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PREMISE

 A year ago our annual meetings took place at a time of widespread fears that the crisis in
many important emerging economies would reach systemic dimensions. Today the global
prospects have greatly improved. Growth forecasts for the world economy have been revised
upwards; trade is picking up and the threat of protectionism has not materialized. Crisis-hit Asian
economies are rebounding. The sources of instability have been circumscribed by a joint
response of the international community and by prompt corrections of domestic imbalances.
Financial markets worldwide have proved resilient, and monetary policy actions to forestall the
crisis highly effective.

As the immediate concerns of worldwide financial instability subside, it is crucial to
consolidate the progress made in strengthening the instruments available for the international
financial institutions and their collaboration in preventing and curing crises. At the same time it
is urgent to address the problems of the poorest countries. In recent years, progress in the fight
against poverty has stalled, because of set-backs in growth, rising inequalities, conflicts,
marginalization and social unrest. In a deteriorated international environment the debt problem
of some of the poorest countries has deteriorated. We therefore appreciate that this year’s
meetings, besides addressing issues of international financial architecture, focus on the initiative
to alleviate the debt for the poorest countries. Also the other item on the agenda of this
committee, that of trade and development deserves great attention. The forthcoming round of
trade talks that is going to take place in Seattle will offer an important opportunity for further
integrating the world economy and for removing obstacles to growth of many developing
countries.

FINANCING THE HIPC INITIATIVE: THE ROLE OF THE WORLD BANK AND OTHER MDBS.

In the joint meeting of the Interim and Development Committees that was held yesterday
a broad agreement was reached on the main features of the enhanced HIPC framework and on
the principles concerning the financing of the Initiative. The adoption of the enhanced
framework will imply additional financing needs for all the MDBs of $ 5 billion, raising the total
cost of the Initiative for these institutions to $ 11 billion. The World Bank has estimated that its
own share of the additional financing costs will amount to $ 2.4 billion.

As Minister Amato stated yesterday, Italy strongly support the principles of additionality,
financial integrity of the international institutions and equitable burden sharing (see attached
statement by Mr. Amato). We stand ready to do our part by making a contribution to the HIPC
Trust Fund of a magnitude of about $ 70 million in the expectation that the financing of the
overall initiative is successfully completed.
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ENHANCING IBRD FINANCIAL CAPACITY

We appreciate the extensive work that the Bank has done to thoroughly assess its overall
financial capacity. The conclusion that the “Bank barely meets its capital adequacy test under the
present global environment” needs to be evaluated with great attention, given the deterioration of
some indicators upon which judgments on the credit standing of the Bank are based. We will
look carefully at the proposals to enhance the Bank’s capacity that its Board will discuss.

Three broad trends in the environment in which the Bank operates make this issue
relevant and pressing. First, growing demands on the Bank’s net income are generated by a range
of new development objectives. Besides HIPC, the Bank has been involved in post conflict
situations, in disaster relief and in other initiatives that are crucial to ensure development
effectiveness. Second, financial markets show evidence of increased contagion and covariance
risk reflecting greater integration worldwide. Private capital flows have often accentuated these
problems due to high volatility and pro-cyclical behavior. In the past years, the Bank has stepped
in and played an important role in responding to crises. Lending volumes have reached record
levels. New instruments have been devised to enable the Bank to cope with the new activity. The
need for stronger Bank support in social sector and financial structure issues related to the crisis
has also become apparent. Third, the issue of concentration risk will have to be reviewed in the
near future since some of the largest borrowers where the majority of the world poor live are
close to their lending limit.

There can be a risk of inconsistency between the mandate of the Bank as it is being
reshaped by its shareholders in response to external developments and the financial capacity to
support its activity. While we do not see any immediate need to open a negotiation on a
generalized capital increase, we believe that a comprehensive effort is necessary by all the
stakeholders involved. The issue of the capital adequacy of the institution could be addressed in
the context of a comprehensive review of the involvement of the Bank in liquidity provision, a
reconsideration of the loan charges, a reassessment of the lending limits for largest borrowers.

DEVELOPING COUNTRIES AND THE INTERNATIONAL TRADE AGENDA

In November a new round of multilateral trade talks will open in Seattle with the
objective of strengthening the multilateral trade system, improving the infrastructures supporting
trade, facilitating the implementation of trade reforms by developing countries. The negotiations
provide an opportunity to extend the benefit of increased market access to a large number of
countries and over several areas.

The international community should provide assistance to developing countries in their
efforts to build up the institutional capacity necessary to implement trade reforms and thus
benefit fully from greater integration with the world economy. The World Bank has a key role to
play in helping countries reform customs, develop trade-related infrastructures, improve
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competition, increase access to insurance and credit. The Bank can also contribute by assisting
countries in strengthening their capacity to conduct negotiations.

In addressing trade issues within the broader development agenda, greater attention needs
to be paid to the link between trade liberalization and poverty alleviation. A gradualist approach
to liberalization allows countries to set up adequate safety nets to shelter the weaker segment of
the population from the cost of the adjustment. Appropriate institutions need to be developed to
make sure that the gains from trade are widely and equitably distributed among the population.
The Bank can make a key contribution also by ensuring that the links with the poverty reduction
strategy are adequately accounted for in the design of trade reforms.

THE NEW INTERNATIONAL FINANCIAL ARCHITECTURE AND THE ROLE OF THE WORLD BANK

It is important that the international community continues to seek ways to improve the
effectiveness of the international financial institutions in dealing with crises. Numerous small but
highly effective initiatives have been or are being taken that could greatly improve the way
international financial markets operate.

First of all it is worth repeating that the main responsibility for averting or copying with
crises lies with the countries themselves. Undoubtedly, modern global financial markets
overreact to news and events, excessively penalizing countries for their policy mistakes.
However in most cases financial crises have originated in countries with some internal policy or
structural imbalance. It is therefore important that the countries promptly identify and correct
these imbalances. The international financial institutions can support this effort by helping
countries identifying their weaknesses in the financial sector. The Financial Sector Assessment
Programs conducted jointly by the IMF and the World Bank can become a useful tool in the
timely identification of potential sources of instability.

International norms and standards are another important instrument to create incentives
and constraints for individual countries to improve their own policy-making. An efficient
division of labor requires that the definition of rules and good practices be assigned to technical
standard-setting bodies while the Bank takes on a role in the implementation and verification
areas and on support for capacity building. This latter aspect is crucial to allow countries to
actually implement standards and practices.

 An effort should be made to find an appropriate balance between rigid compliance with
norms and standards and ample flexibility. While excessive rigidity can at times exacerbate
instability problems, a generalized plea for flexibility can be inconsistent with the very notion of
standards. Developing countries should participate in the process of elaboration of norms and
standards and in adapting them to their reality, for instance through regional groups such as the
Regional Committees for banking supervision, whose activity the Bank should encourage.
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The Bank role in helping countries to deal with the longer term consequences of crises
includes expanding activity in three areas: capacity building; mitigation of the social cost of
crises; financial and corporate restructuring.

With regard to capacity building, we welcome the expanded use of Public Expenditure
Reviews. We also think that the Bank should pay more attention to the issue of public debt
management, especially in large countries where public debt can become a source of
vulnerability. We believe that the Bank has a comparative advantage in this field, since it
requires developing not only the regulatory framework but also appropriate infrastructures,
which could be included in projects financed with Bank resources. The Bank can also play a
significant role in payment systems, which represent a crucial infrastructure for the operation of
a market economy.

As for social issues, we appreciate the link between policies to mitigate the social cost of
crises and the longer-term strategies for poverty alleviation. An aspect that deserves great
attention is that of pension reforms. The Bank has played and can play an important role in this
field.

 The experience made with financial and corporate restructuring programs is also
important. The complexity of the restructuring processes indicates that we may need to be more
cautious, particularly in bank restructuring. More attention should also be paid to governance
issues both in banking and in corporate sector rehabilitation programs.

We do not think that the Bank needs to develop new instruments to help countries deal
with financial crises. The range of available instruments appears broadly sufficient and the focus
should be placed on effectiveness, on safeguards, on conditions of sustainability. Some of the
new instruments (for instance SSALs and the policy-based guarantees) have the potential for the
Bank to take on a greater role in crisis management. The implications for the financial capacity
of the Bank need however to be carefully examined.

Let me conclude by welcoming the progress made in implementing the better
coordination mechanisms between the Bretton Woods institutions, with the Bank concentrating
on structural and social issues and the Fund focusing on stability policies.
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Attachment

Statement by Giuliano Amato
Minister of Finance

Italy

 Joint Meeting of the Interim and Development Committees
Sunday, September 26, 1999

1. At the turn of the Millennium, the plight of high levels of indebtedness and widespread
poverty still represents in many countries a significant obstacle to development. The debt relief
initiative can give renewed prospects of sustainable growth and lasting reduction of poverty to
these countries. These objectives must be at the core of our strategy in developing countries.

2. In the April meetings of the Interim and Development Committees, we agreed to strengthen
our strategy towards the heavily indebted poor countries and the link between debt relief and
poverty reduction. In June, the Cologne Summit called for the implementation of an enhanced
framework to provide deeper, broader and faster debt relief to countries pursuing sound policies
and demonstrating a commitment to poverty reduction. It is important that we reach a final
agreement on these issues at these meetings, the last ones before the year 2000.

3. We strongly support the main features of the enhanced framework laid down by the staffs of
the Fund and the Bank. The dimension of the overall debt relief and the number of eligible
countries will be increased by lowering the debt sustainability targets and thresholds and by
fixing the amount of debt relief as of the decision point, thus giving greater certainty to
beneficiaries. As a result of these changes, the number of countries that are expected to benefit
from the initiative increases from 29 to 36 or more. The size of the overall bilateral and
multilateral debt that would be cancelled increases from 12 to 27 billion dollars in net present
value terms. Faster relief, aimed at freeing up more resources for increased social and other
poverty reduction expenditures, will be provided through interim assistance after the decision
point and front-loading of the relief after the completion point. The provision of a floating
completion point will allow for focus on the outcome of the reforms rather than on the length of
the track period. It also provides an incentive to implement policies quickly and to strengthen the
timetable of the reform strategy.

4. Besides extending the number of beneficiaries and the size of the benefit, the new framework
aims at emphasizing the link between debt relief and poverty reduction  in the recipient
countries. We consider this not only a moral imperative, but an essential condition for
sustainability of the development perspectives generated by debt relief. The growth-enhancing
effects of improving social conditions are indeed widely recognized. Under the new framework,
exit from the debt overhang and the implementation of appropriate social policies can trigger a
virtuous cycle of growth and poverty reduction.
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5. Renewed attention to poverty reduction requires continuous emphasis on sound
macroeconomic and structural policies. Low inflation and sound fiscal policies are essential
conditions for sustainable growth and hence, ultimately, for poverty reduction. Furthermore, only
a credible commitment to sound policies can prevent countries from falling again into the trap of
low growth and high debt. The exceptional and temporary nature of the debt reduction Initiative
needs to be underlined.

6. Full integration of  macroeconomic and social policies is crucial if we want higher growth to
lead to social inclusion. Growth is essential to poverty eradication. Yet, a country cannot, and
should not, wait until it has become richer to fight poverty. There are numerous examples of
developing countries that even at a low stage of development have heavily invested in health and
education, thereby dramatically improving the conditions of the poor and its stock of human
capital. Poverty reduction, by itself, can in turn contribute to higher sustainable growth by
enhancing broadly based accumulation of human capital and by alleviating social conflicts.

7. It is a primary responsibility of the recipient countries themselves to define appropriate
poverty reduction strategies that adapt to their specific conditions the general principles set out
by the international financial institutions. The Poverty Reduction Strategy Paper represents a
useful instrument to achieve this objective. We fully support the output-oriented approach,
whereby quantitative indicators and intermediate objectives are used to track the results of
poverty reduction programs. However, a poverty reduction strategy can be successful only if
Governments take on a leadership role and put in place an effective and substantial consultation
process with civil society, ensuring transparency and accountability in the selection of goals, the
formulation of policies and the monitoring of implementation.

8. Both the World Bank and the International Monetary Fund are presently engaged in a broad
effort to enhance the impact of their programs on poverty. The Comprehensive Development
Framework that the World Bank is presently testing in a number of pilot countries has the
potential for greatly improving donor coordination as well as country ownership. In this
framework, a number of quantitative indicators and intermediate objectives that can be usefully
applied  to the enhanced HIPC programs are being tested. The Public Expenditure Reviews are
of crucial importance in assessing the quality and effectiveness of social policies.

9. The Fund will ensure that future ESAF-supported programs are fully consistent with the
comprehensive poverty reduction strategy. Accordingly, not only should continuing attention be
given to the social impact of adjustment policies, but key social measures should appear
prominently in the programs. This emphasis together with good governance should ensure that
resources are effectively used for their intended purposes.

10. We should not underestimate the difficulties ahead. The World Bank and the IMF are
embarking on a new endeavor for which stronger cooperation is needed. Both institutions will
need to adapt their modi operandi to a context where reliable data are not readily available, the
link between intermediate policy targets and ultimate social objectives is often elusive, and the
outcome-oriented approach can prove difficult to implement. The complexity of the task is
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compounded by the sensitivities raised by the growing attention on the part of international
financial institutions to social policies.

11. In light of the challenges ahead, we believe that a renewed collaboration as well as a clear
assignment of responsibilities between the Bank and the Fund is crucial, to ensure effective and
rapid implementation of policy decisions. The Poverty Reduction Strategy Paper should be
designed in such a way to ensure consistency between social development and macroeconomic
stability.

12. We need to meet the expectations that have been raised. The Initiative must be fully
financed. Three main principles must guide our choice in this domain. First, HIPC financing
must be additional and not come at the expense of other Official Development Assistance.
Second, the financial integrity of the international financial institutions must be preserved. Third,
an equitable mechanism for distributing the costs of financing the HIPC Initiative among donors
countries must be agreed upon based on institutional quota shares.

13.  The Italian government is determined to do its part in supporting the enhanced-HIPC
Initiative. Italy places great emphasis on the poverty focus of the debt relief initiative. This
concern was at the origin of the recent significant decision to cancel all credits deriving from
official development aid and all the commercial debt to countries with per capita income lower
than 300 US dollars per year. In the context of the financial package discussed at the IMF, we
will provide our contribution, with the specific instrument that will be decided upon.  Within an
appropriate scheme of burden sharing, Italy is also committed to contributing to the HIPC Trust
Fund that will be used to support the programs implemented by the Multilateral Development
Banks for poverty alleviation.
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