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IMF head in shock fiscal warning

By Chris Giles and Gillian Tett in Davos
Published: January 27 2008 23:03 | Last updated: January 27 2008 23:03

The intensifying credit crunch is so Copyright The Financial Times Limited 2008
severe that lower interest rates

alone will not be enough “to get out Print article Email article Order reprints

of the turmoil we are in”, Dominique

Strauss-Kahn, the managing del.icio.us reddit Digg Facebook stumbleupon Yahoo!
director of the International

Monetary Fund, warned at the More in this section

weekend.

The global battle for food, oil and water
In a dramatic volte face for an

international body that as recently

as the autumn called for “continued Lamy confident of trade deal this year
fiscal consolidation” in the US, BIS warns against fragmented regulation
Dominique Strauss-Kahn, the new Banks could face greater disclosure

IMF head, gave a green light for
the proposed US fiscal stimulus
package and called for other
countries to follow suit. “l don’t Ban warns business on looming water crisis
think we would get rid of the crisis  Brand Britain’ failing to exploit growth markets
with just monetary tools,” he said,
adding “a new fiscal policy is
probably today an accurate way to
answer the crisis”.

Singapore fund pledges greater transparency

Gas exporters set to hold ‘gas Opec’ talks
UN warns over food scarcity

Gates pushes ‘creative capitalism’
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Mr Strauss-Kahn'’s words rip apart
a long-standing global consensus
that fiscal retrenchment in the US
and Japan is needed to help
reduce huge trade imbalances.

It comes as the IMF is due to
release new economic forecasts
this week which, he said, would
show a “serious slowdown and it
needs a serious response”.

The US Federal Reserve starts a
regular meeting tomorrow and
markets expect another half-point
cut on top of the 0.75 percentage-
point cut last week.

Mr Strauss-Kahn's dramatic
change in stance amazed Larry
Summers, the former US Treasury
secretary. He is known for saying
that the IMF stands for “It's Mostly
Fiscal” because the organisation
has to be tough with countries’
budgetary laxity.

But such is his concern about
economic prospects if the US slows
and other countries do not pick up
the slack in world demand that he
supported Mr Strauss-Kahn. “This
is the first time in 25 years that the
IMF managing director has called
for an increase in fiscal deficits and
| regard this as a recognition of the
gravity of the situation that we
face,” said Mr Summers.

The dark economic mood in Davos
was reinforced at the weekend by
John Thain, the new chief
executive of Merrill Lynch, who
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predicted the problems in subprime
mortgage markets would spread to
credit card and consumer loans. “It
will be a while before you see a
return to normality in the banking
system,” he said.

Thomas Russo, vice-chairman of
Lehman Brothers, said: “Absent
government intervention, the
economic picture is very grey but
with government intervention you
have a decent chance of stabilising
the picture.”

The IMF’s call for countries with
strong fiscal positions to loosen
their budgets gained approval from
Christine Lagarde, the French
finance minister, and Palaniappan
Chidambaram, the Indian finance
minister.

Ms Lagarde suggested Germany
would be a prime candidate for
fiscal loosening, while Mr
Chidambaram said: “India may
have some room, if necessary, for
some fiscal stimulus.”

But in a rare direct reference to
China, he called on Beijing to play
its part. “China has huge headroom
to stimulate domestic
consumption.”

However, it is the global
community’s lack of confidence that
China will play ball in offsetting a
slowing US consumer that makes
greater fiscal laxity in many
countries appear suddenly
appealing.

But amid a sudden enthusiasm for
fiscal stimulus packages, some
voiced caution. Professor Ken
Rogoff of Harvard University and a
former chief economist of the IMF
said aggressive fiscal easing
generates “more harm than good in
most cases”, leading to
unsustainable budgetary position
that require painful correction in the
longer term.


http://blogs.ft.com/davosblog/
http://blogs.ft.com/davosblog/
http://blogs.ft.com/davosblog/
http://blogs.ft.com/davosblog/
http://blogs.ft.com/davosblog/
http://blogs.ft.com/gapperblog/
http://blogs.ft.com/gapperblog/
http://blogs.ft.com/gapperblog/
http://blogs.ft.com/rachmanblog/
http://blogs.ft.com/rachmanblog/
http://blogs.ft.com/rachmanblog/
http://www.weforum.org/en/events/AnnualMeeting2008/index.htm
http://www.weforum.org/en/events/AnnualMeeting2008/index.htm
http://www.ft.com/reports
http://www.ft.com/reports/theworld2008
http://www.ft.com/reports/theworld2008
http://www.ft.com/reports/corpfinjan2008
http://www.ft.com/reports/corpfinjan2008
http://www.ft.com/reports/africachinatrade2008
http://www.ft.com/reports/africachinatrade2008
http://www.ft.com/reports/indiaglobal2008
http://www.ft.com/reports/indiaglobal2008
http://www.ft.com/indepth/davos2007
http://www.ft.com/indepth/davos2007
http://www.ft.com/indepth/davos2007

FT.com/ In depth - IMF head in shock fiscal warning

_ailft
News, analysis, videos, blogs
and CEO series

News, analysis, blogs and
CEO workshops

I 7XIT ]

Minimum times "'

delay are Home n
15 London Advertise with the FT Media centre Student offers FT Conferences T Syndication Corporate subscriptions FT Group cor
minutes time usk

Partner sites: Chinese FT.com ET Deutschland Expansion Investors Chronicle Exec-Appointments.com

© Copyright The Financial Times Ltd 2008. "FT" and "Financial Times" are trademarks of The Financial Times Ltd. Privacy policy JTerms

http://www.ft.com/cms/s/106230b0-cd29-11dc-9b2b-000077b07658.html (4 of 4)1/30/2008 10:13:14 AM


http://www.ft.com/indepth/davos2007
http://www.ft.com/indepth/davos2007
http://www.ft.com/indepth/davos2006
http://beta.ft.com/cms/f4dde5d0-4d43-11da-ba44-0000779e2340.html
http://beta.ft.com/cms/f4dde5d0-4d43-11da-ba44-0000779e2340.html
http://www.ft.com/
http://www.ft.com/
http://www.ft.com/servicestools/help/sitemap
http://www.ft.com/servicestools/help/sitemap
http://www.ft.com/servicestools/help/contactus
http://www.ft.com/servicestools/help/contactus
http://www.ft.com/servicestools/help
http://www.fttoolkit.co.uk/advertising/framework.html
http://www.ft.com/servicestools/mediacentre
http://www.ftlatest.com/education-2005/?id=2
http://www.ftconferences.co.uk/
http://www.ftlatest.com/syndication
http://www.ft.com/corporate
http://www.ft.com/servicestools/ftgroup
http://www.ftchinese.com/
http://ftd.de/
http://www.expansion.es/
http://www.investorschronicle.co.uk/
http://www.exec-appointments.com/
http://www.ft.com/servicestools/help/copyright
http://www.ft.com/servicestools/help/privacy
http://www.ft.com/servicestools/help/terms
http://www.ft.com/indepth/davos2006

	ft.com
	FT.com / In depth - IMF head in shock fiscal warning


	GCGHPPLOHBNBOIOMEHONGIDINMDHCMDB: 
	form1: 
	x: 
	f1: 
	f3: true
	f4: 
	f5: 

	f2: 

	form2: 
	x: 
	f1: 
	f3: ts
	f4: FTCOM
	f5: equity
	f6: equity

	f2: 




