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Executive Summary
Des ite ro ress in addressin  ey scal 

ea nesses in many countries  t e lo al scal 
environment remains su ect to a i  de ree o
ris  it in t e euro area  many countries ave
made ood ro ress in reducin  i  de cits and
s eci yin  medium term lans and ave committed 
to en ancin  scal institutions  evert eless  

orro in  s reads ave risen si ni cantly in lar er
economies  includin  Italy and S ain  s o in  
t at mar et sentiment can c an e a ru tly  In 
a an and t e nited States  ro ress in de nin  

and im lementin  scal ad ustment lans as 
een more limited  ut interest rates remain at 
istorically lo  levels  In t e nited States  alt ou  

a last minute a reement to li t t e de t ceilin  as
reac ed  t e olitical im asse t at receded t e deal
illustrates t e si ni cant c allen es to im lementin  

scal ad ustment oin  or ard  re ected in a 
do n rade y one ratin  a ency  mon  emer in  
economies  ere t e needed medium term scal 
ad ustment is enerally lo er  t e scal stance is 
nevert eless insu ciently ti t in some cases in
vie  o  in ationary ressures and ra id ro t
ueled in art y stron  ca ital in o s

verall  si ni cant olicy c allen es remain in 
advanced  emer in  and lo income economies
and must e aced in an environment in ic
do nside ris s to ro t  ave increased T e
a ro riate ace o  ad ustment in t e s ort run

ill de end  or eac  country  on t e intensity o  
t e mar et ressure it con ronts  t e ma nitude 
o  t e ris s to ro t  it aces  and t e credi ility 
o  its medium term ro ram  In t is res ect
stren t enin  medium term lans and maintainin  
clear communication are critical to ensurin  
credi ility and avoidin  t e ossi ility t at t e 

erce tion o  scal ris s ecomes sel ul llin  
it  risin  interest rates and li uidity ressures

erodin  undamentals  T is t reat cannot e
i nored  and action to address it cannot e delayed

For t e euro area  t e c allen e is to sustain 
scal consolidation  minimi e its ro t  allout  

and address concerns a out t e ade uacy o  

crisis resolution mec anisms  ountries under
severe mar et ressure ave no o tion ut to 
im lement t eir de cit reduction lans in ull and 

it out delay  ountries it  more scal s ace
could c oose a more ac loaded ro le s ould
t e macroeconomic environment deteriorate
su stantially  Some o  t e adverse im act o  scal
ad ustment on economic ro t  can e alleviated 
t rou  re orms t at s i t art o  t e urden o  
ta ation rom la or to consum tion so called scal 
devaluations  and t rou  rivati ation  Faster 
ro t  can el  accelerate scal consolidation  and 

structural re orms to oost otential ro t  s ould
also t ere ore e art o  any ad ustment strate y  

it  res ect to t e crisis resolution rame or
t e measures announced on uly 21 to increase
t e e i ility o  t e uro ean Financial Sta ility 
Facility are elcome  ountries need to act uic ly 
to im lement t em and to continue to si nal 
clearly t eir illin ness to ta e additional ste s as
necessary to su ort con dence in t e euro area

T e s eed and severity it  ic  nancial 
ressures s read in t e euro area s ould serve as 

a cautionary tale to a an and t e nited States
o  interest rates in a an and t e nited States 

arise in art rom structural actors t at are unli ely 
to c an e ra idly  includin  lar e domestic and
institutional investor ases  o ever  lo  rates also 
re ect t e si ni cant ood ill t at t e overnments 
o  a an and t e nited States ave earned it  
investors  even t ou  many o  t eir conventional

scal indicators de cits  de t ratios  and ro ected
a e related s endin  ro t  in t e nited 
States are no etter t an in many uro ean 
countries t at currently ace si ni cant mar et 

ressure  T e credi ility o  a an and t e nited
States could suddenly ea en i  su ciently detailed 
and am itious lans to reduce de cits and de ts are
not ort comin

In t e nited States  any credi le strate y 
ill need to include entitlement re orms and 
i er revenues  idenin  ta  ases y asin  

out ta  e enditures ould e a ood lace 
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to start see t e ril 2011 Fiscal Monitor  r
De nin  a via le medium term lan ould 
allo  or a more moderate ace o  ad ustment 
in 2012 t an currently e ected  to e o set y 
com ensatin  ti tenin  later  t us rovidin  
s ort term su ort to t e economy

In a an  disaster relie  and reconstruction are 
ey s ort term riorities  ut t is stren t ens

t e case or a more detailed medium term 
lan it  o ectives commensurate it  t e 

c allen es t e country aces  T e aut orities
are introducin  im ortant measures it  t e 
oal o  rin in  t e de t ratio do n y t e end 

o  t is decade  o ever  a aster ad ustment 
t at ould e in reducin  t e de t ratio y 
t e middle o  t is decade  includin  t rou  
urt er ta  re orms  ould e a ro riate

mer in  economies li e ise ace t e ris  o  
an eventual reversal o  ortune  Some are ta in  
advanta e o  ood times to im rove scal 

ositions  ut in several ot ers  si ns o  over eatin  
are arisin  T ere is also a ris  t at elements o  t e 

ositive macroeconomic environment includin  
ca ital in o s and i  commodity rices or
e orters could rove tem orary  Moreover  t ere 
is considera le cross country variation in scal 

ositions amon  emer in  economies  it  some
acin  de t ratios and ross nancin  needs t at 

are close to advanced economy avera es   Fiscal 
Indicators Inde  t at loo s at a ran e o  actors 
t at ave een associated it  mar et stress s o s

t at scal conditions in emer in  economies are on 
avera e ea est in uro e and stron est in sia  
For all t ese reasons  many emer in  economies
need to ma e aster ro ress in stren t enin  

scal undamentals e ore cyclical actors or 
s illovers rom advanced economies ic

ave een limited to date turn a ainst t em  
S ould do nside ris s materiali e  t ose emer in  
economies it  lo  de t and de cits could slo  
t e ace o  consolidation to su ort domestic 
consum tion

o income countries made ood use o  scal 
u ers durin  t e crisis  ut no  ace t e 

c allen e o  re uildin  t em ile addressin  
s endin  needs  i  ood and uel rices ave 
created su stantial s endin  ressures in many 
lo income countries  Many o  t em ave so 
ar mana ed to address social needs it out 

dama in  t eir scal ositions  ut a sustaina le 
res onse ill re uire etter tar etin  o  measures 
and a illin ness to un ind t em s ould lo al 

rices decline  More enerally  lon standin  scal
c allen es in lo income countries ersist  it
one t ird o  t ese countries in de t distress or 
under i  de t sustaina ility ris  Measures to 
raise otential ro t  ill e ey to addressin  
t ese conditions  it  increased investment to 
en ance in rastructure needed in many  Im roved 
investment rocesses suc  as com etitive and 
o en iddin can el  ma imi e t e roductivity 
o  ca ital s endin




