Statement at International
Monetary and Financial
Commuttee*

There have been significant developments in the
global economy since we met in the fall of 2010. The
International Monetary Fund (IMF) too has moved on
several fronts under its mandate which has
strengthened its position in a changing world. There
are several key questions confronting us today: Is the
recovery assured in the face of still turbulent financial
conditions and upward pressures on commodity
prices? How resilient is the international monetary
system to future shocks? Will the ongoing reforms
empower the IMF and make it more effective in
anchoring global monetary and financial stability?

The Global Economy and Financial
Markets

2. A variety of risks, including political and social
turmoil in parts of the world combined with natural
disasters, have made the global recovery vulnerable.
Financial conditions have turned volatile and
uncertain, with risks of adverse feedback loops into
the global economy. Recurring sovereign debt fears
have affected market confidence. In the crisis-affected
economies, financial systems are yet to be fully
repaired. While the sense of crisis has waned, new
challenges have surfaced.

3. The global recovery may be jeopardised by a
sustained rise in oil prices. Apart from the inflationary
pressures confronting, particularly, the emerging and
developing countries, there is the danger of a slowdown
in the global economy unless oil prices moderate from
current levels. Furthermore, since the summer of 2010,
several natural calamities and consequent food supply
constraints have collided with the post-crisis
resurgence of demand. World food prices have surged
considerably due to concerns about low future supplies
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because of bad weather and low inventories, raising
concerns about food security. Speculative movements
in commodity derivative markets are also causing
volatility in prices.

Global Challenges and the Role of the IMF

4. The overarching problems confronting the
international monetary system stem from weaknesses
in detecting and communicating early warnings of
impending crises and management of global liquidity.
This calls for fundamental reform of the international
monetary system. It is also important to evolve a
mechanism to address the challenges of stemming
volatile capital flows and to strengthen multilateral
adjustment mechanisms to deal with imbalances and
sources of instability.

IMF Surveillance

5.  The surveillance function is critical to the IMF's
overall mandate. By focusing on vulnerabilities and
detecting the onset of crises, it assumes a vital, pre-
emptive role in preserving global and national stability.
Effective implementation at both multilateral and
bilateral levels is the key to providing surveillance with
incisiveness and traction. We believe that this can be
achieved within the ambit of the existing provisions
of the Articles of Agreement. If, however, there is a
consensus that there are gaps in the legal mandate that
hinder effective implementation, an amendment to the
Articles is the optimal approach. Ensuring consistency
and comprehensiveness across the various levels of
surveillance is important, as is the candour and
evenhandedness of the IMF - that systemic risks are
pointed out irrespective of where they may originate.
We need to stress that multilateral surveillance by
the IMF should not lose sight of sovereign debt
concerns of developed countries by adopting tighter
screening criteria for developing countries that have
actually seen fiscal improvement relative to the
advanced economies.
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Managing Capital Flows

6. As the recovery of emerging and developing
countries has gained momentum, capital flows have
surged back to near pre-crisis levels. These flows have
exhibited considerable volatility, imparting
macroeconomic instability in the event of sudden stops
and reversals, eroding competitiveness and
complicating the setting of macroeconomic policies.
Policy prescriptions with respect to capital flows should
be even-handed. So far as lumpy and volatile flows
are a spillover from policy choices of advanced
economies, managing capital flows should not be
treated as an exclusive problem of emerging market
economies and the burden of adjustment should be
shared. How this burden will be shared raises both
intellectual and practical challenges.

7. As regards multilateral strategies to managing
capital flows, it is difficult to follow an approach that
seeks to establish, standardise, prioritise or restrict the
range of policy responses of the member countries that
are facing large surges in volatile capital inflows. Based
on their experience, policymakers must have flexibility
and discretion to adopt policies that they consider
appropriate to mitigate risks through macroeconomic,
prudential and capital account management policies
without a sense of stigma attached to particular
instruments. Given the state of knowledge on these
issues, it will be premature to consider amending the
Articles to either give the IMF jurisdiction over capital
account policies of member countries or to impose an
obligation on members on this count.

The IMF's Resources

8. We welcome the ratification of the April 2008
quota reforms. The next step in this process should be
the speedy ratification and implementation of the 2010
quota and governance reforms. A comprehensive
review of the quota formula should be completed by
January 2013 to set the stage for the 15th General
Review of Quotas by January 2014 which will carry
forward the modest progress made so far in enhancing
the representation of dynamic emerging and
developing countries in the IMF to meaningfully reflect
the changing global economic realities. We must make
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our best efforts to complete the 2010 reform before
the 2012 Annual Meetings.

9. We welcome the expanded and amended New
Arrangements to Borrow (NAB), which became effective
from March 11, 2011. The activation of the NAB should
be regarded as a bridge between current expectations
and the availability of higher quota resources under
the 14th General Review. Subsequently, NAB should
be scaled down so as to preserve the quota-based
character of the IMF as an institution that is
accountable to its membership.

Reserve Adequacy

10. In our view, the insurance that reserves provide
against sudden stops in growth due to capital drying
up far outweigh the opportunity costs. Reserve
accumulation by countries is an important part of the
global safety net, particularly when the reserve
accumulation takes place in the context of current
account deficits.

11. Any assessment of reserve adequacy needs to be
informed by underlying country-specific conditions,
rigorous analytical and empirical foundations and
judgments based on practical experience. There should
be due consideration to macroeconomic and prudential
frameworks and policies, as well as alternative forms
of contingent financing, country insurance, and overall
assets and liabilities that may not be easily captured
in any formula for reserve adequacy. For emerging
economies facing volatile surges of capital flows,
consideration needs to go even beyond to a broad range
of scenarios relating to potential drains on reserves,
including a sudden stop of new financing, withdrawal
of foreign portfolio investments, capital flight, and
current account vulnerabilities. Further, the question of
reserve adequacy cannot be resolved without addressing
the broader issue of scarcity of safe reserve assets.

Currency Internationalisation and the Role of
the SDR

12. In principle, it is desirable to develop a multi-
currency system with several currencies operating as
broad substitutes and reflecting changing economic
weights and global realities. In this context, we note
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that there have been recent efforts by the IMF to
promote the use of Special Drawing Rights (SDR) as a
potential reserve asset for the evolving international
monetary system. For the SDR to take on this significant
role, several pre-requisites have to be in place. The
SDR has to be accepted as a liability of the IMF, has to
be automatically acceptable as a medium of payment
in cross-border transactions, be freely tradeable and
its price has to be determined by forces of demand
and supply. As the SDR does not satisfy these
conditions, it cannot be a reserve currency in the
international payment system. In principle, one needs
a global central bank to issue SDRs which take the
characteristic of unit of global payment and settlement
system. Thus, we see the move to multicurrency world
as a gradual evolution. Another dimension of this issue
is to change the composition of the SDR basket. Going
by the recent initiatives, if at all there is a move to
alter the composition of the SDR basket, we could
consider including currencies of those dynamically
emerging market economies that satisfy the existing
inclusion criteria: in particular, a fully convertible
capital account and a market-determined exchange rate.

Developments in the Constituency

13. Inow turn to developments in my constituency.

Bangladesh

14. Bangladesh is steadily moving towards a higher
growth trajectory that is largely inclusive, environment-
friendly and well-supported by continued high
performance in the agriculture sector. External sector
viability has benefited from export growth estimated
at 30 per cent and the strength of inward remittances.
Concerted efforts to address the shortage of power have
improved the investment climate. However, inflation
remains high, with pressures from global prices of fuel,
food and fertilisers interacting with enhanced internal
demand. Revenue mobilisation has risen by 28 per cent
till February 2011 strengthening fiscal sustainability.
The budget deficit is expected to remain below 4.5 per
cent of GDP thereby aiding overall macroeconomic
stability. As import demand picks up on the back of
domestic demand, some strains could build on the
balance of payments, although the level of foreign
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exchange reserves would remain sufficient at the level
of over four months of imports. Accordingly, monetary
policy is being tightened with the exchange rate being
allowed to depreciate and cushion the balance of
payments. Over the medium-term, the progressive
removal of constraints on investment, domestic and
foreign, particularly in the context of private and public
sector partnerships in large infrastructure projects
would enable Bangladesh to embark upon double-digit
growth with stability.

Bhutan

15. Bhutan's growth momentum has been strong,
underpinned by prudent and skillful macroeconomic
management. Real GDP growth accelerated to nearly
8 per cent in 2009-10, helped by robust growth in
hydropower, construction and services sectors.
However, inflation reached 9 per cent at end-2010.
The current account deficit has increased to about 13
per cent of GDP due to strong imports in the
hydropower sector, but the overall balance of payments
has remained in surplus due to sizeable grants and
loans disbursements. The reserve position has
improved and remains comfortable. Credit has grown
rapidly, mainly driven by housing and construction
sectors as well as personal loans. Bhutan's
financial sector coped with the global financial
crisis well and financial stability indicators are
comfortable.

India

16. The Indian economy, on the back of improved
agricultural output, strong private consumption, robust
investment, and a pick-up in exports, has rebounded
strongly with a GDP growth of 8.6 per cent in 2010-11.
However, inflation has emerged as a major concern.
Headline inflation has remained firm despite some
moderation in food inflation as generalised price
pressures have emerged with rising inputs costs
feeding into manufactured products inflation. The
hardening of global commodity prices, particularly oil
prices have further accelerated inflation. A sequenced
withdrawal of monetary accommodation is helping to
contain inflationary pressures and anchor inflationary
expectations, which remained at elevated levels for a
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large part of 2010-11, largely driven by fuel and food
prices. The calibrated fiscal consolidation that resumed
in 2010-11 is being carried forward into the medium-
term, thus alleviating some pressures on aggregate
demand. The budgetary initiatives in 2011-12 indicate
further progress towards it, while giving due
importance to the objectives of removing structural
constraints, promoting infrastructure investment and
strengthening the earlier policy initiatives towards
inclusive growth. However, a potential increase in the
subsidies on petroleum products and fertilisers as a
result of high crude prices could put pressure
on expenditure. Managing capital flows so as to
dampen potential threats to macroeconomic
and financial stability is a continuous challenge.
Despite some tightness in money markets, financial
conditions have been orderly with a pick-up in
credit growth, vibrant equity market activity and a
stable foreign exchange market. Medium-term
prospects continue to be positive. Downside risks
emanate mainly from continuing uncertainty about
energy and commodity prices which may vitiate the
investment climate, posing a threat to the
current growth trajectory. Notwithstanding the risks,
the Indian economy is poised to sustain the growth
momentum.

Sri Lanka

17. Emerging out of three decades of civil conflict and
the downturn brought on by the global crisis, the
economy of Sri Lanka has resumed strong growth in
an environment of macroeconomic and financial
stability. Real GDP grew by 8.0 per cent in 2010,
establishing a higher growth path underpinned by the
peaceful domestic environment, improved investor
confidence, strengthening macroeconomic
fundamentals and the gradual recovery of the global
economy. Ebbing inflation and a benign inflation
outlook has enabled the continuation of an
accommodative monetary policy stance with
moderation of interest rates in all market segments
supporting economic activity. The recent floods have
caused some damage to agricultural production which
has spiked headline inflation in the past few months
higher than expected earlier. However, core inflation
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declined and currently remains low at single digit level.
An encouraging improvement in the overall fiscal
situation was witnessed in 2010 with the recovery in
government revenue supported by the expansion of
economic activity, the containment of recurrent
expenditure, as well as the addressing of certain
persistent structural issues in the tax system. The
budget deficit was contained within the target of 8.0
per cent of GDP in 2010, down from 9.9 per cent in
2009, and the commitment to fiscal consolidation will
ensure further reduction of the budget deficit to 6.8
per cent in 2011 and to below 5 per cent in the medium-
term. The external sector, which made a remarkable
turnaround since the second quarter of 2009, has
continued to improve. Both exports and imports
recovered strongly, while increased earnings from the
tourism industry and higher inward remittances offset
the widening trade deficit, limiting the external current
account deficit. Increased capital and financial flows
resulted in the balance of payments (BOP) recording a
surplus in 2010, strengthening external reserves of the
country. Supported by the favourable macroeconomic
environment and a sound regulatory and supervisory
framework, the financial sector improved and systemic
stability strengthened in 2010 as reflected in all
prudential indicators. Banks' credit flows significantly
recovered, profitability improved, capital adequacy
further increased above the threshold and the ratio of
non-performing loans declined, while provisions for
loan-losses increased. Going forward, external shocks
due to higher food and energy prices in the global
market pose some risks to the balance of payments
and inflation outlook.

Concluding Remarks

18. While the trough of the crisis definitely appears
to be behind us and there are signs that the recovery is
consolidating, new challenges facing the global
economy render it vulnerable. We have to remain
vigilant and be prepared to deal with all threats, old
and new, as we repair and rebuild. The global problems
we are facing today are complex and not amenable to
easy solutions. Many of them require significant and
often painful adjustments at the national level, and in
a world divided by nation-states, there is no natural
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constituency for the global economy. At the same time,
the global crisis has shown that the global economy as
an entity is more important than ever. Given the
deepening integration of countries into the global
economic and financial system, unco-ordinated
responses will lead to worse outcomes for everyone.
We should co-operate not only to firmly exit from the
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crisis, but also to ensure that in resolving this crisis,
we do not sow the seeds of the next one. The IMF has
to continue to weave together the fabric of
international co-operation. This is in the common
interest of all. We must ensure that the IMF is
adequately prepared for this role so that it remains
relevant, legitimate and effective.

061




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




