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Statement by H. E. Antonio Palocci, Minister of Finance of Brazil 
 

On behalf of Brazil, Colombia, the Dominican Republic, Ecuador, Haiti, Panama, the 
Philippines, Suriname and Trinidad and Tobago 

 
 

I. Aid Effectiveness and Financing Modalities 
 
1. We note with concern that post-Monterrey commitments remain at US$ 18.5 billion a 
year, in contrast to the US$ 50 billion a year that would be necessary to reach the MDGs.  
Increase in ODA from 0.22% of global GDP in 2001 to only 0.246% in 2003 is worrisome, 
particularly as exchange rate flotation and inflation account for more than half of that nominal 
increase, from US$ 52 billion in 2001 to US$ 68 billion in 2003.  
 
2. There has not been any noticeable change in the slim possibility of attaining the MDGs, 
especially in Africa, nor has there been significant progress in the two main issues related to 
external aid, namely insufficiency in volume and lack of predictability in flows. The current 
scenario calls for renewed impetus and for innovative financing mechanisms. We maintain our 
long held position that such mechanisms must be realistic, sound, and feasible from both 
financial and operational standpoints. However feasible those mechanisms may be, political 
consensus constitutes their very core and it is crucial for effectively promoting development. 
 
3. Upon invitation by President Lula, world leaders gathered in New York on September 
20th in the historic meeting “Action against Hunger and Poverty”. A total of 106 countries lent 
support to the New York Declaration, based on the report from a technical group on innovating 
financing mechanisms formed by Brazil, Chile, France and Spain. The Declaration stated that “at 
the present stage of technological progress and agricultural production worldwide, the 
persistence of (extreme poverty) is economically irrational, politically unacceptable and morally 
shameful”.  It also stressed that it is “appropriate and timely to give further attention to 
innovative mechanisms of financing – public or private, compulsory and voluntary, of universal 
or limited membership – in order to raise funds urgently needed to help meet the MDGs and to 
complement and ensure long-term stability and predictability to foreign aid”. Indeed, hunger 
cannot wait. 
 
4. We remain convinced that the commitments expressed in the Monterrey Consensus 
should be sufficient to finance the attainment of the MDGs.  Nonetheless, in a scenario depicted 
by insufficient and volatile assistance, we believe that time has come for the international 
community to seriously examine alternatives including frontloading, global taxation, and 
blending mechanisms.  
 
5. We reiterate our support to the United Kingdom’s proposal of an International Finance 
Facility, which we deem technically feasible The International Finance Facility is the only 
practical proposal made so far to effectively implement frontloading of funds.  Our support to the 
International Finance Facility notwithstanding, we invite the international community to examine 
global taxation mechanisms, an alternative that comprises a number of operationally feasible 
options to levy positive externalities. In this sense, we fully agree that the viability of such 
mechanisms faces more political than technical obstacles. We consider that more analysis on 
global taxation is needed, as we point out that probably any system would be too complex to be 
implemented in time to reap the benefits in favor of the MDG’s.  
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7. An alternative to new financing and tax mechanisms to channel resources to developing 
countries could be the elimination of export subsidies in developed countries. The gains from 
this elimination would be twofold. Budgetary resources channeled to external aid could be 
increased by adding budgetary resources previously earmarked to trade subsidies, without further 
fiscal impact. In addition to larger aid volume, developing countries would also benefit from 
trade gains derived from wider market access. Indeed, to eliminate trade subsidies appears to be 
a first-best alternative when compared to all other financing mechanisms. 
 
8. The idea of blending mechanisms has experienced marked progress recently. We follow 
with the utmost interest the discussions on this issue, whether it be because it helps enhance 
effectiveness and the structure of incentives toward good policies or because blending can be of 
great benefit to many Middle Income Countries, which are home to approximately a third of the 
poor population of the world.  
 
9. With respect to financing modalities as a whole, we believe that the best course of action 
is to move simultaneously in several fronts.  We are currently in a process of groping where 
different likelihoods of success regarding a number of specific initiatives start to surface, which 
indicates that it might be too early, at this stage, to discard any proposed modality. In addition, 
there are different preferences among donors, deriving among others from regulatory, 
accounting, budgetary, and legal aspects. The less restrictive the scope of financial modalities 
discussed, the higher the probability of reaching consensus on our common goal to increase the 
flow of funds as urgently as possible.  
 
10. Because multilateral assistance establishes a relationship between resource allocations 
and the soundness of policies and institutions, we concur that it tends to be more selective than 
bilateral assistance. We fully concur that external aid should help strengthen national policies 
and institutions and that PRSPs should constitute the framework to both increased effectiveness 
of aid and enlarged scope of assistance (scaling up). The Development Committee’s document 
reports that developing countries have greatly improved in maintaining sound economic 
practices, in strengthening governance, in public sector management, and in enhancing their 
investment climate. In tandem, during the last decade donors have increased aid selectivity 
towards countries with higher poverty levels but better governance practices. However, 
harmonization and collaboration between donors and with MDBs has had slow progress. 
Performance-based allocation of resources and focus on management by results have already 
borne important fruits.   
 
11. Absorptive capacity remains at the center of the discussions on increased and more 
effective aid. The constraints faced by developing countries in the chain that links funding at the 
macro level to service delivery at the local level are not to be neglected. On the contrary, such 
constraints are to be targeted not only by increased volume of aid but also by predictable flows to 
finance recurrent costs. Volatile and unpredictable fiscal sustainability due to high dependency 
on aid flows, unsustainable debt servicing, and possible “Dutch disease” resulting from bunching 
aid flows will remain significant constraints in the foreseeable future. Also, lack of institutional 
capacity, inadequate human and infrastructure resources, and sectoral variations will not be 
overcome in the short term. It is encouraging to realize that, despite those barriers, the 
Development Committee’s paper estimates that there is significant potential for using additional 
aid productively provided that there is good debt management in developing countries. 
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12. In our Constituency, we point out the case of Haiti to illustrate the need for increased 
volume, predictable flows and strengthened donors’ harmonization. Last July, the World Bank, 
along with the Inter-American Development Bank, the European Union and the United Nations, 
held a Donors’ Conference for Haiti attended by 30 countries and 32 international organizations. 
The Conference focused on an Interim Cooperation Framework prepared by the Government of 
Haiti that indicated the country’s urgent needs in 20 priority sectors from July 2004 to September 
2006. Haiti, the poorest country in the Western Hemisphere, where two thirds of the population 
live below poverty line, identified total financing needs of US$ 1,365 million and a financing 
gap of $924 million over the next two years. We congratulate ourselves with the participants for 
the unprecendented level of effort between the Haitian authorities and the international 
community in the production of the Interim Cooperation Framework and for the success of the 
Conference, where pledges up to US$ 1,085 million were made.  
 
13. The recent massive destruction of life and property occasioned by the series of 
hurricanes in the Caribbean has once more brought to the fore the vulnerabilities of the island 
economies of our ConstituencyHurricanes and other natural disasters can seriously hinder the 
growth and development potential of these countries or delay their prospects for eradicating 
poverty and attaining the Millennium Development Goals.  While governments as well as 
philanthropic organizations and concerned individuals in these countries usually come to the 
assistance of one another during these times of distress, recent events have demonstrated that the 
required scale of resources and the enormity of the task calls for some kind of permanent 
mechanism to be established as a joint effort of the multilateral financial institutions to which 
affected countries can turn for rapid emergency assistance.  

 
14. In particular, we deeply mourn the loss, in the wake of Hurricane Jeanne last month, 
of more than 2,000 lives in Haiti’s third- largest city, Gonaïves, and in its adjoining Northwest 
Province, already the poorest and most destitute region of the country. Much of Gonaïves 
remains under water or mired in mud, even as we speak. This astonishing level of destruction – 
caused not by hurricane-force winds but by relatively-mild rains on the periphery of Jeanne – is a 
direct consequence of the over-exploitation of trees for charcoal and of rock quarries for 
construction. Even more than the post-disaster assistance mechanism alluded to above, Haiti 
needs strong and sustained support from the international community if it is to begin to address 
its almost-total deforestation and the depletion of its environmental capital. 
 
 

II. Strengthening the Foundations for Growth and Private Sector 
Development: Investment Climate and Infrastructure Development 

 
15. We highlight that infrastructure services are not an isolated item within the growth 
agenda but do impact on the investment climate conducive to job creation and increased income. 
We acknowledge the strong relationship between infrastructure services and the MDGs, both 
directly – as water, sanitation and housing constitute objectives in themselves – and indirectly – 
as other goals such as education, health and gender equality, depend on investments in 
infrastructure. We fully concur that the aim of investments in infrastructure is to deliver services, 
and not build up physical assets. We found of particular interest indications that the majority of 
infrastructure services are used by firms, instead of individual consumers, and that investments 
in building and maintenance of infrastructure fuel growth and foster poverty reduction.  
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16. The need for investments in new infrastructure and maintenance of existing assets, 
around 7% of developing countries’ GDP, represents twice as much as the current level of 
investments which now stands at 3.5% of those countries’ GDP. Private investments in 
infrastructure, which had increased from US$ 20 billion in 1990 to US$ 130 billion in 1997, have 
decreased to US$ 40 billion, indicating that it has not successfully replaced public investment. 
Indeed, in the 90s 70% of all infrastructure projects were financed by the public sector, 8% by 
ODA and only 22% by private sector. In this scenario, we are convinced that public sector 
participation in infrastructure investment remains critical. Moreover, public investments could 
benefit from high rates of return, as rates of return  of infrastructure projects financed by the 
World Bank have reached 35% on average over the last three years, while achieving a significant 
20% in the 40 previous years. 
 
17. We underline estimates for Latin America in the 90s’suggesting that had the region 
augmented investment in infrastructure assets in 10% it would have increased growth by an 
additional 1.5% per year. We underscore that lack of investments in infrastructure in Latin 
America in the 90s’ has reduced long-term growth in the region between 1% and 3%1.  Whereas 
the World Bank estimates that US$ 70 billion would be necessary over the next 5 years to build, 
improve and maintain roads, railways, telecommunication and energy systems, private 
investment decreased 75% in the region, from US$ 78 billion in 1998 to US$ 20 billion in 2002. 
In the case of Latin America, market oriented reforms have not neglected investments in 
infrastructure. To a large extent, such investments have not yet materialized in the volumes, 
regions, and sectors desired due to fiscal restrictions entailed by reforms aiming at better 
governance. 
 
18. Even though multilateral institutions’ resources are insufficient to close the gap of 
infrastructure investment needs in developing countries, their catalytic role is not to be 
underestimated. Also, they render developing countries a valuable service by signaling to all 
development agents the central position of infrastructure investments in the growth agenda. We 
congratulate the World Bank for promoting investments in infrastructure both by enlarging the 
scope and number of ESW focusing on this issue, currently 70 products, and by increasing 
lending volume for the sector by US$ 1.1 billion for IBRD in FY04 (to US$ 6.5 billion) and by 
US$ 334 million for IFC (to US$ 983 million in the same fiscal year). Recent Country 
Assistance Strategies (CASs) and Country Partnership Strategies (CPSs) have incorporated a 
more prominent role for investments in infrastructure. However, we believe that synergy 
amongst the World Bank Group agencies should be more explored.  Improved coordination 
within WBG could lead, for example,  to an integrated approach to risk management capable to 
better meet clients’ needs whenever IBRD and IFC exposure limits or IDA allocations ceilings 
are reached. 
 
19. In our view, a strong feature of the World Bank’s Infrastructure Action Plan is to 
acknowledge both the financing needs for projects in developing countries and the reduction in 
investments in infrastructure from the private sector and MDBs. Also, a well-balanced approach 
to public and private resources is to be praised, as we congratulate the institution for its guidance 
notes on energy, transportation, water, and telecommunications. We encourage the World Bank 
                                                 
1  Calderon, Cesar, William Easterly and Luis Serven, 2003, “How did Latin American’s 

Infrastructure Fare in the era o f Macro-economic Crises?’’ The Limits o f Stabilization: 
Infrastructure, Public Debts, and growth in Latin America. Washington, DC: World Bank, 
and Palo Alto: Stanford University. 
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to keep on promoting capital markets’ participation in infrastructure projects through both risk 
mitigation products and institutional strengthening.  
 
21. Where investments in infrastructure are concerned, we salute the IAP strategy’s focus on 
incentive to public-private partnerships. In this sense, we encourage the Bank to examine in 
depth the fiscal implications of PPPs within a scenario of constrained fiscal space and to enlarge 
the range of products designed to meet clients’ needs in such partnerships, especially guarantees. 
Also, we fully concur with attention given to output-based aid as a means of stimulating public-
private partnerships targeted to the poorest layers of the population. Indeed, performance-
oriented subsidies may constitute important incentives to investments in infrastructure. 
 
21. We underline the critical importance of fiscal space issues. We have closely followed the 
effort made by both the Bank and the Fund in pilot countries to increase fiscal space for 
productive public investments, especially in infrastructure, taking into account fiscal balance 
goals, public companies treatment and PPP accounting. Brazil and Colombia being two pilot 
countries, the Brazilian and Colombian authorities eagerly await for the results of the Pilot 
Program on Public Investment, and expect that innovative ideas will be offered by Bank and 
Fund staff in order to sustain adequate levels of investment in infrastructure. We welcome the 
introduction of new accounting rules for guarantees within CASs envelopes, as only 25% of face 
value do impact countries’ exposure limits in IBRD and IDA allocation. Those new rules allow 
for optimism regarding the use of guarantees. Also, on- lending arrangements to sub-sovereign 
entities (often the agents for public investment) help leverage private resources to infrastructure 
investments, as long as they are designed within a fiscally responsible framework. We expect 
this search for balance between productive investment and fiscal prudence to remain an 
important feature in the Bank and Fund’s relations with member countries. 
 
22. In our Constituency, the Philippines has submitted for legislative discussion eight fiscal 
measures equivalent to about 2% of GDP to help achieve fiscal balance by 2009.  Reforms 
including tariff adjustments are being implemented to strengthen the finances of public 
enterprises and reduce public debt to no more than 90% of GDP by 2009.  The new Dominican 
Administration has presented a program of reform and adjustments to address the fiscal 
imbalances brought about by the banking crisis. The effort required to restore fiscal balance is 
about 4% of GDP.  This program will include measures to reduce expenditures, particularly in 
the reduction of energy subsidies heavily affecting public finances, as well as to increase 
revenues.  This fiscal effort will add to a 14% adjustment in the 2003 current account, and will 
bring about a major economic adjustment. We call on the international community to extend 
their support to this country, which has shown a good economic policy track record in the past. 
 
23. Investments in infrastructure are strongly driven by the quality and stability of regulation. 
We are glad to learn that this critical aspect of development policies has been firmly rooted in the 
growth agenda. In this sense, we congratulate the World Bank and the European Bank for the 
innovative firm-level research covering 54 countries in the last three fiscal years, including 31 
assessments of investment climate. The Doing Business project, encompassing 133 countries in 
2004 and 145 countries in 2005, and the focus on investment climate in the World Development 
Report 2005 has rapidly achieved the status of benchmark for policy makers, especially where 
microcredit and SMEs are concerned.  
 
24. In our Constituency, we highlight Colombia’s recent progress regarding investment 
climate reforms. According to the Doing Business report, in the past year Colombia became one 
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of the most successful investment climate reformers, second only to Slovakia. This has been the 
result of a combination of actions on several fronts. Microeconomic reforms reduced the number 
of days necessary to start a business and the time needed to resolve disputes, while a 2002 reform 
established a more flexible labor market. In the macroeconomic front, Colombia remains 
strongly committed with prudent fiscal policies. All targets in the IMF program have been met, 
and congress is discussing pension, tax and budget code reforms. The implementation of 
democratic security policy and the restoration of law and order in most of the country allow 
people and businesses to once again peacefully go about their activities. This comprehensive 
strategy is bringing the economy back on track, with overall growth above 4% and private 
investment increasing by more than 20%. We look forward to the continued support of the World 
Bank Group to this recovery effort. In Brazil, long standing distortions have been addressed in 
order to improve the investment climate. Microeconomic reforms had been initiated long before 
the disclosure of recent World Bank’s research on investment climate. Approval by Congress of 
a Bankruptcy Law that is expected to enhance collateral value as it simplifies liquidation 
procedures, reduction of bureaucratic burden on foreign trade, and reduced taxation on cascade 
value-added are expected to have strong positive impact on the investment climate in the short 
term. Even though neither the WDR 2005 nor the Doing Business has captured the already 
noticeable positive impact of these reforms, given the backward looking nature of this kind of 
study, the Brazilian authorities are convinced that future reports will reflect results brought about 
by those measures. 
 
25. We took note with great interest of studies suggesting that productivity and income 
inequalities among countries are mainly due to the quality of institutions and policies of those 
countries, while both human and physical capital help explain only a residue of those 
inequalities. However, we stress that such studies are recent and hence the historical series may 
not be sufficiently lengthy to constitute statistical evidence of a purportedly secondary role 
played by human and physical capital. Moreover, assessing quality of institutions and policies by 
using objective indicators does not prevent subjective elements from eventually influencing 
results. In this sense, we underscore that those preliminary indications should not lead to 
increased investments in institution building and related issues to the detriment of investments in 
human and physical capital.  
 
26. We believe that the relationship between, on the one hand, adverse investment climate 
and, on the other hand, informality in the economy deserve further exploration given its far 
reaching implications for policy makers, as it affects tax collection, social security, and labor 
market regulation. 
 
27. We stress that the ample range of reforms pertaining to enhancing investment climate, 
such as access to financing, labor market, infrastructure, fiduciary structure, quality regulation, 
and taxation, depends on democratic institutions. Since democratic institutions are built on 
consensus, reforms of that nature may take time but bear long lasting fruits.  
 
28. It is our belief that increased flexibility in markets and strengthened competition benefit 
productive, innovative firms and help introduce new technologies. However, in a globalized, 
competitive world, this is no longer a purely domestic issue and has become the subject of 
negotiations within multilateral fora, where the voice of developing count ries is not always 
heard.  
 
 



 7

III. Debt and Debt Sustainability 
 
29. Debt sustainability for low-income countries (LICs) is closely related to both the 
perspective of additional concessional resources from donors and absorptive capacity from 
recipient countries. We reiterate our support to the idea that debt sustainability parameters be 
defined taking into consideration not only indebtedness indicators that account for the possibility 
of external shocks but also the quality of national institutions and policies.  
 
30 Our Constituency welcomes the idea of a forward looking framework aiming at assessing 
debt sustainability of LICs, whether it be to capture early signs of debt distress or to guide 
allocation of grants and concessional funds. We fully agree that a wider range of indicators and 
thresholds would provide both bilateral and multilateral donors with a more robust reference for 
the allocation of resources. In our view, the inclusion of debt stock as well as debt service 
indicators in the threshold guidelines for the new framework will result in a superior 
methodology for classifying countries.  We welcome the intention to use additional indicators 
including debt-to-GDP and debt service-to-exports and to apply the thresholds flexibly 
depending on the potential of countries to avoid debt distress. Because of its objective of 
preventing the debt distress in low-income countries before it occurs, we think that the new 
framework will prove to be more acceptable to both debtors and creditors. 
 
31. A framework to examine debt sustainability is especially opportune as the HIPC 
initiative, the only current framework for assisting low-income countries with debt difficulties, 
may possibly be terminated after the two-year extension recently approved. We encourage staff 
to develop appropriate options on how to deal with HIPCs in the interim period between decision 
and completion points. We underline that the eventual termination of the HIPC Initiative does 
not imply multilateral disengagement from the debt sustainability issue. On the contrary, it does 
imply an increased concern with the future of aid flows. In this sense, we stress the need for 
continuous, steady repayment of concessional resources so as to maintain the revolving fund 
mechanism that has benefited so many indebted low income countries.    
 
32. We took note with great interest of the evidence showing that countries with strong 
policies can bear higher debt ratios.  On the one hand, as an adequate combination of debt ratios 
and policy indicators would constitute a significant progress in analyzing debt sustainability, we 
concur that the Bank’s role in managing a performance-based allocation system, incorporating 
the CPIA, would be pivotal.  On the other hand, the importance of accuracy in gathering data and 
the budgetary implications of public sector domestic debt, marked by data limitations and 
different characteristics, indicate that reliance on the Fund is critical. Therefore, collaboration 
between the Bank and the Fund on this issue is of utmost importance for a successful, 
meaningful framework.  
 
33.  We welcome the possibility of introducing the new framework in time to impact on the 
14th replenishment of IDA.  We agree that the Bank should work closely with other development 
partners in going forward, since a unilateral approach by the Bank may be ineffective if 
borrowers have the option to obtain loans from other sources outside of the framework.  We also 
understand the challenge to strike a delicate balance between ensuring that countries receive just 
enough resources to escape debt distress, while ensuring that grant allocations do not act as 
disincentives to countries striving for debt sustainability.   
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IV. Voice and Participation of Developing and Transition Countries 
 
34. Our Constituency reiterates that the issue of voice is not to be addressed in the void, as it 
strongly relates to the effectiveness of the Bretton Woods institutions in attaining their ultimate 
purposes. We recall that such effectiveness was examined on the occasion of the Monterrey 
Conference on Financing for Development, during the discussions on enhancing the coherence 
and consistency of the international monetary and financial systems in support of development. 
As a result of those discussions, paragraph 62 of the Monterrey Consensus calls for a broader 
and strengthened participation by developing and transition countries in the decision-making 
process at both the Fund and the Bank. Unfortunately, the structure of the Bretton Woods 
institutions have not changed over time to reflect the current economic situation. Moreover, the 
Boards of these institutions have not reported much advancement in addressing the important 
issues.  Real progress appears to be hindered by the prevalence of views of the majority 
shareholders to the detriment of under-represented countries on the Boards.  We look forward to 
progress reports from the Boards that are more representative of the views of developing 
countries, and to the translation of the Consensus  into concrete measures. 
 
35. We remain supportive of a number of measures that have been adopted. We are 
convinced that increased involvement of developing and transition countries in the design and 
formulation of lending and non-lending operations, by means of Country Assistance Strategies 
and Poverty Reduction Strategy Papers, does contribute to enhance those countries’ participation 
in the institutions. In addition, locating Bank decision-making and operational staff in the 
countries concerned also can have a positive impact on increasing the voice of developing and 
transition countries.  Furthermore, capacity building is critical to an effective and fruitful 
participation in the institutions’ decision-making process.  
 
36. Despite those measures, to increase voting power still remains the critical, fundamental 
step to enhance the voice of developing and transition countries in the Bretton Woods 
institutions. Once more, we invite other member countries to revisit the quota formulas in order 
to correct long standing distortions, as the current formulas do not reflect the international role of 
a number of actors. It is our long held position that more weight must be given to  the Gross 
Domestic Product (GDP) of each country, measured preferentially by the criterion of the 
Purchasing Power Parity (PPP). Naturally, the Fund should lead the sequence of actions, as 
changes in quota formulas would immediately impact the access to financial resources. We 
stress, once more, that wide political consensus among governors of the Bank and the Fund is of 
the essence. 
 
37. Simultaneously with the quota formula review, two other steps could be taken in the short 
term, aiming at increased participation of developing and transition  countries in the Bretton 
Woods institutions. The issue of basic votes could be simultaneously addressed by the Fund and 
the Bank’s Board. Also, an increase in the use of the special majority of 70 percent to approve 
decisions on policy issues could give additional assurances that the voice of developing countries 
would be heard and taken into consideration.  
 
38. Finally, we regret the discrepancy that persists in IDA between votes allocated and actual 
voting rights. We commend the Bank for its effort to exhort Part II countries to subscribe to their 
full allocations and encourage the institut ion to keep this effort. 


