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Introduction

The mere fact that we are holding our Annual Meetings in Prague, capital of our host country,
the Czech Republic, illustrates the profound changes that have occurred over the last decade in
Central and Eastern Europe, as well as in Central Asia. �Transition� has become the catchword
used to capture a complex and demanding social, economic and political effort to achieve
development resulting in democratic societies based on respect of human rights and the
principles of social market economies, a process which is still ongoing. Substantial progress has
been made in many countries. However, the transition process still poses difficult social and
economical challenges and thus needs our continued sympathy and support.

Coincidence or not, the transition process of the last decade is embedded in a process of
accelerated globalisation spurred by rapid technological change. While globalisation has
bolstered overall global economic growth, it has also widened income disparities to
unprecedented levels. The majority of the world�s poor is threatened by further marginalisation.
The growing �income divide�, reflecting persistent poverty in too many parts of our globe, is the
true problem. This is the challenge we have to address, of which people in all our countries are
aware and to which the non-governmental organisations here in Prague wish to draw attention.

Supporting Country Development - the Role of the World Bank

Public policy has an important role to play in fighting poverty and facilitating development at
both national and international level. It is now widely accepted that, without public policy
constantly safeguarding an appropriate political and institutional framework for markets and
private investment, sustained economic growth will not be achieved.

As outlined in the recently published World Development Report 2000/1, a key characteristic of
poverty is the exclusion of the poor from the life of society and their lack of the opportunities
and means to participate. Marginalisation of the poor weakens social cohesion and leads to the
rising uncertainty so characteristic of many developing countries. Thus, persistent poverty in
many countries proves not only to be the key problem but also an obstacle to its solution.
Therefore it is not enough to call for sound policies and an enabling framework; the challenge is
to establish such a framework in the presence of abject poverty.

Development policy has come a long way in acknowledging this complexity, nowadays
compounded by the twin trends of globalisation and marginalisation. At last year�s meeting, we
already agreed on the principles of a new development architecture, able to respond effectively
to the support needs of poor countries in the new millennium.

The emerging new development architecture is founded on sound national policies, international
treaties and agreements and strong global institutions. The World Bank�s role in this setting � in
keeping with its comparative advantage in the fields of social and structural policy � is to support
countries in establishing and implementing the national (public good) agenda, facilitate the
implementation of the international public good agenda, and, thus, giving globalisation a more
human face.
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Country politics are the backbone of the World Bank as a co-operative institution as such and as
an actor in development. The Bank�s mission is the facilitation of the �public good� for people�s,
countries� and, in general, the international community�s benefit. While we outlined clear policy
guidelines regarding the role of the World Bank in low-income countries at our 1999 Annual
Meetings, here in Prague we need to thoroughly discuss the role of the Bank in middle-income
countries.

The Asian Crisis has reminded us that, despite the economic progress achieved in middle-income
countries, the overall situation is still fragile, poverty still widespread and the social and
structural agenda still unfinished. Because internal development capacity in middle-income
countries has been developed to a considerable degree, the Bank�s involvement must be based on
a thorough role-defining process undertaken in close co-operation with the partner and founded
on high quality analytical work. The objective should be to match the Bank�s mission and
institutional advantages with the priorities of a broadly-based national agenda. A division of
labour along the lines of the Comprehensive Development Framework should be actively
pursued. The outcome should be of high quality, with a visible and selective focus on and
transparent orientation towards results and performance. Given the - albeit limited and volatile -
availability of private financing in middle-income countries, facilitating and crowding in private
investment should be a major and cross-cutting feature of the Bank�s involvement � at the same
time as ensuring consistency of instruments in line with the Bank Group�s private sector strategy.

Looking beyond specific country categories, the Bank�s role in a rapidly globalising world
depends on its ability to continuously deliver high quality services aimed at a tangible
development impact, matching the Bank�s public mission with effective demand from clients.
This implies applying greater selectivity, encouraging and facilitating ownership and sharpening
the focus on performance and impact, inter alia by extending performance-based lending more
vigorously to essentially all recipient countries.
On the supply side, we feel that the Bank�s diagnostic work, including poverty assessments,
public expenditure reviews and economic and sector work, would benefit from a more
comprehensive approach. We are seeing the focus shift towards systemic problems, which
should be addressed with programmatic instruments rather than discrete projects. This change
towards key priorities and high quality programmatic interventions will strengthen the Bank�s
role, relevance and impact. However, while supporting the overall direction, we have to make
sure that mechanisms to ensure quality and compliance develop accordingly and that we avoid
overstretching management capacities. It seems fundamental that safeguard policies, e.g.
environmental assessments, also be extended to programmatic lending. We would welcome
Bank proposals on how compliance with safeguard policies could be further strengthened and
adapted while, at the same time, ensuring the necessary managerial and operational flexibility.

Finally, recalling the recent statement of the President of the Bank and the Managing Director of
the IMF on the shared objective of both organisations of �helping to improve the quality of life
and reduce poverty through sustainable and equitable growth�, I would like to call for enhanced
collaboration of both institutions in MICs. The Asian crisis has illustrated the interlinkages
between financial and macroeconomic stability, growth and poverty reduction. It is not only in
LICs that social, structural and macroeconomic issues are closely related and interlinked. The
constructive experience of this kind gained through co-operation on the PRSP process as well as
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on the Financial Sector Assessment Programs is a welcome example and points in the right
direction.

Poverty Reduction and Global Public Goods

The World Bank, by supporting countries world-wide in implementing sound national policies in
the social, economic and ecological field, is an indispensable instrument in fostering the
overarching global objectives of peace and global stability.

The World Bank should focus its involvement on those areas in which a public good engagement
is clearly linked to the development impact of the World Bank�s country or regional work, such
as areas directly related to poverty reduction, for instance communicable diseases like
HIV/AIDS. The Bank�s involvement should focus strongly on the support of capacities in
developing countries with a view

   -   to improving the implementation of internationally agreed conventions (e.g. environment)

   -   to supporting countries� participation in relevant global negotiations (e.g. trade)

   -   to improving their access to globally available resources, (e.g. knowledge)
        and, where appropriate,

   -   to further contributing to the abolition of and protection against �global bads�.

In the long run, with a view to sustaining the provision of Global Public Goods, we should aim at
increased support for and participation of the private sector. This requires appropriate incentives
for private and co-operative actors to invest in the production and dissemination of Global Public
Goods. However, there is certainly a need for additional financing - mostly grant financing - to
facilitate the provision of critical Global Public Goods in the short and medium term. Since the
scope for substantial additional grant financing from World Bank resources is limited and the
Bank�s financial and institutional integrity must be preserved, three options might be considered:

• focussing the Bank�s Development Grant Facility on the relevant purposes,

• enhanced co-operation with actors who normally provide grant financing,

• pooling of (additional) grant funds along the model of the Global Environment Facility.

Remaining questions regarding financing for global public goods should be further discussed at
the forthcoming Financing for Development event.

One specific area in the context of this discussion that warrants stronger World Bank
involvement is certainly the promotion of basic workers� rights and core labour standards. Let
me recall that at the 24th special session of the General Assembly of the United Nations on social
development (Geneva, June 2000) the international community explicitly called for the
ratification and implementation of the ILO conventions on basic workers� rights.
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We therefore welcome the Bank�s efforts in the area of labour market policy issues and core
labour standards. We do, however, feel that more should be done: the issue of all core labour
standards should be steadily introduced into the international agenda and the policies of the Bank
itself. The promotion of internationally agreed basic workers� rights in the developing countries
has to go hand in hand with enhanced access of developing countries to the markets of
industrialised countries.

Enhanced HIPC Initiative

Implementation of the Enhanced HIPC Initiative has gained substantial momentum in the last
few months. We are confident that the milestone of 20 Decision Points by the end of 2000 can be
arrived at if we continue our work in the current constructive spirit and with determination. We
are, however, concerned that progress in implementing the initiative in all eligible HIPC
countries might be slowed down by conflict situations and flagrant neglect of the basic principles
of good governance.

We are further concerned about two interlinked issues concerning the aim of maintaining debt
sustainability after HIPC debt reduction:

- the effect of detrimental commodity price movements

- and the ways and means of ensuring that debt sustainability is maintained after the pro-
vision of debt relief.

The effect of detrimental commodity price movements over the past year threatens the credibility
of the enhanced HIPC Initiative. Due to significant export commodity price decreases (e.g.
coffee, cocoa), those HIPCs with Decision Points in 2000 will face debt indicators above the
HIPC thresholds even after HIPC debt relief. This effect is caused by the use of data from the
end of 1999 in calculating debt relief for HIPCs with Decision Points in 2000.

In order to avoid this unsatisfactory outcome, we ask that the option provided for under the
enhanced HIPC Initiative of re-examining and adjusting the level of debt relief at the completion
point in cases of severe adverse external shocks be exercised. This procedure would prevent a
potential loss of credibility for the HIPC Initiative.

In addition, the recent enormous rise in oil prices greatly increases the import bill of most HIPCs,
resulting in fewer resources being available for poverty reduction and sustainable development.
This effect is in no way taken account of when calculating debt reduction, because imports are
not factored into the debt indicators used. It is therefore not possible to solve the developing
countries� terms of trade problem by further debt relief alone. We therefore propose that this be
remedied additionally by having the World Bank and the IMF expand all their relevant
programmes sufficiently. We thus welcome the clear statement of position by President
Wolfensohn.
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The issue of medium and long-term debt sustainability clearly emerges as a critical one. While
there is broad consensus on the objective of maintaining debt levels below HIPC thresholds, the
more difficult question is what kind of conclusions to draw should debt thresholds be breached
after the completion point. We suggest that this issue be examined more closely in the coming
months with a view to monitoring debt indicators closely and further strengthening debt
management capacity in borrower countries.

Poverty Reduction Strategies (PRSP)

Since our last Meeting, there has been a lot of fruitful discussion on conceptual issues relating to
PRSPs, further refining and clarifying the concept as such as well as the role of relevant
stakeholders, including the Bretton Woods Institutions and donors. However, there are still some
outstanding questions to be addressed, like the sequencing of structural and macroeconomic
reforms, the analysis of the impact of macroeconomic interventions on the poor, the proper
prioritisation of key PRSP interventions and country-specific modalities of participatory
processes. We expect the World Bank and the IMF to make a visible departure from traditional
lending conditionalities and concentrate instead on core PRSP priorities; this with a view to
enhancing ownership and transparency and facilitating implementation monitoring.

As we increasingly move on to country-specific discussions, our focus will shift to expected
results, monitoring and concrete PRSP implementation. We should be aware that enhancing the
impact of public interventions for the poor will often require ex-ante changes in the structure,
processes and management of public service delivery systems and related budget and accounting
systems. Due attention should be paid to systemic problems in the public sector, including
corruption. With a view to addressing these problems, gaining credibility and underlining the
seriousness of the effort, it might be recommendable for some countries to have an interim pilot
period in which they visibly introduce special procedures for PRSP expenditures, like poverty
funds, ensuring proper planning, targeting, spending and impact monitoring, in the interest of the
people.

Comprehensive Development Framework

The PRSP approach is a concrete application of the principles of the Comprehensive
Development Framework (CDF), stressing ownership and partnership, good governance,
accountability for development results and a holistic and long-term strategic approach to
development. Experience in CDF pilot countries so far is promising and I would like to
encourage even more countries to join in and develop their specific CDF model. While the
approach is feasible for all countries, in middle-income countries it might be advisable when
introducing the instrument to limit its scope to specific sectors or subjects.

The World Bank�s Role in International Financial Architecture

We welcome the role of the Bank in the International Financial Architecture, in particular the
strong country focus. The constructive collaboration between the Bank, the IMF and other
international actors in this field, based on differentiated but complementary roles, may be
considered as an example for other areas, too, where success hinges on constructive partnerships.
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Beyond its impact on overall international financial stability, we expect the Bank�s involvement
to bring tangible benefits for the Bank�s country and sector work. A promising start has been
made in the field of social policy and social protection. Along these lines, the experiences of
joint work on - inter alia - the financial sector, corporate governance and accounting and auditing
should be carefully evaluated and assessed with a view to achieving an additional impact on the
overall quality of country projects and programmes.

Renewed German Commitment to Poverty Reduction

The German government has been active in putting the problem of poverty on the international
agenda. The enhanced HIPC Initiative, launched at the G7 summit in Cologne last year, is so far
the most visible result. Implementing the initiative in a successful manner is imperative,
however, and my Government is committed to making further progress.

Reflecting on the call of the Secretary-General of the United Nations to the international
community to endeavour to halve the number of people living in extreme poverty by 2015,
German Chancellor G. Schröder has expressed the German government�s and the German
people�s commitment to this goal and has announced a concrete action plan detailing the German
program.

While we are preparing our plan, I would like to call upon other partners and international
organisations to engage in similar activities. A concerted and comprehensive effort on the part of
all countries is required if  the challenge of poverty is to be addressed and the goals are to be
realised.
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