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It is encouraging that – despite the turbulences in the financial markets – global growth is not 
expected to slow down that much. Particularly encouraging is that most countries in sub-Saharan Africa 
are experiencing the highest rates of growth since their independence and a further increase in their 
growth rates is projected. Here, it is crucial that the poor can have a share in this process too.   
 
Less encouraging, however, is the fact that, due to the subprime crisis, the risks for global growth 
have increased. Further repercussions from the crisis are possible and its causes have not yet been dealt 
with. The representatives of industrialised and developing countries together with global institutions like 
the Bank and the Fund in particular must find solutions to correct the underlying market failures. 
 
So far, the consequences of the crisis have mainly affected the industrialised countries. In addition to 
imprudent lending, new financial instruments like securitisation, new actors like hedge funds, and 
intransparent ratings have aggravated the crisis. Although securitisation makes it possible to spread the 
risks within the financial system to actors like hedge funds that are willing to adopt riskier positions, this 
is making the financial system less transparent because it is unclear who is really holding the risk. 
Furthermore, there is less incentive to carry out risk assessments when parties are going to resell the risks. 
As we have also seen recently, there is a big question mark over the reliability of assessments by external 
rating agencies. What is particularly problematic is that it is not possible to separate the role of these 
agencies in carrying out assessments from their role as financial advisors. 
 
Although the developing countries have not been as severely affected by the current crisis as they 
were by crises in the past, they are in no way immune to its impact. It is true that many of these 
countries are less vulnerable than they were in the past thanks to the accumulation of reserves and macro 
policies, but one of the main reasons why they were not affected is that financial innovations are less 
common in developing countries. However, new actors like hedge funds and private equity, trading with 
new instruments are on the rise in developing countries, too.  
 
Concerted action is needed on various levels. First, financial markets must become more transparent, in 
particular, with regard to highly leveraged institutions and financial derivatives. Secondly, we need to 
improve risk management, in particular, in separating the assessment and the advisory role. Finally, the 
Bank and the Fund should keep a careful eye on the innovations in the emerging financial markets in 
developing countries and offer more support for strengthening these countries’ financial systems and 
supervisory structures. 
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New strategic direction for the World Bank 
 
We are facing dramatic changes in global conditions. In many low-income countries, which are also 
often fragile states, extreme poverty persists. All countries, including the more successful, middle-income 
countries are facing tough challenges in securing equitable and environmentally sustainable growth. And 
trans-border problems, such as global warming and communicable diseases, or systemic risks, e.g. those 
caused by financial instability, are on the rise, affecting poor countries and rich alike. These challenges 
call for the elaboration of a new strategy.  
 
The Long-Term Strategy (LTS) exercise, led by François Bourguignon, offers an excellent analysis 
of the current situation and trends as well as the challenges ahead. The Bank has de facto three 
business lines: the low-income and fragile states; the middle-income countries; and, increasingly, 
trans-border issues. Each segment needs a different business model: 
 
(a) Low-income countries (LICs) and fragile states 
 
Germany welcomes the LTS’s focus on poverty reduction and development in low-income 
countries, particularly in Africa and South Asia. There is a broad consensus that more attention is 
needed with regard to situations which may constitute “windows of opportunity”, such as “turnaround 
cases” or post-conflict situations. Also, resources should be channelled more selectively to reform-
oriented and turnaround situations. The challenge is to better identify those situations and to adjust the 
Performance-Based Allocation System accordingly. 
 
We need more clarity with regard to the Bank’s comparative advantage in low-income countries. In 
fragile states in particular, peacebuilding and state-building are at the frontier of development 
cooperation. This makes it even more important to identify appropriate modes for the delivery of aid and 
to improve cooperation with other actors.  
 
The Bank needs to improve its capacity to understand the politics and the political economy of 
conflict and change, in particular in LICs. Bringing about sustainable changes in developing countries 
requires a broad analysis involving significant political and institutional issues – in particular political 
economy issues, which often have dramatic developmental ramifications. An important issue here is 
gender. It has been convincingly argued that gender equality and women’s economic empowerment 
constitute a key to equitable growth and sustainable development. Given its focus on equitable and 
sustainable globalisation, it is surprising that the long-term strategy does not address the gender issue.  
 
We welcome the LTS’s clear departure from the dogmatic approaches of the Washington 
Consensus. The paper emphasises correctly the role of cohesive, inclusive and sustainable growth, the 
government’s role in providing a supportive environment for growth, and the diversified paths for 
development. This emerging synthesis departs from the dogmatism in economic policy advice of former 
days. It recognises country experiences and the diversity of development templates.  
 
However, the challenge is still to translate this approach into all Bank instruments and policies as 
well as to apply it systematically in practice. Whilst this is a challenge for all partner countries, it is 
particularly relevant in LICs, where the national capacities for strong ownership are often weak. One 
Bank instrument which needs to be reviewed in this context is the Country Policy and Institutional 
Assessment (CPIA). Do CPIA indicators cover the main determinants of development? Do they leave 
enough leeway for countries to follow alternative policy options, e.g. with regard to trade liberalisation 
and labour market flexibility? 
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(b) Middle-income countries 
 
The World Bank needs a strong involvement in MICs. This is just as important for the achievement 
of the MDGs as for tackling the global tasks of the future on a cooperative basis. If MICs are to 
continue to be in the forefront of development successes they need a strong and effective partner. 
We have already taken a few steps to make the Bank more agile in its interaction with MIC 
partners and we must continue to move along that path. 
 
The real challenge is not just to make the Bank’s capital easier to access by lowering supply side 
thresholds, but to make the Bank more relevant in MICs. We must ensure that growing competition 
between development banks does not lead to a race for the lowest interest rates and the “simplest” 
projects. The relevance of the Bank does not primarily depend on relatively small improvements in 
lending rates, but on the quality of its programmes and projects. The challenge is to go beyond 
conventional approaches and clearly demonstrate how that will add to best practice development activity 
in the respective country settings. When doing this we must also take into account the fact that MICs are 
increasingly also getting involved as donors. In the future there will need to be a more intensive exchange 
between “new” and “old” donors, with the aim of reaching a common understanding regarding the 
principles of development cooperation.  
 
The Bank has an important role to play in addressing the issues of inequality, corruption, and 
environmental destruction. Current examples show the tough challenges that MICs are facing. Some 
have yet to embark on a sustained growth track. In others, welfare gains are being eaten up by rising 
health costs from water and air pollution. Within strongly performing countries, some regions do not 
share the growth and poverty reduction benefits enjoyed by others. The Independent Evaluation Group or 
IEG’s review shows that there is ample scope for the Bank to make improvements on these issues. It is 
also where the World Bank’s products’ and services’ added value is potentially strong and where we see a 
strong role in the future.  
 
We support greater emphasis on financial innovation (including at sub-national levels). The Bank 
has to develop, and offer more pro-actively, financial products that countries with poorer credit profiles 
are not able to obtain from the private market. New products could create mutual benefits for the Bank 
and its customers. The good progress made in addressing external shocks, like the Caribbean Risk 
Insurance, and ongoing work on crop insurance and hedging instruments should encourage more 
exploration in this area. In addition to protecting against environmental risks, in the future an extended 
range of products should also be directed towards risks that arise in connection with capital and goods 
markets. By offering access to the latest risk management tools, the Bank can also reduce systemic risk. 
We can develop more innovative financial products. And we can also take on more risk and leverage the 
Bank’s capital to a fuller extent than we presently do. 
 
The Bank should draw more systematically upon and develop each country’s own expertise as well 
as fostering the use of country systems. The attractiveness of the Bank can be substantially improved by 
a greater reliance on country systems. By using country-specific standards and regulations, transaction 
costs could be lowered considerably and country ownership increased. Strong country systems provide 
the general framework needed for responsible growth. It is important here to be sure that the recipient 
country has equivalent standards and also applies them in practice. I therefore call on the Bank to present 
a clear strategy showing how the development of World Bank-equivalent systems can be carried out. 
 
(c) Global Public Goods (GPGs) 
 
The World Bank’s role in the provision of Global and Regional Public Goods is largely ignored by 
the current two pillar approach. The issue of Global and Regional Public Goods – which will without 
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doubt continue to have a major impact on countries’ development choices and challenges – is of central 
importance for the Bank’s future work. The existing twin pillar strategy focuses too much on the domestic 
efforts of developing countries. But economic globalisation has developed to such a degree that the global 
environment per se has become an independent variable in determining whether developing countries 
survive and thrive. Therefore, a new pillar is needed, focusing on social and environmental sustainability, 
but also on an international environment that is conducive to development. 
 
The Bank has to better define the criteria governing its involvement in this area. It should 
concentrate on areas of significant comparative advantage, which are very much in line with its 
development mandate and also compatible with the principle of subsidiarity.  
 
Regional and global programmes need to be more strategic and better linked to country 
programmes. The essential challenge and opportunity for the World Bank Group is to integrate its GPG 
priorities into all aspects of its work, in particular into its country programmes in both middle- and low-
income countries. The country focus provides Bank managers with strong incentives for country 
activities. Moving ahead on ensuring that Global Public Goods priorities are included in country 
programmes would require substantial institutional changes. For example, why not establish a “Senior 
Management Group” for a better global-national nexus? 
 
The options under discussion will have organisational and operational implications. In particular 
there is the question of integrating global programmes into country operations. We ask the Bank to come 
up with concrete suggestions as to how this could be done, taking into account the internal structural 
constraints and associated disincentives that have historically operated against this.  
 
The enhancement of Global and Regional Public Goods also has financial implications. 
Subsidisation constitutes an appropriate incentive to encourage countries to make public goods 
with positive spillovers available. Therefore, it will be necessary to mobilise additional external and 
internal financing. In this context there should also be a thorough discussion of the IFC and IBRD’s 
policy for using net income, including the proposal to establish an endowment fund. The feasibility of 
applying more favourable credit price levels to loans that address national objectives, whilst at the same 
time generating positive regional or global externalities, could also be explored. Finally, the enhanced 
provision of GPGs might require innovative financing mechanisms. In this context, Germany and the 
Global Fund have launched a Debt2Health initiative, which will be extended to a number of countries. 
 

*** 
 
The strength of the Bank is its ability to link these three business models, e.g. by translating 
successful MIC experiences to LICs or by translating global concerns to the country level. We have 
to tap the synergies that exist between IDA/IBRD, IFC and MIGA. Enhancing the complementary roles 
of the lines of business would also allow us to mobilise public-private synergies. Each of these 
organisations now recognises the value of a unified country focus, but this needs to become the WBG 
approach, thus delivering a coherent range of services. 
 
As the next step, we need to have a closer look at the different building blocks and possible linkages 
as well as the cost implications of the different options, thus allowing a more strategic discussion. 
Institutional reforms leading to more coherent cooperation or division of labour among the Group’s units 
need to be outlined, objectives, targets and actors redefined. Germany would welcome a broad 
consultation process, also involving civil society organisations. On this basis, we should have a discussion 
of this strategy at our next meeting. 
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The Clean Energy for Development Investment Framework 
 
Developing as well as developed countries need to find a new economic model that emphasises 
sustainability and equity, and which is based on a less resource-intensive way of life. We can tackle 
climate change. We cannot afford to do nothing. The World Bank needs to provide leadership in 
promoting clean energy and combating climate change. 
 
Germany fully supports the World Bank Action Plan for the Clean Energy for Development 
Investment Framework (CEIF). The Bank's work on the CEIF is among the first important steps to 
mobilise the enormous financial resources needed to address climate change. We support the broadening 
of the World Bank Group strategy to go beyond clean energy and also address other sectors such as 
transport, agriculture, forestry, urban development and education. This is an important step in 
mainstreaming the climate issue into the Bank's work and is a good reflection of the cross-cutting nature 
of climate change. Moreover, we emphatically support an increased engagement in adaptation to climate 
change. A cornerstone should be improved climate risk management and climate-proofing by the Bank 
for all sectors, including water and health. 
 
An important element of a scaled-up World Bank programme would be the mobilisation of 
additional concessional financial resources in the field of clean energy. Concessional finance is 
particularly important in bringing down the difference in costs between currently employed technologies 
and their lower-carbon alternatives, such as renewable energy and state-of-the-art, high efficiency coal-
fueled power plants. Public funds could in particular help finance capacity development and – to a certain 
degree – risks, as well as focusing on improving regulatory and policy frameworks. Power sector reforms 
especially are key and should remain high on the agenda. We need to further strengthen partnerships with 
bilateral donors and emerging donors, thus improving access to bilateral ODA grant financing. 
 
The value added of the World Bank in mitigating climate change rests especially in its ability to 
promote the development agenda as a whole. The World Bank has tremendous convening power, 
research capability and funds. However, there are some doubts as to whether the Bank has been 
successful in leveraging all available resources to that effect, namely its own resources as well as carbon 
finance and private capital.  
 
Although climate change has rightfully received more political attention recently (Stern Review, 
Report by the IPCC, G8 Summit at Heiligendamm, etc.), this shift has not yet translated into 
providing sufficient access to modern energy services for the poor. While Bank lending has exceeded 
its targets in terms of overall energy lending during the last two fiscal years (FY06-07), despite a 
significant decrease last financial year, IDA lending to this sector in sub-Saharan Africa is still quite low 
($1.1 billion in FY07) compared with other regions. Only 3% of the disbursements of carbon funds 
managed by the Bank in FY07 have benefited sub-Saharan Africa. We reiterate the Development 
Committee’s request that developing country energy needs and access to energy services be given 
sufficient emphasis. 
 
The potential of renewable energy other than large hydropower (solar photo-voltaic power, wind 
energy, geothermal power, and small and medium hydropower) is still widely underestimated. The 
Bonn target ($361 million for new renewables and energy efficiency in FY07) has been achieved 
brilliantly ($682 million) and should encourage the Bank to set a new ambitious goal for renewable 
energy. Therefore, we suggest establishing an absolute target for annual commitments for renewables (i.e. 
excluding large hydro of 10 MW and above) aiming at US$ 1 billion in the medium term.  
 
Stepped-up policy research and knowledge-sharing as well as a more enhanced role in the 
adaptation of low-carbon technology are needed. In our view, policies to address climate change 
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should not be seen just as a restriction; they are also an opportunity for Bank clients to accelerate their 
economic transformation and take advantage of new technologies. Thus, the World Bank should review 
options for advancing research and development in the area of clean energy technology with the objective 
of enhancing the role of the Bank in supporting the commercial application of new low-carbon 
technologies in developing countries. 
 
The role and effectiveness of the CEIF’s adaptation pillar needs to be strengthened. Given the World 
Bank’s leading role in development finance we expect a more ambitious agenda under pillar III of the 
CEIF. The conceptual foundations of adaptation to climate change with regard to impact and vulnerability 
assessments, priority setting and governance of adaptation do not seem to be commensurate with the 
urgency of the problem. It is evident that there is a strong need to develop a comprehensive analytical 
foundation for the adaptation issue as well as increasingly engaging in concrete adaptation action. The 
Bank should also develop ideas on how to support the National Adaptation Plans for Action (NAPAs) 
currently being developed in LDCs with GEF support in the context of the United Nations Framework 
Convention on Climate Change (UNFCCC). 
 
The CEIF Action Plan needs to be much more specific on the GEF’s role. The GEF, as the financial 
mechanism for the UNFCCC, needs a specific role of its own. The World Bank should intensify and 
optimise its cooperation with the GEF in the area of climate change. By giving the GEF the responsibility 
to decide if and when blending is appropriate for the sake of mitigating climate change, we can be sure 
that such blending will effectively serve its purpose. Before considering the creation of any new trust 
funds dedicated to climate change, we urge Management as well as potential donors to consider all 
alternative options, taking into consideration the value added with regard to existing instruments and 
vehicles, such as an appropriate replenishment of the GEF. 
 
Germany welcomes the newly proposed facilities. However, these facilities must not pre-empt the 
ongoing negotiations under the UNFCCC. A good governance scheme for these initiatives 
appropriately involving sellers and buyers of carbon credits will also be essential. The carbon facility 
devoted to forests (Forest Carbon Partnership Facility, FCPF), which was promoted in close cooperation 
between the Bank and the German G8 Presidency, fills a critical gap in the international climate regime 
and helps to develop one of the crucial building blocks for a post-2012 regime.  
 
Germany will participate actively in the CEIF and will further increase its own involvement in the 
field of clean energy. We are supporting the implementation of the CEIF by means of additional 
contributions to the World Bank administered global energy fund ESMAP. We will be participating in the 
Forest Carbon Partnership Facility with a contribution of 40 million euros. We have just doubled the size 
of the Special Facility for Renewable Energies and Energy Efficiency created at the renewables2004 
conference in Bonn to more than 200 million euros a year. In 2008 alone, German development 
cooperation will provide some 710 million euros in total for climate investments, mainly for renewable 
energy and energy efficiency.  
 
More and better aid, the role of IDA 
 
The international community has pledged to increase ODA considerably in the coming years. The 
European Union will make a major contribution to fulfilling that pledge. Germany recognises its 
obligations under the EU plan for gradually increasing Official Development Assistance to 0.51% 
of gross national income by 2010 and to 0.7% by 2015. The draft budget for 2008 has been submitted 
together with the financial plan for the period up to 2011. This announces an increase of 750 million 
euros. This higher level of contributions is to be maintained over the next four years. In addition, 
Germany has launched two innovative financing mechanisms for development. The first of these makes 
partial use of revenues from the sale of carbon credits for international measures concerned with adapting 
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to climate change; the second one, the Debt2Health initiative, uses funds released thanks to new debt 
cancellation arrangements to fight the major pandemics. 
 
The Bank, the IMF and partner countries need to work together more closely in order to analyse 
the impacts of alternative financing scenarios on macroeconomic stability and targeted 
development outcomes. As an evaluation by the IEO demonstrated, the IMF must be more proactive in 
helping countries to create the scope for additional productive and cost-effective public investment in a 
way that is consistent with macroeconomic stability and debt sustainability. The IMF should set up a 
pertinent working programme, together with the World Bank and important donors. This programme 
would encompass a systematic analysis of absorptive capacity constraints and of the supply-side impact 
of the various expenditure categories, as well as measures to increase the relevant countries' absorptive 
capacity. 
 
Capacity development in our partner countries is vital in order for increased ODA funding to lead 
to sustainable development and the achievement of the MDGs. All donors are therefore called upon to 
step up their efforts over the next few years to help our partner countries identify and address capacity 
bottlenecks. This support should be aligned closely with our partners’ PRSs and sector strategies, and 
should be implemented as part of coordinated programmes. The World Bank has an important role to play 
with regard to the increased integration of capacity development in PRS processes. 
 
The 15th IDA replenishment must be commensurate with the important role that this institution 
has within global development architecture. Given the increasing fragmentation of development 
architecture, we need an institution that is able to ensure that the various initiatives are integrated into the 
countries’ Poverty Reduction Strategies, that donors’ activities are complementary and that sufficient 
attention is paid to the task of improving structures and institutions in our partner countries.  
 
It is not just the amount of IDA 15 that matters; we also need improvements in the quality of the 
work done by IDA in the field in our partner countries. IDA’s efficiency can be increased if we can 
manage to further strengthen the ownership of the partner countries. What that means in concrete terms is: 
making increased use of country systems, structures and processes, reducing and focusing conditionalities 
on the key obstacles to development in each country, and greater openness to alternative development 
strategies.  
 
All donors, including the World Bank, should focus their activities on fewer sectors and areas 
where they boast special expertise. We should promote such concentration in order to lower transaction 
costs for our partner countries and increase overall efficiency. Given the growing number of donor 
institutions, the need to do this is becoming more and more urgent. The EU has recently developed a 
Code of Conduct on the division of labour in development policy. We also need innovative mechanisms 
at the international level, so that the donors can concentrate their portfolios even more.  
 
In the future the Bank should work even more closely with other bilateral and multilateral donors 
and should seek to increase the division of labour and hone its comparative advantages more finely. 
Unfortunately, in practice the Bank still struggles to recognise the leadership role of other donors and to 
withdraw from a sector once in a while, if appropriate.  
 
We suggest that the World Bank should develop indicators that measure progress in the way the 
Bank performs its various roles. First of all, the Bank can carry out a coordinating and convening role 
for the purpose of improved aid alignment and harmonisation. We would welcome indicators that 
measure the Bank’s performance in carrying out that catalysing role, including its performance in 
ensuring robust policy dialogues within the context of joint budget support. Second, we need to be able to 
monitor progress on the analytical performance of the Bank, in particular its ability to help a country 



 8

formulate the fiscal scenarios conducive to growth and long-term sustainable development, as a joint 
basis for dialogue. Reference to such frameworks should then be consistently made in (joint) CASs and in 
IDA’s lending documents. 
 
Germany welcomes the Bank’s emphasis on improving aid predictability. But, at the same time we 
see scope to allow for greater transparency in allocations and longer time horizons for aid 
commitments in its operations, in particular in the area of budget support. As a positive example, the 
EU has adopted new mechanisms to make aid substantially more predictable, such as its gradual response 
approach to aid delivery. It has also launched the MDG Contract to make budget support more long-term 
and predictable.  
 
The Bank will need to take steps to improve its work in the areas mentioned. Only then will it be able to 
do a good job in the role of coordinator and in providing a platform for donor harmonisation. 
 
Enhancing the voice of developing countries 
 
Enhancing the voice of developing countries is a crucial issue for the Bank as a multilateral 
institution with a view to credibility and legitimacy, mutual accountability and effectiveness. Any 
reforms that enhance their voice need to take into consideration the fact that the group of developing 
countries has become increasingly differentiated in the past few decades. Some countries are witnessing 
rapid economic growth and a quick change in their relative position in the world economy. These shifts 
need to be reflected in changed shareholding and voting structures in the IFIs. At the same time, 
participation by small and poor countries in decision-making has to be guaranteed as well. 
 
For reasons of practicality, a two-phase approach is preferable for the reform discussion. Nevertheless, all 
options should be considered as part of a comprehensive package of reforms, since this will increase the 
chance of reaching a consensus among the shareholders.  
 
The following reform options should constitute elements of such a comprehensive package: 
 

• A selective capital increase is the best option for enhancing the voice of emerging countries 
and for correcting specific cases of under-representation. It makes sense here to be guided by 
the IMF’s new quota formula; however, because of the Bank’s own mandate there must also 
be specific World Bank parameters for the distribution of votes. Increases in shares should 
basically be tied to the willingness of the relevant countries to assume more global 
responsibilities. Strengthening the voice of small and very low-income countries can best be 
achieved through an increase in the number of basic votes. Our goal should be to triple the 
number of basic votes, combined with a mechanism to ensure that the share of basic votes 
does not drop at some future date. 

 
• The use of special majorities, in particular double majorities of votes and members (possibly 

also representing a specific percentage of the global population), should be examined further. 
 

• We are open to suitable proposals for improving capacity in the ED offices of the major 
constituencies.  

 
In the debate about enhancing the voice of the developing countries, we must also always take into 
account options for strengthening their voice “in the field” and for strengthening our partner 
countries’ own structures. That includes even greater participation by all stakeholders in the partner 
country in the design (including impact analyses), implementation, monitoring and evaluation of 
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programmes and projects. Using country systems will also help to strengthen partner structures. We 
should also consider further decentralisation at the Bank.  
 
Debt sustainability and responsible lending 
 
Germany welcomes the positive trends that we are seeing in the debt situation in many developing 
countries. However, the implementation of debt relief initiatives needs to be further accelerated. 
That is particularly true in the case of countries that have just come through long years of civil war, like 
Liberia. It is simply not acceptable for the debt relief process to be further delayed. This calls for 
solidarity, more than ever, on the part of the international community. I call on all the parties involved to 
play their part in helping to find a solution, particularly with regard to the arrears at the IMF and the 
African Development Bank.  
 
We need to work on common principles for responsible lending and we must enhance the availability of 
information on lending and the terms applied. Going beyond debt cancellation, ensuring debt 
sustainability in low-income countries is an important common challenge for the future. Ensuring high 
lending standards is particularly important. The discussions about common minimum standards for all 
lenders should be concluded quickly. We also need to further improve the mutual exchange of 
information among all involved. More transparency will particularly help the borrowing countries to show 
greater responsibility in ensuring their long-term debt sustainability. 
 


