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EXECUTIVE SUMMARY
World economic activity has started a recovery, led by Asian economies—although growth is expected to be slow and still dependent on public support. Following an estimated 1 percent contraction in 2009, global activity is forecast to expand by 3 percent in 2010. Nonetheless, private domestic demand has yet to enter a self-sustained robust upswing. In some large APEC economies and trade partners, growth momentum is likely to be sluggish, with rising unemployment in 2010. Financial markets are also recovering, although unevenly, and some markets, such as for securitized assets, remain impaired.
The fiscal impetus with which most economies have appropriately responded to the crisis is expected to be broadly maintained in 2010 in advanced economies, while some emerging economies may start some fiscal tightening. Among APEC economies, crisis-related discretionary measures are estimated at 2½ and 2 percent of GDP in 2009 and 2010 respectively—slightly above the G-20 average. These measures have a larger spending than revenue component, with the former having a greater impact on activity—particularly public investment, the single largest item of stimulus packages. A large share of these packages is still in the implementation process, and is expected to take effect in 2010. The take-up of financial sector support facilities has been well below committed amounts, reflecting improved market conditions and the precautionary nature of many of the initiatives. Some of these facilities are now expiring.

The crisis has resulted in an unprecedented global deterioration of the public finances. Reflecting sustained deficits and weak growth, average G-20 government debt is forecast to rise by more than 20 percentage points of GDP in 2007–14. The deterioration is particularly pronounced among advanced economies, where the effect of the crisis is being compounded by non-crisis related short-term spending pressures and long-term aging costs. Bringing the debt ratio back to 60 percent of GDP by 2030 will require large and sustained primary balance adjustments in the order of 8 percentage points of GDP on average.

Going forward, provision of public support will need to be maintained until the recovery gains a solid footing, but an exit strategy should be drawn up and effectively communicated now. This strategy should aim at bringing down and stabilizing debt ratios at moderate levels. To this end, it could usefully include (i) clear timeframes to reduce gross debt to GDP ratios, taking into account long-term costs; (ii) strong fiscal policy frameworks and institutions; (iii) sustained improvements in primary balances; (iv) expenditure and revenue reforms; (v) growth-promoting structural initiatives; and (vi) enhanced asset-liability management of public balance sheets.
.
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Executive Summary

World economic activity has started a recovery, led by Asian economies—although growth is expected to be slow and still dependent on public support. Following an estimated 1 percent contraction in 2009, global activity is forecast to expand by 3 percent in 2010. Nonetheless, private domestic demand has yet to enter a self-sustained robust upswing. In some large APEC economies and trade partners, growth momentum is likely to be sluggish, with rising unemployment in 2010. Financial markets are also recovering, although unevenly, and some markets, such as for securitized assets, remain impaired.
The fiscal impetus with which most economies have appropriately responded to the crisis is expected to be broadly maintained in 2010 in advanced economies, while some emerging economies may start some fiscal tightening. Among APEC economies, crisis-related discretionary measures are estimated at 2½ and 2 percent of GDP in 2009 and 2010 respectively—slightly above the G-20 average. These measures have a larger spending than revenue component, with the former having a greater impact on activity—particularly public investment, the single largest item of stimulus packages. A large share of these packages is still in the implementation process, and is expected to take effect in 2010. The take-up of financial sector support facilities has been well below committed amounts, reflecting improved market conditions and the precautionary nature of many of the initiatives. Some of these facilities are now expiring.

The crisis has resulted in an unprecedented global deterioration of the public finances. Reflecting sustained deficits and weak growth, average G-20 government debt is forecast to rise by more than 20 percentage points of GDP in 2007–14. The deterioration is particularly pronounced among advanced economies, where the effect of the crisis is being compounded by non-crisis related short-term spending pressures and long-term aging costs. Bringing the debt ratio back to 60 percent of GDP by 2030 will require large and sustained primary balance adjustments in the order of 8 percentage points of GDP on average.

Going forward, provision of public support will need to be maintained until the recovery gains a solid footing, but an exit strategy should be drawn up and effectively communicated now. This strategy should aim at bringing down and stabilizing debt ratios at moderate levels. To this end, it could usefully include (i) clear timeframes to reduce gross debt to GDP ratios, taking into account long-term costs; (ii) strong fiscal policy frameworks and institutions; (iii) sustained improvements in primary balances; (iv) expenditure and revenue reforms; (v) growth-promoting structural initiatives; and (vi) enhanced asset-liability management of public balance sheets.

Background Economic Developments

1.      The global economy is starting to grow again, led by Asian economies. After an estimated 1 percent output contraction in 2009, world economic growth is expected to turn positive at 3 percent in 2010—still well below the pace before the recession (Table 1). Similarly, APEC economies are expected to post a contraction of 0.8 percent in 2009 and to grow by 3½ percent in 2010. Activity is being propelled by industrial production and the inventory cycle, with trade picking up again, particularly among emerging economies. After an initial collapse in exports, the recovery is being spearheaded by Asian economies—driven by expansionary policies, industrial activity, and rebounding local financial markets. In this context, APEC Asian economies are projected to expand by 5¾ percent in 2010, well above the world average.
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prel. prj. prj. prj. prj. prj. prj.

GDP Growth

APEC (total) 5.1 4.6 5.0 5.3 2.9 -0.8 3.5 4.6 4.7 4.6 4.4

APEC Asia 6.6 6.3 7.1 8.1 4.8 2.3 5.7 6.4 6.6 6.5 6.3

APEC (excl. AUS, CAN, JPN, NZL, USA) 7.6 7.3 8.4 9.2 6.1 2.0 5.9 6.8 7.1 7.2 7.2

APEC (excl. G-7) 7.4 7.1 8.1 8.9 5.9 1.9 5.7 6.6 6.9 7.0 6.9

APEC G-20 4.9 4.6 5.0 5.2 2.9 -0.7 3.5 4.6 4.6 4.5 4.3

Memorandum:

G20  4.6 4.3 4.8 5.0 2.8 -1.1 3.2 4.2 4.3 4.3 4.1

World 4.9 4.5 5.1 5.2 3.0 -1.1 3.1 4.2 4.4 4.6 4.5

Source: WEO database. IMF staff estimates and projections as of October 2009.

Table 1. APEC: Growth Outlook

(Annual percent change, averages weighted by PPP GDP)

 TC "1. APEC: Growth Outlook"\f B 
2.      The recession has been particularly pronounced within advanced economies, where the prospect is for the pace of recovery to remain weak and still dependent on policy support in the near future. Activity in advanced economies is expected to decline by about 3½ percent in 2009 and to recover at a rate only slightly above 1¼ percent in 2010. Large APEC members or APEC trade partners, such as the United States and the euro area, have experienced the most virulent recession in the post-World War II period. Growth momentum is likely to remain hesitant in the near future, with widening output gaps and rising unemployment for some time. Emerging economies have performed better than in previous downturns, partly as a result of stronger policy frameworks. APEC economies excluding the G-7 are expected to post growth of almost 2 percent in 2009, rising to almost 5¾ percent in 2010. This reflects in part the buoyancy shown by economies in the Asian region, including robust domestic demand in China P.R. and timely countercyclical policies in some of the Latin-American APEC economies. This has been facilitated by the policy space that was built up through prudent policies during the previous expansion.

3.      Financial markets are also recovering, although unevenly, as some markets, such as for securitized assets, remain impaired. Supportive public policies, both through low interest rates and emergency interventions, coupled with rising activity and declining risk aversion, are lifting financial markets—prompting some stock market rallies and rekindling cross-border capital flows. Nevertheless, credit to the private sector is still contracting or stagnant in some large economies, such as the United States, the euro area, and the United Kingdom. Credit conditions remain tight in many economies and credit availability to households and small and medium-sized businesses is still constrained. Looking ahead, deleveraging of private sector agents, both households and financial corporations, is likely to continue.

An Expansionary Fiscal Stance

4.      As reported in the IMF background paper to the APEC Senior Finance Officials’ Meeting in July 2009,
 advanced and emerging economies have generally responded to the crisis by appropriately adopting an expansionary fiscal stance. In 2008-09, the average government deficit widened with respect to 2007 by 6.8 percentage points of GDP in the G‑20 and by 8.2 percent of GDP in APEC. This response has typically included the accommodation of budgetary costs associated with the counter-cyclical free play of automatic stabilizers. On the revenue side, the fall in all core tax bases—domestic spending, household income, corporate profits, and international trade—has resulted in large collection declines. Expenditure has also risen reflecting sharp increases in unemployment benefits and other safety net programs. In addition to the automatic impact of the crisis on budgetary performance, most governments adopted discretionary emergency measures encompassing both the revenue and expenditure sides of the budget to support demand and mitigate the adverse impact of the crisis on the most vulnerable sectors of the population.

5.      The fiscal impetus is expected to be broadly maintained in 2010, owing to a continued expansionary stance in advanced economies (Table 2). It is now estimated that government deficits in G-20 economies will average about 8 percent of GDP in 2009 and close to 7 percent in 2010. The corresponding deficits for APEC economies are over 9 percent and 7½ percent of GDP in 2009 and 2010 respectively—with United States and Japan at or above 10 percent of GDP in both years. Among advanced economies, the underlying stance is expected to be expansionary, despite a decline in overall deficit of almost one percentage point of GDP in 2010—to about 8 percent of GDP. This is because much of the projected decline in the 2010 average deficit relative to 2009 is due to lower losses from U.S. financial sector support operations. These are unlikely to have a significant impact on aggregate demand. Net of this component, the average G-20 advanced economy’s deficit is expected to increase in 2010 as a result of the automatic stabilizers’ response to wider output gaps, which will more than offset the phasing out of some discretionary anti-crisis measures.

6.      Many emerging market economies, however, will start some fiscal tightening in 2010. These economies were less affected by the crisis and often had less fiscal space than most advanced economies. Correspondingly, they have generally adopted a less expansionary fiscal stance—a notable exception is China, P.R. After a 5 percent of GDP deficit in 2009, the deficit in G-20 emerging market economies is expected to contract to 4 percent of GDP in 2010. A similar deficit reduction is forecast among non-G-7 APEC economies, where the average deficit is expected to decline from above 4 percent of GDP in 2009 to about 3 percent in 2010. Growth resumption or pickup in these economies will contribute to better fiscal outcomes. In addition, a number of emerging economies (including Brazil, Mexico, Turkey, and Russia) are expected to adopt consolidation measures in 2010. Finally, recovering commodity prices will contribute to lower overall deficits in commodity exporting economies (e.g., Russia and Saudi Arabia).

7.      Crisis-related discretionary measures in the G-20 are estimated at 2 percent of GDP in 2009 and slightly above 1½ percent of GDP in 2010 (Table 3). Within G-20 APEC economies, planned discretionary fiscal packages represent 2½ percent of GDP in 2009 and 2 percent of GDP in 2010. Spending accounts for more than three quarters of the packages in 2009, dropping to about two thirds in 2010 (Figure 1). Tax cuts at the onset of the crisis were generally followed by substantial spending measures, which may have a larger impact on activity. This is particularly the case for investment in infrastructure, which represents on average the largest single component of fiscal stimulus packages. Stimulus packages have been somewhat larger, as a ratio to GDP, in emerging economies. This partly reflects the relatively smaller size of automatic stabilizers in some of these economies.
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2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

prel.

prj.

prj.

prj.

prj.

prj.

prj.

Government balance

APEC (total)

-2.7

-1.6

-0.8

-0.9

-3.3

-9.1

-7.4

-5.7

-4.7

-4.6

-4.4

APEC Asia

-3.1

-2.1

-1.4

-0.4

-2.6

-6.5

-6.0

-4.7

-4.2

-4.0

-3.8

APEC (excl. AUS, CAN, JPN, NZL, USA)

0.8

2.2

2.6

2.5

1.1

-4.2

-2.7

-2.3

-1.7

-0.8

0.0

APEC (excl. G-7)

1.0

2.2

2.6

2.4

0.9

-4.2

-2.9

-2.5

-1.8

-0.9

-0.2

APEC G-20

-3.0

-1.8

-1.0

-1.2

-3.8

-9.8

-8.0

-6.1

-5.1

-5.0

-4.8

Memorandum:

G20 

-3.0

-2.1

-1.3

-1.1

-2.7

-7.9

-6.9

-5.4

-4.5

-4.0

-3.7

Government debt

APEC (total)

62.2

62.3

60.1

59.1

61.8

71.6

76.8

79.0

80.6

81.9

83.1

APEC Asia

73.3

74.9

71.4

68.6

67.3

75.1

78.7

80.3

81.4

81.7

81.5

APEC (excl. AUS, CAN, JPN, NZL, USA)

28.4

26.0

23.8

24.2

23.1

25.9

27.3

27.6

27.2

26.2

25.0

APEC (excl. G-7)

27.5

25.2

23.2

23.5

22.6

25.5

27.1

27.6

27.4

26.4

25.2

APEC G-20

64.4

64.7

62.5

61.7

64.6

75.0

80.6

83.0

84.8

86.2

87.7

Memorandum:

G20

66.6

66.2

64.0

62.8

65.4

75.1

80.2

82.5

84.1

85.1

85.9

Source: WEO database. IMF staff estimates and projections as of October 2009.

1/ The government balances and debt correspond to general government if available, otherwise most comprehensive fiscal balance reported in WEO.

Table 2. APEC: Public Finance Outlook 1/

(In percent of GDP, averages are weighted by PPP GDP)
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Balance

Discretionary 

Measures 2/

Other Factors 

3/

Overall 

Balance

Discretionary 

Measures 2/

Other Factors 

3/

APEC G-20 Economies -6.4 -2.5 -3.9 -6.1 -2.0 -4.1

Advanced APEC G-20 Economies -6.6 -2.2 -4.4 -6.6 -2.0 -4.7

Emerging APEC G-20 Economies -5.9 -3.0 -3.0 -5.1 -2.1 -3.0

G-20 Economies -5.9 -2.0 -3.9 -5.7 -1.6 -4.0

Advanced G-20 economies -6.3 -1.9 -4.4 -6.5 -1.6 -4.8

Emerging G-20 economies -5.4 -2.2 -3.2 -4.4 -1.6 -2.8

Source: Staff estimates based on October 2009 WEO. 

2/ Figures reflect the budgetary cost of crisis-related discretionary measures in each year compared to 2007 (baseline), based on measures announced through mid-July. They do 

not include (i) acquisition of assets (including financial sector support) or (ii) measures that were planned before the crisis.

1/ Fiscal Balance excludes expected losses and other direct costs of financial sector support in economies where they are included in the official budget (Japan, U.S.).

3/ Includes other, non crisis related discretionary spending or revenue measures (e.g., changes in defense spending), as well as the impact of non-discretionary effects on 

revenues beyond the normal cycle. These include the revenue impacts of the extraordinary decline in commodity and real estate prices and financial sector profits.

Table 3. Overall Balance and Discretionary Measures 1/

(in percent of GDP)

Change in 2009 w.r.t. 2007 Change in 2010 w.r.t. 2007


8.      Implementation of 2009–10 fiscal stimulus measures is proceeding broadly as planned by the authorities, with a sizable share still in the pipeline. A recent survey jointly organized by the Fund and the U.K. Treasury found that implementation of fiscal stimulus packages was generally in line with projections, although with large variations across different economies (Table 4). Implementation rates appear to be higher for revenue measures and social transfers, and lower for infrastructure spending. The latter accounts for a large share of the fiscal packages in Argentina, Australia, Canada, China, France, Mexico, Saudi Arabia and South Africa (Figure 1). This pace of implementation points to significant growth impetus through 2010 stemming from fiscal measures. However, information is mostly qualitative, except for Australia, Canada, France, Korea, and the United States, which report on the stimulus regularly, including through dedicated websites. Authorities reported operational difficulties in implementing accurate high-frequency tracking and short-lag reporting of the deployment of stimulus packages. For example, on the spending side complications typically arise if stimulus programs do not represent a separate item in the budget, if budgetary reporting data fail to distinguish among stages of implementation, or if spending programs are implemented at the regional or local administration level. Stepped-up monitoring efforts would be desirable, including to evaluate the economic impact of the adopted measures.
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1/ Includes expansionary stimulus measures only.

(Share of total stimulus planned in 2009)
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Argentina Discretionary stimulus spending is not tracked separately from already-in-force spending lines. Reporting will follow existing 

public financial management and accountability provisions. 

Australia Nearly all individual tax rebates (one-quarter of the total expected stimulus for 2009) had been paid by early August. Small 

business tax breaks will be realized with a lag, due to filing schedules. Nearly all jobs-related transfers to households under 

the main economic stimulus plan have been paid out (one-third of the expected stimulus for 2009). Funding has been 

approved for investment projects under the plan.

Brazil IMF staff estimate that 40 percent of the planned stimulus for 2009 was likely implemented through end-June. Over 60 

percent of tax relief—cuts in personal income taxes and in indirect taxes on vehicles and other goods—is estimated to have 

been delivered, while half of the expected cash transfers to the poor are likely to have been disbursed. No information is 

available on implementation of the housing support package.

Canada Necessary steps for 90 percent of the pledged funds to be flowing by June have been taken. Tax measures are being 

administered on an ongoing basis, including through lower payroll tax deductions. An updated progress report on 

implementation was issued in September.

China As of end-June, about 40 percent of the central government’s pledged (and already allocated) stimulus spending for 2009 

has been approved by the planning agency (NDRC). 

France 53 percent of the approved fiscal stimulus for 2009 had been implemented through end-June. Revenue and current spending 

measures have been implemented faster than capital spending (61 percent of revenue measures and 55 percent of 

expenditure measures; among expenditure measures, safety net spending has been fastest at 73 percent versus 35 percent 

of capital spending). 

Germany Ex post analyses of revenue measures have not yet been undertaken due to lags in the filing of income taxes. On the 

expenditure side, disbursements are on schedule, although a considerable number of measures fall under the responsibility 

of the Länder, particularly infrastructure projects. The Länder are expected to produce quarterly updates on their projects. 

India A committee of senior officials was established to ensure that stimulus measures are carried out. The committee and a 

temporary secretariat have established a detailed monitoring framework that follows the status of each measure and 

assesses preliminary impacts. The full stimulus amount has been allocated and released to spending units. However, in 

India's highly federal system, it is not possible to ensure or monitor that amounts allocated have actually been spent.

Indonesia IMF staff estimate that 36 percent of the 2009 stimulus package was implemented through end-June: 44 percent of tax 

measures, 35 percent of energy subsidies, and 100 percent of anti-poverty programs. Infrastructure spending, which 

comprises 15 percent of the package, is moving more slowly. 

Italy Implementation is considered to be in line with plans. The focus of monitoring has been on procedures to implement stimulus-

-most of these are completed. Information on actual implementation is limited to the provision of guarantees for private sector 

borrowing by a newly replenished Guarantee Fund.  

Japan It is difficult to track implementation of stimulus measures separately from regular budgets, although cash transfers have 

been quickly implemented and public works expenditures are intended to be substantially front-loaded. IMF staff estimate 

that about 60 percent of the total stimulus budgeted for 2009 had been disbursed through September (FY begins in April). 

Korea By mid-year, about 60 percent of the combined annual original and supplementary budgets had been executed. In this 

context, IMF staff estimate that by mid-year about 37 percent of announced expenditure measures for 2009 had been 

implemented while about 34 percent of estimated revenue costs had been incurred. In contrast to other countries, the 

implementation rate on capital investment projects has been higher than on other stimulus measures: 54 percent of the 

committed investment stimulus for 2009 has been implemented through June.

Mexico There is no specific mechanism for tracking stimulus implementation. Some aspects, such as energy price relief, were 

implemented directly. There has reportedly been a high level of approvals for infrastructure spending, and program spending 

grew strongly in the first semester, although at lower rates than planned in the budget. However, with weakening revenue 

performance, some spending will be reduced in the second semester, lowering the overall stimulus.

Russia IMF staff estimate that 53 percent of the pledged annual stimulus had been implemented through end-August. The 

implementation rate for tax breaks is estimated to be higher, at 66.7 percent, than for spending, at 46.7 percent (including 

28.4 percent for support for strategic sectors). Expenditure estimates reflect funds made available to spending agencies 

rather than funds paid out.  

Saudi Arabia About 45 percent of the US$37 billion capital budget for 2009 had already been implemented as of end-March.

South Africa Discretionary stimulus spending is not tracked separately, although the National Treasury is working with agencies to 

improve the links from additional spending to performance targets.

Turkey The authorities expect to report on stimulus implementation during the fourth quarter of 2009. 

United Kingdom The bulk of the stimulus is through revenue measures, all of which have been enacted. Tax breaks are expected to be 

realized equally by quarter. Information on implementation of expenditure measures is not yet available. 

United States Recovery.gov reports that $86 billion worth of spending had been released by federal agencies through mid-September, 

while over $62 billion of tax relief had been granted. This implies that more than half of the total expected stimulus for CY 

2009 has been paid out to date. A large share of the stimulus is being implemented at the state level, where tracking is more 

difficult. 

Table 4. Fiscal Stimulus Implementation Status for Selected Economies



Sources: IMF staff estimates and a joint IMF-U.K. Treasury survey.  
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Financial Sector Support Measures

9.      In response to the sharp dislocation in financial services and markets, many governments and central banks have implemented extraordinary initiatives to backstop the financial system. These have included capital injections, purchase of assets and emergency lending by treasuries, and the provision of guarantees on liabilities of financial institutions and key market participants. Also, some governments, particularly in Asia, have channeled in various manners the provision of credit and support to the economy through non-government official financial institutions. While these initiatives do not necessarily increase immediately the fiscal deficit, many of them have been funded by government debt issuance. Moreover, they may result in fiscal or quasi-fiscal losses in the future—requiring funding through government debt and negatively affecting the budget if and when losses materialize or guarantees need to be honored. 

10.      Commitments in this area have been large, although direct budget costs have been so far smaller (Table 5). There are two main reasons for this. First, much of the support has been provided by central banks in the form of liquidity, asset purchases, and other measures (i.e., quantitative easing policies), and public and quasi-public credit institutions without direct treasury funding. Second, guarantees on assets and liabilities of financial institutions do not imply an immediate fiscal cost. Measures with direct treasury funding and requiring up-front government financing are estimated to amount to 3.7 percent of GDP for G-20 economies, and the same amount for APEC economies in the sample (Table 5). Most of this financial sector-related government financing is expected to occur in advanced economies, representing about 5.4 percent of GDP in these economies. The figure is slightly higher in APEC advanced economies, at 5.7 percent of GDP.

11.      There has been a slowdown in new support announcements as financial markets have started to regularize, and some of the earlier measures are expiring.  Key recent developments include, in the United States, updates of the details of the Public-Private Investment Program (PPIP) in July—the PPIP will start with a government investment of up to $30 billion for the purchase of impaired securities from banks—and expiry of the Guarantee Program for Money Market Funds in September, with no losses and $1.2 billion in participation fees received. The Money Market Investor Funding Facility expired in October, and the Term-Security Lending and Primary Dealer Credit Facilities are scheduled to expire in February 2010. In Japan, a plan to provide up to ¥50 trillion in guarantees for stock market purchases by a special corporation was withdrawn.
[image: image8.emf]Capital Injection

Purchase of 

Assets and 

Lending by 

Treasury 2/

Guarantees 3/

Liquidity 

Provision and 

Other Support 

by Central Bank

(A) (B) (C) (D)

Advanced North America

Canada 0.0 10.9 13.5 1.5

10.9

United States 5/ 5.2 1.5 10.6 8.1

6.9

Advanced Europe

Austria 5.3 0.0 30.1 …

8.9

Belgium 4.8 0.0 26.4 …

4.8

France 6/ 1.4 1.3 16.4 …

1.6

Germany 3.8 0.4 18.0 …

3.7

Greece 2.1 3.3 6.2 …

5.4

Ireland 5.9 0.0 198.1 …

5.9

Italy 7/ 0.6 0.0 0.0 …

0.6

Netherlands 3.4 11.2 33.6 …

14.6

Norway 8/ 2.0 15.8 0.0 21.0

15.8

Portugal 9/ 2.4 0.0 12.0 …

2.4

Spain 10/ 0.8 3.9 15.8 …

4.6

Sweden 11/ 1.6 4.8 47.5 13.9

5.2

Switzerland 1.1 0.0 0.0 24.9

1.1

United Kingdom 12/ 3.9 13.8 53.2 19.0

20.0

European Central Bank … … … 8.5

…

Advanced Asia and Pacific

Australia 0.0 0.7 8.8 …

0.7

Japan 13/ 2.4 11.4 7.3 1.9

0.8

Korea 14/ 2.3 5.5 14.5 6.5

0.8

Emerging Economies

Argentina 15/ 0.0 0.9 0.0 5.4

0.9

Brazil 16/ 0.0 0.8 0.0 10.8

0.0

China 0.0 0.0 0.0 22.5

0.0

India 0.4 0.0 0.0 8.3

0.4

Indonesia 17/ 0.0 0.0 0.1 1.2

0.1

Hungary 18/ 1.1 2.4 1.1 13.6

3.5

Poland 0.0 0.0 3.2 5.4

0.0

Russia 1.2 1.2 0.5 11.6

2.3

Saudi Arabia 19/ 0.0 1.2 N/A 30.6

1.2

Turkey 20/ 0.0 0.3 0.0 3.7

0.0

APEC Economies from above sample

2.7 2.9 6.9 10.6

3.7

Advanced APEC Economies 4.0 4.2 10.3 7.3

5.4

Emerging APEC Economies 0.3 0.2 0.1 17.0

0.5

G-20 2.2 2.7 8.8 9.7

3.7

Advanced Economies 3.4 4.1 13.9 7.6

5.7

In billions of US$ 1,160 1,436 4,638 2,804

1,887

Emerging Economies 0.2 0.3 0.1 13.5

0.4

In billions of US$ 22 38 7 1,581

47

20/ Column B shows loans by the SME Industry Development Organization, not requiring direct Treasury financing.

5/ Estimated upfront financing need for 2009-10 is $990 bn (6.9 percent of GDP), consisting of the allocated amount under Troubled 

Asset Relief Program (TARP; $510 bn); Treasury purchases of GSE preferred stocks ($400 bn); and Treasury support for Commerc

2/ Column B does not include Treasury funds provided in support of central bank operations. These amount to 0.5 percent of 

GDP in the U.S., and 12.8 percent in the U.K.

4/ Includes gross support measures that require upfront government outlays. Excludes recoveries from the sale of acquired assets.

1/Columns A, B, C and E indicate announced or pledged amounts, and not actual uptake. Column D shows the actual changes in central 

bank balance sheets from June 2007 to June 2009. While these changes are mostly related to measures aimed at enhancing market 

liquidity and providing financial sector support, they may occasionally have other causes, and also may not capture other types of 

support, including that due to changes in regulatory policies. For the Euro zone countries, see the ECB row. Averages for column D 

include the Euro zone as a whole.

3/ Excludes deposit insurance provided by deposit insurance agencies. 

Table 5. Support for Financial and Other Sectors and Upfront Financing Need

Source: IMF FAD-MCM database; Staff estimates based on announements by official agencies.

Average

(As of August, 2009; in percent of 2008 GDP; average using PPP GDP weights)1/

Upfront 

Government 

Financing 4/

(E)

6/ Support to the country's strategic companies is recorded under (B); of which €20 bn will be financed by a state-owned bank, Caisse 

des Depots and Consignations, not requiring upfront Treasury financing.

13/ Budget provides JPY 3,900 bn (0.8 percent of GDP) to support capital injection by a special corporation and lending and purchase of 

commercial paper by policy-based financing institutions.

12/ Estimated upfront financing need is £289 bn (20 percent of GDP), consisting of Bank Recapitalization Fund (£56 bn), Special 

Liquidity Scheme (£185 bn) and financing for the nationalization of Northern Rock and Bradford & Bingley (£48 bn).

7/ It does not include the temporary swap of government securities for assets held by Italian banks undertaken by the Bank of Italy.

11/ Some capital injection (SEK50 billion) will be undertaken by the Stabilization Fund.

9/ A maximum amount of €20 bn (12% of GDP) is allocated to both the guarantee scheme and the reinforcement of core capital, with the 

latter not exceeding €4 bn.

8/ Excluding asset accumulation in Sovereign Wealth Fund, the balance sheet expansion during the period was only 4.5 percent of GDP.

10/ Spain created a Bank Restructuring Fund (FROB) in June, with the current legislative framework providing for €9 billion (direct 

government financing of €6.75 billion, complemented by €2.25 billion from the deposit insurance funds), to support the possible eventual 

restructuring of the financial sector. The size of the FROB could potentially be increased up to €99 billion (9 percent of GDP) through 

debt issuance. Column C includes approved bank debt guarantees up to €100 bn, and another €100 bn that would be extended, if 

needed.

14/ In 2009, KRW 8 trillion will be provided from the budget to support for SMEs.

16/ Liquidity support and loan purchases are provided through public banks and deposit insurance fund, and entail no upfront 

government financing.

18/ The expansion of the central bank balance sheet reflects mostly the increase in Net Foreign Assets as a result of IMF and EU 

disbursements in the context of the SBA-supported program. During this period, the increase in central bank domestic assets wa

19/ A significant part of the central bank balance sheet expansion was due to a large accumulation of foreign assets during 2008.

17/ Small interventions have been recently implemented through the deposit insurance agency that are not yet quantified.

15/ Staff estimates.
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12.      The actual utilization of financial sector support facilities has been well below the maximum levels originally committed (Table 6). Advanced economies for which data are available allocated about 3½ percent of GDP for capital injections, but the amount drawn to date has been just over two fifths of that. The estimated utilization rate for amounts allocated for asset purchases and treasury lending has been even lower. This is partly due to the improvement in global financial conditions and to the precautionary nature of many of these programs. Some of the programs were designed and sized to forestall worst-case scenarios—thus, success in reassuring investors has made unnecessary the full utilization of the available funds.

[image: image9.emf]Economies Amount used

In percent of 

announcement

Amount used

In percent of 

announcement

Advanced North America

Canada

… … 5.8 53.5

United States

2.4 46.1 0.7 48.0

Advanced Europe

Austria

1.7 32.7 … …

Belgium

4.7 97.6 … …

France

0.8 58.1 0.4 26.5

Greece

1.7 82.0 1.8 55.0

Ireland

5.4 90.9 … …

Italy

0.1 14.5 … …

Netherlands

2.4 72.8 5.5 49.1

Norway

0.0 0.0 7.2 45.5

Portugal

… … … …

Spain

0.0 0.0 1.8 44.6

Sweden

0.2 11.2 … …

Switzerland

1.1 100.0 … …

United Kingdom

3.3 85.2 3.4 24.4

Advanced Asia and Pacific

Australia

… … 0.5 77.5

Japan

0.0 1.0 1.2 10.9

Republic of Korea

0.8 33.0 0.3 4.8

Emerging Economies

Brazil

… … 0.3 43.5

India

0.0 9.5 0.0 ….

Indonesia

… … … …

Hungary

0.1 9.3 2.0 82.3

Russia

0.7 60.4 0.6 54.0

Saudi Arabia

… … 0.6 51.4

Average 1/

APEC Economies 2/

1.5 33.5 1.0 39.4

Advanced APEC Economies 

1.6 32.1 1.1 39.5

Emerging APEC Economies 

0.5 43.1 0.5 38.5

G-20 1.2 43.9 1.0 27.0

Advanced Economies 1.5 43.9 1.2 26.1

In billions of US$ 446 … 366 …

Emerging Economies 0.2 44.6 0.3 50.3

In billions of US$ 11

… 17 …

1/ PPP weighted averages for the economies listed above. 

2/ Only includes APEC Economies from the above table.

Sources: IMF FAD-MCM database; Staff estimates based on announcements by official agencies

Table 6. Financial Sector Support: Amount Utilized Relative to Announcement, Selected Economies

(in percent of 2008 GDP unless otherwise indicated)

Capital Injection

Purchase of Assets and Lending by 

Treasury
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The Public Finance Outlook

13.      Statistical releases and other information available through October 2009 confirm the unprecedented global deterioration of the public finances (Table 2). Overall, the G-20 is expected to post a deficit close to 8 percent of GDP in 2009 (above 9 percent of GDP in APEC), and to record deficits well above pre-crisis levels through the forecasting horizon (2009-2014).  As a result, government debt in the G-20 is forecast to rise from 63 percent of GDP at end-2007 to 86 percent of GDP by 2014 (from 59 percent of GDP to 83 percent of GDP in APEC). The main cause of the fiscal deterioration is related to the costs of the crisis, including the costs of automatic stabilizers and fiscal stimulus packages. However, the rise in the debt ratio is also due to a significant extent to other spending pressures not directly related to the crisis. Moreover, the revenue decline during the crisis has been larger than can be explained by the automatic stabilizers alone. This reflects revenue losses related to the bursting of asset price bubbles and commodity price spikes that are unlikely to be recaptured after the crisis.

14.      The deterioration in the fiscal outlook is particularly pronounced among advanced economies (Figure 2).
· Advanced G-20 economies are expected to record a deficit close to 10 percent of GDP in 2009 and still above 5 percent of GDP by 2014, as a result of slow growth and underlying weaknesses in their fiscal positions beyond the direct impact of the crisis. These weaknesses reflect non-crisis related spending pressures in many economies including the United States (military and entitlement expenditure), Japan (social expenditure), Italy (a broad range of expenditure items) and the United Kingdom (also a broad range of items, including increases planned in the 2008-10 expenditure program). Over the longer term, aging population costs will place additional pressures on budgets. On current policies, owing to expected persistent deficits and relatively sluggish growth, government debt in advanced G-20 economies is projected to rise from about 78 percent of GDP at end-2007 to 118 percent of GDP by 2014.

· The deterioration in fiscal balances in emerging G-20 economies is likewise only partly explained by the costs of the crisis. Underlying spending pressures affect nearly all emerging G-20 economies and particularly Argentina, China, P.R., India, Russia, and Saudi Arabia. High growth in the baseline scenario will allow a moderate decline in the debt-to-GDP ratio from 37½ percent in 2007 to about 36 percent of GDP by 2014. Should growth disappoint, however, the debt dynamics would turn significantly worse. In addition, high global government bond supply and other factors might raise global interest rates faced by emerging economies above those underlying the central scenario, also worsening the debt dynamics. 

[image: image10.emf]Figure 2. Deficits and Debt, 2000-2014 (In percent of GDP)



Sources: October 2009 WEO and staff calculations.
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15.      Restoring the public finances to a sustainable position will require substantial and sustained efforts at fiscal consolidation, particularly in advanced economies, beyond the unwinding of crisis-related measures. Table 7 shows an illustrative fiscal consolidation scenario where debt is brought back by 2030 to less than 60 percent of GDP in advanced economies (or the end-2011 debt ratio if lower; 80 percent net debt ratio in Japan).
 This simulation points to the need for a large adjustment, in the order of 8 percentage points of GDP for advanced G-20 economies, over the next ten years.

[image: image11.emf]Gross Debt Primary Balance

Structural Primary 

Balance 1/

Structural Primary 

Balance in 2020-30 2/

Required adjustment 

between 2010 and 

2020

Advanced economies

Australia 22.7 -4.9 -3.4 0.3 3.7

Austria 74.9 -3.1 -2.1 3.1 5.1

Belgium 102.7 -2.3 -0.4 5.3 5.6

Canada 79.3 -3.5 -1.0 2.1 3.1

Denmark 26.9 -2.8 1.9 0.2 -1.7

Finland 48.1 -4.8 -2.3 0.5 2.8

France 85.4 -6.2 -2.1 4.0 6.1

Germany 84.5 -2.3 -0.4 3.0 3.4

Greece  115.0 -2.0 -2.2 6.8 9.0

Iceland 137.3 -2.3 0.4 4.8 4.4

Ireland 75.7 -11.1 -8.2 3.6 11.8

Italy 120.1 -0.7 1.0 5.8 4.8

Japan 227.0 -8.8 -6.9 6.5 13.4

Korea 39.4 -1.0 0.3 0.4 0.1

Netherlands 68.8 -3.6 -2.1 1.4 3.5

New Zealand  30.2 -3.2 -1.9 0.4 2.3

Norway 67.2 8.6 9.2 10.5 1.3

Portugal 81.9 -3.9 -2.9 3.6 6.5

Spain 69.6 -11.0 -5.8 4.9 10.7

Sweden 45.0 -4.5 -1.5 0.5 1.9

United Kingdom 81.7 -10.9 -7.8 5.0 12.8

United States  93.6 -8.1 -3.7 5.1 8.8

Average (PPP-weighted) 102.1 -6.5 -3.3 4.5 7.8

G-20 106.7 -6.7 -3.4 4.6 8.1

Higher debt 108.2 -6.9 -3.5 4.9 8.4

Lower debt 34.9 -2.9 -0.5 0.4 1.4

Sources: IMF, 

World Economic Outlook

, October 2009 and IMF staff calculations.

1/ Excludes losses from financial system support measures. Structural balances are reported in percent of nominal GDP.

2/ Primary balance is assumed to improve gradually from 2011 until 2020; thereafter, the primary balance is maintained constant until 2030. The last column shows the 

primary balance path needed to stabilize debt at end-2011 level if the respective debt-to-GDP ratio is less than 60 percent ("lower debt"); or to bring debt ratio to 60 percent 

in 2030 ("higher debt").  Illustrative scenarios for Japan are based on its net debt, and assume a target of 80 percent of GDP. For Norway, maintenance of primary 

surpluses at its projected 2012 level is assumed. The analysis is illustrative and makes some simplifying assumptions: in particular, beyond 2011, an interest rate–growth 

rate differential of 1 percent is assumed, regardless of country-specific circumstances.       

Table 7. Illustrative Fiscal Adjustment Scenario for Advanced Economies

2010 (projection)

Illustrative fiscal adjustment strategy to 

achieve debt target in 2030

(In percent of GDP)
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16.      The adjustment needed in many advanced economies is large, but not unprecedented. Among advanced economies, 24 have achieved improvements in their structural primary balances of at least 5 percent of GDP at least once in the last four decades; 9 of them have achieved improvements in excess of 10 percent of GDP in that period (Table 8). However, the fiscal adjustment going forward will be more challenging than in some past episodes, because it will have to be undertaken in an environment of adverse demographics and potentially sluggish potential growth. Some past adjustment episodes in Europe also benefited from nominal exchange rate depreciation and a strong reform consensus aiming at joining the euro. The data also suggest that it has been difficult for many economies to maintain this adjustment: in some cases, the primary balance deteriorated in the period after consolidation ended. However, this may partly reflect the fact that as the debt ratio declines, smaller primary surpluses are required to stabilize it.
[image: image12.emf]At end of the 

adjustment

Average over the five 

years after end of 

adjustment

Ireland (1989) 20.0 11 4.4 3.6

Sweden (2000) 13.3 7 3.8 1.1

Finland (2000) 13.3 7 7.1 3.7

Sweden (1987) 12.5 7 4.8 0.2

Denmark (1986) 12.3 4 6.6 4.3

Greece (1995) 12.1 6 4.8 4.1

Israel (1983) 11.1 3 2.6 7.9

Belgium (1998) 11.1 15 6.7 6.1

Canada (1999) 10.4 14 5.6 3.2

United Kingdom (2000) 8.3 7 2.9 -0.6

Japan (1990) 8.1 12 2.7 -0.5

Italy (1993) 7.9 8 3.0 4.0

Portugal (1985) 7.5 4 2.6 0.3

Luxembourg (1985) 6.9 4 5.1 3.2

Luxembourg (2001) 6.7 10 6.1 1.0

Iceland (2006) 6.3 4 5.9 ...

Netherlands (2000) 6.3 10 4.1 1.0

Denmark (2005) 5.9 11 6.4 ...

Australia (1988) 5.8 4 3.7 0.3

Hong Kong, China (2005) 3/ 5.8 4 1.0 ...

New Zealand (1995) 5.8 4 7.1 3.9

Austria (2001) 5.8 6 2.2 0.7

Iceland (2000) 5.7 6 3.1 1.6

United States (2000) 5.7 8 3.7 -1.0

Germany (2000) 5.3 9 3.5 -0.7

Germany (1989) 5.3 10 2.7 -0.4

Switzerland (2000) 5.2 7 3.6 1.3

Cyprus (1994) 5.2 3 4.0 0.6

Spain (2006) 5.2 11 3.0 ...

Sources: IMF, 

World Economic Outlook

, October 2009 and IMF staff calculations.

1/ Table lists largest adjustments for each economy, unless episodes for a given economy are fully nonoverlapping.

3/ Further adjustment through 2006 to 2007 as a result of asset price effects is not taken into account. 

2/ Cumulative change in cyclically-adjusted primary balance in percent of GDP. In a given consolidation episode, the cyclically-

adjusted primary balance should not be reversed by more than 1 percentage point from one year to the next.

Table 8. Advanced-Economy Experiences with Large Fiscal Adjustments  1/

Economies (end year)

Size of 

Adjustment 2/

Length 

(years)

Cyclically-Adjusted Primary Balance

(In percent of GDP, except when indicated)
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Fiscal Policies Going Forward

17.      Provision of public support will need to be maintained until the recovery gains a solid footing—but plans for its eventual withdrawal and medium-term consolidation should be drawn up and effectively communicated now. In the short term, a premature wind-down of macroeconomic and financial sector support policies would risk a relapse into recessionary conditions. However, a failure to implement over the medium term a determined and sustained consolidation of the public finances would risk dragging down growth prospects and compromising fiscal sustainability. Indeed these two policy requirements are complementary: nurturing now the rising trend in activity requires anchoring expectations on the solvency of public finances further ahead. Thus, policies must address the short-term need for a continued expansionary stance while charting a credible path of medium-term public debt reduction and growth-enhancing reforms.

18.      Consideration of the following elements could help in designing and implementing a medium-term strategy to restore fiscal sustainability.

· Clear timeframes to bring the gross debt to GDP ratio to prudent levels that take into account longer-term spending pressures. A comprehensive, credible, and transparent exit strategy that targets an appropriate debt ratio would help build public awareness and address market concerns regarding fiscal sustainability. Stabilizing debt ratios at their likely post-crisis levels will not be sufficient, as high debt ratios would impede fiscal flexibility, raise economy-wide interest rates, and constrain growth. The appropriate debt target will depend on economy-specific characteristics, including debt composition (currency and maturity), depth of domestic financial markets, and diversification of the investor base. For many high-debt advanced economies, targeting a gradual return to a gross debt ratio of 60 percent (the median level before the crisis) would be appropriate, while emerging economies will need to factor in lower market tolerance for high external debt. For some economies, however, a 60 percent debt ratio may not be sufficiently ambitious, particularly if they face large aging-related costs.

· Strong fiscal policy frameworks and institutions with comprehensive coverage of the public sector. Formally adopting or strengthening fiscal rules with explicit fiscal targets could help shore up the necessary broad consensus, anchoring expectations and guiding fiscal policy implementation over the medium term. Authorities may also consider institutional reforms to buttress a rules-based fiscal framework based on transparency, accountability, multi-year planning, and strict procedural guidelines that ensure consistency between macroeconomic objectives and budget execution outcomes. Fiscal plans may need to cover the overall public sector, or as a minimum, the general government, forestalling potential conflicts with local and regional government budgetary policies.

· Sustained improvements in primary balances as driving force of the adjustment. Experience in past large consolidations indicates that this is the key element in a successful reduction of the debt ratio. Adjustment efforts should avoid reliance on one-time measures, and revenue over-performance should be saved rather than used to relax spending consolidation plans.

· Medium-term fiscal reforms that enhance revenue mobilization and curb real primary spending, while shielding the poor. In many economies, substantial action is needed to address looming aging-related costs of pension and health entitlements. While measures with long-lasting impact could be phased in over time, they will need to be initiated early. Revenue measures should consider reducing special treatments and fighting non-compliance, as well as increasing revenues from carbon pricing or auctioned emissions rights.
· Growth-promoting structural reforms. Higher growth raises budget revenue and facilitates spending restraint. It also reduces the debt-to-GDP ratio by raising GDP. However, credible exit strategies should be based on conservative growth assumptions. Also, higher inflation should not be seen as viable means of reducing debt ratios. Rather, inflation is likely to increase interest costs, hamper growth, and worsen distributional equity.

· Enhanced asset-liability management of public balance sheets. High debt levels will require improving existing debt structures (e.g., longer, spread-out maturities, greater reliance on domestic currency debt markets in emerging economies). There is also a need to ensure adequate recovery of the value of assets acquired during the crisis, cover any central bank losses, and minimize the realization of contingent liabilities.
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� “The Global Outlook for Public Finances and APEC Economies,” background paper for the APEC Senior Finance Officials’ Meeting (SFOM6), July 2009, prepared by the Fiscal Affairs Department of the International Monetary Fund.


� A debt ratio of 60 percent of GDP was close to the median among advanced economies before the crisis. However, it may not be ambitious enough for some economies, particularly those that face large ageing-related costs.





