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Global economy: Unprecedented uncertainty and risks 
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Global baseline: 
Necessary polices are adopted;  

Baseline assumptions: 
 

  Europe contains crisis 
 
 U.S. finds adequate balance on fiscal policy 
 
  Emerging Asia growth remains strong 

 
 
 

  Cheap financing, with bouts of risk aversion.  
 
  Lower commodities prices, but still high 
 
  Weak import demand from AEs 
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Baseline: Problems in periphery Europe remain contained 

Pressures 
more recent 
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Baseline: Weak household balance sheets continue to hold back 
growth 

United States: Unemployment and Housing Indicators

70

80

90

100

110

120

0.0

2.0

4.0

6.0

8.0

10.0

12.0

Unemployment rate (percent)

Standard and Poor's/Case-Shiller house price index                                      
(January 2005 = 100; right scale)

2005 2007 2009 20112006 2008 2010

Sources: Haver Analytics; and IMF staff calculations.

5 



Baseline:Stock market volatility will likely weigh in on confidence 
and consumption  
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Baseline: Monetary policy remains accomodative, but financing 
conditions more volatile 
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Baseline: Debt overhang and high unemployment in advanced 
economies dampen import (tourism) demand 
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Baseline: Strong growth in Asia keeps commodities prices 
relatively high 
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Global Downside Risks 

Near-term risks: 

 Europe: unable to contain crisis 

•  No agreement/recapitalization 

•  Adjustment fatigue in periphery 
 
 U.S: front-loaded fiscal adjustment 
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Downside: Europe is unable to break vicious sovereign/bank circle 
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Downside: U.S. fiscal adjustment becomes too frontloaded 
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Global Downside Risks 

Medium-term risks: 

 Europe: growth remains elusive 
 
 U.S.: medium-term fiscal unattended 
 
 China: overinvestment/credit quality 
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Latin America: Overheating risks were building ... 
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... but global turmoil is weighting on the region  
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Latin America and Caribbean:Juggling two Scenarios 
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Latin America: Policy Challenges 
Rebuilding buffers in the face of large uncertainties 

1. Monetary policy as first line of defense (in 
countries with credible frameworks) 

2. Continue rebuilding fiscal buffers 

• Avoid acting too early. Change course only if 
extreme risk materializes 

3. Maintain exchange rate flexibility 

4. Macroprudential policies 

• Loosen: if liquidity/funding pressures emerge 

• Tighten: if vulnerabilities increase 
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The Caribbean: heavy dependence on major trading partners has 

impacted performance during the crisis … 
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 ... and prospects remain constrained by linkages with Advanced 
Economies 
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The Caribbean: The fiscal position has deteriorated… 
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... and public debt is on the rise 
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Financial sector vulnerabilities: 

 The global financial crisis revealed the extent of 
financial interconnection within the Caribbean, but 
also regulatory and supervisory gaps; 

 

 Credit risks remain elevated 

 

 Financial sector exposure to fiscal policies 
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 The Caribbean: NPLs have risen sharply… 
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The Caribbean: …and provisioning remains low 
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The Caribbean: A modest recovery is underway in 
most of countries ... 
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2004-09 2010 2011 2012

Latin America and the Caribbean 4.1 6.1 4.5 4.0

South America¹ 5.3 6.5 5.5 4.4

CAPDR¹ 4.6 4.4 4.0 4.2

The Caribbean¹ ² 2.8 0.5 1.9 2.6

of which: 

Bahamas 0.3 1.0 2.0 2.5

Barbados 1.9 0.3 1.8 2.2

Jamaica 0.5 -1.2 1.5 1.7

ECCU 2.9 -0.7 1.0 1.9

Source: IMF, World Economic Outlook.

¹ Simple average for each subregion.

² Caribbean excludes Dominican Republic and Haiti.

LAC Baseline: Real GDP Growth (in percent)



The Caribbean: Main challenges going forward 

Higher volatility and significant downside risk, 
underscore the urgency on focusing on the key 
priorities: 

 

 Reducing debt 

 Addressing financial sector vulnerabilities 

 Reinvigorating growth 
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The Caribbean: Stabilizing and reducing debt will require a bigger 
fiscal effort 
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The Caribbean: Fiscal consolidation will need to focus on 

expenditures 
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… while avoiding to compromise (growth-friendly) capital spending 
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The Caribbean: Financial sector vulnerabilities 

 Urgently address lingering financial sector issues in the 
bank and non-bank sector without compromising fiscal 
sustainability. 

 Key banking sector policies: 

 Macro prudential measures  

 Consolidated supervisions across the region 

 Robust and frequent onsite inspections 

 Non-banks focus: 

 Strengthening supervision 

 Bringing regulation up to international best practices 

 Enhancing collaboration between regulators 
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Reinvigorating growth: drop in market share points to  
the need to improve competitiveness… 

Caribbean Arrivals: Tourism Market Shares   

(In percent to the world) 

Source: World Travel and Tourism Council (online data base) 
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…and diversify markets 

Sources: Caribbean Tourism Organisation

Caribbean: Stay over tourist by main market
(In percent to total stayover arrivals)
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Reinvigorating growth: room for further improvements  
in the business climate 
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The IMF: remains closely engaged in the region 

 Since the beginning of the global crisis the Fund has 

disbursed a total of US$ 1 billion to Jamaica, Belize and all 

ECCU Fund members out of an approved US$ 1.6 billion .  

 The region is also a heavy user of Fund’s technical 
assistance, especially through the regional technical 
assistance center CARTAC (debt management, revenue 
administration, financial system, central banking, 
statistics…) 

 The Fund continues to provide support with on-going 
policy dialogue and surveillance, more in-depth analysis of  
the financial sector (including additional FSAP), and an 
enhanced research program.  
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Western Hemisphere Fall 2011  
Regional Economic Outlook:  

Shifting Winds, New Policy Challenges 
 

 

Thankyou 
 

http://www.imf.org/external/pubs/ft/reo/2011/whd/eng/wreo1011.htm 
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