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DEVELOPMENT COMMITTEE: THE MANAGING DIRECTOR’S WRITTEN STATEMENT 

 
Prospects are gradually strengthening again, but the global economy remains 
vulnerable. Restoring sustained global growth and job creation is the key medium-term 
challenge. This begins with greater stability, and the most immediate concern is still a 
renewed escalation of the euro area crisis. Structural reforms are needed in advanced 
economies to raise potential output and employment and secure fiscal sustainability, 
while the focus in emerging economies should be on rebalancing demand and containing 
risks of overheating. Low-income countries, which are particularly vulnerable to global 
instability, must balance the rebuilding of macroeconomic policy buffers against pressing 
spending needs such as public investment and social protection. The Fund is taking steps 
to enhance surveillance of systemic economies through a unified spillover report and 
ongoing work to better integrate bilateral and multilateral surveillance. 

I.   ECONOMIC OUTLOOK AND RISKS 

The global economy is expected to strengthen gradually during the year, but the situation 
is made particularly fragile by downside risks of further financial turmoil in the euro area 
and of sharply higher oil prices owing to geopolitical tensions. While recent policy 
actions in the euro area have restored some stability to financial markets, pressures on the 
European banking sector remain intense and euro area credit is constrained. This has 
spilled over to emerging and developing economies, particularly those with close ties to 
advanced Europe. Partly as a result, the tepid expansion in advanced economies is 
expected to slow to just over 1½ percent in 2012, with global growth projected at 
3½ percent.  
 
Despite losing some momentum, the emerging market and developing economies 
continue to grow at solid rates, with growth projected at 5¾ percent in 2012 and 6 percent 
in 2013. They have been affected both by spillovers from the euro area crisis, including 
weaker export demand, tighter trade finance conditions, and volatility in exchange rates 
and capital flows, and—in some cases—by needed policy tightening at home. A weaker, 
more uncertain global outlook also poses substantial risks for the many low-income 
countries (LICs) whose macroeconomic policy buffers are low or depleted. 

II.   POLICY ISSUES 

Macroeconomic policy priorities 

Heading off further instability in the euro area requires several linked actions: steady 
progress with fiscal consolidation; orderly deleveraging of the banking system; building 
an integrated financial stability framework, with integrated supervision; and construction 
of a large, robust, and credible financial firewall against further contagion. In other 
advanced economies, monetary policies should continue to be supportive and fiscal 
consolidation plans should be calibrated to avoid undue pressure on activity and 
employment. Structural reforms in product and labor markets, together with fundamental 
financial sector reforms, are needed to improve an otherwise weak medium-term growth 
outlook in advanced economies, foster job creation, and bolster fiscal sustainability. 
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Emerging market countries should guard against over-stimulating activity in the face of 
weakening export demand. Rapid credit growth and relatively strong inflation pressures 
in some economies suggest the monetary policy stance may be too accommodating. 
Rebuilding fiscal policy space and strengthening prudential policies and frameworks are 
also priorities. Some emerging market economies could promote domestic consumption 
to reduce large current account surpluses. 
 
The downside risks to the global economy underscore the urgency for many LICs to 
restore their macroeconomic policy buffers so long as the recovery continues. Despite 
recovering swiftly from the global crisis, most LICs have been slow to rebuild their fiscal 
and external positions, and are now less well-prepared to cope with new shocks. They do, 
however, need to balance the rebuilding of these buffers against pressing spending needs, 
including public investment and social protection.  
 
International policy coordination 

Along with other partners, the Fund assists the G-20 and related international policy 
coordination efforts aimed at strong, sustainable, and balanced growth. Under the G-20 
Mutual Assessment Process (MAP), we support assessments of the global consistency of 
members’ policy commitments with stated growth objectives and provide indicative 
guidelines to identify and address imbalances. This year we have also been asked to 
assess progress made towards past fiscal, monetary, and structural policy commitments 
and, for the June G-20 leaders’ summit, we will identify areas where further policy 
commitments might be needed to address near-term risks and to secure medium-term 
growth. The Fund is also working to identify measures to address effects of excessively 
volatile commodity prices and—with the FSB and World Bank—to identify unintended 
effects of regulatory reforms on emerging market and developing economies. 
 
Open and vibrant global trade is critical to global macroeconomic objectives, and leaders 
should work to develop further support at home for trade liberalization. Countries must 
resist protectionism and should act to reverse trade-restricting measures taken in the wake 
of the global crisis—many of which added to global food price volatility. Concluding the 
Doha Round would secure past reforms and create new opportunities that would be 
broadly shared among country groups. Regrettably, negotiations are stalled and even a 
partial deal favoring the poorest countries has proven elusive. High-level attention is 
needed to overcome differences between advanced and emerging market countries.   
 
The drop in aid from major donors to developing countries in 2011 recently reported by 
the OECD underscores that donors’ resource constraints are tight. It is as important as 
ever for donors to live up to their commitments. But in addition to volumes, the 
international community must work together to make aid more effective.  

III.   FUND SUPPORT FOR A DURABLE RECOVERY 

The Fund has continued to respond flexibly to sustained and elevated demand for crisis 
financing from its members. Experience with the initial wave of crisis-related programs 
has been broadly positive, despite remaining challenges such as rising non-performing 
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loans, lost output, and rising external debt. A second wave of programs has been more 
challenging: these countries had worse initial conditions, difficulties in program design, 
and looming problems in competitiveness, balance sheets, debt sustainability, and 
financial market access. In the Review of Conditionality and the Review of Crisis 
Programs (both forthcoming), we will seek to draw lessons with a view to enhancing the 
effectiveness of Fund-supported programs in helping countries address their economic 
and macro-social challenges. 

 
We are actively supporting many Arab Spring countries as part of the international 
response in the region. Sustained international engagement is needed as these countries 
set out a medium-term economic vision and work toward fair, inclusive economic 
models; accordingly, we are stepping up policy advice and technical assistance to support 
countries undergoing transition. We are also discussing financing needs and possible 
program support with several affected countries, and have already disbursed 
US$94 million to Yemen under the concessional Rapid Credit Facility. 
 
Demand for concessional Fund financing has remained high, with US$2 billion 
committed in both 2010 and 2011, following a peak of US$4 billion in 2009. Increased 
Fund support has helped to promote poverty reduction and growth by reducing liquidity 
constraints, catalyzing donor support, and enabling LICs to protect or even boost priority 
spending during the crisis.  
 
The Fund has also stepped up financial support to countries affected by drought in Africa 
in 2011 and 2012. The arrangements for both Kenya and Djibouti were recently 
augmented, and we are acting on country requests to augment existing arrangements 
related to the drought in the Sahel. 
 
Progress continues under the Highly Indebted Poor Countries (HIPC) Initiative, with over 
90 percent of eligible countries having reached the decision point and over 80 percent 
benefiting from irrevocable debt relief following the completion point. Debt relief 
provided under the HIPC and the Multilateral Debt Relief Initiative is estimated at 
US$90 billion in end-2010 present value terms. At least two more eligible countries are 
expected to reach the completion point by end-2012, and efforts are ongoing to help 
remaining eligible countries benefit from debt relief under the initiatives. 

IV.   STRENGTHENING THE POLICY FRAMEWORK 

IMF resources and the global financial safety net 

Stronger European and global firewalls are key to stemming contagion risks and, 
alongside strong policies, to securing a durable exit from the crisis. The European Central 
Bank’s policy actions have so far worked to attenuate downside risks. But these risks 
remain substantial and could materialize quickly and to devastating effect. At end-March, 
euro area finance ministers committed to raise European firewalls to €800 billion, with 
€300 billion already committed and an accelerated phase-in for the remainder. The Fund 
membership too should move swiftly to raise Fund resources significantly, by at least 
US$400 billion. New resources for the Fund would bolster confidence that a safety net is 



  4  

 

available for all of our members, and would help meet potential global financing needs 
and minimize output losses in the event of further shocks.  

The Fund must, likewise, be prepared to respond to additional LIC financing needs that 
may emerge. The immediate priority is to implement fully the 2009 financing package, 
including the agreed partial distribution of windfall profits from recent gold sales and 
additional bilateral contributions, which would allow us to meet expected needs through 
2014. But we also need to ensure adequate funding of the PRGT for the longer term and 
will take forward this important issue by next September.  

Refining Fund facilities  

The Fund has responded to the ongoing turmoil in the euro area and calls for enhanced 
assistance in the Middle East and North African region by further reforming its lending 
toolkit: 
  
 The Precautionary and Liquidity Line, which replaces the Precautionary Credit 

Line, responds more flexibly to the liquidity needs of members with sound 
economic fundamentals that nonetheless experience increased short-term (actual 
or potential) balance of payments needs due to an exogenous shock, including 
heightened regional or global economic stress.  
 

 Various emergency assistance tools were consolidated into a more flexible non-
concessional emergency assistance instrument—the Rapid Financing Instrument 
(RFI). The RFI can address urgent financing needs arising in a broader range of 
circumstances than natural disasters and post-conflict situations. 
 

Together with the Flexible Credit Line, Stand-by Arrangement, and Extended Fund 
Facility, these new instruments provide unprecedented support to both emerging and 
advanced markets, including joint programs with the European partners.  
 
Building on the comprehensive 2009 reform of our facilities for LICs, a forthcoming 
review will consider refinements to the concessional financing architecture. While the 
new facilities appear to be effective, the protracted turbulence and uncertainty in the 
global economy warrants some reflection on how the Fund can help LICs respond to 
global spillovers, and on how to target scarce resources to where the needs are greatest. 
  
In a parallel review, we will be taking stock of experience under the new debt limits 
policy, in place since 2009, and considering ways that the policy might be adapted to 
strike the appropriate balance between accommodating much-needed productive 
investments and keeping debt at manageable levels. 
  
Enhancing surveillance and policy advice 

Drawing on the 2011 Triennial Surveillance Review, a number of initiatives are in train 
to enhance IMF surveillance and better promote stability at the national and international 
levels. Specifically: 
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 The Fund’s existing flagship reports are giving greater attention to risks and 
spillovers.  

 A unified spillover report will strengthen surveillance of the systemic economies 
and bridge the gap between country and global surveillance. 

 A new external sector report will provide a global overview of external sector 
developments and bring multilateral consistency to our analysis of this key topic.  

 We are working toward an integrated surveillance decision (ISD) to synthesize 
bilateral and multilateral surveillance perspectives in the Article IV consultation. 
A new ISD would enable spillovers from country policies to be discussed and 
collective action issues to be addressed more readily. 

 We are working toward a financial sector surveillance strategy and as a first step 
have put forward a work agenda that covers areas such as macro-financial 
linkages, global systemic risk monitoring, and the development of a macro-
prudential policy framework.  

 Together with the FSB and others, we are leading work to address data gaps that 
pose obstacles to effective bilateral and multilateral surveillance.  

 
In addition, we have an extensive agenda of recent and ongoing analytical work of 
particular relevance to developing countries: 
  
 The debt sustainability framework was recently revised to provide for stronger 

analysis of total public debt and fiscal vulnerabilities and of investment-growth 
linkages. Additional risk ratings were introduced to better capture the overall risk 
of debt distress.  

 We have stepped up analytical work on job creation, the quality of growth, and 
income distribution, and are considering how best to integrate these issues in 
surveillance and program operations.  

 We continue to strengthen the foundations for Fund policy advice on capital 
flows. The Executive Board recently discussed a fourth paper in this area, focused 
on capital flow liberalization and the management of outflows. A fifth paper will 
synthesize this line of work and develop views on capital flow management. 

 A recent staff paper examines cross-country experience with financial deepening 
and considers ways to strengthen financial sector surveillance in LICs. We have 
also implemented the Financial Access Survey to provide researchers and policy 
makers greater information on the reach and impact of financial services 
provision, particularly in developing countries.  

 Staff is analyzing the taxation of natural resources and examining how 
macroeconomic policy advice should be tailored to resource-rich developing 
countries, including how quickly these countries can safely scale up infrastructure 
and other investment spending.  

 The first Vulnerability Exercise for LICs sharpened our understanding of the 
pressures LICs would face in the event of a further global slowdown or surge in 
commodity prices. The second application of this new tool, later this year, will 
examine a variety of tail risk scenarios.  



  6  

 

V.   FUND GOVERNANCE 

Once in effect, the far-reaching governance reforms agreed in 2010 will shift quota shares 
toward dynamic emerging markets and under-represented countries, while protecting the 
voice of the LICs. The reforms will also bring about a shift to an all-elected Executive 
Board, with consolidation of representation of advanced European countries in favor of 
two emerging market chairs. Coupled with the earlier agreement to allow the 
appointment of a second alternate Executive Director for large constituencies (including 
the sub-Saharan African chairs), emerging and developing countries’ voice will be further 
enhanced. To date (April 13, 2012), 93 countries representing about 54 percent of total 
voting power (of the requisite 70 percent) have accepted the quota increase. Bringing the 
quota increase into effect also requires (among other things) the entry into effect of the 
Board Reform Amendment, which 70 members (of the 113 needed) representing about 
46 percent of voting power (of 85 percent needed) have accepted. Urgent action is needed 
to bring the reforms into effect by the 2012 Annual Meetings, as agreed. The Executive 
Board intends to complete a further review of the quota formula by January 2013. 


