
DEVELOPMENT COMMITTEE
(Joint Ministerial Committee

of the
Boards of Governors of the Bank and the Fund

On the
Transfer of Real Resources to Developing Countries)

SIXTIETH MEETING
WASHINGTON, D.C. – SEPTEMBER 27, 1999

DC/S/99-47

September 25, 1999

Statement by Mr. Didier Reynders

Minister of Finance of Belgium



Statement by Mr. Didier Reynders
Minister of Finance of Belgium

at the 60th Development Committee Meeting

Washington, D.C.,
Monday, September 27, 1999

On behalf of our Turkish Constituency member, I would, first of all, like to express the
deep gratitude of the Turkish Government and people for the World Bank’s assistance in
addressing the consequences of the earthquake which struck the Marmara Region on
August 17. The Bank’s support has been expeditious; its coordinating role is greatly
appreciated by other donors; and the breadth and professionalism of its involvement will
be instrumental in helping Turkey with the institutional strengthening required to contain
the impact of any future disasters and improve its emergency response system.

Unfortunately, the earthquake of last month is not an isolated case. As the Secretary
General of the United Nations recently observed, the human and economic costs of
natural disasters are increasing exponentially and most of these costs are incurred by
developing countries, where poverty and population pressures force growing numbers of
people to live in harm’s way. Clearly, the issue should receive more systematic attention
on the international agenda. In view of the development challenges involved, the World
Bank is well placed to contribute to this effort, in partnership with other relevant
agencies. Countries in need of comprehensive disaster management strategies would
benefit from assistance on effective institution building consistent with their own capacity
constraints, on the introduction of insurance schemes which are accessible to the poor
and, more generally, on development strategies aimed at reducing population pressures in
risk-prone areas. Echoing the call made by my Mexican colleague at the last
Development Committee meeting, I urge the Bank to continue to expand its assistance on
prevention and institution building in this area.

On the specific items on the agenda and referring to my statement at the joint Interim
Committee-Development Committee meeting for our position on the enhancement of the
HIPC Initiative, I would like to offer the following comments.

IBRD Capital Adequacy

I welcome the progress which has been achieved since the last Development Committee
meeting in clarifying the options for enhancing IBRD’s financial capacity. The analytical
work produced since then reconfirms the following conclusion, which appears to be
commonly shared. The decisions on increased loan pricing, which were taken a year ago,
have substantially contributed to the restoration of the Bank’s financial soundness, but
future loan growth remains constrained by limitations on its risk bearing capacity. I
therefore agree that we should continue to keep the Bank’s financial capacity under
review and explore the available options with an open mind. As part of this review, I
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would especially encourage further work by Management and the Board towards a
common assessment of the following consequences of the present capacity limitations.

First, the analysis produced for today’s discussion, concludes that in the event of a major
non-accrual shock, most if not all of the Bank’s net income will, at least temporarily,
have to be used for protecting the Institution’s financial integrity. Even if such a worst-
case scenario may seem unlikely, it illustrates the precariousness of the present situation
in which claims on the Bank’s annual net income are increasing rapidly and have come to
be considered as rigid multi-year entitlements. While it may be difficult to correct this
situation any time soon, it would be equally difficult to justify a capital increase on the
expectation that the budgetary allocations needed to fund it, would soon evaporate as a
result of generous income distribution decisions. I would therefore encourage
Management to redouble its efforts to introduce a culture of mutual restraint in the yearly
income allocation proposals and would, in this connection, especially urge the largest
shareholders to set the tone by refraining from systematically shifting new geopolitical
challenges to institutions such as the World Bank, in the hope that in doing so they will
be more easily financed.

Second, further reflection is also needed on the notion that, under present conditions, the
Bank will not be able to respond to the next financial crisis with substantial quick-
disbursing lending of the type it provided to help counter the Asian crisis. I am not
convinced that this prospect is a sufficient justification for embarking on a capital
increase, all the more so since the additional financial capacity created by such an
increase could be easily wiped out by a few large interventions dictated by geopolitical
considerations. As suggested by President Wolfensohn in his Note to the Development
Committee, I would therefore welcome further discussion in the coming months on the
specific role which the World Bank should be expected to play in financial crisis
situations in accordance with its development mandate and with the long-term nature of
its financial interventions. This discussion should also take into account future progress
on the more general objective of limiting the magnitude of official interventions in
privately induced financial crisis situations.

A third consequence, to be further considered, is the need to manage future lending
growth more pro-actively by incorporating into countries’ lending programs contingency
lines which could be activated under appropriate policy conditions when they suffer a
deterioration in their financial market access. Potential, rather than effective lending
growth would become the benchmark for assessing the Bank’s financial performance,
implying that, in normal times, it should grow below its capacity and preserve sufficient
lending space for activation against adverse market developments. At a time when an
increasing number of middle-income borrowers have access to market financing—and are
thus exposed to market volatility—this type of approaches to the Bank’s business strategy
can probably no longer be postponed.

Finally we cannot ignore that the debate on the Bank’s capital adequacy is coinciding
with an unprecedented public scrutiny of the utilization which is made of the financial



- 3 -

resources committed by the Bretton Woods Institutions. I welcome this scrutiny, as well
as the anticorruption measures which the Bank had already started to take in anticipation
of it. These measures will now need to be implemented systematically and consistently,
so that proposals for increased budgetary support for the international financial
institutions can be duly justified by a new sense of accountability on the integrity of
multilateral development assistance.

World Bank Support for Strengthening International Architecture

The progress report on “The New International Financial Architecture and the Role of the
World Bank” leads to the encouraging conclusion that the Institution is moving forward
on a broad range of policy areas which have shown to affect countries’ vulnerability to
external financial shocks. If implemented consistently, the recommendations emerging
from this unfolding agenda should result in stronger national economies and in a more
resilient international system. Clearly, the Bank’s focus on policy and institutional reform
in its developing member countries cannot be seen in isolation from progress on global
policies aimed at improving the stability of financing flows to emerging markets.
Prospects for a more solid architecture depend on balanced progress in all relevant fora.
With respect to the role of the World Bank, I would suggest further reinforcement of the
following aspects.

While the Bank’s advisory and lending services should go a long way in assisting
countries with the structural and institutional requirements for their successful
participation in the global economy, we can not be confident that they will suffice to
produce the desired outcome on time in all circumstances. Strong preventive signals
encouraging the correction of persistent weaknesses may, at times, have to reinforce the
Bank’s traditional demand-driven approaches, especially when these weaknesses could
threaten the stability of a broad range of emerging economies through financial contagion.
I welcome the increased collaboration between the Bretton Woods Institutions to enhance
the Fund’s surveillance activities in this spirit, but the Bank may have to develop more
transparent consultation channels of its own in its areas of expertise.

Such a more pro-active policy dialogue, in accordance with the Bank’s core mandate,
would be especially desirable with respect to the need for countries to avail themselves of
social protection schemes which are better suited to deal with the forces of globalization.
If anything, the Asian crisis has demonstrated that poverty reduction is not irreversible,
certainly not in the absence of efficient and cost-effective schemes to absorb the social
implications of economic crises. The principles included in the document on Managing
the Social Dimensions of Crises are a good starting point for making sustained progress
in this area. I encourage the Bank to promote these principles widely and to keep track of
their systematic implementation.

Finally, let me welcome the work which the World Bank has recently conducted on the
prioritization of corporate governance and restructuring on the international development
agenda. The new Global Corporate Governance Forum will appropriately focus on the
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dissemination of best practices and on the mobilization of relevant technical assistance.
Sound corporate governance cannot be solely achieved by the imposition of
internationally accepted rules: it also depends on a process of cultural change and on an
informed dialogue between the corporate sector and relevant government agencies, both
of which require patient and consistent implementation over time. In this regard, I
encourage the IFC to step up its efforts to become a catalyst of sound business
environments in which stable investment flows can be more easily attracted. In view of its
operational involvement in countries’ corporate sectors, it is well placed to fulfill this
advocacy role with insight and authority.

Developing Countries and the International Trade Agenda

I support the program which the World Bank proposes to launch in order to assist the
developing countries with their participation in the next round of trade negotiations. The
stakes are high, especially for the poorest countries who have so far not succeeded in
sharing the benefits of globalization. The Bank’s assistance program on trade focuses
appropriately on capacity building initiatives. These initiatives should, first of all,
contribute to a debate which is better informed on the interests of the developing
countries in a fair and comprehensive negotiation; and they should increase the
negotiators’ awareness of the capacity constraints which many poor countries face in
implementing internationally agreed trade reforms without appropriate assistance.
Perhaps most important of all, these initiatives should stimulate the developing countries
to move ahead with the institutional and regulatory requirements for a successful
participation in the global trade system. A final point which I would like to highlight, in
this connection, is the need to step up efforts to reduce administrative barriers to trade,
which can be a major cause of poor competitiveness and create opportunities for
corruption, thereby contributing to a perception that trade only benefits vested interest
groups.


