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Implications of the Global Economic Crisis for Developing Countries and the Role of International 
Financial Institutions 

The Context: 

We are meeting at a time of unprecedented global crisis. The world economy is now experiencing a 
severe downturn.  The origins of the crisis reflect weaknesses in financial markets, including the lax 
application of laws and regulations. This in turn allowed financial institutions to devise speculative 
instruments and accumulate unsound assets. Undisciplined globalization and inadequate control of 
financial sectors then helped transmit the financial contagion into the real economy worldwide. The 
developing economies, of course, are now also being deeply affected by a crisis not of their own making, 
and this in spite of their previous robust performance in recent years, reflecting the commendable reform 
efforts of the authorities concerned. 

The modalities of crisis transmission to the developing countries are by now well demonstrated. They 
include declining external demand and exports, declining commodity prices, lower foreign direct 
investment, challenging financing conditions, setbacks to tourism and remittances (and perhaps to foreign 
aid), and a general lack of confidence on the part of investors.  Serious impacts have already begun to 
emerge on growth, poverty and social stability. Growth prospects and access to external financing 
generally continue to be subject to large downside risks. The situation may indeed worsen before it gets 
better.  

That said, I regard the positive outcome of the recent London Leaders’ Summit as a very welcome sign 
that the international community not only recognizes the severity of the situation, but also is prepared to 
take a wide range of remedial actions. These include appropriate stimulus measures, an improved 
regulatory framework, and, especially significant for the Development Committee, the channeling of 
assistance to the developing countries. Indeed, given the magnitude of the actual and potential financing 
needs involved, we are reminded yet again of the relevance of the full title of our Committee, with its 
unequivocal reference to “the transfer of real resources to developing countries.” 

Given the overall context, I will now comment selectively on the following topics: first, the critical role of 
the World Bank Group, given its development and poverty reduction mandate, in helping alleviate the 
effects of the crisis on developing countries; and second, some key related issues - attainment of the 
Millennium Development Goals (MDGs), and some of the key drivers of financing for development 
identified in the Monterrey Consensus, notably the potential of trade and the contribution of the private 
sector. 

The Role of the World Bank Group: 

As far as reaction to the current crisis is concerned, the World Bank Group under the leadership of Mr. 
Zoellick has demonstrated its flexibility and responsiveness.  This has been accomplished within the 
existing mandates of the component entities, which have served well in changing contexts over many 
decades. These mandates reflect a fundamental commitment to sustainable economic development and 
especially poverty reduction, including in the poorest countries. While existing counter-cyclical 
instruments and modalities have proved effective, there is scope for innovation. The recent Vulnerability 
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Financing Facility and IFC’s Global Trade Liquidity Program are good examples, and I shall refer to 
other specific examples below. Of course, current expanded operational activities, while welcome, have 
to be placed in a context of medium- and longer-term financial sustainability, especially as regards the 
IBRD. Related examination is naturally also required of overall strategic goals for the World Bank Group 
in this evolving environment. 

Attaining the MDGs: 

The MDGs are an important expression of the international community’s collective commitment to 
development. I note that last year’s Global Monitoring Report already made it clear that, at the halfway 
mark, progress towards meeting the MDGs was indeed rather mixed. This year’s report rightly stresses 
that the sharp slowdown in growth can seriously set back progress on poverty reduction and other MDGs. 
Of particular concern are the potential costly effects on human development indicators and outcomes. 
There is compelling evidence that these tend to deteriorate more quickly during growth decelerations than 
they improve during growth accelerations.  I therefore agree on the necessity to protect poor and 
vulnerable groups and to redouble efforts to attain human development goals. The World Bank Group’s 
recent emphasis on reinvigorating its already extensive framework for rapid operational social sector 
responses is encouraging in this regard. It will help assist client countries at all levels of development 
affected by the crisis.  

Strengthening Domestic Resource Mobilization: 

Indeed, responses to the crisis by developing countries (complemented by necessary actions by their 
external partners to follow through on aid commitments) have implications for the ongoing drive to 
increase domestic resource availability that was listed as the first key action area in the Monterrey 
Consensus. This focus on domestic resource mobilization implies continuation of reforms that help 
preserve macroeconomic stability and determine a positive outlook for a country’s economic 
fundamentals. Where the situation permits, a fiscal cushion may be available to enable pro-poor spending 
or to stimulate demand. Lack of a fiscal cushion, combined with high vulnerability to adverse external 
events, may unfortunately result in constraints on resource allocation and difficult choices as to priorities.  

In such a situation, much will depend on individual country circumstances, including level of 
development and policy choices.  Large economies with a significant internal market and a tradition of 
caution with regard to opening up their financial sectors to outside participation may be in a more 
favorable position going forward. The poorer countries, especially those dependent on commodity 
exports, may find themselves confronting a more constrained environment which limits domestic policy 
options, and impedes support to social safety nets, infrastructure, and measures that help enable the 
private sector. The World Bank Group should continue to tailor its operational assistance to such 
circumstances, in line with country-determined priorities. 

The Importance of Trade –and of Resisting Protectionism: 

From the international trade perspective, it continues to be important to maintain trade openness and try 
and capture the substantial if elusive benefits that could accrue to developing countries from a successful 
Doha Round. This will require more open markets and a cutting of subsidies. Although the statements 
made at both the Washington and London Summits about resisting protectionism and promoting global 
trade and investment are welcome, there is evidence of what Mr. Zoellick in a recent speech aptly 
characterized as “creeping protectionism”. 

There remains a real risk that some governments, responding to domestic pressures, could yield to the 
temptation to take measures that will curb the freedom of international trade and further reduce the flow 
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of investments. As I have stated on several occasions recently, I find this a very worrisome possibility. 
The harm to international commerce could be substantial, especially to those developing countries that 
rely on export revenues.  

A special and related concern is the added dimension created by signs of financial protectionism.  In the 
new global economy, measured and prudent financial liberalization has made the allocation and use of 
financial resources more efficient. If the financial institutions in the advanced economies are prevented by 
law or government policies, or by their balance sheet condition from lending overseas so that more funds 
can be made available for domestic borrowers, there could be a severe negative impact on the availability 
of finance for developing countries. There is also a potential reverse problem – that nationalistic 
sentiments in the advanced economies could unfairly impede the inflow of investment resources and other 
foreign assets that are badly needed in today’s circumstances, from those developing countries with 
available resources.  

Such trade and investment issues require a cooperative yet proactive international approach that will seek 
fair and equitable solutions. The World Bank Group should continue its research and monitoring activities 
in this area. This is where the global operational experience and the associated analytical capacity of the 
“Knowledge Bank” can play a productive role. 

Enhancing the Private Sector Role: 

I turn now to the changing role of the private sector, which was identified last year as a special theme for 
the current Global Monitoring Report. The role of the domestic and foreign private sector in supporting 
economic growth through sustained job creation is well-established. Measures to create a better enabling 
environment for entrepreneurs therefore continue to be highly relevant. Be that as it may, it is also a fact 
that the reversal in capital flows, the collapse in many stock markets, and the general deterioration in 
financial conditions have severely impacted investment in developing countries. Indeed, with their 
economic survival at stake, profit-maximizing firms are forced to shed rather than add labor. 

The crisis has demonstrated that it is no longer possible to rely on the mechanisms of the market alone to 
further economic growth and maximize social welfare.  As the London Summit confirmed, a new 
framework for assuring global economic and social order has begun to emerge with the private sector 
working in partnership with government to achieve financial, economic, and social stability. I see 
considerable potential in this context for triangular North-South-South investment in such areas as food 
and energy sectors, in cooperation with multilateral co-partners. The IFC is well-positioned to play an 
activist role here. Recent developments relating to the Infrastructure Crisis Facility and the Bank 
Recapitalization Facility are indicative of the approach required. More broadly, given the importance of 
Small and Medium Enterprises in developing economies, the Microfinance Enhancement Facility can also 
play a useful role. 

Saudi Arabia’s Actions to Assist Global Recovery: 

I conclude on this issue by reaffirming that Saudi Arabia continues to play an active role in helping 
resolve this “development emergency.” By supporting the G20 joint actions, we have demonstrated our 
commitment to the global effort to resolve the crisis.  Fortunately, prudent policies and investment 
strategies and a track record of effective regulation, together with the results of ongoing reforms to 
strengthen the role of the private sector in our economy, have positioned Saudi Arabia to better address 
the effects of the crisis than other economies. Through strengthening our own economy, we can in turn 
benefit the global economy. We remain one of the most open economies in the world and remain steadfast 
in living up to the G20 commitment of not resorting to protectionism measures.  
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To cite a few other examples of concrete actions, the size of the Saudi fiscal stimulus as a proportion of 
GDP is, according to the IMF, the highest amongst the G20 countries: 2.8 percent in 2008, 3.3 percent in 
2009, and 3.5 percent in 2010. In 2008, in spite of the sharp fall in oil prices actual expenditures were 
more than 24 percent over the 2008 budget. This year, we have announced the largest budget in our 
history ($126 billion equivalent), in order to spur domestic demand and increase productive capacity, as 
well as offering numerous business opportunities, including those seeking to export to our thriving 
domestic market.  Indeed, the Bank Group’s Doing Business Report now ranks Saudi Arabia as number 
16 among 181 economies in terms of a business-friendly environment. On the external side, we continue 
our tradition of extending development assistance at levels well above the UN 0.7 percent target.  

Saudi Arabia’s oil policy also deserves mention in connection with the current crisis. It is based on 
balanced principles taking into consideration the interests of both producing and consuming countries. In 
this regard, Saudi Arabia has maintained costly substantial additional productive capacity.  We anticipate 
cooperation by the consuming countries in not adopting policies that adversely and disproportionately 
affect the oil sector. This would especially apply to so-called “green recovery” initiatives when the world 
emerges finally from the current economic difficulties. A more positive approach will be to concentrate 
on efficient (and commercially viable without subsidy) energy supply to the poor, including through fossil 
fuel sources which are expected to make up about 80 percent of supply sources going forward. Here 
again, a cooperative approach will be in the interests of all parties and facilitate the global economic 
recovery we all seek. The World Bank Group should play a neutral role in this process, and avoid 
excessive advocacy regarding Global Public Goods that could inadvertently compete with the mandate of 
the United Nations Framework Convention on Climate Change and the associated ongoing negotiations. 

Update on Voice and Participation 

The concise progress report on Enhancing Voice and Participation of Developing and Transition 
Countries (DTCs) in the World Bank Group provides a useful review of implementation of the agreed 
first step we reviewed last October. The affirmative vote by the Governors of over 98 percent is welcome, 
and I note that the process of amending the Articles has been set in motion.  

Going forward, much will depend on confirmation of a shareholder consensus on the timetable for IBRD 
shareholding alignment. Such a process will naturally require further discussion. At this stage I would just 
underline the overriding principle of achieving shareholding parity between developed countries and 
DTCs without diluting the voting power of individual DTCs. I also believe that, given the divergent roles 
of the IMF and the Bank Group, there should be no linkage between the IMF quota review and IBRD 
shareholding review. The program for IFC voice review is welcome, given, as I have already mentioned, 
the Corporation’s highly relevant role in stimulating growth, development, and poverty reduction through 
its support of the private sector, including in frontier countries and sectors. 

Review of Bank Group Internal Governance 

I appreciate the efforts made by the Bank Board to complete this important review. Progress has indeed 
been made but there are still outstanding issues, which require further discussion. I believe this process 
should continue to be internalized at the Bank, by the parties who will have to make the process work. I 
expect the Board to continue its oversight of the process, and to keep this Committee informed. 

 


