
DEVELOPMENT COMMITTEE 
(Joint Ministerial Committee 

of the  
Boards of Governors of the Bank and the Fund 

on the 
Transfer of Real Resources to Developing Countries) 

 
SEVENTIETH MEETING 

WASHINGTON, DC – OCTOBER 2, 2004 
 

 
 DC/S/2004-0061 
 
 October 2, 2004 

 
 
 
 
 
 
 

 
 
 
 
 
 

Statement by 
 

The Hon. Peter Costello, MP 
Treasurer, Australia 

On behalf of the constituency comprising Australia, Cambodia, 
Kiribati, Korea (Republic of), Marshall Islands (Republic of), 

Micronesia (Federated States of), Mongolia, New Zealand, Palau 
(Republic of), Papua New Guinea, Samoa, Solomon Islands and 

Vanuatu 
 
 
 
 
 

 
 
 

 



 

 

Statement of The Hon. Peter Costello, MP 
Treasurer, Australia 

On behalf of the constituency comprising Australia, Cambodia, Kiribati, Korea (Republic 
of), Marshall Islands (Republic of), Micronesia (Federated States of), Mongolia, New 

Zealand, Palau (Republic of), Papua New Guinea, Samoa, Solomon Islands and Vanuatu 
 
 
The world is expected to enjoy economic growth in 2004 at its highest rate in almost 30 years.  
We should capitalize on that strong growth to press home trade liberalization, structural reforms, 
improved aid effectiveness and sustainable debt arrangements that will assist developing 
countries’ growth in real living standards in years to come, and accelerate progress against 
poverty. 
 
While growth in 2005 is forecast to remain almost as strong as this year’s, there are downside 
risks from high oil prices, political uncertainties and economic imbalances.  In Asia, the region 
that most directly affects the economic prospects of this constituency’s members, the pace of 
Japanese recovery and the extent of China’s necessary moderation in growth remain uncertain.  
And in some economies of the constituency itself, per capita real income growth remains 
subdued or even negative.  Among the small island economies of the Pacific, per capita GDP 
growth over the last decade was well below the averages for the East Asia and Pacific region, 
and for Lower Middle-Income countries more generally. 
 
The effectiveness of aid (however financed) and the ability to service debt are dependent first of 
all on countries’ own successes in creating the foundations for growth, and using growing trade 
opportunities in more open markets to generate wealth equitably for their citizens and revenues 
with which to provide services and service foreign debt. 
 

A.     Foundations for Growth:  Investment climate and Infrastructure Development 
 
The World Bank has produced powerful evidence that a key determinant of wealth creation is the 
ability of ordinary people to use their capital as collateral in the formal economy to finance 
growth.  If governments make the cost of doing business in the formal economy too high, by 
failing to secure law and order, by allowing high costs or unpredictability in enforcing contracts, 
or by imposing over-restrictive regulation, then economic activity is channeled to the informal 
sector, which provides a poor foundation for sustained growth and poverty reduction. The 
evidence is capably presented in the World Development Report 2005: A Better Investment 
Climate – for Everyone and (more pointedly) in Doing Business 2005: Removing Obstacles to 
Growth.   
 
When countries can ensure low-cost arrangements for business start-up, registration of property, 
contract enforcement, credit evaluation, hiring and firing, investor protection and closure of 
failed businesses, then they enjoy more business formation, more employment, faster growth in 
living standards, and smoother and faster adaptation to unforeseen economic shocks.  Misguided 
regulation in any of these areas damages poverty alleviation.  The costs of inappropriate 
regulation are often borne by the most disadvantaged in society.  Where costs of doing business 
are high, small businesses stay small, often outside the formal sector, without access to finance 
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for expansion.  In the labour market, marginal participants such as women and youth are 
particularly disadvantaged.   
 
The contrasts in business climate are large.  Comparing the best-performing economies to the 
weakest-performing economies: 
 
• enforcing a contract can cost as little as 4% of the value disputed, or as much as 280%; 
• starting a business can take as little as 2 days, or as many as 200; 
• registering a change in property ownership can take as little as 1 day, or well over two years; 
• an index of the rigidity of employment regulation varies, from most flexible to most rigid, 

by a factor of thirty.  
 
No amount of aid, whether by soft loan, grant or technical assistance, and no matter whether 
financed today by ODA or tomorrow by ‘innovative financing mechanisms’, can be as successful 
in sustainably reducing poverty where the foundations for private sector growth are weakened by 
a poor business environment. 
 
The Bank’s Doing Business database provides a powerful ‘self-help manual’ for countries to 
diagnose whether they are discouraging wealth creation by bad regulatory policies, where the 
main regulatory problems lie, and which countries have best solved those problems.  This work, 
and its cost-effective dissemination through http://rru.worldbank.org/doingbusiness/, serves as a 
model of how a modernizing World Bank can cheaply deliver powerful new tools to help its 
shareholders improve their performance.  We strongly support the planned extension of the 
‘Doing Business’ database in 2005 and 2006, to include such additional comparative measures as 
property registration processes, trade infrastructure performance and property protection. 
 
As countries reform their business environment, it will be increasingly important to ensure their 
improved access to global markets.  In low-income countries, agriculture employs almost 70% of 
the work force and produces almost one-quarter of GDP.  Agricultural trade liberalisation can 
improve the opportunities for these people.  The international community could realistically 
agree to the elimination of export subsidies, substantial reductions in trade-distorting domestic 
support, and better market access.  We welcome Bank initiatives such as the forthcoming 
publication on Global Agricultural Trade and Developing Countries, and its assistance to 
developing countries to reduce “behind-the-border” barriers to trade such as poor logistics, poor 
phytosanitary standards or obstructive customs processes.   
 
We also welcome the Bank re-building its catalytic role in infrastructure projects, in a way which 
is flexible and pragmatic.  We encourage giving proper weight to the quality of service, and to 
infrastructure operations and maintenance costs, not just construction costs.  The Bank’s current 
approach rightly explores the whole spectrum of public and private provision, at all levels of 
government.  It seeks to rebuild the information base necessary to evaluate infrastructure needs 
and the contributions of infrastructure provision to the Millennium Development Goals.  It 
embodies important work in transport, trade facilitation and information and communication 
technologies, all of which help reduce the ‘behind-the-border’ barriers to trade noted above.  
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It is heartening to see the strong growth in FY 2004 in volumes of infrastructure finance through 
both the World Bank and the International Finance Corporation.  But more important than 
volumes is quality of investment and of its operation, and we would hope the new emphasis in 
the Bank’s infrastructure operations will improve the quality of cost-effective services provided.   
 
While we would expect to see more infrastructure support in IDA 14, this must be weighed 
against other needs and we would not support any preconceived targets in this or other areas.  
We consider it is worth analyzing experience with sub-sovereign lending by the Bank for 
infrastructure, and further exploring possibilities for direct financial market access by sub-
sovereign borrowers.  But we are mindful of the limited capacities for debt management in many 
developing countries and the distance to travel to operationalise the debt sustainability 
framework, and suggest these investigations proceed cautiously.  
 

B.  Aid Effectiveness and Financing Modalities 
 
Governments everywhere must build the foundations for growth and the prosperity of their 
people by securing peace, ensuring law and order, and promoting an environment conducive for 
private sector development.  Aid can play a role in supporting and accelerating growth, but it has 
a much smaller impact where governments are not already committed to good policies and 
approaches. 
 
Our constituency members support the strengthening of performance-based allocation of aid 
under IDA 13, and support the moves to improve and simplify the measurement of country 
policy and institutional assessments (CPIAs).  The CPIA system is a fundamental part of IDA’s 
performance-based allocation system, and therefore of critical interest to IDA borrowers and 
donors alike.  We also look forward to the publication of the 2005 round of CPIA measurements. 
 
The challenges facing Low-Income Countries Under Stress – the LICUS grouping -  are huge, as 
is implicitly shown in the paper on Aid Effectiveness and Financing Modalities.  Among IDA-
only borrowers, there are more LICUS (31) than non-LICUS countries (27).  LICUS countries 
are home to over 400 million people, with average GDP per capita of only US$1 a day.  
Moreover, they receive much less Official Development Assistance and fewer remittances than 
other IDA-only borrowers.  Their domestic investment as a share of GDP is significantly lower.  
Because they are hindered by poor governance and policies, and often by recent histories of 
conflict, LICUS economies receive only modest levels of performance-based aid allocations.  
Many are already too indebted to borrow more, even at IDA’s highly concessional terms, and the 
fragility of their institutions and governance make them unlikely candidates for productive use of 
IDA grants.   
 
The Bank has been at the forefront of developing approaches to engage with and help LICUS.  
Yet it still struggles to deliver, and to finance, the blend of practical technical assistance and 
other non- lending interventions that are needed to carry forward reforms in LICUS.  The Bank’s 
comparative advantages in helping these countries are its analytical resources and the truly 
global experiences it can draw on.  Unfortunately, the Bank’s spending on analytical and 
advisory services has become more strongly associated over recent years with the size of a 
country’s lending program alone.   
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The Bank has noted that when it comes to core analytical and advisory services, there are sizable 
gaps in the coverage for particular groups of countries such as LICUS and small states.  About 
30 countries received none of the five core diagnostic products that the Bank considers desirable.  
Most of these countries are small:  for example eight of the countries missing the core diagnostic 
products are small island economies in the Pacific. 
 
We note that the countries which have very few of the core diagnostic reports include a number 
of Heavily Indebted Poor Countries (HIPCs).  The Bank’s debt sustainability work has shown 
that countries with weak policies and institutions suffer debt distress at significantly lower debt 
ratios, are more prone to misuse of funds and less capable of managing resources productively.  
It is important that we deal not only with the symptoms of these problems by providing debt 
relief and grant assistance, but also deal with the underlying causes:  poor financial management 
and weak policies and institutions.   
 
We welcome moves over recent years to differentiate the Bank’s products for better engagement 
with LICUS, small states and some HIPCs, but more needs to be done.  In particular, there is a 
need for a greater level of practical, results-oriented technical assistance to support these 
countries to strengthen policies and institutions and to build the foundations for growth.  We 
hope that the IDA 14 replenishment will provide a new mechanism for the Bank to engage with 
those clients that have traditionally had limited engagement with the Bank and where the 
challenge of poverty is growing.   
 
Improving the Bank’s performance in matching its range of products to shareholders’ needs and 
borrowing capacities requires continuing evolution in the Bank’s priorities and budget.  There 
needs to be clear prioritization of required, measurable outputs, appropriate assignment of 
resources to produce those outputs, and accountability for delivering them.  The Bank needs to 
build a stronger productivity culture, so that increased outputs can be produced without excessive 
growth in the Bank’s administrative budget.  Ultimately, it is the Bank’s poorest clients who pay 
for excessive growth in the Bank’s administrative costs;  in recent years, growth in 
administrative costs have necessitated re-imposition of commitment fees on the undisbursed 
balances of IDA borrowings.  
 
The quest for increased aid flows to accelerate progress towards the Millennium Development 
Goals targeted for achievement by 2015 has produced various ideas for innovative aid-financing 
mechanisms, ranging from the proposed International Finance Facility (IFF) through to ideas for 
global tax systems.   
 
The attraction for some in the IFF seems to lie in its front- loading of aid flows and the potential 
for the associated commitments to be kept ‘off-budget’ in some donor economies.  The general 
case for budget transparency which the World Bank rightly expounds to aid recipients argues 
also for transparent accounting to voters of the commitments aid donor governments enter into 
on their behalf.  This constituency urges caution in proposals for front- loading aid given the need 
for substantial aid will continue past 2015.  Global taxation ideas do not appear practical in any 
relevant time frame.  The most transparent and cost-effective way to provide more aid resources 
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is for countries to increase their aid programs and we are concerned to limit the level of World 
Bank resources devoted to less practical options. 
 
 

C. Debt and Debt Sustainability 
 
The HIPC initiative has now delivered irrevocable debt relief to 14 over- indebted members, and 
another 13 are between the HIPC decision and completion points.  At HIPC completion point, 
countries emerge with ratios of net present value of debt-to-GDP of 150%.  We are concerned, 
however, that even as this progress was being achieved, creditors (including the World Bank 
itself) continued new lending, propelling the indebtedness of some HIPCs significantly over the 
150% benchmark.  
 
This is not a failure of the HIPC process, but rather a failure to apply the lessons from past cases 
of over- indebtedness to today’s lending decisions.  
 
Working closely together in the World Bank and the IMF, we need to operationalise the Debt 
Sustainability Analysis (DSA) framework.  We welcome the joint Fund-Bank DSA paper that 
has been prepared for this meeting (Debt Sustainability in Low-Income countries:  Further 
Considerations on an Operational Framework and Policy Implications).  Its identification of the 
linkages from weak policies and institutions to heightened vulnerability to debt crises is an 
important insight, and the DSA’s estimates of threshold limits at which excessive lending is 
significantly likely to lead to future incidents of debt distress are very informative.  They are, 
however, estimated limits, not lending targets.  High debt can be inimical to growth, and 
therefore to poverty alleviation, well before it causes debt servicing crises. 
 
Looking forward, we need to consider how the DSA framework should be reconciled with the 
HIPC process.  There can not be separate approaches for determining when it is appropriate to 
stop lending to a country because of concerns over debt sustainability, and for determining when 
debt relief should be provided. 
 
One lesson from the DSA is the need to make more recourse to grants rather than loans for 
dangerously indebted poor countries.  More IDA grants than loans under IDA 14 to those 
countries with vulnerability to debt service problems will be part of the answer, but only part.  
As noted above, the Bank also needs to address the underlying causes of debt distress – poor 
policies and weak institutions.  In such cases, we need seriously resourced, practical advisory 
and technical assistance, de- linked from financial assistance. 
 

D. Voice and Participation of Developing and Transition Economies 
 
Maintaining the legitimacy of the Bretton Woods institutions requires timely adjustment in their 
governance practices, and in the representation of shareholders in the light of their changing 
weights in the world economy.  Shareholding governments also need to be confident that their 
Board representation can effectively influence the policies of the Bank and the Fund. 
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The Progress Report for this meeting by the Board of the World Bank, Voice and Participation 
of Developing and Transition Countries in Decision Making at the World Bank and the 
International Monetary Fund, usefully chronicles action to date, and practical options on which 
it might be possible to build consensus for future decision by Governors. 
 
In IDA, the subscription by many African countries to allocated IDA shares is now helping to 
increase their voting shares appreciably, towards their initially agreed potential.  There is as yet 
no consensus for adjustment of quota shares at the IMF, or a change in the capital subscription 
shares at the IBRD.   
 
We have supported the development over recent years of measures to enhance the resources 
available to very large constituencies with many low-income or LICUS borrowing members to 
better represent the voice of their shareholders in the governance of the World Bank.  The recent 
initiation of the secondment program is a worthwhile development in this regard.  Despite these 
improvements in resourcing, large constituencies still face challenges in representation and 
voice.   
 
This constituency supports the further work the Board proposes by the Spring 2005 meeting in 
order to enumerate detailed options to enhance representation and voice, as a base from which to 
seek Governors’ guidance and decision. 


