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Impact of Recent Events on Low- and Middle- Income Countries: Response of the World 
Bank Group 

 
The events of September 11 changed our world dramatically. They have forced us to take a new 
look at a wide range of issues affecting security and international relations. Moreover, their 
negative impact is being felt acutely in the economic sphere as well and is contributing to the 
overall  slowing of economic growth experienced in the industrial countries over the past year. In 
this context, the World Bank Group obviously faces complex new challenges now. 
 
In order to develop an updated strategy for the World Bank Group it is essential, first of all, to 
evaluate the prospects for the world economy over the next few years; second, to understand the 
situation in developing countries and transition economies in the context of the global recession; 
and third, to analyze the adequacy of its own financial and institutional capacity to operate in the 
new environment. 
 
The Bank still considers prospects for the world economy over the medium term to be favorable. 
In our opinion, however, it would be more reasonable and prudent to proceed on the basis of 
more cautious assessments. We should neither overstate the magnitude of the long-term 
consequences of the events of September 11 nor understate the magnitude of the slowdown in 
growth in leading industrial economies. 
 
Even before the tragic events of September 11, all indicators were pointing to the onset of a 
downward phase in the business cycle. However, as experience throughout the world has shown, 
it is extremely difficult to predict when trends will shift, when growth will turn into a recession 
and a downturn or, on the contrary, when a downturn will taper off and an upturn will begin. We 
have learned this lesson from our own experience. When market reforms were first launched in 
Russia, the majority of experts and analysts predicted that the transitional downswing in its 
economy would last for a year or two at most.  On the other hand, after 1998 practically no one 
predicted that in 1999-2001 Russia would demonstrate vigorous economic growth. We would 
also note that many predictions made in recent years with regard to other countries failed to 
come true, for example, optimistic predictions concerning  Japan, or pessimistic ones concerning 
Korea. 
 
Thus, we believe that in planning future activities it would be wise to proceed on the basis of 
somewhat more conservative assessments, and that the Bank’s activities over the next several 
years should have a more pronounced counter-cyclical focus. 
 
The common feature of the World Bank Group’s client countries is that many of their current 
problems are caused to a significant extent by events beyond their control. 
 
In brief, there are two scenarios in which international financial institutions provide assistance to 
their member countries: 
 
• when their difficulties are the result of their own inadequate macroeconomic and 
structural policies, the absence of necessary institutions, or internal conflicts, 
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• when their difficulties are the result of the adverse impact of external factors, such as 
natural disasters, regional conflicts, and economic problems in other countries. Of course, the 
impact of external factors frequently reveals internal structural weaknesses. 
 
In the first scenario, aid packages must emphasize maximum implementation of agreed 
stabilization programs and structural reforms, improved governance, anti-corruption measures, 
and other conditionalities. Frequently, it is precisely such institutional reforms, rather than 
financial resources, that are critical in dealing with a crisis. 
 
In the second scenario, the challenge is to help developing countries hold on to the achievements 
of stabilization, structural, and social reforms already carried out. It is important to recognize that 
in these countries the consequences of external events can have a catastrophic impact on certain 
groups. Accordingly, emphasis should be placed on supporting existing structures and 
institutions, and on mitigating the effects of a crisis. The terms and conditions for providing 
financial assistance must not be prohibitively burdensome. 
 
In this connection, we fully support the general readiness of the World Bank Group to expand 
the scope of its assistance, such as through adjustment lending and flexible management of its 
existing portfolio of investment operations. The measures being taken by the Bank to improve 
the coordination of its activities with the IMF, the UN, and regional development banks are 
extraordinarily important. 
 
One-size-fits-all solutions to deal with the consequences of the emerging crisis should be 
avoided. Assistance to individual countries should be tailored to their specific problems and 
requirements. Specifically, 
 
• A number of countries in Central and South Asia will need emergency support to cope 
with the events unfolding in the region. 

 
• IFC should step up its work in countries that could experience a reduction in the flow of 
foreign direct investment. 

 
• Adjustment loans could play a critical role in countries experiencing debt servicing 
problems due to changed sentiment of capital markets. We recognize that the share of such loans 
in overall Bank lending could increase to the peak levels of 1998; after all, the world today faces 
the prospect of a global economic crisis, not a regional one. The full range of these operations 
should be applied, including active use of supplemental financing for existing programs. 

 
• Investment lending should be more consistent with the needs of developing countries as 
outlined by their national governments. While we by no means disagree with the principle that 
civil society should participate in the discussion of projects and country strategies, we believe 
that it is governments that bear the primary responsibility for the public resources, and that it is 
democratically established governments that most comprehensively represent the preferences of 
the broadest segments of the population. 
 



 3

Accordingly, consideration should also be given to proposals to strengthen financial oversight 
within the framework of assistance programs. There is no doubt about the major role played by 
good governance, by the vigorous campaign against corruption, money laundering, and other 
financial abuses in ensuring sustainable growth, and eradication of poverty. International 
financial institutions must provide maximum assistance to countries that carry out  reforms in 
these areas. 
 
However, such programs should not be forced on countries where conditions in these areas are 
for the most part satisfactory. We know of cases in which such requirements are artificially tied 
to overall assistance programs, with the result that countries are compelled to divert limited 
resources to copy institutional solutions that have not been fully tested in industrial countries. 
After all, under current circumstances, any unwarranted increase in the direct or indirect cost of 
doing business with the Bank is unacceptable. 
 
Given the sharp decline in private foreign investment in developing countries, the Bank should 
reconsider its current negative approach to project lending in real sector and restore its active 
role in the areas of infrastructure, energy and mining. The Bank could thus provide valuable 
support for the real sector in the countries that have suffered from the downturn, against a 
backdrop of continuing reforms to improve governance and strengthen institutions. 
 
The Bank should also be prepared to expand lending for social programs aimed at reducing 
poverty and protecting vulnerable segments of the population. Priority sectors should include 
education and health care, as well as community-based targeted programs. 

 
United Nations Financing for Development Conference 

 
The International Conference on Financing for Development will take place against precarious  
global economic backdrop. Nevertheless, we hope that this factor could play a positive role by 
forcing Conference participants to display greater realism, pragmatism, and solidarity when 
discussing  international support for development and prospects for achieving the Millennium 
Development Goals, especially those  related to the fight against poverty. 
 
In our view, the objective of the Conference is twofold: first, it must emphasize that the primary 
responsibility for development lies with the developing countries themselves, and that a great 
deal depends on their ability to mobilize their internal resources and improve economic and 
structural policies; second, it should set priority goals for improving the effectiveness of 
assistance provided by the international donor community and relevant multilateral institutions. 
 
Our approach to the Conference is guided by this twofold objective, and we hope that the  
principal outcome of this event will be clearer and more efficient mechanisms for cooperation 
among donor countries and multilateral institutions that will make it possible to translate our 
general concept of the goals into joint action at individual country level. This objective must be 
addressed within the framework of existing institutions and their respective mandates, which 
must not be replaced by or supplemented with new international entities. 
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A. Promoting a Favorable Climate for Private Investment 
 
We believe that eliminating or significantly reducing structural rigidities is a key issue be 
addressed  in creating a favorable climate for private investment, as is the need to overcome the 
shortcomings of existing institutions and regulatory procedures. To achieve these objectives,  
developing countries will have to  focus diligently on  stabilizing government finance and  
effectively managing public debt, with relevant assistance of the international community. An 
effective public debt management system can greatly contribute towards not only reducing the 
severity of financial shocks, but also towards lowering  the risk of contagion and promoting the 
healthy development of financial markets. This is especially important in countries where public 
liabilities are the major component of aggregate debt. 
 
In addition to strengthening public finance and achieving macroeconomic stabilization, it is 
equally important to design a set of measures to support and develop the private sector per se in 
order to promote a favorable investment climate. In this regard, the quality of  public regulatory 
framework is of primary importance, as are tax regime and legal system. Improving corporate 
governance in developing countries is equally critical for attracting long-term investment, 
developing domestic capital markets, and reducing the cost of capital for enterprises. 
Furthermore, as has been demonstrated in times of financial crises, the existence of efficient 
social safety nets can substantially reduce social systemic risks and contribute to a more rapid 
resolution of a crisis. 
 
Infrastructure quality  is yet another area where governments need to focus their attention in 
order to ensure a  tangible developmental impact. Over the past decade, this sector appears to 
have been inadvertently neglected in the process of allocation of international assistance. Most 
multilateral financial institutions and bilateral donors have almost exclusively focused on 
macroeconomic stabilization and institutional development, all but ignoring physical 
infrastructure. Over and above low levels of investment, these sectors face many unresolved 
problems, ranging from the difficult choice of   privatization models to the development of an 
effective regulatory framework. It is therefore necessary to make infrastructure development a 
higher priority on the list of international assistance. 
 

B. Integrating Developing Countries into the World Trading System 
 
Eliminating barriers that exist in developed countries to traditional and nontraditional exports of 
developing countries, could play a crucial role in stabilizing financial and economic situation in 
the former group of countries and in meeting  MDGs. Because the amount and significance of 
resources that could potentially be generated by such liberalization are far greater than any other 
sources of assistance for development purposes, we consider that transformation of the world 
trading system for the benefit of developing countries could be a key component of international 
efforts to foster their sustainable economic development. At the same time, it is impossible to 
ignore the continuing distortion in the world trading system as evidenced by  high incidence of 
various quantitative and other restrictions in those very sectors  where developing countries as a 
group enjoy comparative advantages, including agricultural goods, textiles, clothing, and steel. 
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In this perspective, we would eagerly welcome the early start of a new round of WTO 
negotiations, aimed at maximizing the benefits of trade liberalization to developing countries, 
increasing their integration into the global economy, and overcoming poverty. In addition, we 
would like to emphasize that the ultimate success of developing countries along this path 
depends on two factors: the actions of their developed country trading partners, and their own 
internal efforts to create a favorable investment climate and an export-oriented economy. 

 
C. Operationalizing the International Development Goals and ODA Requirements 

 
We fully endorse the widely held view that achieving the international development goals will 
require an immense effort on the part of the international community and that this will not be just 
a one-time exercise, but will require painstaking work over many years. 
 
In this connection, we would like to caution against an oversimplified, mechanical approach to 
the issue of achieving the international development goals and against reducing it to a set of 
assistance targets. The primary responsibility for implementing appropriate policies and adopting 
measures to achieve sustainable economic growth and equitable income distribution lies with 
countries themselves. 
 
We believe that the main lesson learned over the past decade is that the countries affected by the 
crises of the late 1990s did not try to reverse reforms aimed at liberalization and structural 
adjustment of their economies. On the contrary, they accelerated the pace of such reforms and 
concentrated their efforts on the remaining bottlenecks, particularly in structural and institutional 
areas. This strategy proved successful in most of the countries concerned. This experience 
demonstrates that the key to success lies not in expanding the mere volume of financial resources 
flowing into developing countries, but rather in increasing the efficiency of their utilization. 
 
This is precisely why a serious approach to the issue of operationalizing international 
development goals must take into account the fact that for a large group of the lowest income 
countries it will be necessary not only to maintain previous volumes of external resources, but 
also to: 
 
• ensure sustainable volumes of assistance over the medium term which are not subject to 
year-to-year fluctuations; 

 
• improve the targeting of assistance to sectors that play a key role in promoting economic 
growth and hence in reducing poverty in these countries; 

 
• ensure as much flexibility in resource allocation as possible, at the same time preserving  
substantial element of concessionality; and 

 
• harmonize external donors’ conditionalities for granting assistance. 
 
This focus on a qualitative improvement in official development assistance will make it possible 
to avoid the hazards of a static model with predetermined mandatory targets for the volume of 
ODA broken down by year, group of beneficiaries, donors, etc. 



 6

 
As to role of the World Bank in this process, we currently do not see a need for any fundamental 
change in Bank’s operational framework, especially as regards assistance in implementing 
national poverty reduction strategies. 
 

The Heavily Indebted Poor Countries Initiative 
 
Further progress has been achieved since the Development Committee’s Spring meeting in 
implementing the Heavily Indebted Poor Countries Initiative. In view of the increased number of 
countries receiving HIPC assistance and the growing volume of resources channeled to them in 
the form of grants, and given the deteriorating world economic situation, the following issues 
have assumed particular urgency: 
 
• How to ensure the irreversibility of HIPCs’ progress towards sustainable social and 
economic development  and poverty reduction; 

 
• How to ensure the financial sustainability of the Initiative itself, given the possible need 
for additional funds. 
 
The first issue is especially urgent because in a number of countries past their decision point 
economic reforms and poverty reduction programs have gone off-track. We believe that a 
disruption in programs supported by the Initiative would have grave consequences. In order to 
remedy the situation, a thorough analysis of the reasons for such disruptions is needed. Such 
analysis should be focused in particular on determining clearly where the disruptions were 
caused by external factors, and where they were the result of policy and governance problems. 
 
We therefore believe that the recent attempts of the international community to increase the 
amount of assistance, accelerate its delivery, and broaden number of recipients have led to an 
over-emphasis on the quantitative aspects of the Initiative that has resulted in de-facto 
liberalization of program monitoring requirements. Another factor has been an outside pressure 
by international NGOs, many of which favor debt relief without any linkage to the 
macroeconomic and structural conditions. Such developments create a fertile ground for rising 
expectations of  “automatic debt relief.” Evidence of this can also be seen in the some HIPC 
governments unwillingness to comply with the external debt servicing obligations they assumed 
in accordance with the terms of the Initiative. 
 
To ensure the Initiative’s success, its disciplinary elements need to be substantially strengthened. 
Perhaps consideration should be given to bringing the conditions for receiving HIPC assistance 
more in line with the performance-based resources allocation framework applied by IDA. 
Specifically, interim assistance could be linked to compliance with these criteria between 
decision and completion points. 
 
The inclusion of new countries in the Initiative – many of which are conflict-affected – raises 
extremely complex problems. Although funds received under the HIPC Initiative can play an 
important role in helping these countries return to normal life, the associated risks are especially 
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high. We are therefore opposed to taking hasty decisions about the inclusion of such countries in 
the Initiative. 
 
The issue of the impact of debt relief is of great importance. Although increased budgetary 
spending for social purposes, education and healthcare in particular, is a primary condition of the 
Initiative’s success, we should not attempt to judge its efficacy by this criterion alone. It is 
equally important to increase public investments in vital infrastructure which is crucial for 
achieving higher rates of economic growth and sustainable poverty reduction. 
 
The issue of funding  the Initiative continues to be a critical one, particularly with regard of 
multilateral development banks. We are concerned that the global economic downturn could lead 
to an increase in the needs of poor countries  and a reduction in resources allocated by donors, 
including for IDA and HIPC Trust Fund. Also, a potential deterioration of the World Bank’s loan 
portfolio could lead to a reduction in and even a cutoff of funding for IDA and the HIPC. 
 
In view of these and other considerations we would suggest introduction of some contingency 
planning into Initiative implementation framework such as alternative temporary implementation 
scenarios depending on availability of resources during the hard times. The Russian Federation, 
as a member of the Paris Club, will continue to participate actively in implementing the 
enhanced HIPC Initiative. At the same time, we wish to point out that certain HIPCs have 
demonstrated an unwillingness to meet their bilateral obligations, even after debt restructuring 
within the framework of the Paris Club. We believe that such attitude undermines the principles 
of the Initiative and should be treated in the same way as interruptions of policy track record. 
 
Another concern is related to participation by other bilateral and private creditors. The reluctance 
of some private commercial creditors to participate in the Initiative, and their intention in a 
number of cases to pursue legal actions against governments of HIPCs reflects the complex 
realities of the modern world. Such litigation attempts can be expected to intensify as global 
economic difficulties increase. It is entirely natural for private creditors to seek to recover debts 
owed to them. If the private sector in developing countries is expected to be the main source of 
economic growth and poverty reduction, then all market rules should be expected to apply, in 
particular those concerning the fulfillment of contractual obligations. We therefore believe that 
conflict between the interests of private commercial creditors, on the one hand, and governments 
and international development banks, on the other hand, is inevitable in the course of further 
implementation of the Initiative. The Fund and the Bank should assist HIPCs in working out 
mutually acceptable solutions, including the use of innovative market mechanisms. 
 

Harmonization of Rules Governing International Development Banks 
 
In our opinion lack of coordination among the regulations and standards of international 
financial institutions (IFIs) and bilateral donors is continuing to result in excessive costs for 
recipient countries and is seriously undermining the effectiveness of international assistance. We 
therefore agree that there is a need for careful coordination of priorities and action plans among 
aid agencies, IFIs, recipient countries, and at the global level. We also have no objection to the 
proposal to focus efforts in three areas initially: (a) procurement, (b) financial management, and 
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(c) environmental assessment. These are the areas in which best practices for providing 
assistance and institutional capacity building in recipient countries have been clearly defined. 
 
In this area we favor the approach aimed at harmonizing  procedures—which essentially means 
making maximum use of best existing  practices  and introducing them at system level in 
recipient countries— as against the second option that boils down to developing and 
indiscriminately imposing  rigid international standards. Seen from the perspective of both the 
development impact and raising the efficiency of I international assistance the optimal way to 
proceed would be to focus on strengthening and improving existing national systems, including 
budget planning and execution, rather than to force all countries to adhere to a particular 
standard. In other words, we favor the country model for harmonizing donors’ efforts, under 
which certain minimum requirements for all donors would have to be met but would be flexibly 
adapted to the specific circumstances of each recipient country. 
 

Progress Towards Education for All 
 
Ensuring universal access to education is a top priority of the World Bank and the international 
community as a whole. We support the work that is under way to meet this challenge in 
accordance with the goals set forth at Dakar World Education Forum. The Bank should increase 
the volume of resources allocated for education. The magnitude of the goals in the area of 
education requires intensified efforts in this area, and we believe that the topic merits a detailed 
discussion at a future Development Committee meeting. 


