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Supporting Sound Policies with Adequate and Appropriate Financing: 
Implementing the Monterrey Consensus at the Country Level 

 
This paper is an important step toward building consensus among donors on the need for 
additional and better structured external aid to achieve the MDGs in countries with good 
policies. In contrast to previous attempts to make the case for increased aid volumes in 
general terms, this one gives a detailed and realistic picture of what such incremental aid 
could achieve in countries with varying levels of economic and institutional development 
and absorptive capacity. Most notably, it explicitly recognizes the crucial role of 
infrastructure in sustainable poverty reduction.  
 
However, while the case for additional and better structured aid is more persuasive, the 
main conclusion of the paper is all too familiar: the need to at least double the US$16 
billion of incremental aid already committed by the international donor community, with 
further increases in the longer term. In our view this approach is not constructive. Instead 
we should put more emphasis on the crucial need to improve domestic resource 
mobilization, the only sustainable source of development finance. Before advocating any 
substantial increase in aid volumes we should address the issue of local absorptive 
capacity vis-à-vis existing aid flows – already a serious problem for the poorest PRSP 
countries. Finally, we should be realistic about the difficulties associated with committing 
substantial incremental volumes of aid: donor countries face their own budget constraints, 
domestic requirements and political economy considerations that should not be 
underestimated.  
 
In short, we believe that advocating doubling or tripling existing aid volumes creates 
unrealistic expectations and detracts attention from the more urgent problem – how to 
make existing aid more effective and supportive of domestic reform efforts. In this 
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respect we believe that the issues of improving the structure of aid flows and updating 
modalities of assistance deserve far greater attention.  
 
Current structure of aid is alarming: of the US$52 billion of ODA in 2001 only half was 
available for program and project expenditures in recipient countries. Increasing this 
“active” part of aid, improving its delivery and flexibility (for example, by allowing 
recurrent costs financing), better aligning it to budgetary processes in recipient countries, 
and targeting assistance to sectoral programs could substantially alleviate the need for 
increased aid volumes.  
 
Modalities of aid often limit its effectiveness. One obvious issue is predictability of flows 
to countries with proven track record of good policies. Clarity about the levels of aid 
flows and conditions under which they will materialize is often critical for sustaining 
reforms in aid-dependent countries. The best way to achieve this is to align aid flows with 
country-owned development and poverty reduction strategies with clear and simple 
conditionality derived from these strategies. Such predictability and clarity could greatly 
enhance the effectiveness of aid resources already available.  
 
Removing other artificial restrictions on aid, such as for example allowing to finance 
recurrent costs, could also help make aid more effective. Of course, such financing 
should accompany tangible reform of public expenditures framework in recipient 
countries, as well as measured to enhance growth and revenue generating capacity in 
order to replace donor financing with domestically generated funds at later stages. More 
generally, harmonizing donor requirements of disbursement, monitoring and reporting at 
the country level is another way of increasing aid effectiveness. 
 
Finally, we believe that growth is the key to overcoming poverty and aid dependence. 
Both structure and modalities of aid should be consistent with unleashing local growth 
potential, building on comparative advantage and increasing competitiveness of national 
economies. Infrastructure is the vital link between aid, growth and poverty reduction. 
While we are pleased to see that “there is growing recognition that infrastructure is 
crucial to achieving the MDGs”, it is worrisome that “most PRSP and the World Bank’s 
own country work do not yet incorporate infrastructure in a comprehensive and integrated 
manner” (p. 14). Obviously, these issues need to be explored in more detail. We believe 
that it is precisely in this area that the Bank’s contribution to achieving the MDGs can be 
especially valuable. 
 
Enhancing the Voice and Participation of Developing and Transition Countries: Progress 

Report by the World Bank 
 
We see the voice of developing and transition countries in the World Bank Group as an 
important goal, but not an end in itself. The reason why our voice matters is because we 
are the Bank’s clients, and our knowledge and experience of development are essential to 
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make development assistance work. It is from this angle that we view any proposals for 
enhancing the voice and participation of developing and transition countries. 
 
It is not in the interests of any client country to undermine the effectiveness of the World 
Bank. In our view, it has robust and well functioning governance structure based on the 
tradition of “governance by consensus”, and we would not support any proposal that 
undermines it, or that might handicap the Bank’s financial position.  
 
We are concerned that a shift in the ownership structure of more than 5% could affect 
IBRD’s financial standing and lead to increased borrowing costs. Moreover, in present 
financial market conditions even a suggestion of such a change could significantly 
hamper activities of the financial complex. We believe that preserving high financial 
standing of WBG institutions is in the best interest of  all shareholders and is directly 
linked to the spirit of the Monterrey consensus. We also believe that starting any serious 
discussion on shares and voting power redistribution in the WBG could not be productive 
before the outcome of the IMF’s 13th General Review of Quotas.  
 
Instead of opening up the issue of shares and voting rights, we could do much more to 
enhance the real voice and participation of developing and transition countries in the 
following ways: 
 

• by including representatives of the borrowing countries into IDA replenishment 
process;  

• by promoting staff diversity and decentralization in the WBG; 
• by strengthening the capacity of Executive Directors’ offices representing a large 

number of poor countries with urgent development needs and weak institutional 
capacity. 

 
It is not a secret that decisions of IDA deputies mostly reflect concerns of donor countries 
with diverse national accountability mechanisms. While this is certainly appropriate, we 
also believe that greater inclusion of recipient countries into IDA governance 
mechanisms could benefit both donor and recipients. Further refinement of the CPIA 
methodology and greater transparency of this process, thorough assessment of the 
countries’ absorptive capacity, engaging countries in IDA monitoring and evaluation 
processes as well as increasing the Board’s role in IDA decision making would both 
make IDA lending more effective and increase the voice and participation of developing 
countries in key decision-making areas.  
 
Staff diversity and decentralized decision making are two of the most effective ways to 
involve developing and transition countries in preparing operations and formulating Bank 
policies. They are also important for promoting country ownership. As a recent poll of 
Bank’s perception among borrowing countries clearly demonstrates, more needs to be 
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done to attain greater diversity of the Bank’s staff, including its middle and senior 
management levels.  
 
We welcome the progress achieved in enhancing capacity in ED’s offices but believe that 
greater and more targeted efforts are needed in order to achieve the desired outcomes. It 
is time to move from discussions to implementation. We expect the Task Force to present 
the Board with a clear time-bound action plan in the near future. 
 

Progress Report on Trade 
 
We highly appreciate the Bank’s double role as a source of unbiased analysis and 
concessional financing in promoting global trade as a means of development and growth. 
 
At the most general level the Bank influences trade agenda because it is an important 
center of applied development economics. Reports produced by the Bank traditionally 
have wide distribution and impact and are viewed as an authoritative source of 
information and analysis.  A good example of such analysis is the most recent Global 
Economic Prospects report devoted largely to the trade agenda. In examining the 
complex picture of trade related events, trends and negotiations from the viewpoint of 
global development and poverty alleviation, the Bank positions itself as an independent 
and impartial player that can rise above specific political interests. 
 
This advocacy role is of crucial importance. Indeed, trade is so vital to development that 
the Bank has a duty to its members to be its passionate champion.  Yet this must be the 
advocacy of truth and knowledge, not the advocacy of any particular interests, for only if 
the Bank maintains its neutrality in trade negotiations can its opinion continue to be so 
highly valued and praised as it is today. 
 
Thus, the Bank must view trade issues not only as part of current trade negotiations but 
from a broader perspective of development history. Its key strength is its ability to draw a 
balanced picture of the likely long term implications of any politically motivated 
decisions. 
 
In this regard we note with satisfaction the carefully nuanced approach taken by the Bank 
in its recent reports. More realistic assessment of possible outcomes of trade 
liberalization is accompanied by a candid analysis of new trade practices, which in many 
cases amount to a renewal of protectionism. We urge the Bank to pay closer attention to 
these practices as they emerge and thrive, mostly in the developed countries. Proliferation 
of protectionism has important implications, both direct (it affects trade positions of other 
countries) and indirect, typically in the area of political economy. Highly visible 
instances of protectionism by major industrial countries often have much stronger effect 
on the public opinion in developing and transition countries than theoretical admonitions 
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of economists. This is why the Bank’s message of trade liberalization must be conveyed 
not only to its clients but also to the wider audience in the developed countries. 
 
In addition to this general advocacy role, the Bank has an important part to play as 
provider of analytical and financial assistance to its members in promoting and 
facilitating trade. We wholeheartedly support these activities. In our view, requests for 
such assistance should always be given priority in country programs. The Bank, together 
with client governments, should identify and address key bottlenecks in the area of export 
finance, administrative trade facilitation and adoption of best practices and standards. For 
instance, we urge the Bank to continue its active participation in the Integrated 
Framework and to make every effort to implement its action plans. 
 
At the same time we need to bear in mind political economy aspects of trade. Like all 
Bank operations, those in the area of trade can only be successful if they enjoy full 
ownership and support of the government and civil society. There is ample evidence that 
reforms imposed from the outside, including those in the area of trade reform, are likely 
to backfire and be reversed, with much damage to the entire reform program, often for 
years to come. 
 
Our own ongoing experience with WTO accession is a clear testament to the importance 
of political economy in the trade agenda.  Some aspects of this process caused extremely 
heated discussions within Russia’s civil society, with certain demands on Russia widely 
perceived as excessive and unjustified.  Had it not been for the Government's clear 
position that WTO membership and reliance on mutually agreed rules of trade is its key 
priority, the entire negotiations could have been derailed.  Thus, an unbiased and 
politically sensitive approach is essential in promoting trade agenda, and the Bank is well 
placed to exercise it. 
 

Implementation Report on Monitoring Policies, Action and Outcomes 
Needed to Achieve the MDGs 

 
We can endorse the main structural blocks of this Implementation Report. We believe 
that the outline of this report as presented to the DC adequately takes into account 
concerns and observations expressed by the countries. We also appreciate the efforts by 
the Bank to improve coordination with other international and bilateral agencies involved 
in global monitoring of MDGs and to delineate better its role in the process. 
 
With respect to the Developing Countries part of the report we are pleased to notice that 
serious work program is underway to upgrade CPIA methodology and increase 
transparency of its application. We especially appreciate the fact that country teams are 
being urged to ensure adequate discussion of the individual country rating with respective 
country authorities. We also look forward to the new disclosure policy on CPIA. Without 
pre-judging the final results of these efforts we believe that CPIA can become an 
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extremely valuable instrument of results-oriented global monitoring, reinforced by its 
link to the allocation of IDA resources. We also support harmonization with similar 
instruments used by the other MDBs. We hope that in the end we can create an objective 
and non-contradictory system of indicators that would greatly improve our understanding 
of how policies affect development. 
 
Turning to the metrics and data in key specific policy areas in developing countries 
(private sector environment, public sector governance and human development) we 
appreciate the fact that infrastructure has been included into the list of key indicators 
describing the environment for growth and private sector development. We also 
commend efforts by the Bank to develop a set of “second generation” indicators of 
governance, focusing on more objective indicators that would complement and 
eventually  replace an earlier generation of perception-based indicators of governance 
and corruption. We also welcome projects aimed at compiling a set of indicators directly 
linked to Bank-supported operations in the governance and anti-corruption area. 
 
With regard to the Developed Countries part of the Report, we agree with its emphasis on 
macroeconomic policies, trade and quantity/quality of aid as the three key areas relevant 
to the development. These work programs will essentially draw on the work by the IMF, 
WTO and OECD. While we support this approach in general, we would also like to see 
greater room for independent Bank judgment reflecting the experience of the WBG 
activities in countries and results of its research programs in respective areas.  
 
As before we would like to emphasize the crucial need for the Report to meet rigorous 
quality criteria, the most important of which are impartiality, frankness, and timeliness in 
analyzing both positive and negative trends and events.  For example, these reports 
should identify countries where social and economic problems are deteriorating, clearly 
indicating key factors behind such deterioration, be it external shocks or policy failures.  
Special attention should be paid to trends in environment for private sector development 
and for attracting foreign investment.  Reports should also examine developments in the 
trade and aid policies of the industrial countries, and the extent to which these policies 
conform to the Monterrey declarations.  By the same token, reports should also include 
candid assessment of the IFI activities and their role in the client countries.   
 

World Bank Group Infrastructure Implementation Action Plan 
 
We support the World Bank Infrastructure Action Plan as an important step in the right 
direction. Critical role of infrastructure in development has been recently widely 
recognized, and the World Bank has a lot of work to do addressing global needs for  
infrastructure-related financing and advice. 
 
The Action Plan refers to complex linkages between infrastructure and the MDGs. These 
linkages gain particular importance in view of the fact that the funds, which the 
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international community can commit towards achieving the MDGs are insufficient given 
current growth rates. We believe that acceleration of growth is the only way out of this 
trap, and that infrastructure development is one of the key pillars of growth, together with 
macroeconomic stability, good governance and business-friendly regulatory 
environment.  
 
With regard to the Bank's new approaches and practices, we welcome the idea of REDI, a 
new standard tool of country analysis devoted to infrastructure. We also support 
innovative ways of financing infrastructure projects, including sub-national lending, risk 
mitigation instruments and "Corporate Projects". We expect these innovations to be 
mainstreamed rather than remain limited to a number of showcase projects. 
 
Analysis of Bank business practices deserves additional emphasis.  In the past some of 
them tended to discourage infrastructure projects, so that the borrowers preferred to look 
elsewhere for financing their critical infrastructure needs. We believe that it gives us 
another very important motive to underscore the paramount role of country ownership in 
all aspects of Bank assistance. The Bank should rely on its client governments – who are 
both Bank shareholders and political representatives of the will of their people – to 
formulate and express the comprehensive vision of development unique to each country. 
At the same time NGOs and other non-elected entities can be a valuable source of 
information and opinion. 
 
Another area deserving special analysis is the role of public-private partnership in 
infrastructure. Although in general we support such partnership, we urge the Bank to 
assess the experience of luring private sector into infrastructure projects by offering 
open-ended public guarantees. In effect, such arrangements combine unbudgeted public 
commitments with unfounded private contingent liabilities. The resulting confusion of 
responsibilities may have serious long-term political implications, including for the 
overall public sentiment toward the private sector. 
 
In general, the analysis of infrastructure appears somewhat unbalanced. Specifically, 
more attention should be given to transport infrastructure, which is critically important 
for economic growth and private sector development. Transport projects provide a vital 
link between Bank’s infrastructure and trade agenda, and are essential for the balanced 
regional development of many countries. 
 
We believe that this meeting should become the starting point of a full-fledged discussion 
of infrastructure issues by this Committee. The Action Plan, important as it is, needs to 
be supported by further research work, including serious analysis of the factors hindering 
the expansion of World Bank Group activities in the area of infrastructure. 
 


