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Introduction 

 

Almost four years after the outbreak of the crisis, uncertainty still prevails and global economic activity is 

not improving by as much as it would be necessary to stem poverty and expand job creation. 

 

Against this background and despite improvements already accomplished, policy makers should reflect 

on strategic issues such as social safety nets to protect the poor and leveraging on the private sector to 

revive economic activity. 

 

We should stand ready to assist countries in this endeavor, but in order to maximize the effectiveness of 

its intervention we must ensure that the World Bank Group remains on a sound operational and financial 

footing. 

 

Protecting people 

 

Considerable progress has been made in reducing extreme poverty. Preliminary estimates for 2010 

indicate that the percentage of people under the poverty line of 1.25 dollars a day has been more than 

halved with respect to its 1990 value. The first Millennium Development Goal has been reached well 

before the 2015 deadline.  

 

Nevertheless, much remains to be done; the number of people living with less than 2 dollars a day is 

virtually unchanged since 1990. With 2 dollars a day, a person can only afford an extremely frugal life 

style and is highly vulnerable to macroeconomic and idiosyncratic shocks.  

 

Even in good times, cash or in-kind transfers, income support for participation in training or work, fees 

waivers for essential services such as health and education, protect the poor from shocks and foster 

opportunities. In crisis times they also play a countercyclical role if scaled-up. These safety nets schemes 

are needed not only for social but also for efficiency considerations: falling into poverty might cause a 

permanent loss in human capital; their absence discourages entrepreneurship and this in turn limits the 

ability to move out of poverty.  

 

Social safety nets have to be affordable and sustainable, flexible enough to accommodate changes in 

demography and in external economic conditions. They need to be targeted to the most vulnerable to 

avoid the regressive effects of several subsidy schemes. They need to embed the proper incentives to 

bring people back to work rather than make them welfare-dependent. 

 

In many developing countries there is enough fiscal space to take action immediately. In some countries 

safety nets can be financed by large budget surpluses; in others, where current tax rates are very low, an 

increase in fiscal revenues could be considered.   
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Countries where progress in poverty eradication has slowed down due to an increase in income inequality 

should act promptly to improve social cohesion and reduce macroeconomic instability. We encourage the 

Bank to incorporate this consideration in Country Partnership and Assistance Strategies.   

 

Private sector for development 

 

The private sector is a fundamental engine of growth and development. However, there are different 

views on the rules and institutions that should be introduced to address market imperfections and 

externalities. 

 

The World Bank itself seems to be struggling with the question of how the State should be involved in 

supporting the private sector in order to generate the largest social return from private actions. The 

background paper distributed for these Spring Meetings is a useful stocktaking exercise, but the guiding 

principles and economic underpinnings of the Bank’s actions to support the private sector in developing 

countries should be adequately defined.  

 

Many actions undertaken by the Bank seem to be inspired by the idea that the role of the State should be 

confined to setting the proper rules for the private sector to use efficiently the available resources. Traces 

of this view can be found in documents such as the Trade Strategy or in the Doing Business Report.  

 

In recent years, instead, other parts of the Bank have advocated a new framework for rethinking the role 

of the State in policy making for development. The new approach calls for the government to identify and 

favor those sectors that best exploit the dynamic comparative advantage of a country, given its stage of 

development. 

 

We encourage the Bank to overcome this latent dichotomy by promoting a multidimensional approach. In 

addition to the traditional support to the private sector based on developing business climate, 

infrastructure and trade, the Bank should leverage more on the experience of the IFC. The IFC has been 

successfully supporting the private sector in many developing countries by continuously scouting for new 

ideas and new entrepreneurs, helping them to tap business opportunities. Replicating this strategy by 

developing IFC-like institutions in individual countries might be one step forward. The principles of 

transparency and accountability and frameworks for proper governance need to be applied to these 

institutions to avoid political interference and rent seeking.     

 

Financial sustainability, key to an open, accountable and result driven Bank 

 

Accountability and financial soundness are key to the success of the modernization process agreed upon 

two years ago. Accountability mechanisms should be in place to help the Bank learn from its own 

mistakes and successes. To this end, the Corporate Scorecard should be further improved by paying more 

attention to results and cost effectiveness. 

 

Financial sustainability is crucial to provide the means to implement this ambitious agenda. Since the 

2008 crisis, the income of the Bank has come under strain because of the low levels of interest rates, at a 

time when the Bank has greatly expanded its administrative budget to support the record levels of lending 

in response to the crisis.   

 

Today, almost four years into the crisis, the global outlook is still very much uncertain. Bank lending will 

likely remain above pre-crisis levels in the foreseeable future. Interest rates are not expected to 

substantially increase for some years to come. The income prospects for the Bank are likely to remain 

weak, with potential risks for its financial sustainability.  
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Against this background, it is our responsibility to take remedial actions as soon as possible using all 

available levers apart from a capital increase, in line with the 2010 capital increase agreement. 

 

First, a loan pricing reform is necessary to sustain the core profitability of the Bank. Currently, revenues 

from interest margins hardly cover half of the Bank’s administrative expenses, which over the next few 

years are projected to grow faster than revenues.  

 

Second, budget spending must be kept under control. The return of the administrative budget to a flat real 

trajectory in FY2013 is welcome but not sufficient. At the same time, budget cuts across the board would 

jeopardize the quality of Bank’s operations. Therefore, we must adopt a more ambitious stance. The main 

avenue is that of making the World Bank Group a truly integrated entity. At Headquarters, back-office 

functions need to be better integrated across IBRD, IFC and MIGA (Treasury and IT being an example); 

in the field, country offices of IFC and IBRD could be unified to take advantage of economies of scale 

and scope. Further savings could be achieved by reducing duplications within each institution. While 

preserving the real value of equity capital, these efficiency gains would also allow us to keep supporting 

IDA and grant making facilities.  

 


