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Development Effectiveness, Partnership and Challenges for the Future 
 

Development economics is certainly one of the most exciting subjects in social sciences. 
“Once one starts to think about them, it is hard to think about anything else”, as Lucas once 
wrote about it. Sometimes it can be a frustrating subject, too. Why, after two centuries of the 
Industrial Revolution, is poverty so widespread in most of the world? The quest for economic 
growth is not an easy task. 

 
According to the stage of evolution of the economic thinking, during the last half-century 

a variety of formulas have been trailed to boost “economic development”. Along this period 
mixed results have been witnessed, as accurately pointed out in the World Bank research 
document The Role and Effectiveness of Development Assistance: Lessons from World Bank 
Experience. 

 
Today, we have a better understanding of the ingredients involved in the development 

process. In the early years, physical investment financed by foreign aid was the core of the 
strategy. Fiscal discipline, open markets, “right” exchange rates, privatization, deregulation are 
some of the common elements of the macroeconomic policies applied in the last decade. 
However, economic performance in different latitudes shows that all these elements by 
themselves are not enough to accomplish the rate and quality of growth our societies are 
demanding. 
 

Something else is missing: it is institutions, and they matter in the broadest possible sense: 
 

• An independent, honest judicial system that enforces private contracts, that does so 
promptly and predictably and at a reasonable cost for private individuals. 

• Economic stability brought about by independent central banks and strong treasuries that 
avoid deficit finance, inflation, and black markets in foreign exchange that tax exports. 

• A government that functions with minimal corruption and that does not have ample 
powers to expropriate private property. 

• Openness to foreign trade and to foreign investment. 
• Social environment conducive to people participation in society decisions and to foster 

individual entrepreneurial initiatives.  
• Social policies to pull the poor up by their bootstraps and oriented to level the playing 

field for all segments of population. 
 

Being able to achieve the above is not easy, it requires diverse groups within society or, 
what often is an equivalent, different political parties, to agree on a common economic platform. 

 
¿What is the role of multilateral institutions to complement countries’ own efforts to 

build a strong institutional framework? The lessons of the Mexican experience tell us that 
countries may need and welcome the expert advice offered by institutions such as the World 
Bank, the EBRD, the IDB and the IMF.1 Sometimes, even if the country has the technical 
                                                 
1 European Bank for Reconstruction and Development, Inter-American Development Bank, and International 

Monetary Fund, respectively. 
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expertise, the neutrality of experts from multilaterals is welcomed. Project and program finance 
may or may not be associated with such advice. Finally, in order to encourage good performance 
concessionaire programs should be related to results, not to promises. We therefore believe that 
the World Bank Group should target its financial and non-financial assistance to institution 
building, to the implementation of the private sector development strategy, and to build effective 
trade capacity in client countries. 
 

As our own experience shows, Mexico has largely benefited from its partnership with the 
World Bank. In different opportunities and circumstances the financial, technical and policy 
support of the World Bank has contributed in the construction of Mexico’s physical 
infrastructure and institutions, in the development of its human capital and in the implementation 
of sound sectoral and macroeconomic policies. A good recent example of the valuable role of the 
World Bank is the sectoral and policy notes prepared to help the current administration in the 
transition period. 

 
But more than concessions to developing economies, developed countries ought to 

rethink their policies regarding free trade, which so often blocks from their markets the products 
in which emerging country producers have advantages. Diverse calculations have shown that 
emerging market economies’ are shortchanged to such an extent by protectionist policies, that 
the output foregone is several times greater than the amount of aid they receive. Another area 
where more developed countries can cooperate is in a revision of their policies towards tax 
havens. If we are going to combat seriously money laundering, fraud and tax evasion, worldwide 
coordination to eliminate the secrecy of tax havens is indispensable. Without the major financial 
centers cooperation, the success in eradicating these practices will also be an elusive quest. 
 
 
Education for Dynamic Economies 
 

The purpose of development is to widen people’s choices, not only to increase their 
income. Amartya Sen, in his book Development as Freedom (1999), argued that development is 
about the expansion of capabilities or, in one sense, expanding the ability of an individual to 
shape his or her life. Moreover, development must focus on constructing human skills and 
offering people the opportunities to use them. Education alone may not solve this problem, but 
the problem certainly cannot be solved without education. While education is valuable in itself, it 
also contributes to economic development by freeing people from the bondage of illiteracy and 
ignorance, thus enabling them to increase their share of participation and benefits in market 
mechanisms. It this sense, education also contributes to the reduction in economic and social 
inequality, and empowers people to benefit more effectively from civil rights and democracy by 
widening their choices. 

 
From a classical point of view, education is a form of savings, causing accumulation of 

human and social capital. If this kind of capital is considered as an input in aggregate production, 
the contribution of education to growth is decisive. More and better educational attainment also 
helps countries to “move up the ladder” from production and export of less- to more skill- and 
capital-intensive goods. From another point of view, an educated labor force is also better able to 
absorb global knowledge and technology. In this sense, education should not only be seen as a 
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direct input to production, but more as a means of learning the production process and improving 
it to yield more output, becoming more of an endogenous element, as the new growth theory 
suggests.  

 
Whatever the view, education is both the seed and the flower of development. We 

welcome therefore that the World Bank has become the world’s largest external provider of 
financial resources for education, providing over US$30 billion in loans and credits since 1993 
and currently financing 164 projects in 88 countries. However, to achieve the Millennium 
Development Goals, implementation of the right domestic policies will be essential. Likewise, 
external aid –both financial and technical– will be required to complement domestic resources. 
While the World Bank should be ready to mobilize its expertise and financing, the international 
financial community, particularly the richer countries, should also be ready to provide the core 
share of the required financing. 
 

We therefore endorse the proposal of a “development compact for education” in the 
broader context of the CDF/PRSP framework2 that stresses country-ownership of the educational 
strategy and program partnership with all bilateral agencies and multilateral organizations 
involved. However, we want to bring four additional points to your attention: 

 
a) In today’s globalized and interdependent world, free trade is exposing more starkly 

than ever some of the failures in development across many countries, particularly in education. 
The positive side of this is that free trade is increasing the demand for skilled labor, and many 
companies leapfrogging in high-tech operations now require quality school education even for 
simple assembly-line operators. This has been the case of many regions in Mexico after eight 
years of NAFTA.3 The endogenization of the returns to education and their scaling-up strongly 
call for open markets and freer trade. 

 
b) Social returns to investment in education seem to be higher in primary education for 

developing countries. However, countries with higher levels of education learn technologies 
quicker and catch-up faster with developed ones. Since globalization is making comparative 
advantages dynamic, countries without a solid secondary and higher education will lag behind 
soon. A plan of education for all must consider universal primary education only as a first step.  

 
c) The 36 successful countries that eradicated illiteracy identified by the World Bank 

show that the perception of a trade-off between access and quality of education is spurious. 
Measuring education in terms of children completing six years of school instead of just 
measuring matriculation sustains the conclusion that quality education helps to explain the 
expansion of its coverage. 

  
d) The bulk of Bank support to education has traditionally been channeled through 

governments with whom the loans and credits are signed. We encourage greater involvement of 
the private sector in the delivery of education. In this regard, the International Finance 

                                                 
2 Comprehensive Development Framework/Poverty Strategy Reduction Papers. 
3 North American Free Trade Agreement. 
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Corporation (IFC), a Member of the World Bank Group, should increase its support for 
profitable private sector education programs. 

 
To achieve the Millennium Development Goals (MDG) of universal primary education 

for all children by 2015 and reducing the education gap between boys and girls by 2005 as set 
out in Dakar in 2000, it is necessary to implement a realistic year-by-year road map as quickly as 
possible, stressing country-specific needs with measurable targets that enforce accountability and 
effectiveness. Only then will we be able to make education contribute to the construction of 
democratic societies and globally competitive, dynamic economies in an environment of 
sustained growth. 
 
 
HIPC Initiative 

 
We welcome that the Highly Indebted Poor Countries (HIPC) Initiative is making steady 

progress. Nevertheless, we are concerned with the slow-down in the Initiative and the rising 
costs to finance it. Today, the total cost for the HIPC Initiative stands at an estimated US$36 
billion in 2001 Net Present Value (NPV) terms for both bilateral and multilateral creditors. 
Because canceling debt directly affects the capacity of multilateral development institutions to 
provide concessional lending to the world’s poorest countries, increasing multilateral costs raise 
a yellow flag to the whole process. The HIPC Trust Fund, established to help multilateral 
institutions meet their share of debt relief financing, has obtained US$2.5 billion in bilateral 
contributions and pledges from about 20 countries.  Yet an estimated US$700 million financing 
gap for the multilateral part of this Trust Fund still remains open for the next 12 to 18 months. 
Since the Initiative started, Spain, Mexico and Venezuela in our chair have contributed to close 
the overall financial gap by searching creative and pragmatic bilateral solutions. Spain has been 
closely working with Guatemala to solve bilateral claims,4 as Mexico did with Nicaragua and 
Venezuela with Bolivia.5 A multilateral approach led by Spain is also under way with Costa 
Rica.6 
 
 We find unacceptable that many commercial creditors exploit the HIPC initiative by 
seeking full payment (and even profits) from insolvent borrowers, while official bilateral and 
multilateral creditors are making their best efforts to reduce the debt overhang in poor countries. 
This fact does not only widen the financial gap to sustain the Initiative, but also contributes to 
increase an already asymmetrical burden-sharing of overall HIPC costs. Let me be clear on this 
last point: in our view, the transfer of net-income from Multilateral Development Banks to 

                                                 
4 Spain swapped outstanding claims against Guatemala for this country’s debt against Nicaragua. This swap resulted 

in an effective debt cancellation of Nicaraguan debt by Spain of US$351, finally solving the debt problems 
among the three countries. Regarding Costa Rica, Spain is willing to lead a multilateral solution, too. 

5 Since the Initiative started, Mexico granted debt relief to Nicaragua through a buy-back with a 92% up-front 
reduction. Venezuela latter wrote-off its claims on Bolivia. Neither Mexico nor Venezuela belong to the Paris 
club. 

6 In the same spirit, two countries in our chair –Nicaragua and Honduras– have successfully completed their PRSPs 
and have reached the Decision Point under the Initiative. Work is currently in progress in both countries 
towards reaching the Completion Point. 
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finance the HIPC Initiative raises severe moral-hazard concerns among “good borrowers”, as 
their debt-service payments end up financing “bad borrowers”. It ends up as a transfer of 
resources from poor countries to poorer ones. We strongly encourage all commercial creditors 
and bilateral donors to fully participate in the HIPC initiative, as many countries in our chair 
have done. 

 
 Moving forward, we believe that the best approach to HIPC should be a constructive one. 
Since HIPC relief provides a sound basis for an exit from unsustainable debt, ensuring it requires 
a broader set of actions and reforms by HIPC countries and the international community overall, 
stressing partnership among all parties involved and harmonization of policies and procedures 
from donors. Moreover, while HIPC countries must continue their commitment towards 
economic and social policies and institutions as embodied in their PRSPs, developed countries 
must answer with open markets and free trade, as it is estimated that gains from trade exceed by 
far the most ambitious debt relief scheme. It is trade more than aid what these countries need. 
 

Harmonization of Operational Policies and Procedures 

The harmonization of policies and operational procedures is certainly an essential 
contribution to development effectiveness when we bear in mind that the development 
community has currently over 333,000 projects in more than 140 countries. The core of this 
harmonization exercise must therefore be the coordinated effort to boost productivity with the 
aim to improve development effectiveness. This principle must guide work in borrowing 
countries –by reducing the time and costs of addressing the multitude of donor requirements –as 
well as in donor countries and institutions –by minimizing duplication and other costs. 

 
Moreover, following the lessons in development effectiveness after half a century of 

Bank operations, we want to stress that the harmonization exercise must also contribute to 
ownership of the development strategies by the client countries. In particular, we welcome the 
Bank becoming engaged with partners to improve coordinated support to country-led assistance 
strategies. 

 
In this light we welcome the progress in harmonization and call for moving faster to the 

next ambitious steps. 
 
 

Proposed Action Plan for Enhancing the Bank’s Ability to Help Client’s in Their Fight 
Against Money Laundering and Financing of Terrorism  

Our chair strongly supports the joint effort by the World Bank Group and the 
International Monetary Fund to intensify work on Anti-Money Laundering (AML) and 
Combating the Financing of Terrorism (CFT).  

 
We strongly support the preparation of a single comprehensive assessment methodology for 
compliance with AML/CFT measures, and we believe that a full evaluation of its implementation 
is essential for everyone on a voluntary basis. In particular, we believe that voluntary nature of 
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the process should be stressed, because the international development community must avoid to 
imply any kind of new conditionality with AML/CFT assessments, especially since they are not 
performed on every Paris Club member. In this regard, we welcome the United Kingdom  
approached the Financial Action Task Force (FATF) to visit them and carry out an assessment of 
their compliance with the forty FATF recommendations for AML and the eight special 
recommendations on CFT, alongside and to the same timetable as their Financial Sector 
Assessment Program (FSAP). We encourage other industrialized countries to follow the UK to 
give transparency to this initiative. Furthermore, we call the World Bank and the International 
Monetary Fund to work on incentives to stimulate a positive voluntary response to the 
assessment of each country’s compliance with AML/CFT in their financial systems. 


