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    Abstract 

The financial crisis which began in 2008 has caused a collapse in growth in 
many developing countries, sweeping away hard-won gains in growth and 
poverty-alleviation. The international community has recognized that 
without significant external support, these countries will stand little chance 
of recovery. Yet the necessary support has not been forthcoming. 

The European Union countries represent the world’s largest source of 
development assistance and most powerful group of voices in the 
international financial institutions being used to address the impact of the 
crisis on developing countries. Yet Europe is seen as the sleeping giant.  
 
Better to address the crisis, Europe could press the IMF to deliver its 
package of measures to assist low-income countries, and monitor the IMF’s 
disbursements to those countries, and the conditionalities attached to them. 
Europe could ensure that the World Bank’s record 15th replenishment of 
International Development Agency (IDA) – delivering $42 billion for fiscal 
2009–11 – is used to deliver the promised $28 billion in additional financing 
over the next two years. It could unblock its own aid system and other 
external policies to deliver more timely and coherent assistance. Equally 
importantly, Europe could use its muscle to ensure effective regulatory 
reform in major financial centres to prevent a further crisis, to ensure that 
low-income and developing countries are consulted and informed about G20 
discussions (from which they are excluded) and to support developing 
countries’ efforts to develop and strengthen regional capacities to withstand 
economic shocks. 
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Europe’s capacity to respond to the impact of the financial 
crisis in the developing world 
 
Europe is the world’s largest source of official development assistance, in 2008 accounting for 
some 60% of world aid.1 European countries also play a major role in the international 
organizations tasked with supporting development and growth in the world economy.  
European member states contributed 57.7% of the money contributed by countries to the 
World Bank’s fund for lending to poor countries in 2007 (the International Development 
Association or IDA).  The countries of the EU command the largest share of votes (about a 
third) in the IMF and in the World Bank. They also occupy seven or more of the 24 seats on 
the Board of each, with Germany, France, and the United Kingdom represented individually, 
and representing constituencies of countries, the Netherlands and Italy (and in the IMF, 
Belgium, Spain, and Denmark; and in the World Bank, Austria, and Sweden). EU member 
states have been the largest contributors to the special credit lines to the IMF established to 
respond to the crisis (the new New Arrangements to Borrow), pledging some $178 billion 
(compared to $100 billion from each of the United States and Japan).  

In short, Europe has a powerful capacity to respond to the impact of the financial crisis on 
developing countries.  

This paper lays out how the crisis is affecting developing countries and in what ways the EU 
might better deploy its capacities to respond to the impact of the crisis in the developing 
world. The first section describes the impact of the crisis on developing countries. It highlights 
the way the crisis spread through both financial and “real economy” effects, and assesses 
current forecasts for recovery. The second section evaluates the international response to the 
crisis. The significant funding gap faced by developing countries is being partially filled by 
emergency lending and accelerated development assistance and the recent SDR allocations. 
However gaps remain and are not being filled by promises of more and better aid. The third 
and final section outlines how Europe might better use its voice, influence, and resources, to 
ensure a more effective response to the impact of the financial crisis on developing countries. 

  

The impact of the crisis on developing countries  
The financial crisis has been devastating for people in developing countries. The latest 
evidence demonstrates that the downturn in developing countries’ economies has been deeper 
and more broadly based than during previous recessions.2 It has wiped out several years 
worth of the additional GDP gains that the above-average growth of the preceding years had 
produced. Hard-won progress towards the Millenium Development Goals have been reversed. 
In Africa between 30,000 and 50,000 additional children may have died of malnutrition in 2009 
because of the crisis.3  The World Bank’s latest estimate is that the financial crisis will have 
plunged an additional 64 million people into extreme poverty (below $1.25 per day) than 
would otherwise have been the case by the end of 2010.4  

The crisis was transmitted to developing countries in part through finance. In the immediate 
aftermath of the collapse of Lehman Brothers, it was thought that the crisis might be confined 
to those countries whose financial sectors were highly linked, such as Central and Eastern 
Europe, and some emerging economies.  

                                                 
1 Europeaid, Annual Report 2009 on the European Community's Development and External Assistance Policies and 
their Implementation in 2008; http://ec.europa.eu/europeaid/multimedia/publications/documents/annual-
reports/europeaid_annual_report_2009_highlights_en.pdf  
2 World Bank, Global Economic Prospects 2010: Crisis, Finance and Growth (Washington DC, The World Bank, 2010). 
3 Friedman, Jed, and Norbert Schady. 2009. “How Many More Infants Are Likely to Die in Africa as a Result of the 
Global Financial Crisis?” Policy 
Research Working Paper 5023, World Bank,Washington, DC. 
4 World Bank, Global Economic Prospects 2010: Crisis, Finance and Growth (Washington DC, The World Bank, 2010).  
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However, even in the early stage of the crisis Bangladesh, for example, suffered a withdrawal 
of some $159 million of portfolio investment flows in the financial year 2008-9.5 Foreign direct 
investment flows were also hit, although the effect took longer. For example, after an initial 
decline in 2008, foreign direct investment in Cambodia experienced a 50% drop in 2009.6  

The collapse in trade was a major transmission mechanism of the crisis to all countries. An 
unprecedented drop of 31% in the dollar value of world trade was recorded between August 
2008 and March 2009. For some countries this was quickly compounded by a drop in other 
sources of external currency such as remittances (money sent home by nationals working 
abroad). For example, the sharp reduction in imports in the EU and other major trading 
partners caused a sharp decline in exports from Egypt, Jordan, Morocco, and Tunisia, 
compounded by a 6.3% drop in remittances, and a 5% drop in tourism revenues, effectively 
drying up important sources of foreign income that support household consumption and job 
creation.7 Other areas affected by the drop in remittances include Central America and South 
and Central Asia. In Armenia, Kyrgyz Republic, and Tajikistan, for example, the slowdown in 
Russia cut the US dollar value of remittances by up to 33% depth in the first half of 2009.8  

A serious financing gap has resulted from the financial crisis for most developing countries. In 
2009 many were forced to bridge the gap in one of two ways (or a mixture of the two).  Some 
cut into domestic demand including through exchange rate depreciation which reduced their 
imports. Others drew down their international reserves – in fact, developing countries 
consumed some $362 billion worth of their international reserves during the initial phases of 
the crisis. In 2009, reserve coverage was projected at an average 4.2 months of imports, 
remaining broadly unchanged in 2010, providing countries’ financing needs were met.9  Those 
who could have borrowed (or increased borrowing) from the International Monetary Fund 
(IMF), the World Bank, and various regional and bilateral development agencies.  

The prospects for many poor developing countries look bleak. Although the World Bank and 
the IMF predict a rebound in aggregate for emerging and developing countries, they highlight 
important regional differences.10 The regions hardest hit are: Sub-Saharan Africa where 
growth collapsed from 6.5% in 2007 to an estimated 1.1% in 2009; Europe and Central Asia, 
where the equivalent figures reflect a yet greater collapse from 7.1% to -6.2%; Latin America 
and the Caribbean where growth plummeted from 5.5% to -2.6%; and the more modest but 
still serious decline in the Middle East and North Africa 5.9% to 2.9% (see Table 1 below). In 
each of these regions a modest improvement on a disastrous two years is forecast for 2010-
2011 but not a recovery.   

 
TABLE 1: The World Bank’s Outlook for Growth 2007-2011  
(Source: World Bank, Global Economic Prospects 2010: Forecast summary)  
 
          2007 2008e 2009e 2010f 2011f 

Real GDP growth (percentage change from previous year, aggregrate growth rates calculated using constant
US dollar GDP weights) e=estimate, f=forecast  

          

World 3.9 1.7 -2.2 2.7 3.2 

  High income 2.6 0.4 -3.3 1.8 2.3 

  Developing countries 8.1 5.6 1.2 5.2 5.8 

      East Asia and Pacific 11.4 8.0 6.8 8.1 8.2 

      Europe and Central Asia 7.1 4.2 -6.2 2.7 3.6 

      Latin America and Caribbean 5.5 3.9 -2.6 3.1 3.6 

      Middle East and North Africa 5.9 4.3 2.9 3.7 4.4 

      South Asia 8.5 5.7 5.7 6.9 7.4 

      Sub-Saharan Africa 6.5 5.1 1.1 3.8 4.6 

 

                                                 
5 See Overseas Development Institute, The global financial crisis and developing countries: Phase 2 synthesis, Working 
Paper 316 (March 2010), p.4. 
6 Ibid (ODI, 2010, p.4) 
7 World Bank, Global Economic Prospects 2010: Crisis, Finance and Growth (Washington DC, The World Bank, 2010), 
p.30. 
8 World Bank, Global Economic Prospects 2010: Crisis, Finance and Growth (Washington DC, The World Bank, 2010), 
pp.44-46. 
9  IMF September 28, 2009 Update. 
10 See IMF September 28, 2009 Update, and World Bank, Global Economic Prospects (21 January 2010). 
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The international response to the crisis  
 
The international response to the crisis in the developing countries has been to provide 
emergency lending to affected countries including accelerated development assistance. 
Obviously, developing countries are also affected by the effectiveness (or otherwise) of G20 
country efforts to contain the credit crunch, such as through fiscal stimulus, and to undertake 
measures to prevent a future crisis.  

 
(1) The funding gap created by the crisis  
 
Funding from the international community has been widely recognized as crucial if the world’s 
poorest countries are to stand any chance to “safeguard their hard-won economic gains”. As 
detailed above, the crisis dried up foreign direct investment and portfolio flows, trade, tourism, 
and remittances. Yet while inflows dried up, the needs of developing countries established pre-
crisis did not, resulting in a large financing gap. 

The financing gap was estimated by the IMF in September 2009 for low-income countries in 
2009–10 as likely to increase by around US$25 billion a year.11 In January 2010, the World 
Bank’s Chief Economist estimated that poorest countries who rely on subsidized loans may 
require an additional $35 billion to $50 billion in funding just to maintain pre-crisis programs.12 

  

Table 2: The IMF’s September 2009 estimates of Balance of Payments Financing 
Needs 

 
 
The problem for international, regional, and national institutions responding to the emergency 
financing needs of poor countries, is that they also face needs from much larger economies in 
financial crisis.  The World Bank’s January 2010 report estimated the total external financing 
needs of developing countries in 2010 at $1.1 trillion in 2010 (based on the current account 
deficit projections for 2010, along with schedules of private foreign debt coming due). The 
report notes that three countries in Europe and Central Asia and Latin America and the 
Caribbean face the largest external financing needs in 2010, projected at $447 billion and 
$280 billion, respectively.  Smaller in magnitude are the financing needs of countries in Sub-
Saharan Africa, even though these stand at nearly 12 percent of GDP for the countries  
involved. 

 

                                                 
11 IMF September 28, 2009 Update. 
12Cited at 
http://econ.worldbank.org/WBSITE/EXTERNAL/EXTDEC/0,,contentMDK:22446906~pagePK:64165401~piPK:64165026
~theSitePK:469372,00.html (accessed 19 March 2010). 
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(2) Emergency lending mostly to middle-income countries 
 
Most emergency lending has gone to emerging economies. In a report completed for the EU 
Parliament in August 2009, the first loans made by the IMF and World Bank in response to the 
crisis were dissected. The results highlighted that most new IMF lending (in quality terms) was 
going to Europe, and that most World Bank lending was a front-loading of existing loans.13  

The IMF’s lending (as at 31 January 2010) is summarized in Table 3 below. Most lending has 
been through Standby Arrangements, the IMF’s usual non-concessional lending mechanism 
(accounting for 50.1% of new arrangements), and Flexible Credit Lines, precautionary 
arrangements extended to Colombia, Mexico, and Poland (accounting for 46.8% of new 
arrangements).  

In terms of funding actually disbursed, Table 3 highlights that the IMF’s new funding has 
flowed to: 

• Europe (79.2% of disbursements);   

• Asia (14.8% of disbursements) and 

• Africa (5.2% of disbursements). 

   
Table 3: IMF Lending Arrangements as of 31 January 2010  
(calculated from IMF website) 

 

Approved 
arrangements 
by region 
(SDR mm) 

Regional 
Lending 
(%) 

Disbursements by 
Region (SDR mm) 

Disbursments 
by Region  
(%) 

Proportion 
of 
Regional 
Allocation 
Disbursed 
(%) 

 Africa 3,516,798 3.2% 1,684,808 5.2% 48% 
 Europe 57,165,463 51.3% 25,871,775 79.2% 45% 
 Asia 9,326,100 8.4% 4,829,920 14.8% 52% 
 Lat Am 41,391,885 37.2% 293,650 0.9% 1% 
 Non-Africa 107,883,448 96.8% 30,995,345 94.8% 29% 
Total 111,400,246 100.0% 32,680,153 100.0% 29% 

 
 
In January 2010 the IMF activated a new package of measures to assist low-income countries. 
These included: mobilizing new resources to lend through the sale of IMF gold (up to $8 billion 
in the first two years); giving relief from interest payments through end-2011, and lowering 
interest rates on concessional loans; doubling the average amount any low-income country 
can borrow from the IMF (access limits); and transforming the Poverty Reduction and Growth 
Facility (PRGF) lending instruments into three new facilities (the Extended Credit Facility for 
medium-term support; a Standby Credit Facility for short-term and precautionary needs, and a 
Rapid Credit Facility for emergency support with limited conditionality).  

Sceptics point out that the IMF has many times promised to reduce or streamline its 
conditionality and to provide better and more rapid access to its low-income and highly-
indebted members. Why, they ask, should we believe, it will happen this time? It is worth 
noting that European member states are potentially the most powerfully placed to hold the 
institution to account to these commitments.   

The World Bank has increased its lending commitments by some $12.8 billion. Most of this has 
been concentrated in loans to a small number of large middle-income countries reflected in a 
near-tripling of IBRD (non-concessional) commitments which have increased from $13.5 billion 
in 2008 to $32.8 billion in 2009.  These loans are listed in below in a table 4 which highlights 
that four countries - Indonesia, Mexico, Brazil, and India - accounted for some 44% of lending. 

  

                                                 
13 Ngaire Woods, “The international response to the impact of the financial crisis on developing countries” EU 
Parliament, August 2009. 
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Table 4: IBRD Commitments Fiscal 2009 and 2010 (to end of October) 
(reproduced from Table 6, Independent Evaluation Group, 2009, p.9; calculated by IEG using 
World Bank’s internal database and staff calculations) 
 

 
Note: India also received $1,106 million in IDA loans from the World Bank during fiscal 2009 and the 
first quarter of 2010. 
 
The Bank’s new lending commitments to the poorest countries through its IDA increased only 
slightly from $11.2 billion in fiscal 2008 to $13.6 billion in 2009.14 Of these commitments 53% 
went to Sub-Saharan Africa and 33% to South Asia.  However, disbursements from IDA did 
not increase. In November 2009, the Bank’s Evaluation Group reported that IDA 
disbursements over this period remained flat (while IBRD disbursements increased from $10.5 
billion in fiscal 2008 to $18.5 billion in 2009). At the same time, the Bank’s International 
Finance Corporation which lends with the private sector, managed to increase its lending to 
Africa, and offer some support for global trade.  

The problem for the World Bank is that it is caught in a set of procedures – exemplified by the 
IDA – which are slow and costly (a fact highlighted by the crisis) in large part because they 
have been structured so as to minimize any financial or reputational risks to powerful 
shareholders such as in Europe and the United States. More positively, it is these shareholders 
– such as Europe – who are well placed to take action to liberate the Bank from these 
strictures and enable it more quickly and effectively to fulfil its mandate.  

In sum, both the IMF and the World Bank have disbursed much larger amounts much faster to 
middle-income countries in the wake of the crisis. Each is considering ways to ensure they can 
disburse larger, faster, and less conditional loans to low-income countries affected by external 
shocks. The evidence of their lending since the crisis underscores the importance of their 
current rethinking. Europe could play an important role pressing this forwards.  

 

                                                 
14 IEG The World Bank Group’s Response to the Global Crisis: Update on an Ongoing IEG Evaluation Nov 2009. 
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(3) SDR allocations: a global injection of $284 billion reserve assets  
 
An early measure agreed by the G20 countries and later approved by the IMF Board of 
Governors was for a general allocation of Special Drawing Rights equivalent to US$250 billion 
which took place on 28 August 2009. These SDRs are distributed among all countries who are 
members of the IMF, in proportion to the quotas they hold in the IMF. Obviously, small and 
poor countries have relatively small quotas, and have therefore been assigned relatively small 
allocations of SDRs. That said, for low-income countries the first SDR allocation amounted to 
an increase of approximately US$18 billion in their reserves. This was slightly augmented a 
week after the $250 billion allocation, when a further special allocation equivalent to $34 
billion (which had long been in the pipeline) was also allocated. 

The SDR allocations bolster countries’ foreign exchange reserves, giving them each an issue of 
SDRs or claims on the rights of the freely useable currencies of other IMF members. These sit 
in the Central Bank of each country as reserves. For developing countries, the SDR allocations 
have helped (modestly) to buffer the shocks.  

 
(4) Aid flows and quality still not meeting international commitments  
 
Prior to the financial crisis, European Union countries and other donors had agreed two 
ambitious targets on aid. Increasing aid was one target, agreed among other places, at the 
Gleneagles G8 Summit in 2005. If the Gleneagles commitments were met, the result could be 
an additional US$15 billion for low-income countries in 2009–10.15 However, the promised 
increase in aid from the G8 has not been forthcoming. To meet Gleneagles commitments, aid 
flows would need to grow by 11 percent in real terms per year during both 2009 and 2010, 
and current indications are that donor plans fall well short of this. Overall aid flows to low-
income countries are expected to grow only marginally in 2009 and to remain broadly stable in 
2010.16  

That said, China’s aid to Africa is increasing. At the China-Africa Summit of November 2009, 
China pledged $10 billion in new low-cost loans to Africa over the next three years, doubling 
the commitment it made at the 2006 Summit. 

The donors’ other target is to improve the quality of aid, through a better harmonization and 
alignment of policies with those of recipient governments. The Paris Declaration on Aid 
Effectiveness agreed in 2005 and the Accra Agenda for Action agreed in 2008 give detail to 
this. The tracking by the OECD/DAC of actions to follow the commitments made by states does 
not suggest rapid progress.   

In sum, the financial crisis has not spurred progress on either more or on better quality aid by 
the European Union and its traditional partner-donors in development assistance. That said, 
the crisis does seem to be accelerating the rise of an alternative system of aid by China and 
other emerging economies.17 

 
(5) Other measures 
 
The region least affected by the financial crisis has been Asia not least because of China’s fiscal 
stimulus which resulted in a quick rebound in Chinese imports. Globally, the measures 
undertaken by industrialized governments to reverse the collapse in global trade have been 
crucial to containing the impact of the crisis. The way in which these measures are now 
terminated by powerful economies (their “exit strategies”) will have a profound impact on 
developing countries. 

In the debate over the IMF’s role in preventing future crises, much has been made of the need 
for surveillance of systemic risks. To undertake such work effectively, the IMF would need a 
mandate to confer with and gather information from all of its members about such things as 
their systemically important institutions and the spillover effects of policies in other countries. 

                                                 
15 IMF September 28, 2009 Update. 
16 IMF September 28, 2009 Update. 
17 Ngaire Woods (2008) ‘Whose aid? Whose influence? China, emerging donors and the silent revolution in 
development assistance’ International Affairs 84(6): 1205-1221 
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The Fund would need to learn from the limitations (some would say failure) of the “multilateral 
consultation” process undertaken prior to the crisis, and the current G20 “Mutual Assessment” 
process currently underway. 

 

Better using European muscle  
 
The financial crisis has magnified and accelerated a shift in global power away from what 
might be called the “status quo powers” of the post-second-world-war order, and towards the 
new emerging economies such as China, Brazil and India. Some commentators suggest that 
Europe has become marginal in the new configuration of power. However, any close analysis of 
the international response to the financial crisis reveals that European countries have what 
might be described as having a dormant dominant voice and resources in the institutions and 
actions being deployed to contain the impact of the crisis.   

Europe is the world’s largest source of development assistance and also has a potential choir 
of voices in the G20, IMF and World Bank. In the IMF it has seats on the Board, special 
relations with the Senior Management, and a key position in negotiations on increasing the 
resources of the IMF. Europe contributes the most to IDA, to the NAB, and other collective 
initiatives undertaken to manage global economic stability. As a region, Europe can use its own 
experience and institutions to press for better global regulation, as well as to support other 
regions to develop their own regional capacity and resilience.  

The crisis requires more rapid and effective emergency lending and accelerated development 
assistance. Europe could ensure this: 

• by pressing the IMF to deliver its package of measures to assist low-income countries, 
and by monitoring the IMF’s disbursements to those countries, and the conditionalities 
attached to them; 

• by ensuring that the World Bank’s record 15th replenishment of IDA – delivering $42 
billion for fiscal 2009–11 – is used to deliver the promised $28 billion in additional 
financing over the next two years.  To some degree this requires European and other 
major shareholders to agree to deregulate the Bank to unblock its capacity to deliver 
rapid and timely assistance with the major shareholders shouldering risk rather than 
using rules to minimize risks to themselves at the cost of people in low-income 
countries; 

• by ensuring European assistance is similarly unblocked and its complementarity with 
global and national programs reinforced. Europe could also work to ensure its own aid 
and trade policies are coherently aligned to deliver on Europe’s goals in low-income 
countries. 

Europe’s power, experience, and resources, are important in the debates over global financial 
regulation and other measures which might prevent and contain a future crisis. To this end, 
Europe is well placed to ensure: 

• Effective regulatory reform in major financial centres to prevent a further crisis; 

• Engagement of low-income and developing countries in preparing for and following-up 
on G20 discussions from which they are excluded;  

• Support for developing countries’ efforts to develop and to bolster their regional 
capacities to withstand economic shocks. 
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