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This Annual Meeting of the Bretton Woods Institutions, marking the 60th anniversary of 
the Bank and the Fund, takes place under less than benign auspices. Fear of a terrorist 
attack has caused both our host country and the management of our institutions to once 
again compress the Meetings into two days – with an extremely dense agenda. I do hope 
that very soon we can revert to our old format which makes for a much more effective, 
visible and valuable meeting of our important institutions. 
 
Aid Effectiveness Needs Policies, Quantity, and Quality 
 
Significant success has been achieved with respect to better policies of less developed 
countries, with strengthening poverty reduction strategies, more selective aid and 
performance-based aid flows, as well as donor coordination. The development banks and 
bilateral donors have made progress with respect to Aid Effectiveness. But still, a long 
road lies ahead of us if we are serious about achieving the MDGs.  
 
While improved policies in less developed countries have removed some absorptive 
capacity constraints for a number of countries, there still remain far too many countries – 
and many of those are the poorest ones – where violent conflicts of internal or external 
nature, corruption, bad governance, lack of administrative and implementation capacity, a 
deficient legal system and regulatory framework limit severely the potentially beneficial 
effects that aid flows can have on sustainable development. 
 
On the other hand, both the quantity and the quality of aid flows remain deficient. 
Commitments have been made by the donor countries, but are slow to be fulfilled or, in 
aggregate, are insufficient. We know that at least a doubling of today’s level of $60 
billion in aid flows would be necessary for the achievement of the MDGs. If donor 
countries were to reach the proverbial 0.7 percent of GNI in ODA flows, this problem 
would be solved. Today’s level amounts to less than 0.25 percent of GNI. Let me state 
here that both my own country, and other countries in my constituency, have committed 
themselves or have already reached the 0.7% benchmark.  
 
While we appreciate the good intentions of a number of governments to overcome these 
financing gaps – let me mention here the British proposal for an International Finance 
Facility, and the various proposals made to levy world-wide taxes, or regional taxes, for 
development – I do think that the political obstacles these proposals face on a world-wide 
scale should be taken seriously. The Parliament of my own country has passed a law 
expressing their support for the introduction of a Tobin Tax, but it will only go forward if 
others do the same. To me, all these proposals are only second or third-best solutions, 
none of which can overcome the basic problem with gaps in ODA flows, i.e. a lack of 
political will. It seems to me that we should all rather work on increasing our aid flows, 
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meet our commitments, maybe even ahead of time and move on. The current negotiations 
for the replenishment of IDA 14 are the best starting point in this direction. 
 
Easier to solve on a theoretical basis, but nonetheless difficult, is the problem of steady 
medium-term commitments of aid flows, and alignment with recipient countries’ budget 
cycles and priorities. While there is ample evidence that aligned aid is twice as effective 
as non-aligned aid, the problem lies with the budget legislations and, again, the political 
will of the donor countries. But we should commit to work on these and develop a time 
schedule by which we can deliver better, if not more, aid. This is a practical proposal. 
 

Development Needs Growth, Growth Requires Stability, but also Infrastructure  

The paper on the Growth Agenda of the Bank, including the progress report on 
Infrastructure, has some impressive, but also depressing pieces of information. The gap in 
infrastructure finance increasingly hampers private sector development, the development 
of a supportive social sector and the growth and development prospects of many 
countries. The attainment of the Millennium Development Goals hinges on higher growth 
and more poverty reduction. While on average 7 percent – 9 percent of GDP (depending 
on the state of development of the individual country) would be needed in less developed 
countries for investment in and maintenance of infrastructure, only 3.5 percent have on 
average been spent during the last ten years. Given the investment volume of the last ten 
years, this implies a financing gap of $1.2 trillion. Parts of the problems are self- imposed 
by poor countries: e.g., the lack of a positive investment climate holds back private 
investment in infrastructure; parts of the problem derive from insufficient rates of return 
to private investors due to a lack of compensating them for graduated pricing subsidies 
depending on households incomes; but other parts are imposed by the economic 
prescriptions of our institutions. I would therefore like to insist that policy prescriptions 
by our institutions to foster a stable macroeconomic framework take fully into account 
the need to increase the growth potential, in particular through investment in 
infrastructure. Here, I think we as World Bank Governors should urge our institutions to 
make progress by shifting, in very specific cases, the perceived trade-off between 
stability requirements and enhancing the growth potential by infrastructure investment. 
We should also further explore the possibilities, and especially the necessary 
preconditions for more public private partnerships (PPPs), which could lift part of the 
financing constraints of public budgets, if successful. The World Bank has world-wide 
experience with PPPs and could distill important “lessons learned” from these 
experiences. Most of the necessary preconditions refer to prudent macroeconomic 
management, high planning and implementation capacity, and clear policy directions – 
all things missing in a number of less developed countries. I propose to move forward on 
these items, in order to eliminate some of the restrictions on building an infrastructure 
appropriate for growth. 
 



 

 3

Progress in Involving Developing Countries More Strongly in Development 
Decisionmaking. 
 
On the issue of “Voice” we should really appreciate the progress we have achieved in 
enabling mainly Sub-Saharan African countries to participate more actively in vital 
decisions on development. Strengthening of capacity in African Executive Directors’ 
offices, improvements in their communication with authorities, funding of independent 
advice and secondment programs for capacity building, more Africans in higher 
management positions, an improved political dialogue through Poverty Reduction 
Strategy Papers and the Country Assistance Strategy process have strengthened 
developing countries’ Voice significantly. I venture to say that this progress “on real 
issues” is much more effective than the more symbolic acts of an additional African chair 
or a (marginal) increase in voting power through boosting basic votes or similar 
proposals. A number of other proposals within the existing mandate of the World Bank, 
which do not require a change in the Articles of Agreement, which at the present time 
does not find the required consensus, should and could be pursued: regional training 
activities within the Global Development Learning Network, analysis and evaluation of 
Executive Director offices and ensuing improvements, advisory councils, further 
secondments – all these could bring real change and should be further explored. I have 
expressed previously my opinion that I do not see value in appointing an outside group of 
“eminent persons” to explore further options. All the options are on the table: let us be 
pragmatic and go ahead with those that have real impact “on the ground.” 
 
Debt, the Crippling Legacy of the Past 
 
Finally, let me comment briefly on the very interesting joint Bank/Fund paper on Debt 
and Debt Sustainability. This paper is proof of the technical prowess of the staff of both 
of our institutions, but also of the complexity of this very important issue. We see clearly 
that debt sustainability is highly correlated with policy performance. While this 
recognition, in itself, does not solve the debt problem, it will be extremely helpful in 
moving forward, once the debt problem has been resolved for the most difficult cases. 
The forward-looking framework provided by the staffs is a significant step forward and is 
apt to guide our institutions’ lending decisions in the future, so they can contribute to 
solving some of the pressing development problems – and not further contribute to them. 
But, in further addressing this problem, we must make sure that both our institutions 
work jointly and closely together vis-à-vis the other development partners. The Boards of 
both institutions should consult closely and come to joint conclusions on individual 
countries’ debt risk assessment. 
 
We see that the HIPC initiative has brought some badly needed debt relief to a number of 
countries. Progress is too slow and incomplete, however. Therefore, it makes sense to 
extend the sunset one more time, to give a number of very needy countries the 
opportunity to meet the conditions for eligibility. But we should not surreptitiously water 
down the existing framework and extend it indefinitely, or to a large number of additional 
countries. We should bring the present framework to a close, analyze its effects, the 
financial effects, as well as its incentive effects on improved policy framework and 
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sustainability conditions – and then incorporate these lessons into the new IDA 
framework which we are discussing at this time. With the help of the new debt 
sustainability framework, in the future IDA should be the place where the questions of 
debt and its effect on poverty reduction for the poorest countries should be addressed. 


