will rise in 2014 to over SDR1 billion, consistent with the self-sustained financing capacity of 
the Poverty Reduction and Growth Trust (PRGT). 

Almost 90 percent of the eligible countries now have benefitted from irrevocable debt relief 
under the Heavily Indebted Poor Countries (HIPC) and Multilateral Debt Relief Initiatives 
(MDRI). Total relief from multilateral and bilateral creditors is estimated to be US$114 
billion (end-2012 present value terms). The Fund, in collaboration with the Bank, is working 
closely with the remaining few countries that are eligible to participate in these Initiatives. 

The Fund continues to support the Arab Countries in Transition (ACTs), which are facing 
setbacks. Our policy advice highlights the need to maintain macroeconomic stability as well 
as to implement structural reforms to achieve higher and job-creating growth. Fund financing 
arrangements are currently supporting programs in Jordan, Morocco, and Tunisia; and 
discussions are advanced with Yemen. In addition, the Fund is helping the ACTs with 
technical assistance and training activities, with plans to scale-up further in the future. 

The Fund’s technical assistance (TA) and training activities remain highly valued by member 
countries and an increase in donor contributions in recent years has enabled the Fund to 
provide capacity development (CD) activities on a larger scale than before. The new CD 
strategy that was recently endorsed by the Executive Board stresses flexibility in meeting 
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member country needs and proposes new ways to strengthen effectiveness through 
innovation. The new Africa Training Institute in Mauritius is now coordinating classroom 
training with onsite technical assistance provided by the regional technical assistance centers, 
while new online courses will be used to reach wider audiences starting in 2014. 

IV.   STRENGTHENING THE POLICY FRAMEWORK  

IMF Resources and the Global Financial Safety Net 

IMF members have acted to ensure that the Fund has sufficient resources to support members 
during this period of global economic uncertainty. Since the Fund highlighted these 
uncertainties in 2012, 38 members have stepped forward and pledged US$461 billion to be 
available under bilateral borrowing agreements as a second line of defense after quotas and 
the New Arrangements to Borrow. The Fund has worked to formalize these pledges over this 
last year. This task is nearly complete, with 28 of 38 of these agreements, corresponding to 
about 90 percent of total pledged, now effective. When these agreements are fully in place, the 
Fund’s total potential lending power would be over US$1 trillion.  

The Fund has now secured the resources needed to ensure the long-term sustainability of its 
concessional lending to LICs, with pledges having been received from 151 countries to 
provide to the PRGT their share of a planned distribution from IMF reserves. The IMF will 
continue to seek such commitments from other members to augment concessional lending 
capacity. Available HIPC and MDRI resources are projected to be sufficient to finance debt 
relief for the remaining eligible countries, with the important exception of protracted arrears 
cases. Substantial additional resources will be needed when Somalia and Sudan are ready to 
embark on the HIPC initiative. 

Refining Fund Facilities and Enhancing Crisis Management  

The Flexible Credit Line (FCL), Precautionary and Liquidity Line (PLL), and Rapid 
Financing Instrument (RFI) were all created during a series of reforms to the Fund’s 
nonconcessional lending instruments over the 2009-2011 period. A Board discussion in early 
2014 will assess the ongoing experience with these instruments. 

Earlier this year, the first stage of the reviews of Fund policies on external debt limits in Fund-
supported programs and on sovereign debt restructuring were completed. On the debt limits 
policy, Executive Board discussion highlighted the need for modifications to strengthen 
safeguards for external debt sustainability while providing LICs with increased flexibility to 
manage their borrowing policy and preserving incentives for concessional financing. The first 
component of a comprehensive reform proposal, aimed at simplifying the system of discount 
rates used for debt analysis, has since been developed in collaboration with World Bank staff 
and circulated for Executive Board approval. Staff is currently assessing whether the Fund’s 
legal and policy framework should be adapted in light of recent experience with sovereign 
debt restructurings. 
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Enhancing Surveillance and Strengthening Policy Frameworks 

The Fund continues to undertake a number of initiatives to enhance its surveillance and policy 
advice, including by implementing the priorities of the 2011 Triennial Surveillance Review 
(TSR). With the Integrated Surveillance Decision becoming effective earlier this year, our 
Article IV staff reports have begun to include analysis and discussions on outward spillovers 
from countries’ economic and financial policies when they have a systemic impact. The 
reports continue to have detailed risk assessments—supported by risk assessment matrices. In 
line with the 2012 Financial Surveillance Strategy, improvements have been made in risk 
identification and policy analysis, especially in the areas of capital flow management and 
macroprudential policy. The 2014 TSR is currently under way to take stock of the extent to 
which the new initiatives introduced after the 2011 TSR are serving the Fund’s commitments 
to the membership. Further policy work underway includes: 
 
Growth and stability 
 The role of diversification and structural transformation in promoting growth in LICs. 
 Enhancing the Fund’s policy advice and analytical toolkit on jobs and growth. 
 Policies to support higher female labor force participation. 
 Policies to boost growth in small states. 
 

Financial deepening and capital flows 
 Pilot projects on enhancing financial sector surveillance in LICs. 
 Policy guidance on the liberalization and management of capital flows. 
 

Debt and reserves 
 Enhanced debt sustainability analysis, with revamped tools to assess risk of debt distress.  
 Analysis of the effects of banking sector vulnerabilities on debt sustainability. 
 Improved analytical tools to assess foreign reserve adequacy. 
 

Multilateral reports  
 Global assessment of the effectiveness of unconventional monetary policy. 
 Multilaterally consistent assessment of external stability for systemically important 

economies and a new external sector assessment that identifies policy distortions. 
 

Policy tools  
 New fiscal assessment tools to strengthen tax administration and fiscal transparency.  
 New policy tools designed particularly for resource-rich developing countries to assess 

fiscal and external sustainability as well as to determine sustainable investment levels. 
 Guidance on appropriate macroprudential policies that aim to contain vulnerabilities. 

V.   FUND GOVERNANCE  

The Fund’s governance structure is evolving to reflect the changing global economic realities 
brought about by the rapid growth of EMDCs. Once completed, the quota and governance 
reforms agreed to by our membership in 2010 would see a doubling of quotas and a 
significant shift in voting shares to EMDCs while protecting the position of the poorest 
countries. The only remaining condition for the quota and governance reform to be effective 
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requires acceptance by three fifths of the members representing 85 percent of the total voting 
power. While 141 members have accepted the amendment (surpassing the required threshold 
of 113) these countries account for 76.1 percent of the total voting power, still short of the 
required 85 percent threshold. 

In January, the Executive Board reported on the outcome of its Quota Formula Review to the 
Board of Governors. It outlined important building blocks for agreement on a revised quota 
formula as part of the 15th General Review of Quotas. The 15th General Review will offer an 
opportunity to review the adequacy and composition of the Fund’s resources over the medium 
term, and the distribution of quota shares. 
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