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IME: Debtors
need a break

Germany says back-tracking only hurts confidence

BY GERNOT HELLER
AND TOMASZ JANOWSKI

Reuters

TOKYO - The IMF on Thursday backed
giving debt-burdened Greece and
Spain more time to reduce their bud-
get deficits, cautioning that cutting too

. far, too fast would do more harm than

good.

But Germany pushed back and
said back-tracking on debt-reduction
goals would only hurt confidence, a
stance that suggested some disagree-
ment between the International Mon-
etary Fund and Europe’s largest cred-
itor country.

“The IMF has time and again said
that high public debt poses a problem,”’
German Finance Minister Wolfgang

" Schaeuble said. “Sowhen there is a cer-

tain medium-term goal, it doesn'tbuild
confidence when one starts by going in
adifferent direction.”

“When you want to climb a big
mountain and you start climbing
down then the mountain will get even
higher” .

The IMF released new research
this week showing that fiscal consol-
idation has a much sharper negative

effect on growth than previously
thought. Since the global financial eri-
sis, these so-called fiscal multipliers
have been as much as three times
larger than they were before 2009, the
IMF research shows.  ~

That means aggressive austerity
measures may inflict deep econom-
ic wounds that make it harder for an
economy to get out from under heavy
debt burdens.

“It is sometimes better to have a
bit more time;” IMF Managing Direc-
tor Christine Lagarde said. “That is
whatwe advocated for Portugal; this is
what we advocated for Spain; and this
is what we are advocating for Greece”

But the IMF was less willing to
be patient with Europe on following
through with its efforts to seek a more
cohesive fiscal and banking union. It
said that process was critically incom-
plete, and blamed the plodding pace
for contributing to economic uncer-
tainty that was hurting global growth,

Emerging markets expressed frus-
tration that the eurozone troubles were
spillinginto their economies. The IMF
still expects emerging markets to grow
tour times as fast as advanced econo-
mies, but it cut its forecast sharply for
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two of the biggest players, Brazil and
India. :

“Europe has to get its act togeth-
er;” said Palaniappan Chidambaram,
India’s finance minister, speaking on
behalf of the Group of 24 developing
and emerging economies. “What is
happeningin Europe is having an im-
pact on developing countries.”

CREDITOR COUNTRIES
The IMF has expressed frustration
with Europe’s piecemeal response to
its debt crisis and warned that a recent
respite in borrowing costs for debt-lad-
en countries such as Spain may prove
short-lived unless eurozone leaders
come up with a comprehensive and
credible plan.

In its financial stability report on

. Wednesday, the IMF said that without

swift policy action, including the trig-
gering of the European Central Bank’s
bond-buying program, the premium
that investors demand to hold Span-
ish and Italian debt instead of safer Ger-
man bonds would nearly double.

Standard & Poor’s cut its rating on
Spain on Wednesday to a level just
above junk territory, and Moody’s may
soon follow:



