
Finance lobby warns of global growth risks 
Krishna Guha 
 
There are "growing vulnerabilities to the outlook for global growth", the head of the lobby 
group representing the biggest financial institutions warned yesterday. 
 
The International Monetary Fund should consult more closely with the private sector to address 
the risks, said Charles Dallara, managing director of the Institute for International Finance. In 
an open letter to Gordon Brown, the UK chancellor and chairman of the IMF's governing 
council, Mr Dallara said "geopolitical developments and persistent global imbalances cloud the 
future". 
 
The increase in volatility since February and the decline in some asset prices likely reflect both 
"concerns about the outlook for the US economy" and "prospects of a return of risk aversion". 
 
While the development of new financial derivatives had increased liquidity and enabled greater 
diversification of risks, the "systemic implications of the rapid expansion of these instruments 
have not been tested during times of stress". 
 
Mr Dallara raised some concern about potential risks related to the "rapid growth of non-
traditional participants in emerging markets" - code for hedge funds and other new investment 
vehicles. There was an "unusual sense of unease and anxiety amid general prosperity". 
 
Mr Dallara called on the IMF to "reassert its leadership" on issues of global financial stability. 
 
Rodrigo Rato, IMF managing director, has been considering launching a multilateral 
consultation on financial stability and this is an idea that could be endorsed at the spring 
meetingsin Washington this month. 
 
Mr Dallara urged the IMF to build on recent successful public-private initiatives on risk 
management by holding meetings with senior figures in the banking industry. 
 
The governing council "should engage directly from time to time with chairmen and CEOs of 
major financial institutions and key multinational corporations". 
 
He also called on the IMF to do more to support a set of voluntary principles for relations 
between sovereign borrowers and lenders which the IIF developed. These principles, which 
have been adopted by some emerging market borrowers, "are particularly well suited for 
framing co-operative action for crisis prevention and resolution in the fast-paced and fast-
changing environment". 
 
Mr Dallara cited the recent debt restructurings by Belize and Congo-Brazzaville, which were 
"guided by an understanding . . . that it was in the best interests of all parties to work co-
operatively to put the countries back on a sustainable growth path." 
 
He added that a possible redrafting of IMF rules on lending into arrears raised concerns the 
policy could be diluted further, weakening creditor rights. 
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