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DEVELOPMENT COMMITTEE: THE MANAGING DIRECTOR’S WRITTEN 
STATEMENT  

 
I.   INTRODUCTION  

1.      We are meeting at a time when increased effort is needed by development partners to 
secure the commitments made at Monterrey to help achieve the Millennium Development 
Goals (MDGs). Continued recovery in global growth provides a good opportunity to address 
medium-term vulnerabilities emanating from higher oil prices and large global imbalances, 
which would otherwise have an adverse impact on future prospects for growth, employment, 
and poverty reduction.  

2.      The year 2005 represents an important milestone on the way toward the MDGs in 
2015, especially as the international community prepares for the UN General Assembly 
meeting in September. This year’s Global Monitoring Report, prepared by the Bank and 
Fund staffs, provides an update on progress that countries are making toward establishing 
appropriate policies and institutions, and examines key policies and actions needed to 
achieve the MDGs.1 It emphasizes four areas for action: spurring and sustaining growth; 
scaling up the delivery of human development services; increasing aid and its effectiveness; 
and reducing trade barriers. In this context, it puts a special focus on the challenges faced by 
sub-Saharan Africa. While developing countries are making progress toward implementing 
stronger macroeconomic policies, more is needed, particularly on establishing a sound 
environment for private sector-led growth, governance, and the provision of human 
development services. The report notes that the developed countries should substantially 
increase the level and effectiveness of official development assistance, and pay further 
attention to cooperative actions to sustain global growth over the medium term. Collective 
action from all countries will also be needed to further the trade reform agenda and achieve a 
timely and ambitious conclusion of the Doha Round. The report also emphasizes that 
multilateral financial institutions need to strengthen and sharpen their support to low-income 
countries, including by deepening their involvement in achieving the MDGs within the 
poverty reduction strategies (PRS) framework, adapting their instruments to better respond to 
the needs of member countries, providing better assistance for building capacity and 
institutions, and by strengthening the focus on results and accountability. 

3.      The Fund is considering how it can best position itself in the years ahead to meet the 
challenges of the global environment. The recent Board discussion of the Fund’s medium-
term strategy revealed considerable agreement on the Fund’s core mission of promoting a 
healthy global financial system and sound economic policies and performance in member 
countries.2 After eliciting the views of IMFC members on the strategy at the Spring 
Meetings, we will identify the operational and organizational implications, including 
                                                 
1 Global Monitoring Report 2005—MDGs: From Consensus to Momentum (SM/05/102, 3/14/05).  
2 The Fund’s Medium-Term Strategy—Framework and Initial Reflections (SM/05/78, 3/04/05). 
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priorities and potential tradeoffs among the Fund’s main activities, in time for the 2005 
Annual Meetings. In this statement, I shall summarize the Fund’s assessment of the world 
economic outlook and explain in more detail the Fund’s efforts to review, refine and 
strengthen its activities to help low-income member countries accelerate growth and make 
good progress toward achieving the MDGs. 

II.   GLOBAL ENVIRONMENT AND POLICY RESPONSE 

A.   Overall Outlook and Policy Response 

4.      The global expansion remains broadly on track, with global growth in 2004 reaching 
its highest annual rate—5.1 percent—in nearly 30 years.3 This reflected strong growth in 
some industrial countries, and rapid expansion in developing economies, notably in China. 
Growth has been underpinned by supportive macroeconomic policies and benign financial 
market conditions. In 2005, global growth is expected to moderate somewhat to 4.3 percent, 
due to a narrowing of output gaps, some withdrawal of accommodative macroeconomic 
policies and higher oil prices.  

5.      After falling to unusually low levels in mid-2003, inflation has picked up somewhat 
in all regions, reflecting a combination of stronger growth and higher commodity prices. The 
risk of a further increase in inflation appears moderate in most countries, given ongoing 
monetary tightening in some industrial countries and reasonably well-anchored inflationary 
expectations. Financial market developments have been dominated by changing expectations 
about the pace and timing of monetary tightening in the United States. To date, market 
adjustment to the rise in long-run interest rates has been orderly.  

6.      The risks to the short-term outlook have shifted to the downside, including the 
possibility of a further sharp increase in oil prices, of an increasingly unbalanced global 
expansion, and of higher-than-expected inflationary pressures, which would affect financial 
market conditions, particularly in the U.S. Specifically, conditions in oil markets are likely to 
remain tight for the foreseeable future, with spare productive capacity at historical lows and 
demand continuing to rise. Moreover, the unbalanced nature of the global expansion, should 
it persist, could increase the risk of an earlier-than-expected slowdown of global growth. 
Finally, if inflationary pressures were to prove stronger than expected, this would hasten the 
pace of monetary tightening, with a potentially significant impact on financial markets, and 
especially the housing market. In any case, the inevitable transition toward higher interest 
rates will need to be managed through clear communication to markets to safeguard 
economic expansion and facilitate orderly adjustment.  

7.      A number of medium-term vulnerabilities are increasingly affecting the short-term 
global economic outlook. Global current account imbalances have increased further and little 
improvement is expected in the near future. This may increase the risk of abrupt movements 
                                                 
3 World Economic Outlook: Prospects and Policy Issues (EBS/05/35, Supplement 1, 3/17/05).  
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in exchange rates. Also, although fiscal consolidation is underway in many countries, fiscal 
positions in some countries remain very difficult, posing a significant medium-term threat to 
macroeconomic stability. Moreover, structural weaknesses constrain growth in key areas and 
increase vulnerability to shocks.  

8.      The broadly favorable economic outlook provides an opportunity to address these 
medium-term vulnerabilities by:  

• addressing global current account imbalances, including through medium-term fiscal 
consolidation in the United States, continued structural reform in the Euro Area and 
Japan to boost domestic demand and growth, further strengthening of the financial 
sector in Japan, and steps toward greater exchange rate flexibility in Asia; 

• stepping up the pace of structural reform in developing countries so that they can 
increase their resilience to shocks and have more flexibility to take advantage of the 
opportunities provided by globalization; also, countries with access to capital markets 
should take advantage of the favorable conditions in these markets to further 
strengthen their positions; 

• promoting competitiveness through opening markets via successful and appropriately 
ambitious trade liberalization under the Doha Round, including improved market 
access for developing countries; and  

• strengthening medium-term fiscal positions in both industrialized and developing 
countries to address, among other things, changing demographics.  

B.   Regional Outlooks and Policy Response 

9.      The expansion continues to be sustained by the United States. While business 
investment remains strong, private consumption could slow down as the impetus from past 
macroeconomic policy stimulus and mortgage refinancing abate. Given relatively benign 
inflationary pressures, a measured pace of tightening of monetary policy in the United States 
remains appropriate for now. Significant fiscal consolidation will be needed to ensure 
medium-term sustainability and boost domestic savings for an orderly adjustment in global 
imbalances. The 2005 forecast for the Euro Area has been adjusted downward, as the modest 
recovery of the recent years lost momentum in the second half of 2004. With core inflation 
trending downwards, monetary policy in the Euro Area should remain accommodative until a 
self-sustaining recovery materializes. Also, further action will be required to redress fiscal 
imbalances and cope with the fiscal pressures of ageing populations. In Japan, the economy 
stalled for most of 2004 but a range of indicators suggests that growth should pick up in 
2005, reflecting improved fundamentals in the financial and corporate sectors and in the 
labor markets. The upturn also provides a favorable environment for budgetary savings and 
further reform in the corporate and banking sectors. However, the accommodative monetary 
stance should be maintained until deflationary expectations are clearly dispelled. 
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10.      In emerging markets, economic performance was strong in 2004. 

• In Emerging Asia, growth continued to be robust, reflecting the combined influence 
of the global upturn, accommodative macroeconomic policies, and vigorous domestic 
demand growth. In varying degrees, countries may wish to continue with gradual 
monetary tightening, which would be more effective if accompanied by greater 
exchange rate flexibility. While regional growth is expected to be slightly weaker in 
2005, much will depend on developments in China.  

• In Latin America, growth exceeded expectations and is likely to be robust this year. 
The recovery was supported by a favorable external environment, sound economic 
policies, high commodity prices and, more recently, by an upturn in domestic 
demand. High external financing requirements remain an important vulnerability—
particularly if global interest rates rise—that should be neutralized by reducing public 
debt ratios.  

• In Emerging Europe, growth was at its strongest since the transition to market-based 
systems began and, in some countries, there may be a need in the near term to guard 
against overheating. For the medium term, countries need to continue structural 
reforms to further improve investment climates as well as competitiveness, and 
further develop the institutions that are needed in fully market-based economies.  

11.      In the Middle East and Central Asia, growth in 2004 was strong on the back of high 
energy and metal prices. In 2005, growth is expected to moderate, but the region will 
potentially benefit from global expansion and trade liberalization. Given the high 
unemployment rates in parts of the region, it will be critical to accelerate broad-based 
reforms to enhance the investment climate with a view to putting countries on a sustainable 
high growth path. 

12.      In sub-Saharan Africa, growth in the last year was at an eight-year high and the 
outlook continues to be strong, supported by improved macroeconomic policies, higher 
commodity prices, lower external debt burdens, and progress with structural reforms. While 
most countries continue to undertake reforms, on current trends they are likely to fall 
significantly short of meeting the Millennium Development Goals. They need to further their 
reform efforts by promoting private sector activity, developing infrastructure, and 
strengthening institutions. 

III.   SUPPORTING LOW-INCOME MEMBER COUNTRIES 

A.   The Role of the Fund in Low-Income Member Countries 

13.      The Fund remains fully engaged in efforts to help low-income member countries 
increase growth, reduce poverty, and achieve the MDGs. As an international financial 
institution with near universal membership, the Fund is in a unique position to help 
implement the Monterrey Consensus. The Fund assists its low-income members in 
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establishing macroeconomic and financial stability and building institutions in its core areas 
to foster sustainable growth and poverty reduction. The Fund’s support includes policy 
advice, capacity building, and financial assistance. In addition, the Fund is a strong advocate 
for more and effective international support to low-income countries, and plays a role in its 
coordination. 

14.      In September 2004, the Board identified various issues related to the Fund’s role on 
which further work was needed before conclusions could be reached.4 Recent work has 
focused on operationalizing the framework for achieving the MDGs, strengthening the 
instruments for engaging with low-income members, and helping members achieve and 
maintain debt sustainability. However, it has become increasingly clear that the various 
elements of this work will require a comprehensive approach. For example, recent 
discussions regarding further debt relief have raised significant questions relating to cost and 
possible sources of financing, possible implications for future PRGF operations, and the 
ongoing needs of low-income members. Thus, a key priority for the Fund in the coming 
months will be to unify the work on the Fund’s involvement in the PRSP process, PRGF 
program design, signaling, and debt relief in a single framework, which will further clarify 
the Fund’s role in low-income countries.  

B.   Supporting Low-income Countries’ Efforts for Achieving the MDGs 

15.      This year’s Global Monitoring Report (GMR) noted that, despite the improved 
growth performance, meeting the MDGs will be an enormous challenge for most countries—
especially in Sub-Saharan Africa. Thus, bold actions are urgently needed if these 
development goals are to be realized. The report emphasizes a five-point agenda of 
accelerated and concerted actions by developing and developed countries: 

• Anchor actions to achieve the MDGs in country-led development strategies, which 
should set medium-term targets for progress toward the MDGs and link them to 
medium-term budget frameworks; 

• Improve the environment for stronger, private sector-led economic growth;  

• Scale up human development services through a major expansion of education and 
health services and of water and sanitation infrastructure; 

• Substantially increase the level and effectiveness of aid; and  

• Dismantle barriers to trade, improve market access, and reach a timely conclusion of the 
Doha Round.  

16.      The Fund, within its mandate and expertise, stands ready to help turn the 
recommendations of the report into reality. The Fund is already working, with other 
development partners, to ensure that the PRS approach provides an operational tool for 
                                                 
4 IMF Executive Board Reviews the Role of the Fund in Low-Income Member Countries, Public Information 
Notice (PIN) No. 04/110, September 30, 2004.  
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implementing and coordinating efforts to foster growth, poverty reduction, and progress 
towards the MDGs. The Fund’s involvement in the PRS process is an important factor 
shaping the Fund’s policy advice. In this context, operational changes have been made to 
enhance the effectiveness and country ownership of poverty reduction strategies.5 To 
enhance further the operational dimensions of the PRS approach, the Fund, together with 
other development partners, is preparing an in-depth review of the approach that will draw 
lessons from the experience of countries in implementing poverty reduction strategies and of 
donors in supporting these efforts.6 

17.      The Fund is also working with low-income country members and the international 
community to put in place appropriate policies, and build capacity and institutions. The Fund 
has been helping countries maintain macroeconomic and financial stability through policy 
advice, technical assistance, and financing. Currently, there is a particular focus on the 
challenges of managing a significant scaling up of foreign assistance. The Fund continues to 
assist countries in building sound institutions, which strengthens the capacity of the public 
sector to mobilize domestic revenue and improve budgetary management, which are essential 
for scaling up public services. Moreover, the Fund is helping member countries improve 
governance, including legal and regulatory reforms in its area of expertise, which is 
important for a vibrant private sector. The Fund is also helping its members to observe best 
practices in fiscal transparency, including through the Extractive Industries Transparency 
Initiative.  

C.   Modalities for Financing the MDGs 

18.      Financing for the MDGs figures prominently on the international agenda this year, 
especially as the international community prepares for the United Nations Summit on the 
Millennium Development Goals to be held in September. The Global Monitoring Report 
concludes that official development assistance (ODA) remains well below the level that 
developing countries need and can use effectively. It notes that ODA should be at least 
doubled in the next five years to support the MDGs, particularly in low-income countries and 
Sub-Saharan Africa—through expanding aid budgets and exploring other innovative 
mechanisms. However, the pace of the scaling up of aid should be aligned with recipients’ 
absorptive capacity. Equally important is improving the quality of aid by making firm 
implementation of the Paris Declaration on Aid Effectiveness a central part of the agenda. As 
higher aid inflows could pose significant macroeconomic challenges for recipient countries, 
the Fund is playing its part by looking closely at ways of helping developing countries 
manage such inflows.  

                                                 
5 IMF Executive Board Reviews Poverty Reduction Strategy Papers—Progress in Implementation, Public 
Information Notice (PIN) No. 04/113, September 30, 2004, Corrected: 12/8/04. Poverty Reduction Strategy 
Papers—Proposed Amendments to the Poverty Reduction and Growth Facility (PRGF) Trust and the PRGF-
HIPC Trust Instruments, November 4, 2004. 
6 Concept Note, Joint World Bank and IMF Report on Poverty Reduction Strategy Papers—Progress in 
Implementation, 2005 PRS Review, February 2, 2005.  
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19.      The most effective way to generate additional resources for the MDGs would be for 
donor countries and multilateral institutions to increase their ODA contributions. However, if 
the international community is unable to achieve a sufficient increase in development 
financing through current avenues, consideration should be given to alternative mechanisms, 
including innovative modalities such as the International Finance Facility (IFF) and global 
taxes. At the request of the Development Committee, a paper was prepared by the Fund and 
World Bank staffs that reports on progress in taking these mechanisms forward. 7 It notes that 
it is essential that any alternative financing mechanism should increase total development 
aid, rather than simply crowd out contributions from current sources. There may be potential 
for some of the alternative mechanisms proposed to increase aid volumes given sufficient 
political support, but many operational hurdles, including some legal issues, would need to 
be resolved.8  

D.   Refining the Fund’s Policy Advice and Strengthening its Instruments  

20.      The Fund’s 2004-05 conditionality review identified important lessons for the Fund’s 
policy advice to low-income member countries. In particular, the review noted that greater 
attention needs to be given to the impact of exogenous shocks on external adjustment and 
debt sustainability, and to the appropriate financing mix for low-income countries. This 
analysis will be complemented by the review of PRGF program design currently underway. 
The latter review, which will be discussed by the Board in mid-2005, will consider the 
linkages between institutions and growth, examine monetary and fiscal policy design in 
countries where stabilization has been achieved, and investigate the macroeconomic 
challenges of managing increases in aid flows. A pilot project is already underway to develop 
alternative macroeconomic scenarios for individual countries based on different projections 
of aid flows. 

21.      Emergency assistance for natural disasters: The Executive Board agreed in January 
2005 to subsidize emergency assistance for natural disasters to PRGF-eligible members.9 
Members that have previously received emergency assistance for natural disasters, but have 
not yet fully repaid such assistance will be able to benefit from this initiative, as well as 
members affected by the recent tsunami who have used such assistance. To help these latter 
members and others affected by the tsunami, the Fund moved quickly to provide an 
assessment of the macroeconomic impact of the natural disaster. These efforts also facilitated 
the Paris Club creditors’ recent decision to provide a one-year moratorium on debt service. 

                                                 
7 Moving Forward—Financing Modalities Toward the MDGs (SM/05/104, 3/17/05).  
8 Aid Effectiveness, and Financing Modalities (SM/04/329, 9/22/04). Also, Moving Forward—Financing 
Modalities Toward the MDGs (SM/05/104, 3/17/05). 
9 IMF Executive Board Approves Proposal to Subsidize Emergency Assistance for Natural Disasters for PRGF-
Eligible Members, Public Information Notice (PIN) No. 05/8, January 27, 2005.  
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22.      Shocks Facility: Following interest expressed by Ministers, options are also being 
explored to help low-income countries without PRGF arrangements adjust to exogenous 
shocks. 

23.      Post-program monitoring and Access: The Executive Board adopted in March 2005 a 
decision extending post-program monitoring to PRGF resources.10 As part of the 
implementation of the Executive Board’s decision to adopt norms for tapered access to 
PRGF resources under successive arrangements, operational guidance has been finalized 
clarifying the policy on blended use of PRGF resources and resources from the General 
Resources Account, and on the augmentation of PRGF arrangements in response to shocks.11  

24.      Signaling: Understanding how the Fund delivers signals to countries, donors, and 
markets about low-income members’ policies is important to ensure that the Fund has the 
appropriate instruments to assist low-income members. A paper that explores the scope for 
improving the Fund’s signaling in low-income countries is being prepared for discussion 
after the Spring Meetings. It draws on extensive consultations with donors and low-income 
members on their needs, outlines current practice and experience, and considers whether 
there is scope for improvement, either by modifying existing arrangements or through new 
instruments. In addition, another paper is being prepared which will consider how to 
strengthen the Fund’s role in donor coordination within countries in support of PRSP.  

25.      PRGF Financing Needs: In order to maintain adequate capacity of the PRGF 
instrument to meet future needs, work is underway on estimating the financing requirements 
of the PRGF beyond 2006, and on assessing the available resources. Both will be influenced 
by a number of related considerations, including the possible provision of further debt relief 
beyond HIPC and proposals for new instruments to assist low-income countries. The 
Executive Board will return to the issue of the future financing needs of the PRGF and 
options for moving toward a self-sustaining PRGF later this year. 

E.   Debt Relief and Debt Sustainability 

26.      Further progress has been made in implementing the enhanced HIPC Initiative. Since 
September 2004, 4 more countries—Honduras, Madagascar, Rwanda, and Zambia—have 
reached the completion point, bringing the total to 18 countries. In order to give additional 
countries the opportunity to benefit from HIPC debt relief, the Executive Boards of the Fund 
and the World Bank decided in September 2004 to extend the sunset clause under the HIPC 
Initiative to 2006 and to ring-fence its application to low-income countries with 
unsustainable debt as of end-2004. As part of the next report on progress in implementation 
of the Initiative, staff will present a preliminary list of countries that meet the criteria, with 

                                                 
10 Extension of Post-Program Monitoring to Cover the Use of PRGF Resources (SM/05/86, 3/14/05). 
11 Operational Guidance Note on Access under the Poverty Reduction and Growth Facility (SM/04/384, 
11/10/2004). 
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the objective of extending the Initiative’s coverage, while preventing it from becoming a 
permanent facility.  

27.      However, to preserve the potential benefits of debt relief, especially in light of many 
low-income countries’ ongoing financing needs, it will be critical to help countries avoid 
excessive borrowing. This is the purpose of the new debt sustainability framework for low-
income countries initially discussed by the Executive Boards of the Fund and the World 
Bank last year. At that time, the key elements were endorsed, including a standardized 
forward-looking analysis of debt and debt service indicators, an assessment of sustainability 
informed by indicative policy-dependent debt burden thresholds, and a consistent financing 
strategy. Since then, work has continued on the details of the debt-burden thresholds to be 
used and the modalities of collaboration between the two institutions in deriving a common 
assessment of sustainability. Revised debt-burden thresholds and the modalities for Fund and 
World Bank collaboration were agreed upon during a Board meeting on April 11, 2005.  

28.      Beyond this, at the last Annual Meetings, Ministers called on the Fund to consider 
further debt relief and its financing. Since that time, some countries have expressed their 
support for providing as much as 100 percent multilateral debt relief on a case-by-case basis. 
The Executive Board held a seminar in March to consider how debt relief can play a role in 
helping low-income countries tackle their problems and progress toward the MDGs. Further 
debt relief would ease concerns about debt sustainability while attracting additional financing 
to achieve the MDGs, and would also provide predictable resources with low transaction 
costs. However, debt relief is only one way to use scarce resources, and it is one that 
allocates them on the basis of past borrowing rather than current policies or needs. Therefore, 
the benefits of debt relief need to be weighed against other potential uses of scarce resources. 
Executive Directors stressed that the Fund should only provide further debt relief in the 
context of a broader international initiative, without jeopardizing future PRGF lending 
operations, and not without first securing adequate financing of its contribution. This is 
especially important as the Fund’s commitments under the HIPC Initiative are not yet fully 
funded. 

IV.   DOHA NEGOTIATIONS AND THE TRADE INTEGRATION MECHANISM 

29.      An ambitious and timely conclusion to the Doha Round remains one of the most 
obvious contributions that could be made to bolstering global growth, including for low-
income members, over the medium term. At last year’s Annual Meetings, Ministers stressed 
the need to translate agreed WTO frameworks into tangible results. Since then, the Fund has 
examined the trade-related challenges facing its members, and associated Fund policy 
advice.12 Achieving a successful outcome of the Doha Round requires commitment by 
developed and developing countries. In recognition of the potential adjustment costs in some 

                                                 
12 Review of Fund Work on Trade (SM/05/47, 2/7/05), and The Acting Chair’s Summing Up (BUFF/05/45, 
3/15/2005). 
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developing countries and the broader need for appropriate complementary policies, Fund 
activities in support of trade adjustment have been significantly strengthened.  

30.      The Fund’s Trade Integration Mechanism (TIM) was developed in 2004 to help 
provide financial assistance to members facing balance of payments pressures resulting from 
multilateral trade reforms. Bangladesh and the Dominican Republic have received support 
under the TIM, and discussions are underway with several other countries. The Fund has also 
sharpened its surveillance of countries with potential trade-related vulnerabilities and 
continues to provide technical assistance in this area. Looking forward, we are examining the 
use of floating tranches under Fund arrangements to support trade reforms. We are also 
working with our partners in the Integrated Framework in order to further strengthen its 
ability to serve as a mechanism enabling increased donor support for trade adjustment while 
ensuring country ownership and donor coordination.  

V.   VOICE AND PARTICIPATION OF DEVELOPING COUNTRIES AND COUNTRIES IN 
TRANSITION 

31.      The Fund continues to consult with its shareholders toward needed consensus on the 
critical questions of quota, voice, and participation. In recent discussions of the Fund’s 
medium-term strategy, Directors agreed that voice and participation issues should remain a 
key element of the strategy going forward, and that the period of the 13th General Review of 
Quotas would provide an important opportunity to make progress on these issues. Given the 
different positions and perceptions of members in this area, Directors agreed that the Fund’s 
membership must consider closely and in a cooperative manner how best to take these issues 
forward. Many Directors suggested that this also include exploring prospects for pursuing 
various suggestions that would facilitate progress even in the absence of a general increase in 
Fund quotas. 


