
LO QUE EL FONDO MONETARIO INTERNACIONAL 
HA DICHO (FMI)

El  Fondo  Monetario  Internacional  (FMI)  es uno  de  los  mejores  observatorios  del  
mundo.  Por  eso,  conocer  como  se  ha  vivido  la  crisis  desde  Washington  es  
extraordinariamente útil.  Su papel se ha visto revalorizado en los últimos tiempos y  
ocupará un lugar central en la nueva arquitectura financiera mundial.

The executive summaries of the World Economic Outlook published by the IMF, every  
six months, shows the evolution of the economy since the beginning of this economic 
crisis of August 2007.

1. Panorama De La Economía Mundial (Octubre 2007)

The global economy grew strongly in the first  half  of  2007, although turbulence in 
financial  markets  has  clouded  prospects.  While  the  2007  forecast  has  been  little  
affected, the baseline projection for 2008 global growth has been reduced by almost ½ 
percentage  point  relative  to  the  July  2007  World  Economic  Outlook Update.  This  
would still leave global growth at a solid 4¾ percent, supported by generally sound 
fundamentals  and  strong  momentum  in  emerging  market  economies.  Risks  to  the  
outlook,  however,  are  firmly  on  the  downside,  centered  around  the  concern  that  
financial market strains could deepen and trigger a more pronounced global slowdown.  
Thus, the immediate focus of policymakers is to restore more normal financial market  
conditions  and  safeguard  the  expansion.  Additional  risks  to  the  outlook  include  
potential inflation pressures, volatile oil markets, and the impact on emerging markets  
of  strong  foreign  exchange  inflows.  At  the  same  time,  longer-term  issues  such  as  
population aging,  increasing resistance  to  globalization,  and global  warming are a  
source of concern.

Global Economic Environment

The global  economy continued to  expand vigorously in  the first  half  of 2007,  with 
growth running above 5 percent. China’s economy gained further momentum, growing 
by 11½ percent, while India and Russia continued to grow very strongly. These three 
countries alone have accounted for one-half of global growth over the past year. Robust 
expansions  also  continued  in  other  emerging  market  and  developing  countries, 
including low-income countries in Africa. Among the advanced economies, growth in 
the euro area and Japan slowed in the second quarter  of 2007 after  two quarters  of 
strong gains. In the United States, growth averaged 2!/4 percent in the first half of 2007 
as the housing downturn continued to apply considerable drag.

Inflation  has  been  contained  in  the  advanced  economies,  but  it  has  risen  in  many 
emerging market and developing countries, reflecting higher energy and food prices. In 
the United States, core inflation has gradually eased to below 2 percent. In the euro 
area, inflation has generally remained below 2 percent this year, but energy and food 
price  increases  contributed  to  an  uptick  in  September;  while  in  Japan,  prices  have 



essentially been fl at. Some emerging market and developing countries have seen more 
inflation pressures, reflecting strong growth and the greater weight of rising food prices 
in their consumer price indices. The acceleration in food prices has reflected pressure 
from the rising use of corn and other food items for biofuel production and poor weather 
conditions in some countries. Strong demand has kept oil and other commodity prices 
high.

Financial market conditions have become more volatile. As discussed in the October 
2007  Global  Financial  Stability  Report  (GFSR),  credit  conditions  have tightened as 
increasing concerns about the fallout from strains in the U.S. subprime mortgage market 
led to a spike in yields  on securities  collateralized with such loans as well  as other 
higher-risk securities. Uncertainty about the distribution of losses and rising concerns 
about  counterparty  risk  saw  liquidity  dry  up  in  segments  of  the  financial  markets. 
Equity  markets  initially  retreated,  led  by  falling  valuations  of  financial  institutions, 
although prices have since recovered, and long-term government bond yields declined 
as  investors  looked  for  safe  havens.  Emerging  markets  have  also  been  affected, 
although  by  relatively  less  than  in  previous  episodes  of  global  financial  market 
turbulence, and asset prices remain high by historical standards. 

Prior to the recent turbulence, central banks around the world were generally tightening 
monetary policy to head off nascent inflation pressures. In August, however, faced by 
mounting market disruptions, major central banks injected liquidity into money markets 
to stabilize short-term interest rates. In September, the Federal Reserve cut the federal 
funds rate by 50 basis points,  and financial  markets  expect further reductions in the 
coming months.  Expectations of policy tightening by the Bank of England, Bank of 
Japan, and European Central Bank have been rolled back since the onset of the financial 
market turmoil. Among emerging markets, some central banks also provided liquidity to 
ease  strains  in  interbank  markets,  but  for  others  the  principal  challenge  remains  to 
address inflation concerns.

The major currencies have largely continued trends observed since early 2006. The U.S. 
dollar has continued to weaken, although its real effective value is still estimated to be 
above its medium-term fundamental level. The euro has appreciated but continues to 
trade in a range broadly consistent with fundamentals. The Japanese yen has rebounded 
strongly  in  recent  months  but  remains  undervalued  relative  to  medium-term 
fundamentals.  The  renminbi  has  continued  to  appreciate  gradually  against  the  U.S. 
dollar and on a real effective basis, but China’s current account surplus has widened 
further and its international reserves have soared.

Outlook and Risks

In the face  of  turbulent  conditions  in  financial  markets,  the baseline projections  for 
global  growth  have  been  marked  down moderately  since  the  July  World  Economic 
Outlook  Update,  although  growth  is  still  expected  to  continue  at  a  solid  pace.  The 
global economy is projected to grow by 5.2 percent in 2007 and 4.8 percent in 2008—
the latter forecast is 0.4 percentage point lower than previously expected. The largest 
downward revisions to growth are in the United States, which is now expected to grow 
at 1.9 percent in 2008; in countries where spillovers from the United States are likely to 
be largest; and in countries where the impact of continuing financial market turmoil is 
likely to be more acute.



The balance of risks to the baseline growth outlook is clearly on the downside. While 
the underlying fundamentals supporting growth are sound and the strong momentum in 
increasingly important emerging market economies is intact, downside risks emanating 
from the  financial  markets  and  domestic  demand  in  the  United  States  and Western 
Europe have increased. While the recent reprising of risk and increased discipline in 
credit markets could strengthen the foundations for future expansion, it raises the near-
term risks to growth. The extent of the impact on growth will depend on how quickly 
more normal market liquidity returns and on the extent of the retrenchment in credit 
markets.

The IMF staff’s baseline forecast is based on the assumption that market liquidity is 
gradually restored in the coming months and that the interbank market reverts to more 
normal conditions, although wider credit spreads are expected to persist. Nonetheless, 
there  remains  a  distinct  possibility  that  turbulent  financial  market  conditions  could 
continue for some time.  An extended period of tight  credit  conditions  could have a 
significant  dampening  impact  on growth,  particularly  through the effect  on housing 
markets  in  the  United  States  and  some  European  countries.  Countries  in  emerging 
Europe and the Commonwealth of Independent States region with large current account 
deficits and substantial external financing inflows would also be adversely affected if 
capital inflows were to weaken.

Several other risks could also have an impact on the global outlook. While downside 
risks to the outlook from inflation concerns have generally been somewhat reduced by 
recent developments, oil prices have risen to new highs and a further spike in prices 
cannot  be  ruled  out—reflecting  limited  spare  production  capacity.  Risks  related  to 
persistent global imbalances still remain a concern.

Policy Issues

Policymakers around the world continue to face the immediate challenge of maintaining 
strong  noninflationary  growth,  a  challenge  heightened  by  recent  turbulent  global 
financial conditions. In the advanced economies, after a period of tightening that has 
brought monetary stances close to or above neutral, central banks have addressed the 
recent  drying  up  of  market  liquidity  and  associated  financial  sector  risks  while 
continuing  to  base  monetary  policy  decisions  on  judgments  about  the  economic 
fundamentals.

In the United States, signs that growth was likely to continue below trend would justify 
further interest  rate reductions, provided that inflation risks remain contained.  In the 
euro area, monetary policy can stay on hold over the near term, reflecting the downside 
risks to growth and inflation from financial  market turmoil.  However, as these risks 
dissipate, further tightening eventually may be required.

In the event of a more protracted slowdown, an easing of monetary policy would need 
to be considered. In Japan, while interest rates will eventually need to return to more 
normal  levels,  such  increases  should  await  clear  signs  that  prospective  inflation  is 
moving decisively higher and that concerns over recent market volatility have waned. In 
due course, lessons will need to be drawn from the current episode of turbulent global 
financial  market  conditions.  One set  of  issues  concerns  the various  approaches  that 



central banks have used to provide liquidity to relieve financial strains and the linkage 
of this liquidity support with financial  safety nets. A series of regulatory issues will 
need to be addressed, as discussed in the October 2007 GFSR. Greater attention will 
need  to  be  given  to  ensuring  adequate  transparency  and  disclosure  by  systemically 
important institutions.  It will also be relevant to examine the regulatory approach to 
treating  liquidity  risk,  the  relevant  perimeter  around  financial  institutions  for  risk 
consolidation,  the  approach  to  rating  complex  financial  products,  and  whether  the 
existing  incentive  structure  ensures  adequate  risk  assessment  throughout  the  supply 
chain of structured products.

Substantial  progress  has  been  made  toward  fiscal  consolidation  during  the  present 
expansion  in  advanced  economies,  but  more  needs  to  be  done  to  ensure  fiscal 
sustainability in the face of population aging. Much of the recent improvement in fiscal 
positions  has reflected  rapid revenue growth driven by strong growth in profits  and 
high-end  incomes,  and  it  is  not  clear  to  what  extent  these  revenue  gains  will  be 
sustained.  Further,  current  budgetary  plans  envisage  limited  additional  progress  in 
reducing debt ratios from current levels over the next few years. Governments should 
adopt more ambitious medium-term consolidation plans, together with reforms to tackle 
the rising pressures on health and social security spending, although in most countries 
there is scope to let the automatic fiscal stabilizers operate in the event of a downturn.

A number of emerging markets still face overheating pressures and rising food prices, 
and further  monetary  tightening  may be  required.  Moreover,  notwithstanding  recent 
financial market developments, strong foreign exchange inflows are likely to continue 
to complicate the task of policymakers.  There is no simple formula for dealing with 
these foreign exchange inflows. Countries need to take a pragmatic approach, finding an 
appropriate blend of measures suited to their particular circumstances and longer-term 
goals.

Fiscal policy is likely to play a key role. While fiscal positions have improved, this 
reflects strong revenue growth generated by high commodity prices that  may not be 
sustained. At the same time, government spending in many countries has accelerated, 
which has added to the difficulties of managing strong foreign exchange inflows. The 
avoidance of public spending booms, particularly in emerging Europe but also in Latin 
America, would help both in managing inflows and in continuing to reduce public debt 
levels. In fuel-exporting countries, however, there is scope to further increase spending, 
subject to absorptive capacities and the cyclical position of the economy. A tightening 
of prudential standards in financial systems and steps to liberalize controls on capital 
outflows can all play useful roles. In some cases, greater exchange rate flexibility would 
provide more room for better monetary control. Specifically for China, further upward 
flexibility of the renminbi, along with measures to reform the exchange rate regime and 
boost consumption, would also contribute to a necessary rebalancing of demand and to 
an orderly unwinding of global imbalances.

Across all countries, a common theme is the need to take advantage of the opportunities 
created by globalization and technological advances, while doing more to ensure that 
the benefits of these ongoing changes are well distributed across the broad population. 
A key part of this agenda is to make sure that markets work well, with priorities being 
to boost productivity in the financial  and service sectors in Europe and Japan; resist 
protectionist  pressures  in  the  United  States  and Europe;  and  improve  infrastructure, 



develop financial systems, and strengthen the business environment in emerging market 
and  developing  countries.  Globalization  is  often  blamed  for  the  rising  inequality 
observed in most countries and regions. This report finds that technological advances 
have  contributed  the  most  to  the  recent  rise  in  inequality,  but  increased  financial 
globalization—and  foreign  direct  investment  in  particular—has  also  played  a  role. 
Contrary to popular belief, increased trade globalization is actually associated with a 
decline in inequality.

It  is  important  that  policies  help  ensure  that  the  gains  from  globalization  and 
technological  change  are  more  broadly  shared  across  the  population.  Reforms  to 
strengthen  education  and  training  would  help  to  ensure  that  workers  have  the 
appropriate skills for the emerging “knowledge-based” global economy.  Policies that 
increase the availability of finance to the poor would also help, as would further trade 
liberalization that boosts agricultural exports from developing countries.

Not only has growth been stronger than in other recent cycles, but also the benefits are 
being more widely shared across the world and economic volatility has been lower. 
Indeed,  better  monetary  and  fiscal  policies,  improved  institutions,  and  increased 
financial  development  mean  that  it  is  likely  that  business  cycles  will  be  of  longer 
duration and lesser magnitude than in the past. Nevertheless, the prospects for future 
stability should not be overstated, and recent increased financial market volatility has 
underlined concerns that favorable conditions may not continue.

The abrupt end to the period of strong and sustained growth in the 1960s and early 
1970s provides a useful cautionary lesson of what can happen if policies do not adjust to 
tackle  emerging  risks  in  a  timely  manner.  In  some  key  areas,  joint  actions  across 
countries will be crucial. The recent slow progress with the Doha Trade Round is deeply 
disappointing,  and  major  countries  should  demonstrate  leadership  to  re-energize  the 
process of multilateral trade liberalization. Concerns about climate change and energy 
security  also  clearly  require  a  multilateral  approach.  Global  warming  may  be  the 
world’s largest collective action problem where the negative consequences of individual 
activities are felt largely by others. It will be important that countries come together to 
develop  a  market-based  framework  that  balances  the  long-term  costs  of  carbon 
emissions against the immediate economic costs of mitigation.  Energy policy should 
focus less on trying to  secure national  sources of energy and more  on ensuring the 
smooth operation of oil and other energy markets, encouraging diversification of energy 
sources  (for  example,  by reducing  barriers  to  trade  in  biofuels),  and  paying  greater 
attention to price-based incentives to curb the growth of energy consumption.

Welcome progress has been made toward developing a joint approach toward tackling 
global imbalances, and this now needs to be followed through. The IMF’s Multilateral
Consultation on Global Imbalances  with key countries represents the first  use of an 
innovative  approach  to  addressing  systemic  global  challenges.  The  Consultation 
provided a forum to strengthen mutual understanding of the issues, to reaffirm support 
for the International Monetary and Financial Committee (IMFC) Strategy of sustaining 
global  growth  while  reducing  imbalances,  and  for  each  country  to  indicate  specific 
policies consistent with the Strategy. The result of the Consultation was a set of policy 
plans that, according to IMF staff analysis, will make a significant contribution toward 
the  goals  of  the  IMFC  Strategy.  With  the  agreement  of  the  participants  in  the 



Consultation, the implementation of the policy plans will be the subject of regular IMF 
surveillance.



2. Panorama De La Economía  Mundial    (Abril 2008)  

The  global  expansion  is  losing  speed  in  the  face  of  a  major  financial  crisis.  The 
slowdown has  been  greatest  in  the  advanced  economies,  particularly  in  the  United 
States,  where the housing market  correction continues to exacerbate  financial  stress. 
Among the other advanced economies, growth in Western Europe has also decelerated, 
although  activity  in  Japan  has  been  more  resilient.  The  emerging  and  developing 
economies have so far been less affected by financial market developments and have 
continued to grow at a rapid pace, led by China and India, although activity is beginning 
to slow in some countries.

At the same time, headline inflation has increased around the world, boosted by the 
continuing  buoyancy  of  food  and  energy  prices.  In  the  advanced  economies,  core 
inflation has edged upward in recent months despite slowing growth. In the emerging 
markets,  headline  inflation  has  risen more  markedly,  reflecting  both  strong demand 
growth and the greater weight of energy and particularly food in consumption baskets. 
Commodity markets  have continued to boom despite slowing global activity.  Strong 
demand from emerging economies, which has accounted for much of the increase in 
commodity consumption in recent years, has been a driving force in the price run-up, 
while biofuel-related demand has boosted prices of major food crops. At the same time, 
supply adjustments to higher prices have lagged, notably for oil, and inventory levels in 
many markets have declined to medium- to long-term lows.

The recent run-up in commodity prices also seems to have been at least partly due to 
financial  factors,  as  commodities  have  increasingly  emerged  as  an  alternative  asset 
class. The financial shock that erupted in August 2007, as the U.S. subprime mortgage 
market  was  derailed  by  the  reversal  of  the  housing  boom,  has  spread  quickly  and 
unpredictably to inflict extensive damage on markets and institutions at the core of the 
financial system. The fallout has curtailed liquidity in the interbank market, weakened 
capital adequacy at major banks, and prompted the reprising of risk across a broad range 
of instruments, as discussed in more detail in the April 2008 Global Financial Stability 
Report.  Liquidity  remains  seriously  impaired  despite  aggressive  responses  by major 
central banks, while concern about credit risks has intensified and extended far beyond 
the subprime mortgage sector. Equity prices have also retreated as signs of economic 
weakness have intensified, and equity and currency markets have remained volatile.

These financial  dislocations and associated deleveraging are affecting both bank and 
nonbank channels of credit in the advanced economies, and evidence is gathering of a 
broad  credit  squeeze—although  not  yet  a  full-blown  credit  crunch.  Bank  lending 
standards  in  the  United  States  and  Western  Europe  are  tightening,  the  issuance  of 
structured  securities  has  been  curtailed,  and  spreads  on  corporate  debt  have  risen 
sharply. The impact is most severe in the United States and is contributing to a further 
deepening of the housing market  correction.  In Western Europe, the main spillovers 
have  been  through  banks  most  directly  exposed  to  U.S.  subprime  securities  and 
disruptions in interbank and structured securities markets.

Recent financial market stress has also had an impact on foreign exchange markets. The 
real effective exchange rate for the U.S. dollar has declined sharply since mid-2007 as 
foreign  investment  in  U.S.  bonds  and  equities  has  been  dampened  by  reduced 
confidence in both the liquidity of and the returns on such assets, as well as by the 



weakening of U.S. growth prospects and interest rate cuts. The decline in the value of 
the U.S. dollar has boosted net exports and helped bring the U.S. current account deficit 
down to less than 5 percent of GDP by the fourth quarter of 2007, over 1½ percent of 
GDP lower than its peak in 2006. The main counterpart to the decline of the dollar has 
been  appreciation  of  the  euro,  the  yen,  and  other  floating  currencies  such  as  the 
Canadian dollar and some emerging economy currencies.

However, exchange rate movements have been less marked for a number of countries 
with large current account surpluses—notably China and oil-exporting countries in the 
Middle East. Direct spillovers to emerging and developing economies have been less 
pronounced than in previous periods of global financial market distress, although capital 
inflows have moderated in recent months and issuance activity has been subdued. A 
number of countries that had relied heavily on short-term cross-border borrowing have 
been affected more substantially. Trade spillovers from the slowdown in the advanced 
economies have been limited so far and are more visible in economies that trade heavily 
with the United States. As a result, growth among emerging and developed economies 
has continued to be generally strong and broadly balanced across regions, with many 
countries still facing rising inflation rates from buoyant food and fuel prices and strong 
domestic demand.

Underpinning  the  resilience  of  the  emerging  and  developing  economies  are  their 
increasing integration into the global economy and the broad-based nature of the current 
commodity price boom,  which have boosted  exports,  foreign direct  investment,  and 
domestic investment in commodity-exporting countries to a greater degree than during 
earlier  booms.  Commodity  exporters  have  been  able  to  make  progress  toward 
diversifying their export bases, including by increasing manufacturing exports, and the 
share of trade among the emerging and developing economies themselves has increased. 
Strengthened  macroeconomic  frameworks  and  improved  institutional  environments 
have  been  important  factors  behind  these  favorable  developments.  As  a  result,  the 
growth performance of emerging and developing economies has become less dependent 
on the advanced economy business cycle,  although spillovers  have clearly  not  been 
eliminated.

Outlook and Risks

Global growth is projected to slow to 3.7 percent in 2008, ½ percentage point lower 
than at the time of the January  World Economic Outlook Update  and 1¼ percentage 
points lower than the growth recorded in 2007. Moreover, growth is projected to remain 
broadly  unchanged  in  2009.  The  divergence  in  growth  performance  between  the 
advanced and emerging economies is expected to continue, with growth in the advanced 
economies generally expected to fall well below potential. The U.S. economy will tip 
into a mild recession in 2008 as the result of mutually reinforcing cycles in the housing 
and  financial  markets,  before  starting  a  modest  recovery  in  2009  as  balance  sheet 
problems in financial  institutions are slowly resolved. Activity in Western Europe is 
also  projected  to  slow to  well  below  potential,  owing  to  trade  spillovers,  financial 
strains, and negative housing cycles in some countries. By contrast, growth in emerging 
and developing economies is expected to ease modestly but remain robust in both 2008 
and 2009. The slowdown reflects efforts to prevent overheating in some countries as 
well as trade and financial spillovers and some moderation in commodity prices.



The overall balance of risks to the short-term global growth outlook remains tilted to the 
downside. The IMF staff now sees a 25 percent chance that global growth will drop to 3 
percent or less in 2008 and 2009—equivalent to a global recession. The greatest risk 
comes from the still-unfolding events in financial markets, particularly the potential for 
deep losses on structured credits  related to the U.S.  subprime mortgage market  and 
other sectors to seriously impair financial system balance sheets and cause the current 
credit squeeze to mutate into a full-blown credit crunch. Interaction between negative 
financial  shocks  and  domestic  demand,  particularly  through  the  housing  market, 
remains a concern for the United States and to a lesser degree for Western Europe and 
other  advanced  economies.  There  is  some  upside  potential  from  projections  for 
domestic demand in the emerging economies, but these economies remain vulnerable to 
trade and financial spillovers. At the same time, risks related to inflationary pressures 
have risen, reflecting the price surge in tight commodity markets and the upward drift of 
core inflation.

Policy Issues

Policymakers around the world are facing a diverse and fast-moving set of challenges, 
and although each country’s circumstances differ, in an increasingly multipolar world it 
will be essential to meet these challenges broadly, taking full account of cross-border 
interactions. In the advanced economies, the pressing tasks are dealing with financial 
market dislocations and responding to downside risks to growth—but policy choices 
should also take into account inflation risks and longer-term concerns. Many emerging 
and developing economies still face the challenge of ensuring that strong current growth 
does not drive a build-up in inflation or vulnerabilities,  but they should be ready to 
respond  to  slowing  growth  and  more  difficult  financing  conditions  if  the  external 
environment deteriorates sharply.

Advanced Economies

Monetary  policymakers  in  the  advanced  economies  face  a  delicate  balancing  act 
between alleviating  the downside risks to growth and guarding against  a buildup in 
inflation.  In  the  United  States,  rising  downside  risks  to  output,  amid  considerable 
uncertainty  about  the  extent,  duration,  and  impact  of  financial  turbulence  and  the 
deterioration in labour market conditions, justifies the Federal Reserve’s recent deep 
interest  rate  cuts  and  a  continuing  bias  toward  monetary  easing  until  the  economy 
moves to a firmer footing. In the euro area, although current inflation is uncomfortably 
high, prospects point to its falling back below 2 percent during 2009, in the context of 
an increasingly negative outlook for activity. Accordingly, the European Central Bank 
can afford some easing of the policy stance. In Japan, there is merit in keeping interest 
rates on hold, although there would be some limited scope to reduce interest rates from 
already-low levels if there were a substantial deterioration in growth prospects. Beyond 
these immediate  concerns,  recent  financial  developments  have fueled the continuing 
debate about the degree to which central banks should take asset prices into account in 
setting monetary policy. Recent experience seems to support giving greater weight to 
house  price  movements  in  monetary  policy decisions,  especially  in  economies  with 
more developed mortgage markets where “financial accelerator” effects have become 
more  pronounced.  This  could be achieved within  a  risk-management  framework for 
monetary policy by “leaning against the wind” when house prices move rapidly or when 
prices have moved out of normal valuation ranges, although it would not be feasible or 



desirable for monetary policy to adopt specific house price objectives. Fiscal policy can 
play a  useful  stabilizing  role  in  advanced economies  in  the event  of  a  downturn in 
economic activity, although it should not jeopardize efforts aimed at consolidating fiscal 
positions over the medium term. In the first place, there are automatic stabilizers that 
should provide timely fiscal  support,  without jeopardizing progress toward medium-
term  objectives.  In  addition,  there  may  be  justification  for  additional  discretionary 
stimulus in some countries, given present concern about the strength of recessionary 
forces and concern that financial dislocations may have weakened the normal monetary 
policy transmission mechanism, but any such stimulus must be timely,  well targeted, 
and quickly unwound. 

In  the  United  States,  where  automatic  stabilizers  are  relatively  small,  the  recent 
legislation  to  provide  additional  stimulus  for  an  economy  under  stress  seems  fully 
justified, and room may need to be found for some additional public support for housing 
and financial  markets.  In the euro area, automatic stabilizers are more extensive and 
should be allowed to play out fully around a deficit path that is consistent with steady 
advancement  toward  medium-term  objectives.  Countries  whose  medium-term 
objectives  are  well  in  hand  can  provide  some  additional  discretionary  stimulus  if 
needed. However, in other countries, the ability to allow even automatic stabilizers to 
operate in full may be limited by high levels of public debt and current adjustment plans 
that  are  insufficient  for  medium-term  sustainability.  In  Japan,  net  public  debt  is 
projected to remain at high levels despite recent consolidation efforts. In the context of 
an  economic  downturn,  automatic  stabilizers  could  be allowed  to  operate,  but  their 
impact  on  domestic  demand  would  be  small,  and  there  would  be  little  scope  for 
additional discretionary action.

Policymakers need to continue strong efforts to deal with financial market turmoil in 
order  to  avoid  a  full-blown crisis  of  confidence  or  a  credit  crunch.  The  immediate 
priorities, explored in more detail in the April 2008 Global Financial Stability Report, 
are to rebuild counterparty confidence, reinforce the capital and financial soundness of 
institutions,  and ease liquidity strains.  Additional  initiatives to help support the U.S. 
housing market, including possible use of the public sector balance sheet, could help to 
reduce uncertainties about the evolution of the financial system, although care would be 
needed to avoid inducing undue moral hazard. Longer-term reforms include improving 
mortgage market regulation, promoting the independence of rating agencies, broadening 
supervision,  strengthening the framework of supervisory cooperation,  and improving 
crisis resolution mechanisms.

Emerging and Developing Economies

Emerging and developing economies face the challenges of controlling inflation while 
being alert to downside risks from the slowdown in the advanced economies and the 
increased  stress  in  financial  markets.  In  some  countries,  further  monetary  policy 
tightening may be needed to keep inflation under control. With a flexible exchange rate 
regime,  currency  appreciation  will  tend  to  provide  useful  support  for  monetary 
tightening.  Countries  whose  exchange  rates  are  heavily  managed  vis-à-vis  the  U.S. 
dollar have less room to respond because rising interest rates may encourage heavier 
capital  inflows.  China  and  other  countries  that  have  diversified  economies  would 
benefit from moving toward more flexible regimes that would provide greater scope for 
monetary policy. 



For  many  Middle  Eastern  oil  exporters,  the  exchange  rate  peg  to  the  U.S.  dollar 
constrains monetary policy, and it will be important that the current build-up in fiscal 
spending be calibrated to account for the cyclical position of these economies and that 
priority  be  given  to  spending  aimed  at  alleviating  supply  bottlenecks.  Fiscal  and 
financial  policies  can  also  play  useful  roles  in  preventing  overheating  and  related 
problems. Expenditure restraint can help moderate domestic demand, lessen the need 
for monetary tightening,  and ease pressures from short-term capital  inflows. Vigilant 
financial supervision—promoting appropriately tight lending standards and strong risk 
management in domestic financial institutions—can pay dividends both by moderating 
the demand impulse from rapid credit growth and by reducing the build-up of balance 
sheet vulnerabilities.

At the same time, policymakers should be ready to respond to a more negative external 
environment,  which  could  undercut  trade  performance  and stifle  capital  inflows.  In 
many countries, strengthened policy frameworks and public sector balance sheets will 
allow for more use than in the past of countercyclical monetary and fiscal policies. In 
China,  the consolidation  of  the  past  few years  provides  ample  room to support  the 
economy through fiscal  policy,  such as by accelerating public  investment  plans  and 
advancing  the  pace  of  reforms  to  strengthen  social  safety  nets,  health  care,  and 
education.  In  many  Latin  American  countries,  well-established  inflation-targeting 
frameworks  would  provide  the  basis  for  monetary  easing  in  the  event  of  both  a 
downturn  in  activity  and  an  alleviation  of  inflation  pressures.  Automatic  fiscal 
stabilizers  could  be  allowed  to  operate,  although  there  would  be  little  room  for 
discretionary fiscal  stimulus,  given still-high public debt levels.  Some emerging and 
developing economies that have large current account deficits or other vulnerabilities 
and are reliant on capital inflows may need to respond by tightening policies promptly 
to maintain confidence.

Multilateral Initiatives and Policies

Broadly based efforts to deal with global challenges have become indispensable. In the 
event of a severe global downturn, there would be a case for providing temporary fiscal 
support in a range of countries that have made good progress in recent years in securing 
sound fiscal positions. Providing fiscal stimulus across a broad group of countries that 
would benefit from stronger aggregate demand could prove much more effective than 
isolated efforts, given the inevitable cross-border leakages from added spending in open 
economies.  It  is  still  early to launch such an approach,  but it  would be prudent  for 
countries to start contingency planning to ensure a timely response in the event that 
such support becomes necessary.
Reducing risks associated with global current account imbalances remains an important 
task. It is encouraging that some progress is being made in implementing the strategy 
endorsed by the International Monetary and Financial Committee and the more detailed 
policy plans laid out by participants in the IMF-sponsored Multilateral Consultation on 
Global  Imbalances  aimed  at  rebalancing  domestic  demand  across  countries,  with 
supportive  movements  in  real  exchange  rates.  This  road  map  remains  relevant  but 
should be used flexibly to take account of the changing global context. Reducing trade 
barriers also remains an important priority, but the slow progress toward completing the 
Doha Round has been disappointing. Rising trade has been a key source of the recent 



strong  performance  of  the  global  economy—and  the  recent  progress  toward  global 
poverty reduction—and a renewed push in this area remains essential.

Recent commitments to developing a post- Kyoto framework for joint action to address 
climate  change  are  very  welcome.  Efforts  to  adapt  to  and  mitigate  the  buildup  of 
greenhouse gases have important macroeconomic consequences. These macroeconomic 
consequences  can  be  contained,  provided  efforts  to  limit  emissions  are  based  on 
effective carbon pricing that reflects the damages emissions inflict. Such carbon pricing 
should be applied across countries to maximize the efficiency of abatement, should be 
flexible to avoid volatility, and should be equitable so as not to put undue burdens on 
the countries least able to bear them.



3. Panorama De La Economía  Mundial (Octubre     2008)  

The world economy is entering a major downturn in the face of the most dangerous 
financial shock in mature financial markets since the 1930s. Global growth is projected 
to slow substantially in 2008, and a modest recovery would only begin later in 2009. 
Inflation is high, driven by a surge in commodity prices, but is expected to moderate. 
The situation is exceptionally uncertain and subject to considerable downside risks. The 
immediate policy challenge is to stabilize financial conditions, while nursing economies 
through a period of slow activity and keeping inflation under control.

Global Economy under Stress

After years of strong growth, the world economy is decelerating quickly. Global activity 
is being buffeted by an extraordinary financial shock and by still-high energy and other 
commodity prices. Many advanced economies are close to or moving into recession, 
while growth in emerging economies is also weakening. The financial crisis that first 
erupted with the U.S. subprime mortgage collapse in August 2007 has deepened further 
in the past six months and entered a tumultuous new phase in September.

The impact  has  been  felt  across  the  global  financial  system,  including  in  emerging 
markets to an increasing extent. Intensifying solvency concerns have led to emergency 
resolutions of major U.S. and European financial  institutions and have badly shaken 
confidence.  In response, the U.S. and European authorities  have taken extraordinary 
measures aimed at stabilizing markets,  including massive liquidity provision, prompt 
intervention to resolve weak institutions, extension of deposit insurance, and recent U.S. 
legislation to use public funds to purchase troubled assets from banks. However, the 
situation remains highly uncertain as this report goes to press.

At the same time, the combination of the surge in food and fuel prices under way since 
2004 and tightening capacity constraints has propelled inflation to rates not seen in a 
decade. Consumer price rises have been particularly strong in emerging and developing 
economies. This acceleration reflects the high weight of food in consumption baskets, 
still-quite-rapid  growth,  and  less-well-anchored  inflation  expectations.  Notably, 
countries that have adopted inflation-targeting regimes have generally fared better. 

The recent deterioration of global economic performance follows sustained expansion 
built  on  the  increasing  integration  of  emerging  and  developing  economies  into  the 
global economy. In hindsight, however, lax macroeconomic and regulatory policies may 
have allowed the global economy to exceed its “speed limit” and may have contributed 
to a buildup in imbalances across financial, housing, and commodity markets. 

Recovery Not yet in Sight and Likely to Be Gradual When It Comes

Looking  ahead,  financial  conditions  are  likely  to  remain  very  difficult,  restraining 
global growth prospects. The baseline projections assume that actions by the U.S. and 
European  authorities  will  succeed  in  stabilizing  financial  conditions  and  avoiding 
further systemic events. Nonetheless, even with successful implementation of the U.S. 
plan to remove troubled assets from bank balance sheets, counterparty risk is likely to 
remain at exceptionally high levels for some time, slowing down the return to more 
liquid conditions in key financial markets.



Furthermore, additional credit losses are very likely as the global economy decelerates. 
In  this  setting,  financial  institutions’  ability  to  raise  new  capital  will  remain  very 
challenged. Accordingly,  as discussed in the October 2008  Global Financial Stability 
Report, the required deleveraging will continue to be a protracted process, implying that 
limits on the pace of credit creation—and on activity—will be present at least through 
2009.

Nonetheless, several factors are expected to lay the groundwork for a gradual recovery 
to emerge later in 2009:

• Commodity prices are projected to stabilize, albeit at 20-year highs. The adverse 
terms of- trade effects of the more than 50 percent increase in oil prices during 
2008 should begin to unwind in 2009, boosting consumption in oil-importing 
countries.

• The U.S. housing sector is expected to finally reach bottom in the coming year, 
ending  the  intense  drag  on  growth  that  has  been  present  since  2006.  The 
eventual stabilization of house prices should help restrain the financial sector’s 
mortgage-related  losses,  and  the  recent  intervention  in  the  two  government-
sponsored enterprises, Fannie Mae and Freddie Mac, should help support the 
availability  of  credit  to  the  housing  sector.  Although the  housing  cycle  and 
related adjustment might lag in other advanced economies, the overall impact of 
the financial crisis will be severely felt.

• Notwithstanding  cooling  of  their  momentum,  emerging  economies  are  still 
expected to provide a source of resilience, benefiting from strong productivity 
growth and improved policy frameworks.  Of course,  the longer  the financial 
crisis lasts, the more they are likely to be affected. 

Against  this  backdrop,  the  baseline  growth  projections  have  been  marked  down 
significantly relative to the July 2008 World Economic Outlook Update. On an average 
annual basis, global growth is expected to moderate from 5.0 percent in 2007 to 3.9 
percent in 2008 and 3.0 percent in 2009, its slowest pace since 2002. The advanced 
economies would be in or close to recession in the second half of 2008 and early 2009, 
and  the  anticipated  recovery  later  in  2009  will  be  exceptionally  gradual  by  past 
standards.

Growth in most emerging and developing economies would decelerate below trend. On 
the inflation front, the combination of rising slack and stabilizing commodity prices is 
expected to contain the pace of price increases, bringing inflation back below 2 percent 
in  2009  in  advanced  economies.  In  emerging  and  developing  economies,  inflation 
would  ebb  more  gradually,  as  recent  commodity  price  increases  continue  to  feed 
through to consumers.  There are substantial  downside risks to this baseline forecast. 
The principal risk revolves around two related financial concerns: that financial stress 
could remain very high and that credit constraints from deleveraging could be deeper 
and more protracted than envisaged in the baseline. In addition, the U.S. housing market 
deterioration  could  be  deeper  and  more  prolonged  than  forecast,  while  European 
housing markets could weaken more broadly. Inflation risks to growth are now more 
balanced because commodity prices have retreated as the global economy slows. At the 
same time, potential disruptions to capital flows and the risks of rising protectionism 
represent additional risks to the recovery.



The  analysis  of  the  connections  between  financial  stress  and  economic  downturns 
comparing recent experience to earlier episodes, indicates that financial  stress that is 
rooted in the banking sector typically has more adverse economic effects than stress in 
stock markets or exchange rates and that the shift toward more-arm’s-length financial 
intermediation may have increased the impact.  Initial  conditions appear to affect  the 
outcomes. 

Thus, the relatively healthy nonfinancial corporate balance sheets in the United States 
and Western  Europe  at  the  beginning  of  the  current  downturn  provide  a  source  of 
resilience, but would be at risk from a sustained period of financial stress.

•  In an increasing number of economies, the balance of risks has now shifted 
toward concern about  slowing activity  as external  conditions  deteriorate  and 
headline  inflation  starts  to  moderate.  This  shift  would  justify  a  halt  to  the 
monetary policy tightening cycle,  particularly where second-round effects  on 
inflation from commodity prices have been limited, and a turn to easing would 
be called for if the outlook continues to deteriorate. In the face of sharp capital 
outflows, countries will need to respond quickly to ensure adequate liquidity, 
while using the exchange rate to absorb some of the pressure. Furthermore, they 
should step up efforts to improve capabilities to prevent, manage, and resolve 
financial stress, including through contingency planning.

• However, in a number of other countries, inflation pressures are still a concern 
because  of  sharp  food  price  increases,  continued  strong  growth,  tightening 
supply  constraints,  and  accelerating  wages,  notably  in  the  public  sector. 
Although the recent  moderation  in  international  commodity prices  may ease 
some of the pressure, the gains in reducing inflation in recent years are being 
jeopardized; once credibility is eroded, rebuilding it will be a costly and lengthy 
process. In these countries, additional monetary policy tightening may still be 
called for.

• Countries with heavily managed exchange rate regimes are facing significant 
challenges. More flexible exchange rates would help contain inflation pressures 
by providing greater scope for monetary adjustment and provide more room for 
maneuver in the face of capital outflows. Of course, other considerations feed 
into choices of exchange rate regimes,  including,  for example,  the degree of 
financial development and the diversity of the export base.

• Fiscal policy can play a supportive role in macroeconomic management. Greater 
restraint in public spending would help ease inflation pressures in a number of 
countries  still  facing overheating  concerns.  This  is  particularly  important  for 
current  account  deficit  countries  with  pegged  exchange  rates.  In  the  oil-
exporting economies with currencies pegged to the U.S. dollar, spending can be 
focused on relieving supply bottlenecks. 

While emerging economies have greater scope than in the past to use countercyclical 
fiscal policy should their economic outlook deteriorate, this is unlikely to be effective 
unless confidence in sustainability has been firmly established and measures are timely 
and  well  targeted.  More  broadly,  general  food  and  fuel  subsidies  have  become 
increasingly  costly  and are  inherently  inefficient.  Targeted  programs  that  help  poor 
families meet rising living expenses are a preferred option.

Policy Frameworks in Need of Reform



The deteriorating performance  of the global  economy has raised concerns about  the 
choice  of  macroeconomic  policy  frameworks  and  the  appropriateness  of  policies 
affecting financial and commodity markets.

Operationalizing “Leaning against the Wind”

The current exceptional environment has heightened interest in developing policies that 
would be better geared toward avoiding asset price booms and busts, including through 
stronger policy responses in boom times. A promising approach would be to introduce a 
macroprudential element into the regulatory framework to weigh against the inherent 
procyclicality  of  credit  creation.  Consideration  could  also  be  given  to  extending 
monetary policy frameworks to provide for “leaning against the wind” of asset price 
movements, especially when these are rapid or seem to be moving prices seriously out 
of line with fundamentals, although this raises complex issues.

Moreover, interest has increased in making fiscal policy frameworks more credible and 
thus making fiscal policy more effective as a countercyclical tool. The Achilles heel of 
an active fiscal policy remains political economy settings that financial institutions have 
been warranted.

Further  effective  appreciation  of  the  renminbi  would  contribute  to  China’s  broader 
strategy to  shift  the  sources  of  growth  toward  internal  demand  and  to  increase  the 
effectiveness of monetary policy. A slowdown in spending growth in Middle Eastern oil 
exporters  would help reduce overheating in their  economies,  as would a  heightened 
focus  on  relieving  supply  bottlenecks.  At  the  same  time,  product  and  labor  market 
reforms in the euro area and Japan would raise potential growth.

Finally,  rising  protectionist  pressures  on  both  trade  and  capital  flows  reflect  a 
worrisome risk to the prospective recovery. Breaking the current Doha Round deadlock 
would help strengthen the open multilateral trading system, an important underpinning 
of  strong global  growth  in  recent  years.  At  the  same  time,  sovereign  wealth  funds 
(SWFs)  continue  to  grow  as  investment  vehicles  for  surplus  countries.  The  set  of 
principles and practices recently agreed by SWFs for their governance, investment, and 
risk management (the “Santiago Principles”) will contribute to reducing concerns about 
these types of funds that could lead to counterproductive restrictions on such inflows. 
Moreover,  guidelines  for  recipient  countries,  which  are  under  development  at  the 
Organization  for  Economic  Cooperation  and Development,  would  help  reassure  the 
SWFs of fair, transparent, and open access to markets.



3. Panorama De La Economía Mundial Abril 2009  

Economies around the world have been seriously affected by the financial crisis and 
slump in activity. The advanced economies experienced an unprecedented 7½ percent 
decline in real GDP during the fourth quarter of 2008, and output is estimated to have 
continued to  fall  almost  as  fast  during  the first  quarter  of  2009.  Although the U.S. 
economy may have suffered most from intensified financial strains and the continued 
fall in the housing sector, Western Europe and advanced Asia have been hit hard by the 
collapse  in  global  trade,  as  well  as  by  rising  financial  problems  of  their  own  and 
housing corrections in some national markets.

Emerging  economies  too are  suffering badly and contracted  4 percent  in  the fourth 
quarter in the aggregate. The damage is being inflicted through both financial and trade 
channels, particularly to east Asian countries that rely heavily on manufacturing exports 
and  the  emerging  European  and  Commonwealth  of  Independent  States  (CIS) 
economies, which have depended on strong capital inflows to fuel growth. In parallel 
with  the  rapid  cooling  of  global  activity,  inflation  pressures  have  subsided  quickly. 
Commodity prices fell sharply from midyear highs, causing an especially large loss of 
income for the Middle Eastern and CIS economies but also for many other commodity 
exporters in Latin America and Africa. 

At the same time, rising economic slack has contained wage increases and eroded profit 
margins. As a result, 12-month headline inflation in the advanced economies fell below 
1 percent in February 2009, although core inflation remained in the 1½–2 percent range, 
with the notable exception of Japan. Inflation has also moderated significantly across 
the emerging economies, although in some cases falling exchange rates have dampened 
the downward momentum. Wide-ranging and often unorthodox policy responses have 
made limited progress in stabilizing financial markets and containing the downturn in 
output,  failing  to  arrest  corrosive  feedback  between  weakening  activity  and  intense 
financial strains. Initiatives to stanch the bleeding include public capital injections and 
an array of liquidity facilities,  monetary easing,  and fiscal  stimulus packages. While 
there have been some encouraging signs of improving sentiment since the Group of 20 
(G20) meeting  in early April,  confidence  in financial  markets  is  still  low, weighing 
against the prospects for an early economic recovery.

The April 2009  Global Financial Stability Report  (GFSR) estimates write-downs on 
U.S.-originated assets by all financial institutions over 2007–10 will be $2.7 trillion, up 
from the estimate of $2.2 trillion in January 2009, largely as a result of the worsening 
prospects for economic growth. Total  expected write-downs on global exposures are 
estimated at about $4 trillion, of which two-thirds will fall on banks and the remainder 
on insurance companies, pension funds, hedge funds, and other intermediaries. Across 
the  world,  banks  are  limiting  access  to credit  (and  will  continue  to  do  so)  as  the 
overhang of bad assets  and uncertainty about  which institutions  will  remain solvent 
keep private capital on the sidelines. Funding strains have spread well beyond short-
term bank funding markets in advanced economies. Many nonfinancial corporations are 
unable to obtain working capital,  and some are having difficulty raising longer-term 
debt.

The broad retrenchment of foreign investors and banks from emerging economies and 
the resulting build-up in funding pressures are particularly worrisome. New securities 



issues have come to a virtual stop, bank-related flows have been curtailed, bond spreads 
have soared, equity prices have dropped, and exchange markets have come under heavy 
pressure. Beyond a general rise in risk aversion, this reflects a range of adverse factors, 
including the damage done to advanced economy banks and hedge funds, the desire to 
move funds under the “umbrella” provided by the increasing provision of guarantees in 
mature markets, and rising concerns about the economic prospects and vulnerabilities of 
emerging economies.

An important side effect of the financial crisis has been a flight to safety and return of 
homebias, which have had an impact on the world’s major currencies. Since September 
2008, the U.S. dollar, euro, and yen have all strengthened in real effective terms. The 
Chinese renminbi and currencies pegged to the dollar (including those in the Middle 
East) have also appreciated. Most other emerging economy currencies have weakened 
sharply, despite the use of international reserves for support.

Outlook and Risks

The  World  Economic  Outlook  (WEO)  projections  assume  that  financial  market 
stabilization will  take longer than previously envisaged,  even with strong efforts  by 
policymakers.  Thus,  financial  strains  in  the  mature  markets  are  projected  to  remain 
heavy until well into 2010, improving only slowly as greater clarity over losses on bad 
assets and injections of public capital reduce insolvency concerns, lower counterparty 
risks and market volatility, and restore more liquid market conditions. Overall credit to 
the private sector in the advanced economies is expected to decline in both 2009 and 
2010.  Meanwhile,  emerging  and developing  economies  are  expected  to  face  greatly 
curtailed access to external financing in both years. This is consistent with the findings 
that the acute degree of stress in mature markets and its concentration in the banking 
system suggest that capital flows to emerging economies will suffer large declines and 
recover only slowly.

The  projections  also  incorporate  strong  macroeconomic  policy  support.  Monetary 
policy interest rates are expected to be lowered to or remain near the zero bound in the 
major advanced economies, while central banks continue to explore ways to use both 
the size and composition of their balance sheets to ease credit conditions. Fiscal deficits 
are  expected  to  widen  sharply  in  both  advanced  and  emerging  economies,  as 
governments  are  assumed  to  implement  fiscal  stimulus  plans  in  G20  countries 
amounting  to  2  percent  of  GDP  in  2009  and  1½  percent  of  GDP  in  2010.  The 
projections also assume that commodity prices remain close to current levels in 2009 
and rise only modestly in 2010, consistent with forward market pricing.

Even  with  determined  policy  actions,  and  anticipating  a  moderation  in  the  rate  of 
contraction from the second quarter onward, global activity is now projected to decline 
1.3 percent in 2009, a substantial downward revision from the January  WEO Update.  
This would represent by far the deepest post–World War II recession.

Moreover,  the  downturn is  truly global:  output  per capita  is  projected  to  decline in 
countries representing three-quarters of the global economy, and growth in virtually all 
countries has decelerated sharply from rates observed in 2003–07. Growth is projected 
to reemerge in



2010, but at just 1.9 percent would be sluggish relative to past recoveries, consistent 
with the findings that recoveries after financial crises are significantly slower than other 
recoveries.

The current outlook is exceptionally uncertain, with risks weighed to the downside. The 
dominant concern is that policies will continue to be insufficient to arrest the negative 
feedback  between  deteriorating  financial  conditions  and  weakening  economies, 
particularly in the face of limited public support for policy action.  Key transmission 
channels include rising corporate and household defaults that cause further falls in asset 
prices and greater losses across financial balance sheets, and new systemic events that 
further complicate the task of restoring credibility.

Furthermore, in a highly uncertain context, fiscal and monetary policies may fail to gain 
traction,  since high rates  of precautionary saving could lower fiscal  multipliers,  and 
steps  to  ease  funding  could  fail  to  slow  the  pace  of  deleveraging.  On  the  upside, 
however,  bold policy implementation that  is  able  to convince markets  that  financial 
strains  are  being  dealt  with  decisively  could  revive  confidence  and  spending 
commitments.

Even once the crisis  is  over,  there  will  be  a  difficult  transition  period,  with output 
growth appreciably below rates seen in the recent past. Financial leverage will need to 
be reduced, implying lower credit growth and scarcer financing than in recent years, 
especially in emerging and developing economies. In addition, large fiscal deficits will 
need to be rolled back just as population aging accelerates in a number of advanced 
economies. Moreover, in key advanced economies, households will likely continue to 
rebuild savings for some time. All this will weigh on both actual and potential growth 
over the medium run.

Policy Challenges

This difficult and uncertain outlook argues for forceful action on both the financial and 
macroeconomic policy fronts. Past episodes of financial crisis have shown that delays in 
tackling the underlying problem mean an even more protracted economic downturn and 
even  greater  costs,  both  in  terms  of  taxpayer  money  and  economic  activity. 
Policymakers  must  be  mindful  of  the  cross-border  ramifications  of  policy  choices. 
Initiatives  that  support  trade  and  financial  partners—including  fiscal  stimulus  and 
official  support  for  international  financing  flows—will  help  support  global  demand, 
with shared benefits. Conversely, a slide toward trade and financial protectionism would 
be hugely damaging to all, a clear warning from the experience of 1930s beggar-thy-
neighbor policies. 

Advancing Financial Sector Restructuring

The greatest policy priority at this juncture is financial sector restructuring. Convincing 
progress on this front is the sine qua non for an economic recovery to take hold and 
would significantly enhance the effectiveness of monetary and fiscal stimulus. In the 
short  run,  the  three  priorities  identified  in  previous  GFSRs remain  appropriate:  (1) 
ensuring that financial institutions have access to liquidity, (2) identifying and dealing 
with distressed assets, and (3) recapitalizing weak but viable institutions. The first area 



is being addressed forcefully. Policy initiatives in the other two areas, however, need to 
advance more convincingly. 

The critical underpinning of an enduring solution must be credible loss recognition on 
impaired  assets.  To  that  effect,  governments  need  to  establish  common  basic 
methodologies for the realistic valuation of securitized credit instruments, which should 
be based on expected  economic  conditions  and an attempt  to  estimate  the  value  of 
future income streams. Steps will also be needed to reduce considerably the uncertainty 
related to further losses from these exposures. Various approaches to dealing with bad 
assets  in  banks  can  work,  provided  they  are  supported  with  adequate  funding  and 
implemented in a transparent manner.

Recapitalization  methods  must  be  rooted  in  a  careful  evaluation  of  the  long-term 
viability of institutions, taking into account both losses to date and a realistic assessment 
of the prospects of further write-downs. Subject to a number of assumptions, GFSR 
estimates suggest that the amount of capital needed might amount to $275 billion–$500 
billion for U.S. banks, $475 billion–$950 billion for European banks (excluding those in 
the United Kingdom), and $125 billion–$250 billion for U.K. banks. As supervisors 
assess recapitalization needs on a bank-by-bank basis, they will need assurance of the 
quality  of  banks’  capital;  the  robustness  of  their  funding,  business  plans,  and  risk 
management processes; the appropriateness of compensation policies; and the strength 
of management. 

Supervisors will also need to establish the appropriate level of regulatory capital  for 
institutions, taking into account regulatory minimums and the need for buffers to absorb 
further unexpected losses. Viable banks that have insufficient capital should be quickly 
recapitalized, with capital injections from the government (if possible, accompanied by 
private capital) to bring capital ratios to a level sufficient to regain market confidence. 
Authorities should be prepared to provide capital in the form of common shares in order 
to improve confidence and funding prospects and this may entail a temporary period of 
public ownership until a private sector solution can be developed.

Nonviable financial institutions need to be intervened promptly,  leading to resolution 
through closures or mergers. Amounts of public funding needed are likely to be large, 
but requirements are likely to rise the longer it takes for a solution to be implemented.

Wide-ranging efforts  to  deal  with financial  strains  will  also be needed in  emerging 
economies. The corporate sector is at considerable risk. Direct government support for 
corporate  borrowing  may  be  warranted.  Some  countries  have  also  extended  their 
guarantees of bank debt to firms, focusing on those associated with export markets, or 
have provided backstops to trade finance through various facilities—helping to keep 
trade flowing and limiting damage to the real economy. In addition, contingency plans 
should  be  devised  to  prepare  for  potential  large-scale  restructuring  in  case 
circumstances deteriorate further.

Greater international cooperation is needed to avoid exacerbating cross-border strains. 
Coordination  and  collaboration  is  particularly  important  with  respect  to  financial 
policies  to avoid adverse international  spillovers  from national  actions.  At the same 
time,  international  support,  including  from  the  IMF,  can  help  countries  buffer  the 
impact  of  the  financial  crisis  on  real  activity  and,  particularly  in  the  developing 



countries,  limit  its  effects  on  poverty.  Recent  reforms  to  increase  the  flexibility  of 
lending instruments  for good performers  caught in bad weather,  together with plans 
advanced  by  the  G20  summit  to  increase  the  resources  available  to  the  IMF,  are 
enhancing the capacity of the international financial community to address risks related 
to sudden stops of private capital flows.

Easing Monetary Policy

In  advanced  economies,  scope  for  easing  monetary  policy  further  should  be  used 
aggressively to counter deflation risks. Although policy rates are already near the zero 
floor in many countries, whatever policy room remains should be used quickly. At the 
same  time,  a  clear  communication  strategy  is  important—central  bankers  should 
underline their determination to avoid deflation by sustaining easy monetary conditions 
for as long as necessary. In an increasing number of cases, lower interest rates will need 
to be supported by increasing recourse to less conventional measures, using both the 
size  and  composition  of  the  central  bank’s  own  balance  sheet  to  support  credit 
intermediation. To the extent possible, such actions should be structured to maximize 
relief in dislocated markets while leaving credit allocation decisions to the private sector 
and protecting the central bank balance sheet from credit risk.

Emerging  economies  also  need  to  ease  monetary  conditions  to  respond  to  the 
deteriorating outlook. However, in many of those economies, the task of central banks 
is further complicated by the need to sustain external  stability in the face of highly 
fragile  financing  flows.  To  a  much  greater  extent  than  in  advanced  economies, 
emerging market financing is subject to dramatic disruptions—sudden stops—in part 
because  of  much  greater  concerns  about  the  creditworthiness  of  the  sovereign. 
Emerging economies also have tended to borrow more heavily in foreign currency, and 
so large exchange rate depreciations can severely damage balance sheets. Thus, while 
most central banks in these economies have lowered interest  rates in the face of the 
global  downturn,  they  have  been  appropriately  cautious  in  doing  so  to  maintain 
incentives for capital inflows and to avoid disorderly exchange rate moves.

Looking  further  ahead,  a  key  challenge  will  be  to  calibrate  the  pace  at  which  the 
extraordinary monetary stimulus now being provided should be withdrawn. Acting too 
fast would risk undercutting what is likely to be a fragile recovery, but acting too slowly 
could risk overheating and inflating new asset price bubbles.

Combining Fiscal Stimulus with Sustainability

In view of the extent of the downturn and the limits to the effectiveness of monetary 
policy,  fiscal  policy must play a crucial  part in providing short-term stimulus to the 
global economy. Past experience suggests that fiscal policy is particularly effective in 
shortening the duration of recessions caused by financial crises.

However, the room to provide fiscal support will be limited if efforts erode credibility. 
Thus,  governments  are  faced  with  a  difficult  balancing  act,  delivering  short-term 
expansionary  policies  but  also  providing  reassurance  about  medium-term prospects. 
Fiscal consolidation will be needed once a recovery has taken hold, and this can be 
facilitated by strong medium-term fiscal frameworks.



However, consolidation should not be launched prematurely. While governments have 
acted to provide substantial stimulus in 2009, it is now apparent that the effort will need 
to be at least sustained, if not increased, in 2010, and countries with fiscal room should 
stand ready to introduce new stimulus measures as needed to support the recovery. As 
far as possible, this should be a joint effort, since part of the impact of an individual 
country’s measures will leak across borders, but brings benefits to the global economy.

How can the tension between stimulus and sustainability be alleviated? One key is the 
choice  of  stimulus  measures.  As  far  as  possible,  these  should  be  temporary  and 
maximize “bang for the buck” (for example, accelerated spending on already planned or 
existing projects and time-bound tax cuts for credit constrained households). It is also 
desirable to target measures that bring long-term benefits to the economy’s productive 
potential, such as spending on infrastructure. Second, governments need to complement 
initiatives to provide short-term stimulus with reforms to strengthen medium-term fiscal 
frameworks to provide reassurance that short-term deficits will be reversed and public 
debt contained. Third, a key element to ensure fiscal sustainability in many countries 
would be concrete progress toward dealing with the fiscal challenges posed by aging 
populations.

The costs of the current financial crisis—while sizable—are dwarfed by the impending 
costs  from  rising  expenditures  on  social  security  and  health  care  for  the  elderly. 
Credible policy reforms to these programs may not have much immediate impact on 
fiscal accounts but could make an enormous change to fiscal prospects, and thus could 
help preserve fiscal room to provide short-term fiscal support.

Medium-Run Policy Challenges

At the root of the market failure that led to the current crisis was optimism bred by a 
long period of high growth and low real interest rates and volatility, along with policy 
failures. Financial regulation was not equipped to address the risk concentrations and 
flawed incentives behind the financial innovation boom. Macroeconomic policies did 
not  take  into  account  the  build-up  of  systemic  risks  in  the  financial  system and in 
housing markets.

This  raises  important  medium-run  challenges  for  policymakers.  With  respect  to 
financial policies, the task now is to broaden the perimeter of regulation and make it 
more flexible to cover all systemically relevant institutions. In addition, there is a need 
to  develop  a  macroprudential  approach  to  regulation,  which  would  include 
compensation  structures  that  mitigate  procyclical  effects,  robust  market  clearing 
arrangements, accounting rules to accommodate illiquid securities, transparency about 
the nature and location of risks to foster market discipline, and better systemic liquidity 
management.

Regarding  macroeconomic  policies,  central  banks  should  also  adopt  a  broader 
macroprudential  view,  paying  due  attention  to  financial  stability  as  well  as  price 
stability by taking into account asset price movements, credit booms, leverage, and the 
build-up of systemic risk. Fiscal policymakers will need to bring down deficits and put 
public  debt  on  a  sustainable  trajectory.  International  policy  coordination  and 
collaboration  need to  be strengthened,  based on better  early-warning systems  and a 
more open communication of risks. Cooperation is particularly pressing for financial 



policies,  because  of  the  major  spillovers  that  domestic  actions  can  have  on  other 
countries. At the same time, rapid completion of the Doha Round of multilateral trade 
talks could revitalize global growth prospects, while strong support from bilateral and 
multilateral  sources,  including  the  IMF, could  help  limit  the  adverse  economic  and 
social fallout of the financial crisis in many emerging and developing economies.



4. Panorama Economía Mundial  (Octubre 2009)

The  global  economy  appears  to  be  expanding  again,  pulled  up  by  the  strong 
performance of Asian economies and stabilization or modest recovery elsewhere. In the 
advanced economies, unprecedented public intervention has stabilized activity and has 
even fostered a return to modest growth in several economies.

Emerging  and  developing  economies  are  generally  further  ahead  on  the  road  to 
recovery,  led by a resurgence in Asia. The recent rebound in commodity prices and 
supportive policies are helping many of these economies. Many countries in emerging 
Europe and the Commonwealth of Independent States have been hit particularly hard by 
the crisis, and developments in these economies are generally lagging those elsewhere.

The pace  of  recovery is  slow,  and activity  remains  far  below pre-crisis  levels.  The 
pickup is being led by a rebound in manufacturing and a turn in the inventory cycle, and 
there are some signs of gradually stabilizing retail sales, returning consumer confidence, 
and  firmer  housing  markets.  As  prospects  have  improved,  commodity  prices  have 
staged a comeback from lows reached earlier this year, and world trade is beginning to 
pick up.

The triggers  for  this  rebound  are  strong public  policies  across  advanced  and  many 
emerging  economies  that  have  supported  demand  and all  but  eliminated  fears  of  a 
global depression. These fears contributed to the steepest drop in global activity and 
trade  since  World  War  II.  Central  banks  reacted  quickly  with  exceptionally  large 
interest  rate  cuts  as  well  as  unconventional  measures  to  inject  liquidity  and sustain 
credit. Governments launched major fiscal stimulus programs while supporting banks 
with guarantees  and capital  injections.  Together,  these measures reduced uncertainty 
and  increased  confidence,  fostering  an  improvement  in  financial  conditions,  as 
evidenced by strong rallies across many markets and a rebound of international capital 
flows. However, the environment remains very challenging for lower tier  borrowers. 
More generally, as emphasized in the October 2009 Global Financial Stability Report 
(GFSR), the risk of a reversal is a significant market concern, and a number of financial 
stress indicators remain elevated.

Looking ahead, the policy forces that are driving the current rebound will gradually lose 
strength,  and  real  and  financial  forces,  although  gradually  building,  remain  weak. 
Specifically, fiscal stimulus will diminish and inventory rebuilding will gradually lose 
its influence. Meanwhile, consumption and investment are gaining strength only slowly, 
as  financial  conditions  remain  tight  in  many economies.  Thus,  after  contracting  by 
about 1 percent in 2009, global activity is forecast to expand by about 3 percent in 2010, 
which  is  well  below  the  rates  achieved  before  the  crisis.  These  projections  reflect 
modest upward revisions to those in the July 2009 WEO Update.

• Advanced economies are projected to expand sluggishly through much of 2010, with 
unemployment  continuing  to  rise  until  later  in  the  year.  Annual  growth  in  2010 is 
projected to be about 1¼ percent, following a contraction of 3½ percent in 2009. The 
recovery  of  activity  is  more  clearly  evident  on  a  fourth-quarter-over-fourth-quarter 
basis: from 2009:Q4 to 2010:Q4, real GDP is expected to rise by about 1¾ percent, up 
from an expansion of about ½ percent (annualized) during the second half of 2009 and a 
2 percent contraction in the first half.



• In emerging economies,  real  GDP growth is forecast  to reach almost  5 percent in 
2010, up from 1¾ percent in 2009. The rebound is driven by China, India, and a number 
of  other  emerging  Asian  economies.  Other  emerging  economies  are  staging  modest 
recoveries,  supported  by  policy  stimulus  and  improving  global  trade  and  financial 
conditions.

Downside risks to growth are receding gradually but remain a concern. The main short-
term risk is that the recovery will stall. Premature exit from accommodative monetary 
and fiscal policies seems a significant risk because the policy-induced rebound might be 
mistaken  for  the  beginning  of  a  strong recovery in  private  demand.  In  general,  the 
fragile global economy still seems vulnerable to a range of shocks, including rising oil 
prices, a virulent return of H1N1 flu, geopolitical events, or resurgent protectionism. 
However, short-term risks are not only on the downside, as evidenced by the recent, 
more rapid-than-expected improvement in financial conditions. In particular, the policy-
induced reduction in fears about a 1930s-style crash in activity and the accompanying 
strong rebound in financial market sentiment might induce a larger-than-expected surge 
in consumption and investment across a number of advanced and emerging economies.

Extending the horizon to the medium term, there are other important risks to sustained 
recovery,  mainly in  the major  advanced economies.  On the financial  front,  a major 
concern is that continued public skepticism toward what is perceived as bailouts for the 
very firms considered responsible for the crisis undercuts public support for financial 
restructuring,  thereby  paving  the  way  to  a  prolonged  period  of  stagnation.  On  the 
macroeconomic  policy  front,  the  greatest  risk  revolves  around  deteriorating  fiscal 
positions, including as a result of measures to support the financial sector.

Beyond 2010: Rebalancing the Global Economy

Achieving sustained healthy growth over the medium term will  depend critically on 
addressing the supply disruptions generated by the crisis  and rebalancing  the global 
pattern of demand.

Lower Potential Output

Financial firms will need to be restructured and markets repaired to deliver adequate 
credit for sustained increases in investment and productivity, while labor will need to be 
redeployed across sectors. Historical evidence indicates that there were typically large, 
permanent hits to output in the aftermath of past financial crises, although the extent is 
difficult  to  determine  and there have been a wide variety  of  outcomes.  The current 
medium-term output projections are indeed on a much lower path than before the crisis, 
consistent  with  a  permanent  loss  of  potential  output.  Investment  has  already fallen 
sharply, especially in the economies hit by financial and real estate crises. Together with 
rising scrap rates, as corporations go bankrupt or restructure, this is reducing effective 
capital stocks. In addition, unemployment rates are expected to remain at high levels 
over the medium term in a number of advanced economies.

Demand-Side Rebalancing



To complement  efforts  to  repair  the  supply  side  of  economies,  there  must  also  be 
adjustments  in  the  pattern  of  global  demand  in  order  to  sustain  a  strong  recovery. 
Specifically, many economies that have followed export-led growth strategies and have 
run current account surpluses will need to rely more on domestic demand and imports.

This will help offset subdued domestic demand in economies that have typically run 
current  account  deficits  and  have  experienced  asset  price  (stock  or  housing)  busts, 
including  the United  States,  the United Kingdom,  parts  of the euro area,  and many 
emerging European economies. To accommodate the shifts on the demand side, there 
will need to be changes on the supply side as well. This will require action on many 
fronts, including measures to repair financial systems, improve corporate governance 
and financial intermediation, support public investment, and reform social safety nets to 
lower precautionary saving. Even with a strong commitment by all countries to reform 
along these and other lines, however, this process of rebalancing global demand will be 
a drawn-out process and will need to be supported by greater exchange rate flexibility.

Policy Challenges

The key policy priorities  remain  to  restore  the health  of the financial  sector  and to 
maintain supportive macroeconomic policies  until  the recovery is on a firm footing, 
even  though  policymakers  must  also  begin  preparing  for  an  eventual  unwinding  of 
extraordinary levels of public intervention. The premature withdrawal of stimulus seems 
the  greater  risk  in  the  near  term,  but  developing  the  medium-term macroeconomic 
strategy beyond the crisis is key for maintaining confidence in fiscal solvency and for 
price  and  financial  stability.  The  challenge  is  to  map  a  middle  course  between 
unwinding public interventions too early, which would jeopardize the progress made in 
securing financial stability and recovery, and leaving these measures in place too long, 
which carries the risk of distorting incentives and damaging public balance sheets.

Timing the Tightening of Accommodative Monetary Conditions

The key issues facing monetary policymakers are when to start tightening and how to 
unwind large central bank balance sheets. The two objectives do not necessarily present 
major conflicts, because instruments exist to start tightening monetary conditions even 
while balance sheets remain much larger than usual. The pace at which the build-up in 
central  bank balance sheets should be unwound depends on progress in normalizing 
market conditions and the types of interventions in place.

Regarding the timing of monetary policy tightening, advanced and emerging economies 
face  different  challenges.  In  advanced  economies,  central  banks  can  (with  few 
exceptions)  afford  to  maintain  accommodative  conditions  for  an  extended  period 
because  inflation  is  likely  to  remain  subdued  as  long as  output  gaps  remain  wide. 
Moreover, monetary policymakers will need to accommodate the impact of the gradual 
withdrawal of fiscal support. The situation is more varied across emerging economies; 
in a number of these economies it will likely be appropriate to start removing monetary 
accommodation sooner than in advanced economies. In some economies, warding off 
risks for new asset price bubbles may call for greater exchange rate flexibility, to allow 
monetary policy tightening to avoid importing an excessively easy policy stance from 
the advanced economies.



As the October 2009 GFSR emphasizes, continued central bank support will likely be 
needed through at least next year in many economies, and it could take much longer to 
unwind  the  build-up  in  illiquid  assets  on  some  central  bank  balance  sheets.  In  the 
meantime, central banks have tools available to absorb reserves as needed to tighten 
monetary conditions. Looking beyond the short-term challenges, what are some lessons 
of the crisis for conducting monetary policy? Historical evidence suggests that relatively 
stable inflation and output growth offer little  protection against  major  shocks to the 
economy from bursting asset price bubbles: output and inflation are poor predictors of 
asset price busts. Other variables, notably credit growth and the current account balance, 
are  better  predictors  and  may  deserve  more  attention  from monetary  policymakers. 
Thus,  if  concerns  mount  about  domestic  demand  and  asset  prices,  monetary 
policymakers should consider tightening more than required purely for the purpose of 
keeping  inflation  under  control  over  the  coming  year  or  two.  Policymakers  should 
consider  complementing  inflation  targeting  with the  introduction  of  macroprudential 
tools to help stabilize economies. Macroprudential tools have the advantage of working 
directly to lean against credit cycles and can therefore be helpful in complementing the 
role of interest rates in stabilizing economies. Expectations of what can be achieved, 
however, need to be realistic.

Maintaining Fiscal Support while Safeguarding Fiscal Sustainability

Notwithstanding already large deficits and rising public debt in many countries, fiscal 
stimulus needs to be sustained until the recovery is on a firm footing and may need to be 
amplified or extended beyond current plans if downside risks to growth materialize.

Governments should thus stand ready to roll out new initiatives as necessary.  At the 
same time, they need to commit to large reductions in deficits once the recovery is on a 
solid  footing  and  must  start  addressing  long-term  fiscal  challenges  by  advancing 
reforms to put public finances on a more sustainable path. The achievement of such 
reductions could usefully be supported with more robust fiscal frameworks, including 
suitable fiscal rules and strong enforcement mechanisms. Such frameworks and rules 
can play helpful roles in reining in spending pressures when good times return, thereby 
providing a degree of reassurance to investors that deficits and debt eventually will be 
rolled back. This is essential to again create significant room for countercyclical policy 
and  rebuild  public  support  for  financial  markets,  both  of  which  will  be  needed  to 
respond to future shocks.

Healing Financial Sectors while Reforming Prudential Frameworks 

Completing  financial  sector  repair  and reforming  prudential  frameworks  are 
indispensable for a return to sustained growth. Restructuring financial firms’ activities 
is key to a resumption of normal lending. As explained in more depth in the October 
2009 GFSR, this will require balance sheet cleansing, recapitalization, and new business 
plans that are consistent with new funding models and new prudential frameworks. So 
far, there has been only very limited progress in removing impaired assets from bank 
balance sheets. The main challenge now is ongoing deterioration of asset quality. In this 
regard, official  stress tests are important instruments through which the condition of 
banks can be diagnosed in order to design appropriate strategies for the recapitalization 
and restructuring of viable banks and for the careful resolution of nonviable banks. On 
this front, progress across countries has been uneven, and it is a source of concern that 



supports for recapitalization faces political obstacles. Exit strategies need to be clearly 
articulated to help guide markets.

Banks face a “wall of maturities” in the next two years, increasing rollover risks. In this 
setting, programs need to be phased out very gradually, using market-based incentives 
to encourage reduced reliance on public support.  Regarding fundamental  reform, the 
achievement of a major overhaul must not be jeopardized by growing confidence that 
the greatest crisis dangers are past, fears that national competitive advantages might be 
lost, or concerns that first-best solutions are out of reach for technical reasons. As the 
October 2009 GFSR emphasizes, four challenges deserve particular attention. First, the 
perimeter  of regulation needs to be broadened and made more flexible,  covering all 
systemically important institutions alongside incentives to preclude further build-up of 
institutions currently considered “too big or too connected to fail.” Second, effective 
market discipline needs to be encouraged through greater transparency and disclosure 
and reform of governance in financial institutions. Third, macroprudential frameworks 
must induce banks to build more buffers—by raising capital and making provisions in 
good times that can be used in bad times. And, fourth, international collaboration and 
coordination  need to  be improved to  adequately cope with the challenges  posed by 
cross-border institutions.

Structural and Social Policy Challenges

Rising unemployment will present a major challenge in many advanced economies, and 
poverty will continue to challenge many developing economies. The evidence suggests 
that unemployment rates typically tend to rise significantly and remain higher for many 
years after financial shocks. Limiting the extent of job destruction will require slower 
wage  growth  or  even  wage  cuts  for  many  workers.  The  impact  of  the  necessary 
adjustments  on poorer  segments  of  the  labor  force  could  be  cushioned with  earned 
income  tax  credits  or  similar  programs  that  limit  the  social  repercussions  of  wage 
adjustment. In addition, better job matching and education and training can help limit 
job and wage losses.

Poverty could increase significantly in a number of developing economies, notably in 
sub-Saharan Africa, where real GDP per capita is contracting in 2009 for the first time 
in a decade. Continued donor support from advanced economies will be crucial if these 
economies are to sustain hard-won macroeconomic stability gains.



6.  Más Allá De La Crisis: Crecimiento Sostenible Y Sistema Monetario Estable 
Dominique Strauss-Kahn, Berlin, (4 September 2009)

It  is a great pleasure to be here today,  speaking to this  eminent  audience at  such a 
pivotal time in global economic and financial affairs. I will begin with a few words on 
the economic outlook, before addressing three key issues that arise when we think about 
moving beyond the crisis.

The global economy appears to be emerging at last from the worst economic downturn 
in  our lifetimes.  Several  advanced economies,  including  France  and Germany,  have 
already returned to growth, and emerging economies are recovering even more strongly.

However, I expect this recovery to be relatively sluggish. In the advanced economies, it 
is still largely driven by policy stimulus and restocking, with underlying private demand 
remaining weak. The outlook for the emerging economies is considerably better, though 
the pace of recovery in advanced trading partners remains a risk. Given the fragility of 
the recovery, there are risks that it could stall—though thankfully these risks appear to 
be  receding.  Premature  exit  from accommodative  monetary  and  fiscal  policies  is  a 
principal concern.  In addition,  problems in the financial  sector could persist or even 
intensify further, particularly if efforts to restore banks to health are not completed.

Let  me  also  add  that  international  coordination  of  exit  strategies  will  be  just  as 
important, if not more important, than the very good coordination we have seen already 
in response to the crisis. Looking ahead, I am concerned about the third phase of this 
crisis  following  on  the  heels  of  the  financial  and  economic  phases—namely  high 
unemployment.  We  expect  unemployment  to  continue  rising  through  next  year,  as 
economic growth falls short of potential. And a jobless recovery remains a risk. Having 
so many people out of work has significant economic costs, ranging from lower private 
demand to a decline in potential growth if structural unemployment rises. The social 
consequences are potentially even more worrisome.

For these reasons, I believe that policy makers should err on the side of caution as they 
decide when to exit from their crisis response policies. Having said this, I do think the 
time is right for policymakers to develop their exit strategies—because failure to clarify 
and formulate these plans will risk undermining confidence and the recovery process 
itself.

In my remarks today, I want to focus on three questions related to the global economy’s 
transition beyond the crisis.
• First, what will be the new sources of growth?
• Second, are we addressing problems in the financial sector with sufficient urgency?
• And third, how can the stability of the international monetary system be improved?
Of course, there are other issues. One of the most important is probably what needs to 
be done to support the low-income countries.  I will address this point in detail  in a 
separate speech this month.

I. What Will Sustain the Recovery in the Coming Years?

Let me now turn to the first of my three points: what is needed to sustain global growth 
in the coming years.



A. Demand-side issues

Let me begin with the fundamental question at hand, namely what the sources of growth 
will be in the coming years. At the national level, the baton will eventually need to be 
passed from the public to the private sector as crisis response policies are unwound. 
However, as I will discuss in more detail later, the time to exit from stimulus measures 
will depend to a large extent on the recovery of private sector demand.

At  the  global  level,  weaker  demand  in  some  economies  will  need  to  be  offset  by 
stronger foreign demand in other countries. In fact, dramatic changes in global demand 
are  already taking  place.  For  example,  household  saving in  the  U.S.  has  risen  to  5 
percent of disposable income, from about zero a few years ago. This, combined with 
weaker investment, has reduced the U.S. current account deficit dramatically. Similar 
changes are taking place in other current-account deficit countries. These developments 
are in line with what the Fund had been asking for many years already. Our assessment 
was that the very high current account deficits that some countries had been running 
were  unsustainable  in  the  medium  term,  given  rising  concerns  about  foreign 
indebtedness.  Indeed,  the  need  for  rebalancing  underpinned  the  IMF-sponsored 
Multilateral Consultations on Global Imbalances that took place in 2006/07.

The policy imperatives for achieving a sustainable rebalancing of global demand will be 
familiar to many of you.

• In advanced economies, rapid progress toward fixing the financial system is essential 
to support productivity and growth.
•  In emerging  Asia (notably China),  structural  efforts  that  boost domestic  spending, 
such as improving access to credit for households and small-scale business, should be 
accelerated.  Stronger  social  security  systems  and higher  spending on  education  and 
health would also help reduce precautionary saving.

• Also in emerging Asia and oil exporters, public investment spending (concentrated on 
infrastructure and also on “green” initiatives) would boost domestic demand.

•  More  flexible  exchange  rate  management  in  some countries  would  be  a  valuable 
policy complement, increasing demand for imports in current-account surplus countries 
and encouraging a shift in resources from tradable to non-tradable sectors.

Global rebalancing of demand could also have important implications for investment 
and  innovation.  With  consumers  in  emerging  markets  playing  a  bigger  role,  the 
composition  of  global  production  is  likely  to  change.  For  example,  we  could  see 
demand for high-technology goods decline. This makes it all the more important for 
policy makers to accelerate reforms that reduce barriers to competition and thus support 
innovation.

B. Supply-side issues

Allow me to turn now to some important supply-side issues more generally.  History 
suggests that the financial crisis may inflict long-term damage on the supply capacity of 



the economy. The sharp fall in investment may lower effective capital, and job losses 
may be translating into higher structural unemployment.

Reforms that boost productivity have therefore taken on renewed importance.  Labor 
market reforms, including those that increase labor market flexibility and support job 
search and training, can facilitate the redeployment of workers from crisis-hit sectors to 
other,  more  vibrant  parts  of  the  economy.  Product  market  reforms—particularly  in 
services—could create new jobs and boost productivity. Financial sector reforms would 
also boost efficiency (even though financial  sectors are likely to shrink in advanced 
economies).

Here in Europe, I would urge leaders to recommit themselves to the Lisbon agenda. 
Reforms under this program had already helped raise employment across the continent 
before the financial crisis erupted. But for many EU economies (including Germany), 
there is still room for improvement in service sector productivity. Reducing regulatory 
constraints would be a good step in this direction.

Efforts to boost the “green” economy could also play a role. A number of countries 
have already undertaken “green” stimulus measures—for example, to improve energy 
efficiency—that  are  helping  to  sustain  aggregate  demand  and  employment.  These 
measures  could  also  have  powerful  induced  effects  on  technological  innovation. 
Advances in “green” technology could even become the microprocessor revolution of 
tomorrow—while at the same time helping address global climate change.

C. Exit policies

As I said earlier, I see a real danger that policy makers may jeopardize the recovery by 
exiting from crisis  measures  too soon. Having said this, the time is right for policy 
makers to formulate their exit strategies. Addressing concerns about fiscal sustainability
—and  hence  macroeconomic  stability—is  of  the  first  order  of  importance.  The 
advanced economies are currently on an unsustainable  path, with the average public 
debt-to-GDP  ratio  set  to  rise  to  115  percent  of  GDP  by  2014.  Significant  fiscal 
adjustment will therefore be essential to ensure debt sustainability. Given the scale of 
the  problem,  plans  for  achieving  this  adjustment  are  needed  now to  anchor  market 
expectations and contain long-term interest rates.

The most  important  step is  to contain pension and health  care costs.  Indeed,  in  the 
advanced economies the net present value of future spending due to aging is more than 
10 times the fiscal cost of the crisis. While cost-cutting reforms in this area may be 
politically difficult, they are essential to ensure fiscal sustainability. In some countries, 
reforming  spending  beyond  education  and health  may  also  be  necessary,  while  tax 
reform may be critical in others.

Turning to  central  banks,  they will  face  challenging  decisions  of  when and how to 
tighten policy. I do not see this as an immediate concern, since inflation is unlikely to 
reemerge until the recovery is firmly underway. However, exiting will require difficult 
decisions, complicated further by the complex technical and operational problems posed 
by the enormous expansion of central bank balance sheets. For example, unwinding the 
unconventional measures taken by central banks (such as term lending facilities) will 
affect monetary conditions. Therefore, to anchor inflation expectations securely, central 



banks will need to be exceptionally clear in communicating their assessment of price 
pressures—as well as their view of conditions in the financial markets.

Central  banks may also face challenges  to their  independence.  Political  pressures to 
“inflate the debt away” could emerge.  These must be resisted, given the serious and 
potentially long-lasting costs of inflation. In addition, concerns about potential capital 
losses from expanded balance sheets could distract central banks from focusing on price 
stability  and  supporting  economic  recovery.  Governments  must  therefore  provide 
assurances that they will back up their central bank’s capital.

Finally,  let  me  repeat  how important  it  is  to  continue  supporting  demand  until  the 
recovery has firmly taken hold. Unwinding the stimulus too soon runs a real risk of 
derailing  the  recovery,  with  potentially  significant  implications  for  growth  and 
unemployment. Therefore, exit policies should only be launched once there are clear 
indications that the recovery has taken hold and that unemployment is set to decline.

II. Reform of the Financial Sector

I turn now to my second question, which focuses on the financial sector.
With the one-year anniversary of the Lehman Brothers’ collapse just around the corner, 
it’s a good time to take stock of the progress made so far in reforming the financial 
sector—and of what still needs to be done.

A. Crisis response measures

I am heartened by the stabilization of financial markets that has taken place over the last 
year. Credit and equity markets have rebounded. Bank liquidity is plentiful, thanks to 
central bank provisions, and wholesale money markets have reopened. Capital markets 
are showing renewed signs of life,  and are contributing to the recovery of financial 
institutions.

But  I  still  see  serious  downside  risks  to  financial  stability.  Mounting  delinquencies 
mean banks remain under strain, with developments in the commercial real estate sector 
of particular concern. Private securitization markets are still impaired. And households 
and the financial sector continue to deleverage.

I also worry that the improvement in financial markets is leading to complacency in 
dealing with remaining and difficult problems in the banking system. I see several areas 
where progress in restoring financial stability must be accelerated:

•  A  comprehensive  diagnosis  of  banking  systems  remains  extremely  important, 
especially given that non-performing loans may increase over the coming months.
• Launching asset-management programs is also critical. This is needed not only to deal 
with  assets  already  on  bank  books,  but  also  to  offset  the  impact  of  rising  non-
performing loans.
•  And  formal  policy  coordination  across  countries  must  be  strengthened.  This  will 
become particularly important as countries begin to design their exit strategies.
I urge policy makers to remain focused on completing this crisis-response agenda. Not 
doing  so  raises  serious  concerns  that  systemic  risks  could  re-emerge  in  the  global 



financial system, with clear knock-on effects for economic growth. Greater clarity in 
communicating policy intentions to the public is also essential to shore up confidence.

B. Regulatory reform

Let me now look beyond crisis response measures, and to the regulatory reforms needed 
to create a safer and more stable financial sector.

The good news is that there is broad-based agreement on the principal lessons of the 
financial  crisis,  namely  that  regulation  and  supervision  must  do  a  better  job  of 
mitigating systemic risks. Preventive measures are needed to reduce the likelihood of 
crises. These include widening the regulatory perimeter and making it more flexible; 
increasing the amount and quality of bank capital and the liquidity buffers they carry; 
allowing  prudential  frameworks  to  play  a  greater  stabilizing  role  over  the  business 
cycle;  and  intensifying  the  regulation  and  supervision  of  systemically  important 
institutions.  Measures  to  improve  crisis  management  are  also  critical,  and  include 
addressing difficult cross-border resolution issues.

The bad news, however,  is  that  the reform effort  is  not proceeding as quickly as is 
necessary to address the problems raised by the crisis. To be sure, this is no simple task: 
reforms must be sufficiently forward-looking to anticipate tomorrow’s problems, yet not 
so restrictive that they stifle innovation and growth in the financial sector.

Some progress has already been made on strengthening microprudential regulation. For 
example,  the  Basel  Committee  has  made  recommendations  for  strengthening  the 
regulatory capital framework. But more work is needed here. In particular, a key lesson 
of the financial crisis is that capital requirements cannot be lenient. They must therefore 
not only be increased, but also made more variable in order to prevent excessive risk 
taking.

Development  of  an  operational  framework  for  macroprudential  supervision  remains 
work  in  progress.  There  is  broad  agreement  on  the  needed  components  for  such  a 
system:  procyclicality  of  regulation  must  be  dampened,  and  systemically  important 
financial institutions must be supervised better. However, methodological issues have 
posed challenges to international agreement on new regulations.

Addressing cross-border resolution issues remains one of the greatest challenges. We 
must  keep  pressing  ahead—for  in  the  absence  of  an  agreement  for  how  to  solve 
conflicts  across borders, the risk of national  interests  being put ahead of the greater 
global good increases significantly.

We must  also act  decisively to promote the reform of compensation  policies  in the 
financial industry. The risk-taking culture that has been the hallmark of major financial 
firms—with generous bonuses rewarding high short-term profits, and insufficient regard 
for  longer-term  risks—contributed  to  problems  of  procyclicality  and  hence  was  an 
important factor in the crisis. And I worry that as the financial sector emerges from 
crisis, a “business as usual” mentality may prevent serious progress from being made.

The international community must stand together to make meaningful progress in this 
area.  This  will  help  overcome  governments’  concerns  about  the  potential  loss  of 



competitiveness if only a few countries adjust their compensation policies. I expect that 
more  traction  on  this  issue  may  emerge  following  this  weekend’s  G-20  Finance 
Ministers’ meeting in London.

C.  The  IMF’s  Role  in  Financial  Sector  Reform.  What  is  the  Fund’s  role  in 
regulatory reform?

At the outset, let me be clear that we are not a global financial regulator—nor do we 
aspire to be! That is the responsibility of national regulatory and supervisory agencies.
Having said this, we do take very seriously our responsibility to support national and 
multilateral  efforts  to  strengthen  financial  regulation.  Besides  contributing  to  the 
formulation of new regulations and providing technical assistance in this area, our key 
mandate  is  surveillance  of  the  financial  sector.  We  are  therefore  stepping  up  our 
monitoring  of  the  adoption  and  implementation  of  new  standards  and  regulatory 
changes. This is in line with the G-20’s request that our monitoring include the evolving 
framework of macroprudential supervision.

III. Bolstering the Stability of the International Monetary System

Turning  to  my  third  question,  let  me  now  share  some  thoughts  with  you  on  the 
international monetary system. By this, I mean the broad set of rules and institutions 
that govern international payments.

In the wake of the financial crisis, concerns about the current system have once again 
emerged. Critics have noted that the role of the U.S. dollar may have been seriously 
undermined by the United States’ economic and financial problems. In particular, they 
worry that its large fiscal imbalances present serious risks to the value of the dollar, and 
hence of disorderly adjustment.

I note, however, that the U.S. dollar actually strengthened during the crisis. In my view, 
this reflects  the dollar’s status as an unrivalled safe haven asset.  The question about 
what shape the international monetary system should take is an important one, and one 
of the oldest  in international  finance.  As early as the 1940s,  John Maynard  Keynes 
proposed  the  creation  of  a  super-sovereign  currency,  the  so-called  “bancor”.  More 
recent proposals call for the creation of a new world reserve currency, possibly based on 
the SDR—the composite currency issued by the IMF. Another possibility, and perhaps 
the least  unlikely alternative,  is for a multi-reserve currency system to emerge,  with 
currencies like the euro, the yen, and even the renminbi serving as co-equal anchors.

It is my sense that this question will be decided over the coming decade, rather than the 
coming months, based as much on political considerations as economic ones. As the 
global  economy  evolves,  we  are  likely  to  see  new  currencies  rise  in  stature  and 
international  usage,  leading  perhaps  to  a  system  with  several  co-equal  anchor 
currencies.  The  international  community  may  even  decide  that  the  creation  and 
promotion of a new reserve currency is what would be best, though this would of course 
require a significant step-up in global policy coordination.

It is my view that the current international monetary system, despite its problems, is 
working better than is often said. It proved resilient during the recent crisis, and near-



term concerns about the dollar can be eased with appropriate policy actions from the 
U.S. authorities. Indeed, durably anchoring the fiscal, monetary and financial regulatory 
policies  of  the  main  reserve  issuer  would  go  a  long  way  towards  stabilizing  the 
international monetary system.

But  I  believe  it  could  be  made  even  more  resilient  if  countries’  appetite  for  self-
insurance—and  hence  their  demand  for  reserves—could  be  reduced.  This  demand, 
which is expected to rise further in the wake of the crisis, is at the heart of a recurring 
source of instability of the IMS: it makes it considerably more challenging for the main 
reserve issuer  to  achieve  fiscal  and external  balance  while  providing sufficient  safe 
assets  to the rest  of the world.  (Economists  refer  to  this  as  the “Triffin  dilemma”.) 
Moreover, large stockpiles of foreign reserves breed uncertainty since the management 
of these assets could be driven by non-market considerations.

Because self-insurance is costly, reducing the demand for reserves would also deliver 
dividends to individual countries. By investing in foreign reserves rather than in their 
own economies, countries with large reserve stockpiles have missed out on potentially 
high-return domestic investments, like education and infrastructure.

I see various ways to reduce the need for self-insurance. At the country level, sound 
economic  policies  clearly  can  reduce  the  need  for  insurance  over  time  as  policy 
credibility is enhanced and confidence in currencies is strengthened. At the global level, 
we should seek ways to reduce the impact  of volatile  capital  flows and hence their 
potential  to disrupt  financial  systems.  Third-party  insurance should in  theory be the 
most  efficient  alternative,  but pricing uncertainties and significant  counterparty risks 
have prevented the emergence of a market for this. Borrowing from a global or regional 
reserves pool, or through access to a lender of last resort, is in practice the most likely 
alternative.

Indeed, in recognition of the need to strengthen systemic insurance mechanisms, the 
international  community  has  taken  steps  to  strengthen the  Fund’s  role.  At  its  April 
summit, G-20 leaders called for a near tripling of our lending resources to $750 billion, 
and over the past year a number of steps have been taken to reform and expand the 
Fund’s lending facilities.

I believe that the IMF could do even more to support the international monetary system 
in the future:

•  The procedures  related to  accessing our short-term Flexible  Credit  Line and other 
lending facilities could be modified to make this form of insurance more predictable.
• SDR allocations could be made more responsive to global developments and flexible 
to country circumstances.
• The Fund’s resource base (or insurance pool) could be increased further. Even after its 
recent tripling, it is still smaller as a share of global GDP—and even smaller as a share 
of global capital flows—than it was when the Fund was created.

IV. Concluding Thoughts

In my remarks today, my goal was to focus our attention on some of the key questions 
that relate to the global economy’s transition beyond the crisis.



While global growth appears to have turned the corner, we should not forget that so far, 
this has been mainly due to massive policy support. And while it is right—and in fact 
policy makers’ responsibility—to start formulating exit policies now, they should by no 
means be implemented until there are clear signs that the recovery is firmly underway. 
In particular, given the high and lasting cost of unemployment, policy makers should err 
on the side of caution rather than jeopardize the recovery.

We are definitely making progress towards creating a safer and more stable financial 
system—but much remains to be done. In particular, capital requirements need to be 
strengthened, so that they are not only larger, but also reflect better the riskiness of bank 
activities.  And on compensation  policy,  we need to  align  bankers’  incentives  much 
better with longer-term performance than with short-term profits.

Finally,  let  me close with a renewed call  for international  policy coordination—and 
express my support for Minister Steinbrueck’s recent remarks on this issue.
The crisis has shown that international policy coordination is an essential part of a crisis 
response. Thanks to concerted and forceful policy actions, the world’s policy makers 
were able to keep this once-in-a-lifetime crisis from becoming a full-blown depression.

The  crisis  also  demonstrated  the  irreplaceable  role  of  the  multilateral  institutions. 
Whether in support of the international policy response, or as providers of financing, 
they have played a critical role in the global response to the crisis. Looking ahead, they 
must remain at the center of reshaping the international financial system.


