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Statement by Mr. A. K. Jha 
Secretary, Economic Affairs, India 

 
Washington D.C., April 23, 2006 

 
 
Mr. Chairman, 
 
1. The World Economic Outlook of the IMF has projected that global growth prospects 
have significantly improved and that the 2006 world GDP growth will be of the same order as 
the previous year. This is heartening to note, particularly because growth is becoming more 
diversified with evidence of recovery in Japan and in the Euro area. However, there are some 
downside risks to global growth, emanating from higher oil prices, persistent global current 
account imbalances, protectionist tendencies, signs of a tightening phase of the liquidity cycle, 
and the threat from Avian Flu. There is also asymmetry in risks distribution, with more risks in 
the developed economies than in the emerging economies. 
 
2. Higher oil prices are impacting all, but developing countries are more vulnerable. In 
many emerging markets, especially in Asia, this has manifested itself in higher current account 
deficits and balance of payments pressures, increased public debt and rising interest rates and 
inflation, adversely affecting public investment and poverty reduction. A sustained escalation of 
global energy prices would have a serious impact on the welfare for a large number of oil-
importing developing countries, which may suffer from negative resource flows. To illustrate, in 
2005, while the net ODA was US$ 106 billion, the outflow from the developing countries on 
account of higher oil prices was an additional US$130 billion. If this trend continues, oil 
importing developing countries may face an uphill task in attaining the Millennium Development 
Goals (MDGs). 
 
 
Global Monitoring Report (GMR) – MDG and Aid 
 
3. We have noted the progress in achieving the poverty MDG reported in the GMR and 
believe that the expectation of continued strong growth is a cause for further optimism. However, 
even here the progress is uneven, while it is likely to be faster in East Asia & Pacific and South 
Asia, there are clear indications of slippages in Sub-Saharan Africa. The other matter of concern 
is the slow progress in achieving the seven MDGs relating to human development. 
 
4. This highlights the urgent need for the Multilateral Development Banks (MDBs) to work 
closely with the developing countries. As the GMR points out based on the principle of mutual 
accountability, the developing countries, IFIs and donors, all need to partner effectively and 
predictably, if we are to achieve the MDGs in the limited time available. 
 
5. We agree that better policies in the social sector are essential for achieving the human 
development MDGs. This is the part of the international compact on MDGs that the developing 
countries have to deliver. However, the mutual accountability framework is also about scaling up 
and changing the way in which development business is done. Donors and the international 



 

 

 2 

financial institutions must increase aid flows, improve aid quality, and better align their support 
with country strategies and systems. Donors also need to open up their markets to the developing 
world. This is where developed countries have to deliver. 
 
6. While we welcome the new aid commitments, the decline in lending through the 
concessional and non-concessional windows of the MDBs in 2005 is a source of concern. Based 
on our development experience, it has been our consistent preference that increasing amounts of 
development assistance be routed through the multilateral agencies. We believe this is the best 
way to achieve flexibility, harmonization, and selectivity in aid – the three elements identified by 
the GMR for enhancing the quality and composition of aid. While we also welcome the ongoing 
efforts of the various multilateral agencies toward greater alignment with country systems, we 
also hope that this effort would receive clear and unequivocal support from the top management 
of these agencies. Ultimately, successful alignment with particular country systems is the best 
solution to sustainable development and scaling-up of investments. 
 
7. Official Development Assistance (ODA) levels have to increase to support the efforts of 
developing countries in achieving their MDGs. GMR clearly indicates that annual increases in 
ODA will have to accelerate from an average of just under 6 per cent during 2001-04 to nearly 
11 per cent over the next two years and 7 per cent through 2010 if we are to reach the target of at 
least 0.5 per cent by 2010 and 0.7 per cent of donor countries GNI by 2015. We also feel that the 
aspect of quality of aid needs urgent attention. How aid can be more flexible by moving beyond 
debt relief, technical cooperation, food aid, emergency aid and administrative costs; how aid can 
be harmonized across donors; and how aid can shift in favour of countries where the impact on 
MDGs is likely to be the highest. A stepping up of ODA, along with its re-engineering, is the 
developed countries’ part of the MDG compact. It is imperative that all parties deliver on their 
respective obligations. 
 
8. The GMR has also emphasized the key role that basic infrastructure services – transport, 
electricity, water, sanitation and telephones – play in not only improving the investment climate 
and hence the growth performance, but also in sustained progress in human development 
outcomes. We cannot but agree more on this observation, but it is worrisome to note the decline 
in the proportion of people with access to infrastructure services in many countries, including in 
South Asia. The rapid progress in infrastructure facilities in absolute terms has not been able to 
keep pace with the growth in population. From our own experience in India, we know that this 
gap is usually much more for the poor and the rural population. 
 
Multilateral Debt Relief Initiative (MDRI) 

9. In the context of MDRI, in the last annual meeting, we had asked the Bank to prepare an 
interdependent package comprising especially a ‘dollar for dollar’ compensation for IDA that 
adds to existing commitments and maintains the financial integrity and capacity of IDA to serve 
the low-income countries in future. In this regard, while we welcome the report approved by the 
Executive Directors on financing the MDRI, we are concerned to note that a few vital issues, 
especially those pertaining to risks arising out of qualified nature of long term commitment by 
the donors and existing structural gap, still remain outstanding. We urge the donors, especially 
the G-8 members who initiated this proposal, to rise to their political commitment of full and 
firm financing of the MDRI cost so that this genuine need-based initiative frees up resources for 



 

 

 3 

growth in the eligible countries on a sustained basis without impairing the financial integrity and 
long term capacity of IDA. 
 
HIPC 

10. We broadly agree with the proposed list of 12 countries potentially eligible for Enhanced 
HIPC initiative. We also note the difficulties associated in determining Afghanistan’s eligibility 
and agree with the proposal to re-assess its case once the disputes are resolved. We believe that, 
unless accompanied with efforts to enhance solvency and liquidity to increase debt service 
capacity, HIPC alone cannot assure debt-sustainability regardless of the threshold. Therefore, it 
is equally important to address the issues of growth, enhanced export-performance, and revenue 
mobilization of these countries. A recently published evaluation shows that although enhanced 
HIPC reduced US$19 billion of debt in Completion Point (CP) HIPCs and thereby halved their 
debt at CP, in 11 countries, external debt sustainability has deteriorated post-CP and again has 
exceeded HIPC-thresholds due to accumulation of new debts.  
 
11. The enhanced HIPC Initiative also seems to have changed the composition of net 
transfers to all developing countries. Decision point HIPCs now receive around 47 per cent of net 
transfers as compared to an average of 33 per cent in the last decade. We welcome the higher 
transfers to these countries, but would like to underscore that, with the addition of more 
countries, the composition of net transfers to decision point HIPC countries will go up further 
and unless supplemented by extra resources, it will divert resources away from other performing 
countries. 
 
Governance and Anti-Corruption 

12. While we welcome the focus on governance and anti-corruption in GMR 2006, we firmly 
believe that good governance and fighting corruption is a shared responsibility, and part of a 
continuous process requiring systemic checks and balances. As the GMR states, “It took many 
years for durable governance institutions to emerge in today’s industrial countries.” The issues 
of governance and corruption are vital, but they cannot replace the core of the development 
agenda which is the support needed by the vast multitudes of poor and downtrodden for poverty 
eradication, education, health and sanitation. These people with legitimate aspirations cannot be 
asked to wait until the fight against corruption has been won. Along with these real issues, we 
have to tackle all other issues including governance, quality of aid, debt relief, trade, and 
infrastructure. If the fight against corruption is made an end in itself, it will seriously erode the 
quest to achieve the MDGs. 
 
13. We also have some concerns about the possible framework of governance with 
multiplicity of indicators as mentioned in the report. These concerns arise due to the problems in 
measuring governance as well as the weight given to governance (66 per cent in IDA 14) in 
IDA’s performance-based allocation formula. Further, we would support more work for 
developing objective, monitorable and actionable disaggregated governance indicators. 
Indicators that impart subjective judgment on governance at the aggregate level cannot be truly 
reflective of the ground realities and hence should not be used. 
 
14. In the spirit of the sub-title of the GMR 2006 – “Strengthening Mutual Accountability,” 
we would urge that more work needs to be done to evolve governance indicators for developed 
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countries. These should include the developed countries’ commitment to global development and 
the involvement of companies in industrial countries that perpetuate corruption in developing 
countries. As the GMR states, “It is worthwhile recalling that only a few years ago, foreign 
bribes were considered a legitimate business expenditure by many OECD countries.” 
 
15. The framework in which the MDBs would operate in their quest to remove corruption 
and improve governance should be clearly defined. Ad hoc decisions and knee-jerk reactions to 
events and perceptions cannot be an institutional way of reacting to an endemic problem. The 
operational implications of the framework also need to be clarified especially in terms of the 
potential impact on the poor and the less developed regions of the world. 
 
Fiscal Policy for Growth & Development  

16. On the issue of fiscal compression in the current context of a high infrastructure deficit 
being faced by the developing countries, pursuit of the “golden rule” should allow net borrowing 
by the government for the purpose of financing net public investment, particularly in 
infrastructure, while requiring current spending to be financed out of current revenues. This will 
pave the way for additional borrowings by the developing countries to finance productive and 
cost-effective public investments, especially in infrastructure in a way that is concomitant with 
economic stability and debt sustainability.  
 
17. Given the adverse impact of under investment in infrastructure on growth, we agree 
strongly with the Report’s emphasis on protecting fiscal space for infrastructure investment. This 
will also include focusing on ‘well-targeted public investments’, incorporating the long-term 
fiscal effects of expenditure decisions, including that on public debt, into policy considerations; 
and promoting non-government initiatives through innovative approaches. The Bank would need 
to play a major role in ensuring adequate investments in infrastructure by identifying suitable 
interventions in the entire spectrum of public-private solutions depending on local conditions and 
needs. 
 
 
Clean Energy and Development 
 
18. Climate change is an environmental issue of shared global concern. Different countries 
bear different levels of responsibility for increase in green house gases. We are fully cognizant of 
the challenges posed by climate change and remain committed to the United Nations Framework 
Convention on Climate Change (UNFCCC) and the Kyoto Protocol. 
 
19. Clean energy attained through efficiency gains on both the supply and demand side 
would contribute to sustainable growth and development. We are glad to see that the report titled 
‘Clean Energy and development: Towards an Investment Framework’ has looked into the two 
closely related issues of resources and technology transfer. Going forward, these issues would 
have to be addressed satisfactorily in a manner consistent with the global public good nature of 
climate change and the UNFCCC which provides the framework of ‘common but differentiated 
responsibilities’.  
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20. We understand that by the 2006 Annual Meetings, details of the new financing 
mechanisms and the operational implications for the Bank would be elaborated. The sequencing 
should be carefully thought through, so that introduction of new technologies is matched closely 
with availability of additiona l financing. This clean energy initiative should not result in 
imposition of ‘new rules of the game’ or any additional financial burden, just when a number of 
developing countries are poised to increase their rates of growth and lift their citizens out of 
poverty. We would also suggest a collaborative R&D effort between institutions in developed 
and developing countries and Multilateral Financial Institutions could play a role in fostering it. 
 
 
Trade 
 
21. The development promise of the Doha Round is yet to be realized. After the Hong Kong 
Ministerial Conference ended with mixed results, we have yet another opportunity in 2006 to 
complete the negotiations at a high level of ambition. In this context, we would encourage the 
Bank to continue a role of global advocacy to lend its weight for a beneficial pro-poor outcome 
of the Doha Round this year. The GMR 2006 has estimated global welfare gains from full 
liberalization of merchandise trade at US$280 billion annually by 2015 (with US$86 billion 
accruing to developing countries).  
 
22. While we support the Aid for Trade agenda as a means of enhancing the capacity in 
developing countries for realizing the gains of trade, Aid for Trade can only be a complementary 
approach to assist developing countries in the process of trade liberalization and not a substitute 
for the gains to be derived from genuine, commercially-meaningful market access for their 
products and services in developed countries.  We believe that Aid for Trade must be disbursed 
through the existing mechanisms. It would also be most effective if it is integrated in the country 
development and poverty alleviation strategies rather than being delivered through a separate 
vertical fund created for this purpose. 
 
23. Mr. Chairman, the cause of poverty, discrimination, and injustice in this world is because 
80 per cent of the people who inhabit the earth have access to a mere 20 per cent of the global 
income. We had agreed on a global compact at Monterrey in 2002, and we are now reiterating 
similar feelings through the principle of mutual accountability.  The challenge really is on how to 
scale up resource flows to the developing countries—and make certain that aid is used 
effectively toward reaching the MDGs. These two issues certainly cannot be separated. How we 
meet this challenge will determine the fate of humanity in the next decade. 
 

Thank you. 
 

*********** 
 
 


