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On behalf of my constituency, I would like to congratulate H.E. Mr. Yashwant Sinha as the
Chairman of this Committee and wish him all the best in his new function.  I would also like to
express appreciation to Mr. Tarrin Nimmanahaeminda, Minister of Finance of Thailand, for his
valuable contribution as the Chairman of this Committee for the past two years.

Global Public Goods

The ever increasing integration of the world economy over the past few decades has created
great opportunities through a freer movement of capital, goods, services, which allowed many
developing countries to benefit from foreign savings, modernize their productive sectors and
grow at higher rates than would otherwise be the case. At the same time, while in principle
greater integration could benefit all countries, in practice there are asymmetries at the
international level that prevent many developing countries from increasing the benefits and
reducing the costs of  their integration into the world economy. This is most notable in particular
the case of international trade, where barriers to exports of developing countries, especially in
agriculture, are higher than average. Also, greater movement of people across borders posing
new threats in the area of disease control, and environmental protection  remains a challenge to
all countries.

As a consequence, a number of cross-border challenges facing the international community
require action that the national level alone may not provide and which could only be dealt with
by international cooperation. Some of these problems occur in areas falling within the mandate
of the World Bank.

It is appropriate for the Bank to be involved in the provision of global public goods that are
consistent with its development mandate. We agree with the four areas for concentration of the
Bank�s activities, namely international trade and movement of factors of production; the
mitigation of major economic and social problems such as transmissible diseases and the
consequences of conflict; environmental protection; and dissemination of knowledge relevant to
development, in particular in areas relevant to reducing the so-called digital divide.

In exploring ways to help in the provision of global public goods, it will be critical that the
World Bank mobilizes additional funding in partnership with bilateral donors and the private
sector, so as to avoid creating new competing demands for scarce resources at the Bank.  It is
crucial that the Bank does not assume new unfunded mandates as it has occurred in the past. In
some instances, innovative use of lending instruments may be a means of Bank involvement with
global public goods, such as the recent commitment of US$ 500 million by IDA to help combat
HIV/AIDS in African countries. However, it remains unclear what will be the demand for those
credits. In many instances countries will hesitate in incurring in new debt to finance projects
whose benefits they do not reap entirely. Although grants have been used to support global
public goods in the past, it is necessary to avoid additional recourse to the World Bank�s net
income as source of finance, as this agenda expands. Short of any capital increase, it is crucial
that the Bank builds as much reserves as possible to face future demands on its lending window.
Therefore, the global goods agenda will require new sources of finance if it is to become viable.
We look forward to receiving a progress report on progress regarding appropriate financing
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arrangements at the next meeting of the Development Committee. The establishment of a global
goods trust fund, housed at the World Bank, could be considered for such purpose.

Bank Support for Country Development

We very much welcome the opportunity to discuss the role of the World Bank and its
instruments to support the development of its member countries. In particular we strongly
endorse the recognition, as outlined in the document, that developing countries are a very diverse
group, which require different approaches and specific instruments in the pursuit on their
respective development challenges. We also welcome the fact that the Bank will further refine
the work on country typology as a means to respond more effectively to the needs of specific
countries. In our view, this recognition is overdue. Without taking account of different country
typology the World Bank did run the risk of fulfilling its objectives adequately, in particular in
the so-called middle-income countries. It is true that with the introduction of the Country
Assistance Strategies in the early 1990�s there was an effort to tailor Bank�s support to countries�
circumstances. However this was carried out on the basis of a small number of instruments
applied across the board.

We agree with the document that the World Bank still has an important role to play in middle-
income countries, as they are home to almost half of the world�s poor. We also agree that this
role is complementary to that of international capital markets in terms financing and that the
Bank should help foster private-led economic growth in these countries. We also applaud the
creation of a task force within the Bank Group, with representatives from the IBRD, IFC and
MIGA to devise ways to make the Bank support for middle-income countries a more effective
one. We broadly agree with the issues proposed at the document to focus the attention of the task
force. In particular we would like to highlight three sets of issues.

The first one has to do with the modalities of conditionality and instruments. A number of
research papers produced both within the Bank and by outside experts indicate that the
traditional approach to conditionality has not produced the expected results. These studies point
out that it is better to have countries design their own development strategies and the Bank
becoming a partner both in the development policy dialogue and in supporting the overall
strategy which must have the ownership of the country.  However, despite an increasing
recognition of such findings, we have yet to change the way the Bank does business with its
clients. In this respect beyond a change of policies we night also need a change in culture on the
part of Bank staff. Also, it is important to recognize that countries find themselves in very
different stages of economic reforms and that past track record has not been traditionally taken as
a criterion for Bank lending in lieu of commitment for future reforms. This is a mistake, since, in
many cases, support for consolidation of past reforms may be the most effective way to achieve
developmental effectiveness of Bank interventions. There is also a case to simplify conditionality
as a whole.

Another important theme refers to the need for Bank projects to aligned with the budget cycles of
countries. This would not only ensure a better prospect for the allocation of counterpart funds but
also reduce off-budget pressures. Also if the Bank acts like one source of finance among others
within the budgetary procedures of countries, there is likely to be more coherence in
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development programs and therefore more effectiveness in public expenditure. To this end it
seems unavoidable that some adaptation of the Bank lending instruments will be necessary.
Further elaboration of the so-called programmatic instruments, provided that a new approach to
conditionality is adopted, may a promising avenue in this regard. We urge the task force to work
in this direction.

Also critically important is a broad review of the costs of doing business with the World Bank.
The spread charged by the Bank on its loans together with the different fees make Bank lending
cheaper than private sector financing. Nevertheless, when adding all hidden costs related to
excessively burdensome procedures required by Bank projects, the total costs to countries might
be higher, depending on the circumstances prevailing in international markets. We observe that,
after peaking at US$ 29 billion in 1999 as a result of the financial crisis, demand for Bank loans
have considerably dropped to US$ 15.3 billion in the fiscal year 2000 ending June last, well
below the average of US$ 21.6 billion in the period 1992-96. This drop in demand at a moment
when market spreads have improved but are still much higher than the spreads charged by the
World Bank suggest that indirect costs of Bank projects are substantial, and countries are
substituting private finance for Bank loans. Therefore there is an urgent need to examine this
issue closely and reduce inefficiencies.

A third area of attention for the task force concerns the Bank support for countries at times of
market dislocation. Over the last two decades, the World Bank has played a significant counter-
cyclical role at times of reduced access by middle-income countries to international markets.
This helped smooth out the effects of external shocks on the economies of these countries,
including on the balance of payment, thereby reducing the social costs of adjustment. It also
contributed to a large degree to containing the effects of crisis contagion, which could have led
to even greater systemic consequences than was the case in the past.  In some extreme cases,
recent financial crises may have contributed to dissipate decades of effort to improve
development indicators. For the World Bank, preserving past gains in development and poverty
alleviation is just as important as supporting countries in their present efforts. The single most
important element for the Bank to continue the play this counter-cyclical role in the future is an
adequate capital basis. Overall demand for Bank lending tends to peak in moments of crisis due
to correlation of factors affecting different countries. This is why preserving the Bank�s net
income, as mentioned, earlier is so crucial.

With respect to support for low-income countries, which already have a somewhat more
elaborate framework, we agree with the proposed establishment of a Poverty Reduction Support
Credit, to work in parallel with the IMF's PRGF programs.  It will be important that both
instruments take full account of country ownership as expressed in the PRSPs to improve
chances of success of this new approach.

Progress Report on the Comprehensive Development Framework

We continue to support the CDF concept and look forward to seeing the up-coming evaluation of
the pilot program after its completion. Meantime, we are pleased that the present progress report
before the Development Committee indicates some initial achievements, but also the substantial
challenges ahead. Also we note that progress has been uneven, with some pilot countries
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adversely affected by external conflict, political transition or weak implementation capacity. In
any case it seems too soon to have any meaningful assessment of the CDF experience. As the
progress report points out, given the breadth of the challenges, to attain sustainable development
based on the CDF principles, those countries would have implement all of them for a period of
over 20 years. This is a long time indeed. We hope that before it has elapsed we are able to gauge
the specific contribution of the CDF per se to the development of those countries, as opposed to
the traditional conceptual thinking about development.

Update on the IBRD�s Financial Capacity

The last review of IBRD�s financial capacity was conducted amid both an improving global
financial environment and IBRD�s loan portfolio. The review concluded that the Bank�s risk
bearing capacity remains adequate, reflecting the improved ratio of equity capital to loans and
taking into account the additions to the General Reserve out of FY2000 net income. The equity
to loans ratio at the end of FY2000, at 21.2%, is higher than the projected value of 20.2%
presented to the Development Committee last spring. It is also higher than the 20.7% at the end
of FY1999. The higher ratios are a result of a larger-than-projected equity level and lower-than-
projected loan level.

We should continue to monitor closely the evolution of the Bank�s financial capacity as the main
determinant of its ability to respond to the needs of client countries. At present the prospects are
good. The outlook for the global economy remains favorable, with continued recovery on growth
and international trade, although some risks exist, such as oil prices volatility. As the levels of
lending by the Bank has declined from its peak in 1999. The expectation is that lending levels
should remain low over the next couple of years compared to the average of the 1990�s. Less
disbursement coupled with the current levels of repayments will generate a substantially higher
net income during that period, as we already saw in FY2000.  The Bank should use such a room
for maneuver to build up reserves and strengthen its financial capacity. It would seem terribly
unwise to spend this additional cash on areas outside the core business of the Bank during good
times and find ourselves once again concerned with the capacity of the institution to carry out its
mandated fully in the future. Therefore, we should limit the pressures on net income.

International Financial Architecture

We welcome the update on World Bank activities in strengthening the international financial
architecture.  The Bank has an important role to play in this area. This role must be determined
by its mandate and focused on the areas where it has a clear comparative advantage. It must be
carried out in collaboration with the IMF, as the two institutions complement each other. The
report correctly points out, for example, that the surveillance role by the Fund needs to be
complemented by capacity building support on the Bank side. To this effect the Bank has been
providing countries with important advice in critical areas such as public debt management,
capital markets development, financial sector supervision, among others.

Another area of concentration for Bank activities regards mechanisms for coping with risks for
society, especially the poor, arising from market dislocation which results from external shocks.
We support the work being done by the Bank linking social protection and the concept of risk
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management, in particular the recognition that the private sector and society as a whole have
important roles to play in this respect.

The report notes that the Bank continues to provide inputs for the establishment of international
standards in several areas. We agree that the adoption of common standards should benefit
countries individually and the international community as a whole, since it would strengthen the
international financial architecture. At the same time, incorporating new standards and codes
should remain voluntary, not least because it requires decisions investments of scarce financial
and human resources that must be assessed at the national level. Moreover, we must ensure an
appropriate level of participation by developing countries in the formulation of these standards
and codes, so as to give them the necessary legitimacy. Finally it is important that the work on
standards focus on areas likely to generate significant cross-border externalities, leaving other
issues to the national legislation.
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