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1. INTRODUCTION

Countries around the world have successfully responded to the global financial crisis and the severe recession by implementing unprecedented policy measures swiftly and decisively. However, these measures taken already, which provided a basis for the recovery and had mitigated the worst of the recession, if not unwound at the right time, could undermine economic recovery or give rise to inflation and asset bubbles. In order to address this concern, G20 leaders at the London Summit agreed to ensure long-term fiscal sustainability and price stability and put in place credible exit strategies from the measures taken, to support the financial sector and restore global demand.

Most G20 countries consider that it is premature to implement exit strategies at this juncture because deflationary risks are higher than inflationary risks, and the global economy has not recovered fully. However, it is recognized that a high degree of international coordination among G20 countries is critical for discussing and devising effective exit strategies to mitigate market concerns regarding the risks from a disorderly exit. As interdependence among countries has increased significantly, policy changes of some countries may have considerable spillover effects on other countries. Therefore, the discussion on exit strategies should be made within the context of international coordination. G20 leaders’ discussion on exit strategies can itself mitigate market uncertainties. Also, the implementation of coordinated exit strategies can contribute to creating a level playing field and minimizing market distortion.
In this context, this paper provides the rationale for international coordination and proposes the general principles of exit strategies, to establish market confidence in the exit framework with a view to continuing effective policy support. 
2. THE NEED FOR INTERNATIONAL COORDINATION

As mentioned above, a country’s policy change has spillover effects on other countries because of the interdependence among countries. Countries should consider two types of risks associated with spillover effects in implementing exit strategies. One risk arises from premature exit, which can have negative impact on the overall global economic recovery. The other risk comes from delayed exit, which can undermine the global economic stability.

In order to mitigate or eliminate these risks, it is crucial to have international coordination for the implementation of exit strategies. In particular, it is imperative that G20 countries, which account for a considerable share of the global economy, recognize the need and importance of coordination for implementing exit strategies in promoting stable recovery and sustainable growth of the global economy. This section presents the need for international coordination in the implementation of exit strategies in fiscal, monetary and financial sector policy areas.

2.1 Fiscal Policy

G20 countries have implemented stimulus packages, including tax cuts and fiscal expansion, to prevent economic contraction. Most G20 countries' implementation of stimulus packages was concentrated in late 2008 and 2009, when the economic contraction was expected to be most severe. On average, G20 countries pledged to spend 2.0% of their GDP in 2009 and 1.6% of their GDP in 2010. These expansionary fiscal policies, if continued longer than necessary, might weaken mid-and long-term fiscal sustainability of most G20 countries. At a time when the global economic recovery is far from complete, however, some countries’ exiting from expansionary fiscal policy settings, under the assumption that other countries' expansionary settings will remain unchanged, could delay the global economic recovery.  With the pace of economic recovery varying between countries, one country's exit strategies, if implemented without international coordination, can widen further the recovery gap between countries.
2.2 Monetary Policy

In response to the crisis, central banks around the world have reduced key interest rates to record lows. In addition, unconventional quantitative easing, including loosening the requirements for qualified financial institutions and collateral, was introduced. If these expansionary monetary policies are not rolled back at the right time, in the right manner, this might cause another economic hardship in the future. Premature withdrawal of these expansionary financial policies could cause liquidity shortage in credit markets and dampen economic recovery. On the contrary, exiting too late could give rise to inflation and asset bubbles, which undermines economic stability.
2.3 Financial Sector Policies

The G20 countries have strived to break a vicious circle of the economic downturn caused by the lack of confidence among financial market participants. As part of their efforts, the countries have carried out bank recapitalization, addressed toxic assets, raised deposit insurance limits, and provided government guarantee on banks' foreign debt. Premature exit from these financial sector response measures risks destabilizing the financial sector, which delays economic recovery. However, it is more likely that countries would be tempted to maintain the financial sector measures longer than necessary because one country’s exit without coordination with other countries could hurt the credit ratings of its domestic financial institutions and trigger capital outflow to other countries. This delayed exit could lead to the distortion of market competition and the prevalence of moral hazard.
3. GENERAL PRINCIPLES
The timing and pace of economic recovery can vary across countries. As a result, the timing and intensity of exit strategies implementation can also vary from country to country. Such a different policy environment of each country can make international coordination in exit strategies difficult. On the other hand, the date-dependent exit from expansionary policies that ignore countries' different economic conditions can deal another blow to the world economy. Given these constraints, establishing some general principles regarding exit strategies and abiding by them might be a realistic way to achieve international coordination in exit strategies. The general principles that can be considered in exit strategies are as follows.
Timing: The world witnessed the dire consequences from premature exit policies in the 1930s and in the 1990s. With that in mind, exit strategies should be implemented when the global economic recovery is "assured," for which the IMF is expected to provide appropriate criteria.

Speed: Exit strategies should be implemented gradually and adaptively in line with the pace of the economic recovery, as abrupt exits carry the risk of destabilizing the global economy.
Sequence: The priority is to withdraw unconventional policy measures, as they can distort resources allocation the most. Then, conventional monetary and fiscal measures should be normalized. As for fiscal policies, to boost market confidence, it is important that efforts towards fiscal consolidation should be made in tandem with economic recovery and are pursued through the improvement of mid-term fiscal soundness.
Consideration for spillover effects: Systemically important countries need to recognize the spillover effects from the implementation of their exit strategies and do their best to reduce the risks associated with spillover effects.

Information sharing: G20 countries should share information needed to assess the economic situation, and have open and cooperative dialogues on the global economic outlook and their policy plans. Along this line, the IMF is expected to strengthen its surveillance on international coordination.

Communication: Communication with the market is important to winning market confidence. Policy authorities’ ideas on the timing and manner of exit strategies implementation should be accurately delivered to and understood by market participants to enhance the effectiveness of the policies.
Support for developing countries: In order to achieve a sustainable global growth after the crisis, developing countries, including the poorest countries hit hardest by the global financial crisis, should be provided with support through international coordination. In addition, appropriate policy consideration should be given to possible adverse effects of exit strategies implementation on developing countries.
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