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PROGRESS IN THE HIPC INITIATIVE AND POVERTY REDUCTION STRATEGIES
(PRSP)

I should like to pay tribute to the progress made with the ambitious enhanced HIPC program that
we adopted one year ago.  The objective of providing swifter, more extensive, and deeper debt
relief is being achieved and the Initiative is already lowering the debt burden for the beneficiary
poor countries.  We also welcome the projection that twenty countries will have reached the
decision point by the end of 2000.  The net present value of the program will then have reached
US$20.2 billion, or 70 percent of the total cost of the Initiative.

Having said that, we believe it is necessary to consider the potential short and medium-term risks
regarding funding for the Initiative.  On the basis of the information we have received, the total
amount of funds available to finance the cost of multilateral debt could reach US$8.688 billion,
assuming that all donor promises are kept.  Thus, the shortfall is still substantial: over US$5.3
billion.

Furthermore, the risk of a shortage of funds with which to finance the Initiative could materialize
as early as the end of 2000.  For instance, without a release of the proceeds remaining from its sales
of gold, the IMF could find it difficult to finance its debt relief quota.   Some multilateral
institutions and bilateral creditor countries that are not members of the Paris Club could be
reluctant to participate in the Initiative as they become graded as countries with greater exposure.
This means that alternative mechanisms must be sought to finance the costs of creditors who have
difficulty participating in the Initiative.

With respect to the progress made by the Initiative in Latin America, we welcome the agreement
regarding the mechanism for financing participation by the Inter-American Development Bank.
We are worried, nevertheless, that some donors have not paid the money they pledged and that this
might delay temporary relief for the beneficiary countries.

In the case of Central America, many bilateral loans were granted to neighboring countries, based
on the principle of solidarity under adverse circumstances.  In this region, one creditor country is at
the same time an HIPC beneficiary, and in the cases of Costa Rica and Guatemala the ratio of debt
relief to exports or GDP is among the highest of any creditors that are not members of the Paris
Club.  Moreover, the Central American Bank for Economic Integration, which is owned by
developing countries, might find it very hard to continue participating in the Initiative, considering
that its contribution is the equivalent of approximately 50 percent of its capital.  It is imperative
that the countries supporting the HIPC Initiative acknowledge situations such as these and help to
resolve them.

With respect to progress made with the Poverty Reduction Strategy Papers, known as PRSPs,
we are glad that the countries benefiting under the enhanced HIPC Initiative responded favorably
to the invitation to prepare their own poverty reduction strategy papers.  Generally speaking,
developing countries, multilateral organizations, and bilateral donors have all reacted positively to
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the PRSP process, as a mechanism for channeling aid to programs aimed at sustainable poverty
reduction.  At the same time, it has become clear that, in addition to financial assistance, the
countries preparing their own strategy papers also need technical assistance.  We welcome the
efforts by IMF and World Bank staff to coordinate closely in this field and the support being
provided to the countries preparing their respective strategies.

Implementing PRSPs presents a number of challenges.  We should like to underscore those related
to the institutional, technical, financial, and even political demands that countries face as they
prepare strategies based on extensive consultation with civil society.  The transition from a
preliminary PRSP to a complete PRSP may take longer than was originally thought and the
countries' own strategies may, moreover, conflict with IMF and World Bank conditionalities for
acceptance.  Development agency staff and the multilateral institutions, in particular, should
therefore be flexible and understand the real constraints that countries could be facing, and find
ways to provide them with more effective support.

We share the view that more research is needed into the relationship between debt reduction and
poverty reduction. The international community and national policy-makers have to join forces
to strengthen that link and reduce poverty, especially through economic growth.  Even so, more
research is required into how exactly the link is generated.

COMPREHENSIVE DEVELOPMENT FRAMEWORK

Doubts that may have once surrounded the Comprehensive Development Framework since the
idea was launched by World Bank President James Wolfensohn in 1999 have largely subsided
thanks to the President's efforts to explain and achieve support for its basic tenets, which are indeed
universally accepted principles.  We pay tribute to those efforts and the President's dedication to
achieving that consensus among members of the international community.

On previous occasions, we drew attention to the importance of those principles being accepted by
all, including regional banks and bilateral development agencies.  We appreciate the fact that some
regional banks have decided to join forces in implementing these principles in a handful of
countries that the Bank is addressing in its pilot scheme.  We are pleased to hear that progress is
being made, although we realize that it is still too soon to reach a definitive judgment regarding
what amounts in itself to a major challenge. We congratulate the Bank's Operations Evaluation
Department on its decision to analyze the work that has been done and to draw lessons of use to all
other units in the Bank.

We are gratified at the noteworthy and satisfactory results registered in the progress reports on the
Comprehensive Development Framework.  However, there is one area in which we would like to
see even swifter and more effective progress: the coordination of assistance among donors, both
bilateral and multilateral. This has been a source of constant concern in the donor community in
the past and continues to be today.  The Bank must apply all its resources to defining new
coordination matrices with clearly identifiable mechanisms for coordination on strategy, sectoral
studies, operations, etc. Such matrices should be considered prerequisites for more effective aid for
development and its impact.  Duplication of effort and wasted resources are endemic in
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development programs.  Pinpointing the existence and causes of such duplication must be a
fundamental objective of the Bank's Operations Evaluation Department in its work on the
Comprehensive Development Framework.  We should like to see periodic progress reports on this
specific topic.

WORLD BANK FINANCIAL CAPACITY

The figures we have been given show an improvement in the Bank's financial capacity since the
Committee's last meetings.  In our opinion, two factors explain this:

On the one hand, the notable improvement in the international economic situation, which
has had a strong and positive impact on the quality of the Bank's loan portfolio;

On the other, the huge decline in the Bank's activities from the US$14 billion in projected
disbursements to the US$2.8 billion that actually materialized, which, paradoxically, also
has a positive short term effect on the ratio of own funds to loans.

For that reason, we cannot contemplate the Bank's current financial standing with complacency,
but must rather consider it a golden opportunity to reflect on what lies ahead.  There is little doubt
in our minds that the downward trend in operations, which, with the exception of crisis years, has
persisted since 1989, is far from desirable.

It is evident that, as we mentioned with respect to the Bank's presence in middle-income countries,
the World Bank is not supplying the instruments needed by the many customers currently
abandoning it.

It is equally evident that financial products should not be too highly priced, because in the medium
term not only would there be nothing to gain, but such a policy would eventually lead to a
shrinking in the Bank's activities.

At the same time, we realize that the World Bank cannot just be an instrument for generating
profits that guarantee financing for a range of initiatives.  Rather, its surpluses should serve first
and foremost to maintain its financial solidity, and only then revert to its customers in the form of a
larger volume of credit or lower-cost loans.

Although the Bank was not set up to perform a counter-cyclical function, the experience of recent
years shows that its contribution to overcoming the 1998 crisis was decisive.  And it is hardly
surprising that, in one way or another, demand for World Bank loans is much higher at times of
economic crisis. We realize the difficulties that this temporary state of affairs can generate for the
World Bank's financial structure. Hence our invitation to start thinking of ways to adapt its capital
structure to a situation in which, inevitably, its disbursement of loan proceeds is going to fluctuate,
depending on the ups and downs of the economic cycle.
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INTERNATIONAL FINANCIAL ARCHITECTURE

We have agreed that the World Bank Group can play an important part in strengthening
international financial architecture.  The financial crisis of the 1990s taught us that we have to
prevent and handle crises more effectively in a more integrated global financial environment.
Economies cannot rest on institutional pillars with weak foundations or eschew social protection
networks for the most vulnerable groups.  The financial crises showed that the flow of private
capital to our region is extremely volatile and its comings and goings depend to a large extent on
the strength of the institutions it encounters.

The Bank is in a position to make contributions in the following areas: adoption and application of
standards, evaluation of financial sectors, business management, reform of justice systems,
accounting and auditing principles, insolvency and creditors' rights, public debt management, and
social protection. In some of these fields, the Bank has acquired extensive experience and formed
an important stock of knowledge.  In some of these areas, indeed, the Bank's contribution in
invaluable.  In others, it still lacks expertise and is just beginning to work with other organizations
worldwide.

The field in which the Bank truly excels is social protection and we urge that it continue
contributing its knowledge and disseminating "best practices."  On structural and social issues, the
Bank's credentials are unbeatable.  In other areas, in which it has only limited experience, the Bank
should rely on those of its allies.  We should like to sound a word of warning about the dangers of
the Bank launching initiatives in fields in which other institutions have a substantial comparative
advantage.

The Bank should not blindly impose on its member countries principles and practices that were not
designed for the circumstances prevailing in developing countries.  The standards and procedures
to be adopted in such countries must be based on ample and intensive discussion of real conditions
in the developing world.  The Bank's function is to take the experiences of developing countries
and their perspectives to the international fora where such issues are debated.

We reiterate that the World Bank's mission is to help countries mitigate the social consequences of
international crises, especially those triggered by financial factors.

There are aspects of international financial architecture where the Bank has only recently begun to
play a part, such as corporate governance, within its efforts to promote the financial and private
sectors.  We agree that a basic business management system approach is essential if the private
sector is to flourish.  But we have serious doubts about the way the Bank is beginning to address
some of these issues, using staff lacking in diversity who only promote a specific culture of
governance.  A general approach to these matters must take the special circumstances of each
country into account, including the type of legal and accounting systems in force and the degree of
sophistication of the financial system.
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