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Two fiscal questionsTwo fiscal questions

What is the appropriate fiscal policy in the short What is the appropriate fiscal policy in the short 
termterm…….and what does this imply for the fiscal .and what does this imply for the fiscal 
outlook?outlook?
What are the key elements of a fiscal strategy to What are the key elements of a fiscal strategy to 
ensure fiscal solvency?ensure fiscal solvency?



3

John Maynard KeynesJohn Maynard Keynes
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Charles PonziCharles Ponzi???
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Here is the ChallengeHere is the Challenge

To allow fiscal policy to support the economyTo allow fiscal policy to support the economy
While reassuring markets that this is not a Ponzi While reassuring markets that this is not a Ponzi 
schemescheme



6

-8

-6

-4

-2

0

2

4

6

8

10

12

2006 2007 2008 2009 2010

Real GDP GrowthReal GDP Growth
(in percent; (in percent; QoQQoQ; saar); saar)

WorldWorld

Emerging and Emerging and 
Developing economiesDeveloping economies

Advanced Advanced 
economieseconomies

Growth ProjectionsGrowth Projections



7
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What roles can government play?What roles can government play?

Interventions to address the financial sector Interventions to address the financial sector 
problemsproblems
Fiscal policy to support aggregate demandFiscal policy to support aggregate demand
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Support Measures with Immediate Effect Support Measures with Immediate Effect 
on Government Debton Government Debt
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Gross and Net Fiscal Cost of Banking CrisesGross and Net Fiscal Cost of Banking Crises
(in Percent of GDP)

Source: Laeven and Valencia (2008), Japan Deposit Insurance Corporation, Hoelscher and Quintyn (2003), and IMF staff estimates.
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on Government Debton Government Debt
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Fiscal StimulusFiscal Stimulus

Implementation of fiscal stimulus in advanced and Implementation of fiscal stimulus in advanced and 
emerging economies that have fiscal spaceemerging economies that have fiscal space
TimelyTimely
LargeLarge
LastingLasting
DiversifiedDiversified
ContingentContingent
CollectiveCollective
SustainableSustainable
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Fiscal Implications Out of the Fiscal Implications Out of the 
Control of GovernmentsControl of Governments

Automatic stabilizersAutomatic stabilizers
Strong decline in asset prices and commodity Strong decline in asset prices and commodity 
pricesprices
Crisis impact on funded pension schemesCrisis impact on funded pension schemes
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Pension Plan Assets by Country, EndPension Plan Assets by Country, End--20072007
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Intervention to Support Aggregate DemandIntervention to Support Aggregate Demand
(2008(2008--2010)2010)
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Intervention to Support Aggregate DemandIntervention to Support Aggregate Demand
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Outlook for Public Finances in Outlook for Public Finances in 
Advanced GAdvanced G--20 Countries20 Countries
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Outlook for Public Finances in Outlook for Public Finances in 
Emerging Market GEmerging Market G--20 Countries20 Countries
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Prolonged Slowdown/Higher Interest Prolonged Slowdown/Higher Interest 
Rate/Contingent Liability ShockRate/Contingent Liability Shock

Government Debt (In percent of GDP) 1/Government Debt (In percent of GDP) 1/

Source: IMF staff estimates. 
1/ Figure reports results of a 2 percentage point decline in growth, and a 200 basis point increase in real interest rates relative to the baseline starting in 2009; as well as a 
contingent liability shock corresponding to expected cost of guarantees (column A in Table A4.1 in Appendix IV). Averages based on PPP GDP weights.
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How worried should we be?How worried should we be?
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55--year Sovereign Credit Default Swap (CDS) year Sovereign Credit Default Swap (CDS) 
Spreads in Selected Advanced GSpreads in Selected Advanced G--20 Countries20 Countries
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Nominal YieldsNominal Yields
10 Year Government Bond Yields in Selected G20 Countries10 Year Government Bond Yields in Selected G20 Countries
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Fiscal SolvencyFiscal Solvency

Confidence in governmentsConfidence in governments’’ solvency has been a solvency has been a 
source of stabilitysource of stability
Critical to ensure that challenging fiscal outlook Critical to ensure that challenging fiscal outlook 
does not raise doubts about solvencydoes not raise doubts about solvency
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What should be done?What should be done?
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Fiscal stimulusFiscal stimulus
Temporary measuresTemporary measures……
…….but because the decline in private sector demand is likely .but because the decline in private sector demand is likely 
to be longto be long--lasting, prolonged measures lasting, prolonged measures 
Avoid permanent raise in fiscal deficitsAvoid permanent raise in fiscal deficits

FourFour--Pillar Strategy: IPillar Strategy: I
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MediumMedium--term fiscal frameworksterm fiscal frameworks
Fiscal rulesFiscal rules
Revisions to Budgetary proceduresRevisions to Budgetary procedures
Introduction of fiscal councilsIntroduction of fiscal councils
Manage and ultimately dispose of financial sector assets Manage and ultimately dispose of financial sector assets 
acquiredacquired

Governments should commit to tighten fiscal policy in future gooGovernments should commit to tighten fiscal policy in future good d 
times, now that fiscal policy has been relaxed during bad ones.times, now that fiscal policy has been relaxed during bad ones.

FourFour--Pillar Strategy: IIPillar Strategy: II
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Structural reforms to enhance growthStructural reforms to enhance growth

FourFour--Pillar Strategy: IIIPillar Strategy: III

Emerging Market Economies: Selected Debt Reduction Episodes Emerging Market Economies: Selected Debt Reduction Episodes 
(in percent of GDP)(in percent of GDP)

Sources: IMF, World Economic Outlook; and IMF staff estimatesSources: IMF, World Economic Outlook; and IMF staff estimates

Primary Primary 
surplussurplus

Growth Growth --
interest rate interest rate 
differentialdifferential

Real exchange Real exchange 
rate rate 

appreciation appreciation 
OtherOther

Poland (1993Poland (1993--98)98) 84.384.3 47.747.7 3.33.3 22.622.6 9.69.6 12.112.1
Chile (1990Chile (1990--1998)1998) 45.945.9 33.033.0 30.030.0 11.511.5 3.93.9 --12.512.5
Ecuador (1988Ecuador (1988--1990)1990) 113.5113.5 32.132.1 4.14.1 11.411.4 --11.811.8 28.428.4
Pakistan (2001Pakistan (2001--07)07) 84.884.8 29.729.7 6.46.4 17.117.1 5.15.1 1.01.0
Egypt (2003Egypt (2003--07)07) 114.9114.9 27.727.7 --11.011.0 29.929.9 1.91.9 6.86.8
Jamaica (2002Jamaica (2002--07)07) 122.0122.0 27.427.4 50.850.8 --30.330.3 3.83.8 3.23.2
Brazil (2002Brazil (2002--05)05) 85.085.0 20.820.8 12.412.4 1.71.7 4.64.6 2.12.1
Colombia (2002Colombia (2002--07)07) 49.849.8 16.416.4 14.414.4 1.01.0 4.64.6 --3.63.6
Malaysia (2003Malaysia (2003--07)07) 44.444.4 14.514.5 --4.34.3 8.38.3 2.42.4 8.18.1
Tunisia (2001Tunisia (2001--07)07) 62.762.7 11.811.8 --0.70.7 8.18.1 6.46.4 --2.02.0
Average (Average (unweightedunweighted)) 80.780.7 26.126.1 10.610.6 8.18.1 3.03.0 4.44.4

Contribution to debt reductionContribution to debt reduction

Country/Time periodCountry/Time period Initial level of Initial level of 
debtdebt

Debt Debt 
reductionreduction
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Tackle longTackle long--run pressures from population agingrun pressures from population aging

FourFour--Pillar Strategy: IVPillar Strategy: IV

Net Present Value of Impact on Fiscal Deficit of CrisisNet Present Value of Impact on Fiscal Deficit of Crisis
and Agingand Aging--Related Spending Related Spending 
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Tackle longTackle long--run pressures from population agingrun pressures from population aging

FourFour--Pillar Strategy: IVPillar Strategy: IV

Source: IMF staff estimates.
1/ Table reports net present value of the impact on fiscal balance of the crisis and of aging-related spending increases reported in Table 6.1. The third column reports the 
ratio of the first column to the second column in percent. The discount rate used is 1 percent a year in excess of GDP growth for each country. Given that real growth is 
expected to average 3 percent a year, this is equivalent to applying an average real discount rate of 4 percent a year. For years after 2050, the calculation assumes the impact is 
the same as in 2050.
2/ Averages based on PPP GDP weights.

Net Present Value of Impact on Fiscal Deficit of Crisis Net Present Value of Impact on Fiscal Deficit of Crisis and Agingand Aging--Related SpendingRelated Spending
(In percent of GDP, unless otherwise indicated) (In percent of GDP, unless otherwise indicated) 1/, 2/1/, 2/

CountryCountry CrisisCrisis AgingAging Crisis/AgingCrisis/Aging

AustraliaAustralia 2828 482482 5.85.8
CanadaCanada 1818 726726 2.52.5
FranceFrance 3030 276276 10.910.9
GermanyGermany 2727 280280 9.79.7
ItalyItaly 3434 169169 20.320.3
JapanJapan 3535 158158 22.122.1
KoreaKorea 2020 683683 2.92.9
MexicoMexico 1313 261261 4.84.8
SpainSpain 3737 652652 5.65.6
United KingdomUnited Kingdom 3737 335335 11.111.1
United StatesUnited States 3434 495495 6.96.9

Advanced GAdvanced G--20 Countries20 Countries 3232 409409 10.110.1
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Thank you!Thank you!


