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DEVELOPMENT COMMITTEE: THE MANAGING DIRECTOR’S WRITTEN STATEMENT 
 

Heightened uncertainties in the global economy pose a threat to continued strong growth in 
emerging and developing countries. Global policy priorities include urgent action by 
advanced economies to address mutually-reinforcing fiscal and financial vulnerabilities, 
reforms to promote more balanced, inclusive growth, and measures to enhance resilience in 
developing economies. In the event that downside risks materialize, the Fund can respond 
rapidly and flexibly to new financing requests by drawing on the enhanced mechanisms put 
in place since the start of the crisis. Meanwhile, to further improve our support for members, 
work is underway on reforms to strengthen our surveillance, develop a more effective global 
financial safety net, and enhance our engagement with countries in fragile situations. 

 

I.   INTRODUCTION AND ECONOMIC OUTLOOK  

1.      Global activity has weakened and become more uneven, and downside risks are 
growing. Global output is projected to expand by about 4 percent in 2011 and 2012, with 
major advanced economies growing by 1½ percent and emerging and developing economies 
growing by 6 percent this year. Flagging growth in advanced economies reflects the stalled 
rebalancing of demand from the public to the private sector and sharply elevated risks to 
financial stability. Key advanced economies could experience low growth for several years, 
although their economic prospects depend on how they confront their fiscal challenges.  

2.      While growth remains strong in many emerging and developing countries, their 
economic prospects have become more uncertain. Risks related to commodity prices, 
overheating, and social and political unrest in some parts of the world continue to loom large. 
Among LICs, progress in rebuilding macroeconomic policy buffers after the crisis has been 
slow, reflecting in part the spike in commodity prices earlier this year. This makes them 
highly vulnerable to tail risks, in particular a renewed global economic downturn, but also 
further commodity price volatility. 

II.   POLICY ISSUES  

Macroeconomic Policy Priorities 

3.      The uneven nature of the global expansion and the many risks that threaten activity 
underscore the need to rebalance demand from deficit to surplus countries and from the 
public to the private sector. For advanced economies, the near-term priority is to stop fiscal 
and financial vulnerabilities from reinforcing one another. Priorities include implementing 
strong and credible medium-term fiscal consolidation plans, and reinforcing the financial 
system by, among other actions, putting more capital in those banks that need it.  

4.      Rebalancing has been driven mainly by weak demand in advanced deficit economies, 
rather than strong demand in emerging surplus economies. More inclusive growth in 
emerging surplus economies—through better pension, healthcare, and education systems—
together with more flexible exchange rates where needed, would support global growth. 
Emerging economies need to further strengthen their financial stability frameworks to cope 
with volatile capital inflows and sudden reversals. In other economies, notably in the Middle 
East and North Africa (MENA) region, the challenge is to achieve higher and more inclusive 
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growth, with enough private sector jobs to absorb a fast-growing labor force, and to provide 
broader access to economic opportunity, social protection for the vulnerable, and strong 
institutions that ensure accountability and good governance.  

5.      In the event of a sharp global downturn, the scope for fiscal stimulus may be more 
limited than in 2009 for most LICs, given weaker fiscal buffers and constrained aid 
envelopes. However, LICs with sufficient fiscal room should maintain spending levels, and 
those with moderate inflation could make active use of monetary and exchange rate policies 
to cushion the growth impact. LICs also remain vulnerable to continued commodity price 
volatility, given in particular the severe impact of high food prices on poverty. A pragmatic 
response to such risks will usually be called for, including targeted measures to protect the 
poor and a monetary policy response that could, by and large, accommodate the first-round 
impact on inflation, although some LICs with already limited reserves and high inflation 
would need to tighten policies to support external and price stability.  

6.      The key medium-term challenges for LICs center on fostering strong, sustained, and 
more inclusive growth while building resilience to shocks. Increases in both the volume and 
quality of public infrastructure investment are needed, as are investments in human capital 
through effective health and education policies. These require prudent borrowing strategies 
coupled with sustained efforts to mobilize domestic revenues and to strengthen public 
financial management, while developing the financial sector and broadening financial access. 
Further efforts are needed to put in place better-targeted social protection systems that care 
for the neediest. To build resilience against potential shocks, countries can accumulate 
stronger policy buffers by moderating deficits and debt during good times (when growth is 
strong or terms of trade are in their favor), and by gradually building up comfortable foreign 
exchange reserve cushions. 

International Policy Coordination 

7.      In collaboration with partners, the Fund actively assists the G-20’s work to strengthen 
international policy coordination through the mutual assessment process (MAP). Our support 
to the MAP, which initially focused on assessing the global consistency of G-20 members’ 
policies with stated growth objectives, has turned toward identifying and addressing the root 
causes of external imbalances. After the G-20 agreed earlier this year on a set of indicators 
and indicative guidelines to identify global imbalances, the Fund was charged with assessing 
progress toward external sustainability and will provide a report to the Summit in November. 

8.      Much can and should be done in the areas of trade and aid to foster economic 
development. To ensure that trade remains supportive of the global recovery, policymakers 
must continue to resist protectionist pressures; political leaders should also muster the will 
and cultivate the necessary public support to move the WTO Doha Round negotiations 
forward. Extending trade preferences for the poorest countries and making them more 
effective would complement the potential development benefits from completing the Doha 
round. Given the important vulnerabilities that LICs face, and despite the sometimes difficult 
fiscal challenges at home, it is critical for individual donor countries to meet their aid 
commitments and to further improve aid effectiveness.  
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III.   ENHANCED SUPPORT DURING THE CRISIS AND BEYOND  

9.      The Fund has continued to respond flexibly to financing requests from members 
affected by the crisis. For countries using the Fund’s general resources, the new insurance 
instruments—the Flexible Credit Line (FCL) and the Precautionary Credit Line (PCL)—have 
provided a cushion against possible shocks for qualifying countries, while conveying positive 
signals about these countries to financial markets. Along with exceptional access and high 
access precautionary Stand-by Arrangements, these new instruments provided unprecedented 
support to members following the onset of the crisis. 

10.      Overall experience with the non-concessional crisis programs has been broadly 
positive. Some countries have already exited from their crisis programs, while continuing 
programs are broadly on track. Challenges remain, however, in particular related to debt 
sustainability, implementation fatigue, and slow exit from official sector support.  

11.      The Fund also sharply stepped up, and made more flexible, its concessional financial 
support to LICs. It has committed about US$6 billion in concessional financial support since 
2009, a rate more than double the historical average. Fund-supported programs were 
designed to facilitate a countercyclical policy response to the crisis—a first for LICs, 
reflecting their greatly improved macroeconomic situations prior to the crisis—with a 
particular emphasis on protecting public investment, social, and other priority spending.  

12.      The Fund is playing an active role in the coordinated international effort to assist 
drought-stricken countries in the Horn of Africa, where the needs are urgent. We are 
discussing increased Fund financial support to countries with ongoing programs under the 
Extended Credit Facility (ECF), and are prepared to consider new requests for concessional 
financial support from other countries in the region, including under the Rapid Credit Facility 
(RCF). In the MENA region, we stand ready to meet requests for financial support to help 
meet the external financing needs of the transition, and to enhance our technical assistance. 

13.      If downside risks to global growth materialize, a large number of LICs would need 
additional concessional financing from the international community to help mitigate the 
shock without aggravating debt vulnerabilities. In order for the Fund to respond rapidly and 
flexibly to these and other needs, it is urgent to complete the financing package for LICs 
agreed in 2009. 

14.      Implementation of the Heavily Indebted Poor Countries (HIPC) Initiative remains 
well-advanced. Some 90 percent of HIPCs have reached the decision point, and 80 percent 
have reached the completion point. A few additional countries could reach the completion 
point in the course of 2012. 

IV.   DIRECTIONS FOR FURTHER REFORM 

15.      Work continues on strengthening the Fund’s role in promoting global economic 
stability. Under this broad heading, four main reform areas warrant emphasis: 

 First, rethinking surveillance: The ongoing Triennial Surveillance Review (TSR) 
provides an opportunity to further strengthen our surveillance and make it as 



4 
 

 

interconnected as the global economy. The TSR finds that despite important recent 
changes to our surveillance operations, important gaps remain: surveillance is still too 
fragmented, its risk assessments lack depth, its analysis of financial and external 
stability is insufficient, and its traction is uneven. Concrete measures to address these 
gaps include regularizing recent efforts on assessing cross-country spillovers, making 
risk assessments more systematic, deepening financial sector surveillance, 
strengthening our assessments of external stability and public debt sustainability, and 
enhancing the traction of our advice, including by paying more attention to social 
issues. Changes in the legal framework of surveillance currently under consideration 
would support more effective surveillance operations. 
 

 Second, collaborative initiatives to manage capital flows: Work is underway on a 
comprehensive and balanced approach to help countries cope better with large and 
volatile capital flows. After proposing a framework for the management of capital 
inflows in March 2011, the Fund is examining the multilateral effects of policies 
affecting capital flows, particularly in source countries. This work looks at the cross-
border transmission of national policies, including regulatory and supervisory 
policies, monetary policy, and capital flow management measures. These issues, and 
further elements of the proposed capital flows framework, are expected to be 
discussed by the Fund’s Executive Board in October 2011. Complementary work to 
develop indicators of global liquidity aims to help identify whether shocks to global 
liquidity are demand-driven or supply-driven. Work on capital account liberalization 
and capital outflows will follow later in the year. 
 

 Third, work is underway to develop a more effective global financial safety net, by 
enhancing the IMF’s crisis prevention tools and providing a more predictable and 
coordinated response to systemic crises. Based on the recent crisis experience, the 
FCL and PCL are being reviewed with a view to refining their design, if necessary, to 
meet the changing financing needs of the membership. Recent IMF work has shown 
that many countries with relatively strong fundamentals that are not at the core of 
systemic crises are, nevertheless, affected by them. Thus, options are also being 
explored that would address in a more predictable way the liquidity needs of these 
countries in times of elevated and widespread economic and financial distress.   
 

 Fourth, work on the longer-term strengthening of the international monetary system 
is examining the scope to broaden the set of reserve assets and to deepen the financial 
sectors in emerging market economies. The diversification of global reserve assets 
and financial deepening would strengthen the ability of economies to cope with 
global volatility, but will take time. The Fund’s special drawing rights (SDRs) can 
play an important role, and the SDR must evolve with the global system. A review of 
the rules on the composition of the SDR basket is ongoing, with the aim of 
developing a criteria-based path to broaden the composition of the SDR basket, while 
safeguarding the attractiveness of the SDR as a reserve asset. 

16.      In parallel, we continue to enhance the Fund’s support for LICs on several fronts:  
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 As part of the IMF’s work to help LICs manage volatility and mitigate risks from 
spillovers, the newly-developed Vulnerability Exercise for LICs (VE-LIC) provides an 
analytical framework to assess vulnerabilities and the emerging risks that arise from 
changes in the external environment, and to consider policy options available to 
respond to these risks. The first application of this framework, focusing on the risks 
of a sharp downturn in global growth and renewed commodity price volatility, will be 
presented to the Fund’s Executive Board in October. 

 The Fund is responding to the macroeconomic and operational challenges in 
countries in fragile situations. Initial consideration of these issues by the Executive 
Board in July 2011 demonstrated broad support for a strategy that includes better use 
of the flexibility provided by the Fund’s existing facilities, including greater use of 
the RCF, as well as more flexibility in program design. Fund staff collaborate 
extensively with donors to provide technical assistance to fragile states, and are 
exploring how to work with donors more effectively in the field, develop innovative 
mechanisms for financial cooperation, and to more fully incorporate analysis of the 
political context in fragile situations into the Fund’s work. 

 A review of the new architecture of concessional facilities for LICs will be conducted 
in 2012, with a view to ensuring that Fund financial support is appropriately tailored 
to country needs. Key issues include the Fund’s financing terms and access policies, 
and options for developing an adequate and sustainable longer-term Poverty 
Reduction and Growth Trust (PRGT) financing framework, in conjunction with a 
further discussion of the possible use of resources linked to windfall profits from the 
IMF’s recent limited gold sale. The Fund will also conduct its regular reviews of 
PRGT interest charges and PRGT eligibility.  

 The debt limits policy will be reviewed in the first half of 2012 to assess whether 
further changes are required to achieve the right balance between caution and 
flexibility. Before this review, the debt sustainability framework (DSF)—an 
analytical tool that guides the design of borrowing strategies and debt limits—will be 
reviewed to consider the scope for further improvements, including with respect to 
capturing better the link between public investment and growth. 
 

 Finally, the Fund is exploring, together with the World Bank, the possible role of 
contingent financing instruments (such as insurance, hedging, and flexible debt 
service mechanisms) to help LICs manage volatility. Analytical work is also 
underway to strengthen the Fund’s surveillance and policy advice on LICs, covering 
such topics as natural resource revenues management, macro-financial linkages, 
economic diversification, and the design of fiscal and monetary anchors. 

V.   FUND GOVERNANCE  

17.      The Board of Governors’ adoption of the 2010 quota reform package paves the way 
for a Fund that is more reflective of its membership. When it enters into effect, and together 
with the 2008 reforms, this package will constitute significant progress in the reform of the 
Fund’s governance, with the most significant shift in quotas to dynamic emerging market 
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economies and to under-represented countries in the Fund’s history, raising the voice of the 
poorest members and preserving it for the future. Advanced European countries also agreed 
to reduce their representation in the Executive Board in favor of emerging market and 
developing countries. While the 2008 reforms took effect earlier this year, however, progress 
towards implementing the 2010 reforms remains slow. To date (September 21, 2011), only 
21 countries (of the 113 needed) representing about 20 percent of the total voting power (of 
the 85 percent needed) have accepted the Executive Board Reform amendment, while 27 
countries with about 22 percent of the total voting power (of the requisite 70 percent) have 
consented to the 2010 quota increase. Members committed to use their best efforts to 
implement the steps necessary to bring the 2010 reforms into effect by the 2012 Annual 
Meetings; accordingly, we must redouble efforts to meet that deadline. 



 
 


