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April 12, 2007 
 

DEVELOPMENT COMMITTEE: THE MANAGING DIRECTOR’S WRITTEN 
STATEMENT  

 
I.   INTRODUCTION  

1.      This year’s Global Monitoring Report (GMR) notes that higher economic growth is 
translating into declining poverty levels.1 Although the developing world as a whole is 
expected to meet the Millennium Development Goal (MDG) on reducing poverty, sub-
Saharan Africa is not on track to meet this goal. In addition, as the GMR also notes, OECD 
Development Assistance Committee donors’ promises of higher aid to sub-Saharan Africa 
have not yet materialized. An ambitious Doha Round outcome would contribute significantly 
to global growth and stability and reduce the risk of renewed trade protectionism.  

2.      The Fund’s medium-term strategy (MTS) reaffirms its commitment to being a partner 
in the international effort to achieve the MDGs. In addition to giving financial support, the 
Fund also provides policy advice and technical assistance. We are working to make Fund 
engagement in low-income countries more flexible and focused on what is essential and on 
areas where the Fund has a comparative advantage and expertise.    

3.      In this statement, after summarizing the Fund’s assessment of the world economic 
outlook, I shall report on the progress that has been made in implementing key parts of the 
Fund’s MTS. 

II.   GLOBAL ENVIRONMENT AND POLICY RESPONSE 

A.   Overall Outlook and Policy Response 

4.      The world economy is expected to continue to expand robustly in 2007 and 2008, with 
only a modest deceleration from the rapid GDP growth of 5.4 percent in 2006. The slowdown 
in 2007 is expected to be most pronounced in the United States, with emerging-market and 
other developing countries likely to continue to grow strongly, drawing support from 
generally benign global financial conditions and high commodity prices. Concerns about 
inflation are less pronounced than six months ago. 

5.      This outlook is subject to some risks in the short- to medium-term.  

• A sharper downturn than expected in the U.S. housing market could start to have a 
broader effect on the U.S. economy. 

                                                 
1 Global Monitoring Report 2007—Confronting the Challenges of Gender Equality and Fragile States, April 
2007. 
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• Although inflationary pressures in the advanced economies have eased somewhat, 
there remains a possibility that, with global excess capacity declining, price pressures 
could pick up.  

• The continued potential for supply-side shocks in the oil market remains a concern. 
The decline in oil prices since last August has provided relief to the global economy, 
but the oil market remains an important source of potential volatility. Financial 
markets continue to suggest upside risks to the price of oil.   

• There is a risk of a deeper and more sustained retrenchment from risky assets if 
financial markets continue to be volatile. Spillovers from the deterioration in the 
subprime segment of the U.S. housing market have been limited to date. But there 
could be a broader impact on other market segments where lending standards  
weakened in 2006, as well as on the housing market more generally, if tightening 
lending standards in the subprime segment lead to a broader reappraisal of credit 
availability across the economy. 

• Although a low-probability event, the risk of an abrupt and disorderly adjustment in 
the U.S. current account deficit remains, with potentially heavy costs on the global 
economy. 

• Protectionist forces could rise in the years ahead, reversing some of the gains from an 
increasingly integrated global economy. 

6.      Policymakers need to address these risks and vulnerabilities, by:  

• Continuing to steer the global economy on a path that is consistent with low inflation 
and macroeconomic stability as the global expansion enters its fifth year.  

• Focusing fiscal policy on necessary consolidation and reform in the face of aging 
populations in many advanced and emerging-market countries, while providing room 
for automatic stabilizers to work as needed. Sustained progress will depend on more 
ambitious progress with reforms to contain increasing expenditures as populations age, 
particularly in areas such as health care and pensions, and to avoid the erosion of 
revenue bases.  

• Revitalizing the Doha Round of multilateral trade liberalization to provide a major 
boost to medium-term prospects and reduce the risk of increased protectionism. 

B.   Regional Outlooks and Policy Response 

7.      In the United States, the pace of economic activity slowed in 2006, primarily on 
account of a sharp contraction in residential investment. With the drag from the housing 
market expected to fade gradually, growth is expected to recover slowly through the year and 
return to potential only by mid-2008. The Federal Reserve has appropriately held policy 
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interest rates steady since mid-2006, balancing the risks of inflation above its comfort zone 
against prospects of weaker growth. Turning to the medium term, the authorities aim to 
balance the budget by FY2012. While this objective is welcome, the planned consolidation 
may be difficult to achieve since the underlying budget plans involve extremely ambitious 
expenditure restraint. With growth in the Euro Area projected to remain close to or above 
potential, and the possibility of some further upward pressure on factor utilization and prices, 
an increase in interest rates to 4 percent by the summer would seem warranted. However, 
some additional policy action may still be required if growth momentum remains above trend 
and risk to wages and prices intensify. In Japan, real GDP growth is expected to be 
maintained around its potential over the next two years. With inflation still near zero, 
monetary accommodation should be removed only at a gradual pace and on evidence that the 
momentum of the expansion has been firmly established. With limited room for further 
expenditure cuts, future fiscal reforms will need to focus on revenue measures.  

8.      In emerging markets, growth is expected to remain strong. 

• In Emerging Asia, growth continues at a brisk pace and the near-term outlook remains 
very positive. Inflationary pressures remain generally well contained, helped by real 
currency appreciation in some countries. Greater exchange rate flexibility is needed in 
China, as may a further tightening of monetary policy in India. While fiscal balances 
are expected to strengthen in most countries in 2007, policy priorities differ across 
countries.  

• In Latin America, growth is expected to ease somewhat in 2007. The external 
environment is expected to become somewhat less favorable as global growth 
moderates and oil and metals prices decline from the record levels of 2006. Lower 
commodity prices will put pressure on current account and fiscal balances and make it 
more difficult to meet growing demand for increased social spending. In this 
environment, an even greater premium will need to be placed on fiscal reforms. 

• In Emerging Europe, growth continued to be robust, but is expected to moderate 
slightly in 2007, largely reflecting slower growth in Western Europe and policy 
tightening in some countries. However, the heavy reliance on foreign savings makes 
some countries vulnerable if international financial markets become tighter. 
Addressing this vulnerability will require a policy mix of fiscal consolidation, 
adequate prudential supervision and regulatory frameworks, and, in some countries, 
tightening of monetary policy. 

9.      In the Middle East, oil-exporters enjoyed another year of solid growth, including in the 
non-oil sectors. Growth in oil-importing countries was also maintained, reflecting an upturn in 
foreign direct investment and a favorable supportive global environment. Managing increased 
oil revenues remains the central policy challenge for oil-exporting countries in which the 
priorities should be encouraging private sector activity and employment generation. It will be 
important that higher expenditure be accompanied by capacity-enhancing reforms to bring 
lasting supply-side improvement.  
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10.      In the Commonwealth of Independent States, real GDP growth continues to expand 
briskly reflecting the solid performance of energy exporters and an increase in activity among 
energy importers. Real GDP growth in 2007 and 2008 is expected to be second only to 
emerging Asia among the major regions. Given strong domestic demand, governments will 
need to avoid excessive public spending increases such as on pensions and wages. The main 
priorities are broadening and deepening domestic financial markets, reforming civil services 
and the energy sector, making tax systems more growth- and investment-friendly, 
strengthening the protection of property rights, reducing corruption and state intervention, and 
strengthening legal and regulatory systems.  

11.      In sub-Saharan Africa, the outlook remains very positive with higher GDP growth 
driven by oil-exporting countries expected in both 2007 and 2008. Sustaining the recent 
improvement in macroeconomic stability will be crucial, particularly in oil-exporting 
countries where there are strong pressures for increased government spending. To make faster 
progress towards the MDGs, it is important that development partners open their markets to 
African exports and make good on their commitments for more and better aid, and that 
regional governments continue to press ahead with reforms to promote private sector 
investment and employment, particularly by strengthening institutions and improving the 
business climate. Such reforms will need to include further trade liberalization, strengthened 
and more developed financial sector, streamlined regulations and improved governance, and 
better infrastructure.  

III.   ROLE OF THE FUND IN LOW-INCOME COUNTRIES 

12.      To support our low-income members and help them make faster progress towards the 
MDGs, we have put into place new facilities and delivered debt relief under the Enhanced 
Heavily Indebted Poor Countries (HIPC) Initiative and the Multilateral Debt Relief Initiative 
(MDRI). Recent efforts have concentrated on determining how members can consolidate 
gains from debt relief while avoiding a reaccumulation of excessive debt, and best maintain 
macroeconomic stability in the face of potentially larger and volatile aid flows. Within the 
realm of our expertise, we continue to assist members in their efforts to strengthen public 
financial management, improve the management of natural resource revenues, reform their 
financial sectors, and enhance private sector growth. In addition, we are planning to review 
the Fund’s involvement in the Poverty Reduction Strategy Paper (PRSP) process and its 
collaboration with donors in low-income countries.  

13.      The Fund now has in place a wider array of instruments to support its low-income 
agenda. While the Poverty Reduction and Growth Facility (PRGF) remains the main 
instrument of Fund financial assistance to low-income countries, our support has become 
more flexible and tailored to each member’s individual needs through the Exogenous Shocks 
Facility (ESF) and the Policy Support Instrument (PSI). Four countries are now benefiting 
from the PSI, and it is expected that demand for this instrument will grow further. A review of 
the PSI is expected to take place in 2008. 
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14.      Debt relief to member countries under the HIPC Initiative and the MDRI continues to 
move forward. A total of 22 countries have reached their HIPC Initiative completion point, 
and 24 countries have received debt relief from the Fund under the MDRI. A further eight 
countries are between HIPC Initiative decision and completion points. The need to secure 
additional resources to allow all pre-decision point HIPCs (including protracted arrears cases) 
to benefit from debt relief has become even more pressing with the expansion of the list of 
countries eligible or potentially eligible for assistance under the HIPC Initiative. 

15.      Work is also continuing on improving the quality and rigor of debt sustainability 
analyses and fostering their use by borrowers and creditors. Recent refinements to the joint 
Debt Sustainability Framework (DSF) for Low-Income Countries have focused on integrating 
new policy challenges, including the increased borrowing space in some low-income 
countries following debt relief, rising domestic debt, and the emergence of new creditors. 
While concessional inflows remain the most appropriate source of external financing for low-
income countries, nonconcessional borrowing could be considered on a case-by-case basis. 
Use of the DSF is expanding, with all low-income countries now expected to undertake debt 
sustainability analyses on an annual basis. Under the new framework, country authorities are 
expected to take a more active role in the preparation of these exercises, as part of the design 
of their own medium-term debt strategies. The Fund and the World Bank have been active in 
disseminating these analyses and encouraging their use by all creditors. Regional 
development banks have expressed an interest in being more closely involved in the 
preparation of DSAs with a view to using their results to inform their lending decisions. We 
are discussing with them ways to foster a more active exchange of views in this regard. 

16.      Our Executive Board will soon consider papers on recommendations for policy 
formulation and program design in the context of potential scaling-up of aid and aid volatility. 
Program design has evolved in the last few years to help low-income members use available 
aid effectively by accommodating higher spending on health and education while maintaining 
macroeconomic stability. Further changes may be needed to enable countries to absorb 
substantially larger aid inflows while preserving hard-won macroeconomic improvements. 
Attention will also be paid to developing appropriate policies in the event that aid is volatile 
or is not scaled up.  

17.      I continue to be concerned about the lack of progress on scaling up aid. Fulfillment of 
the aid commitments made at Gleneagles would help create space for the higher social and 
infrastructure spending necessary to accelerate growth and fight poverty. However, trends in 
commitments of aid, excluding debt relief, are falling well short of what is necessary to meet 
the Gleneagles targets, particularly for Africa. This calls into question the ability of many 
countries to reach the MDGs. Moreover, increases in aid volumes are concentrated on a 
handful of recipient countries. We must also step up our efforts to increase the effectiveness 
of aid. While there is some progress in implementing the Paris Declaration, more needs to be 
done to translate the commitments to donor coordination and alignment into actual 
improvements on the ground.  



- 6 - 

 

18.      As noted in the GMR, about 27 percent of the extreme poor in developing countries 
live in fragile states, where the quality of policies, institutions, and governance substantially 
impair economic performance, the delivery of basic social services, and the efficacy of donor 
assistance. These countries need to establish macroeconomic stability, build capacity, and 
start fundamental structural reforms. They also face particular challenges in meeting the 
MDGs, and will need substantial and sustained external support in the form of technical 
assistance, policy advice, and highly concessional financial assistance. Unless these 
challenges are addressed, fragile states pose risks that may spill over to other countries.  

19.      The Fund is actively engaged in assisting almost all these fragile states. Our assistance 
takes the form of policy advice on fiscal, monetary, exchange rate, and financial issues; help 
in identifying gaps in the related institutional and legal frameworks; and technical assistance 
to follow up much of this advice—all essential elements of state-building. While the Fund’s 
direct financial assistance is generally not a major element of financing packages, for some 
countries its lending—most often through post-conflict emergency assistance or the PRGF—
can also be an important catalyst for mobilizing other external support. Fund staff are 
currently preparing a report that reviews support to post-conflict countries and other fragile 
states, and examines the adequacy of existing Fund instruments to meet the specific 
requirements of these states in terms of policy flexibility and capacity-building. 

20.      Our low-income agenda also addresses, in part, the recommendations made in the 
Independent Evaluation Office’s (IEO) evaluation of aid to sub-Saharan Africa.2 The IEO 
report acknowledges the important contribution of the Fund in improving the region’s 
macroeconomic performance. But, it also recommends clarifying the Fund’s role in low-
income countries, including in determining and mobilizing aid requirements of individual 
countries, and in working with development partners. The report also suggests that Fund 
communications on aid and poverty reduction should better reflect the Fund’s policies and 
practice. This recommendation, as well as that for broader outreach in low-income countries, 
will be considered as part of a review of the communications strategy. The Fund’s Board will 
consider an action plan to address the recommendations of the IEO before the Annual 
Meetings. 

IV.   BANK-FUND COLLABORATION 

21.      The External Review Committee on Bank-Fund Collaboration3 has made a number of 
recommendations, including some that are particularly relevant to the work of the two 
institutions on low-income countries.4 The main message of the Committee’s report is that 

                                                 
2 Independent Evaluation Office—An Evaluation of the IMF and Aid to sub-Saharan Africa (SM/07/68, 
02/13/07). 

3 The Committee comprised Pedro Malan (Chairman), Michael Callaghan, Caio Koch-Weser, William 
McDonough, Sri Mulyani Indrawati, and Ngozi Okonjo-Iweala. 

4 Report of the External Review Committee on Bank-Fund Collaboration, (DC2007-0006, 03/28/07). 
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improved collaboration will enhance service delivery to member countries, and that the 
institutions should seek to foster a culture of collaboration at all levels. It notes that while 
current efforts have yielded results, and that there are many examples of good collaboration 
between the Bank and the Fund, there is scope for further improvement. The report has been 
made public, and has been presented to a joint meeting of the Boards of both institutions, and 
further discussed in separate informal Board meetings. The President of the World Bank and I 
will bring specific joint proposals to the two Boards in the summer. 

V.   RESHAPING FUND SURVEILLANCE TO MAKE IT MORE EFFECTIVE   

22.      Effective Fund surveillance brings important benefits to all of its members—both 
developed and developing. We are continuing to reshape and refine surveillance to ensure its 
sustained effectiveness in the changing global environment. To serve the membership better, 
surveillance must be focused, candid, transparent, even-handed, and accountable, while 
dealing better with cross-country spillovers. Since the Annual Meetings, significant progress 
has been made towards achieving these goals. 

23.      The framework for surveillance is being modernized. The Board has found important 
areas of broad agreement in the review of the 1977 Decision on Surveillance Over Exchange 
Rate Policies and is building common ground where agreement is yet to be reached. Three 
principles should guide any revision: (i) there should be no new obligations, and dialogue and 
persuasion should remain key pillars of surveillance; (ii) the Decision should pay due regard 
to country circumstances, and emphasize even-handedness; and (iii) it should remain flexible, 
to allow surveillance to continue evolving.  

24.      The Executive Directors also exchanged views on a possible clear and high-profile 
statement of time-bound surveillance priorities to guide implementation and facilitate ex post 
monitoring of effectiveness, against the background of the existing accountability and 
independence framework. In this connection, the Board agreed that a strengthened 
methodology for assessing the effectiveness of surveillance should be introduced in the 
context of the 2008 triennial surveillance review.5 There is a general view that the framework 
should ensure rigor, continuity, and strategic prioritization, drawing on the experience of 
comparable institutions.  

25.      Several innovations were introduced over the past year in the way the Fund 
implements surveillance, some on an experimental basis. Lessons from the innovations will 
allow us to define and agree on a more modern format for surveillance, targeted to today’s 
globalized environment. Specifically: 

• The first multilateral consultation has provided a new forum for multilateral 
discussions on an issue of collective concern—global imbalances. Candid and 
constructive policy discussions have taken place with China, the euro area, Japan, 

                                                 
5 Toward a Remit-Independence-Accountability Framework—Clarifying Accountability and Methodological 
Issues in Assessing the Effectiveness of Surveillance (SM/07/35, 1/22/07, and Sup. 1, 1/22/07). 



- 8 - 

 

Saudi Arabia, and the United States. Interest has also been expressed in a second 
consultation on how financial globalization and innovation influence growth and 
stability.  

• At the bilateral level, surveillance is becoming more selective, identifying the most 
important risks facing members and focusing on core topics within the Fund’s 
mandate.  

• Regional surveillance has expanded, covering established currency unions and, 
through analytical work and technical assistance, additional regions.  

• Surveillance of the financial sector and capital markets is being strengthened and 
concrete steps are being taken to improve its integration with macroeconomic analysis. 
Financial sector issues are being prioritized in surveillance at all levels: multilateral, 
regional and bilateral, with emphasis on analyzing the implications of financial sector 
developments for macroeconomic stability and growth.   

• Analytical tools are being used to capture cross-country spillovers and draw policy 
lessons.  

• Methodologies for assessing exchange rate levels have been extended and their 
implementation broadened. After the Spring Meetings, a discussion of an IEO report 
will provide additional insight into the Fund’s exchange rate policy advice. 

26.      Recent developments in financial markets and world trade have underscored the 
importance of the Fund’s role in multilateral surveillance. In particular, the financial volatility 
seen in February this year highlighted the need for the Fund to continue its work on spillovers 
and a possible disorderly unwinding of global imbalances. The Fund also continues to call 
attention to risks of renewed trade protectionism, and the role an ambitious Doha Round 
outcome could play in reducing these risks.   

VI.   EMERGING MARKET ECONOMIES AND CRISIS PREVENTION  

27.      The Fund is making good progress in improving its support of emerging market 
economies. Many of these countries have moved from a program to a surveillance-only 
relationship with the Fund. This positive trend is likely to continue against a backdrop of 
favorable financial conditions and robust growth. However, macroeconomic fundamentals 
still vary widely among emerging market countries and some vulnerabilities remain. It would 
be therefore prudent for these countries to prepare for times when market access is more 
constrained and the risk of spillovers is higher.  

28.      In these circumstances, the Fund has been focusing on strengthening its diagnosis of 
vulnerabilities and the coverage of financial and capital markets to support emerging markets’ 
crisis prevention efforts. In addition to the efforts described above to make surveillance 
sharper, a new methodology for assessing underlying vulnerabilities and exposure to crisis 
risks in emerging markets has been introduced.  
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29.      A new liquidity instrument designed for crisis prevention is being considered. This 
instrument, which would complement the existing instruments, would give confidence to 
potential users that sufficient access would be available in a crisis situation, while 
safeguarding the Fund’s resources and minimizing moral hazard.  

30.      After the Spring Meetings, work will concentrate on implementing the policy changes 
endorsed by our Executive Board and making sure they become mainstream, and on 
developing the policies required to follow up on the remaining recommendations of the MTS 
relating to emerging markets.  

VII.   BUILDING CAPACITY AND INSTITUTIONS  

31.      As sound institutions and implementation capacity are critical for macroeconomic 
stability, growth, and poverty reduction, the Fund continues to provide policy advice and 
technical assistance (TA) in areas of its mandate. These activities are also a major element in 
national and international efforts to strengthen governance, transparency, and accountability.  

32.      Work has continued on aligning capacity building more closely with the priorities of 
both the recipient members and the Fund. We are taking steps to ensure that technical 
assistance and training respond to country needs, are coordinated with other providers, and are 
guided by appropriate priorities. The process for allocating technical assistance resources has 
been improved, including through the introduction of medium-term regional plans, which will 
be integrated with the budget process. Further work has been undertaken on the role of Fund 
training, including continuation of the strategy of cutting training costs through co-financed 
courses at regional training centers. Recognizing the critical capacity-building needs of 
developing countries, a third AFRITAC—the Central Africa Technical Assistance Center—
has been opened in Gabon, as has a seventh regional training program in India.  

33.      The Fund’s TA is intensifying in some specific areas. A strategy is being developed, 
jointly with the World Bank, to enhance capacity building in the design of medium-term debt 
strategies, both in emerging markets and low-income countries.6 Work is also underway on 
helping countries manage oil revenues, which complements Fund recommendations on 
resource revenue transparency and its support for the Extractive Industries Transparency 
Initiative. Fund assistance also helps member countries promote a sound business 
environment, in particular through the development and maintenance of transparent and stable 
regulatory systems that are also conducive to efficient private sector activities. Areas of focus 
are pricing systems, exchange and trade regimes, and banking systems and regulation. 

VIII.   DOHA NEGOTIATIONS AND AID FOR TRADE 

34.      Rapid progress is needed in the Doha Round negotiations, as the present political 
window of opportunity may soon close. Bilateral free trade agreements and other preferential 
                                                 
6 Strengthening Public Debt Management Practices—Lessons from Country Experiences and Issues Going 
Forward (SM/07/111, 3/27/07). 
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trade agreements can, under the right conditions and if well designed, help open the global 
economy; however, they cannot substitute for the Doha Round or for national programs of 
trade liberalization and there is a risk that negotiations of preferential arrangements might 
detract from the Doha Round. Successive multilateral trade rounds have secured expanded 
market access for developing country exports, contributing significantly to economic growth 
and stability in the developing world. Moreover, the strong multilateral trade system erected 
through these trade rounds is particularly important for developing countries. Many of the 
benefits from an ambitious Doha Round outcome would flow to low-income countries, where 
they are most needed. But to fully exploit these potential benefits will require: (i) delivering 
on trade-related assistance (“aid for trade”), and (ii) complementing these steps by further 
trade and other reforms in the low-income countries themselves. Trade reforms at home and 
abroad should be complemented by policies to help the domestic economy adjust to the 
pressures of globalization—including in such areas as education, the labor market, and social 
safety nets. 

IX.   QUOTA AND VOICE ISSUES 

35.      The Fund is moving forward with the second stage of quota and voice reform. The 
first-round ad hoc quota increases, agreed in Singapore, aimed at strengthening the voice of 
four of the Fund’s most clearly underrepresented members: China, Korea, Mexico, and 
Turkey. Work is now proceeding on the second stage to strengthen further the voice of our 
most dynamic members, many of which are emerging markets, through development of a 
simple and transparent quota formula that can guide a second round of ad hoc increases. 
Equally important, work is underway toward enhancing the voice and participation of low-
income countries. A key element of this agenda is an amendment to the Fund’s Articles of 
Agreement that would, at a minimum, double basic votes for all members, and protect the 
voting share of low-income countries as a group. The amendment would also ensure that the 
share of basic votes in total voting power remains constant in the event of future quota 
increases. In addition, actions are also being taken to increase the staff resources for 
Executive Directors elected by a large number of member countries. 

36.      The Thirteenth General Review of Quotas was initiated through a decision to establish 
the Committee of the Whole.7 This review is expected to be completed by January 28, 2008. 

 

                                                 
7 Committee of the Whole for the Thirteenth General Review of Quotas (EBD/07/4, 1/11/07) and DEC/A/12738.  


