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Today, we look back at the 60 years since the Bretton Woods Institutions were founded. Some of 
the challenges confronting the world back then remain relevant today. Europe can look back at an 
impressive period of development and, with the entry into the EU of the countries of eastern 
Europe in particular, the reunification of Europe is on a positive and hopeful path. Yet the world 
is still faced with the enduring task of integrating all the regions of this world into the global 
economy and imbuing relations between the countries with the spirit of solidarity. We all have a 
responsibility to meet this challenge.  
 
In the face of this challenge, the agenda of the Development Committee – absorptive capacity, 
innovative financing mechanisms, debt sustainability – may sound somewhat banal. But these are 
precisely the topics which will be the test of whether we are living up to the standards we have set 
ourselves. Will we succeed in integrating the poor countries and the marginalised groups of today 
into the global economy? Will we succeed in shaping an international trade regime and financial 
system that can benefit everyone? 
 

Absorptive capacity and aid effectiveness 

In order to achieve the international development goals, it is vital to boost both the 
effectiveness and the volume of our development cooperation. Together, we have pledged to 
give these tasks top priority. Many developing countries could already make effective use of 
substantially increased donor contributions. And it may be assumed that these contributions, not 
only, have a direct impact but also act as a catalyst for the implementation of necessary reforms 
and the mobilisation of additional investment capital.  
 
Although considerable scope is available for increased financing for development to be used 
effectively, the situation varies from country to country and from sector to sector. Problems 
of absorption and a lack of development are two sides of the same coin. That is why one of 
the most basic tasks of development cooperation is to improve absorptive capacity. We appreciate 
therefore the reflections on absorptive capacity and we fully agree with the main messages. We 
encourage staff to go deeper in their analyses, bearing in mind that constraints vary from country 
to country and sector to sector. However, capacity building is not a new invention in development 
cooperation but has been practised for many years. 
 
Enhancing absorptive capacity depends firstly on donor contributions being more closely 
integrated into development programs in the countries concerned. We must continue our 
efforts to better align development cooperation with national development programs and to 
simplify and harmonise the practices used by the various donors. Advancing this agenda will be 
an important precondition for enhanced absorptive capacity. The decisions made in Rome on the 
harmonisation of donor practices and the Marrakech conference on managing for development  
results mark important milestones. It is now a matter of integrating the decisions into the country 
programmes.  
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Secondly, financial transfers must be sensibly combined with advice and technical 
assistance. That is why it is also necessary for the various donor institutions to work closely 
together. Developing strategies for strengthening capacities at the national, sectoral and local 
levels must be an inherent part of a common donor approach and must be founded on a sound and 
shared analytical basis. It is important in this context that full use be made of the specific 
potential and strengths of different donor organisations, their comparative advantages and their 
experience in transferring knowledge and skills. As a financial institution, the World Bank should 
not regard capacity building as a priority task but should instead work particularly closely with 
other institutions in this field, such as the bilateral donors or the UN institutions. 
 
Experience of the PRS processes has also revealed a need for closer co-operation between 
donors. With the second generation of PRSPs starting in a number of countries, it is becoming 
increasingly evident that improvements in PRSP-related cooperation are needed in order to 
strengthen countries' ownership and to improve  the focus and harmonisation of the dialogue on 
core development issues between donors and PRSP countries. Germany supports the findings of 
the Operations Evaluation Department (OED) that a more transparent and open process with 
other partners would be more consistent with the partnership principle and would enhance 
discussions on coordinated support, selectivity and comparative advantage. In this context, we 
particularly encourage the BWIs to better integrate their own periodical assessment of PRSPs into 
a broader donor assessment. 
 
The questions of how we can improve our cooperation with each other and what 
implications the challenges outlined have for the international development architecture 
should be discussed in more detail at the next Development Committee meeting. The issues 
raised above demonstrate that we must delimit more clearly the institutions' respective mandates, 
pinpoint their roles and comparative advantages, make headway on the division of labour and, in 
general, cooperate more closely. The need to provide more grant funding to highly indebted 
countries makes this more urgent. In practice, this means that more attention must be paid to a 
more harmonised and coordinated donor operational approach with a clear sharing of 
responsibilities for each participant involved. Before our next meeting, I would greatly welcome 
the World Bank’s submission of an agreed proposal for a concrete approach, setting out a 
division of labour, steps towards more active integration with other multilateral instit utions and 
the scope for intensified cooperation with bilaterals.  
 

Innovative financing instruments 

Larger and more predictable increases in ODA can act as a catalyst for a virtuous cycle of 
actions to meet the MDGs. Therefore, all options to mobilise the  required aid resources 
need to be explored.  There is a case for innovative financing, not only to mobilise new funds but 
because traditional ODA is both volatile and unpredictable. I concur with the conclusions of the 
Groupe de travail sur les nouvelles contributions financières internationales that we need more 
continuity in donor commitments over the long run, because human development and the fight 
against poverty are mainly based on recurrent expenditures in basic social services.  
 
There is a case for global taxes. New international contributions would aspire to the broader 
aims of greater global stability, more security and more justice in global development, while 
some of them even have the potential to correct economic externalities. By introducing global 
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taxation it would be possible to put the financing of poverty reduction on a sound and more stable 
basis. Alternatively, certain global taxes would also be justified to finance the provision of global 
public goods. The respective financing gap is conservatively estimated to be some 20 billion US 
dollars. While the existing proposals in the area of global taxation are not yet ready for 
implementation, either for technical or political reasons, consensus building should be pursued as 
a matter of priority. Many reports on the issue have been drafted by various groups this year. 
Now the time has come to reflect on these reports and to assess the merits and demerits of the 
multitude of instruments, always bearing in mind the feasibility and practicability of 
implementing the different proposals. 
 
The International Finance Facility (IFF) is a technically feasible proposal for rapidly 
mobilising the required new resources. It would enable aid disbursements to be frontloaded to 
help reach the MDGs. However, there are some downsides. The main concern is to ensure that no 
financing gap emerges in "normal" ODA following 2015. Many countries, especially in sub-
Saharan Africa, will still need aid after that date. For those countries, frontloading aid will entail a 
significant risk unless, in the meantime, other stable sources of finance have been created. 
 
The IFF and international taxes have strong complementarities: The frontloading of aid by 
means of the IFF could be complemented by an international tax, which could probably only be 
introduced in the medium term. This way, global taxes could be a solution to the risk of an 
emerging ODA gap after 2015.  
 

The Growth Agenda 

The international community is facing two central challenges. Firstly, we have made a 
commitment to achieve the Millennium Development Goals. Secondly, we have set ourselves the 
target of reducing debt to a level that is sustainable for the countries in the long term. The main 
difficulty here is that the two goals are at odds with each other: if the MDGs are to be achieved, 
additional external funding will be required. In many cases, this funding is available only in the 
form of loans. It is only by increasing growth that we will be able to reconcile the two goals. 
 
Without a boost to the economies of the developing countries and a resultant major increase 
in economic growth, it will be impossible to ensure debt sustainability in the long term or to 
achieve the Millennium Development Goals. Poverty reduction will be greater the more 
successful we are in harnessing the productive potential of the poor by means of broad- impact, 
pro-poor growth strategies.  
 
The most important prerequisite for this is improved market access for developing 
countries and, in general, the creation of a fair world trade regime. The WTO framework 
agreement of 31 July 2004 has been instrumental in this. It promises, for example, the complete 
elimination of subsidies for agricultural exports, a significant reduction in other trade-distorting 
agricultural subsidies, a reduction in tariff peaks, which have a detrimental impact on 
development, and tariff escalation and a rapid solution to the cotton issue. The forthcoming 
negotiations must now focus on making these agreements ready for implementation by setting 
concrete reduction rates for tariffs and subsidies and, for example, a deadline for the elimination 
of export subsidies. This is what will ultimately decide whether we will achieve our aim of a 
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development round, as formulated in Doha in 2001. It is important for the World Bank to 
continue its research activities on this issue. 
 
The current oil price hinders the economic recovery of the oil importing developing countries. 
This shows us again how important it is for these countries to decrease the dependency of oil. The 
Renewable Energy Conference 2004 in Bonn, at which 3,600 representatives of governments, 
international organizations, associations of industries, and NGO’s from 154 countries 
participated, has formed a basis for further action. In the next few months, together with the 
World Bank and others, we will further develop the structure of cooperation. In connection with 
the “Renewable Energy Global Policy Network”, a world-wide “Financing and Policy Network” 
is being created to work on developing the potential for renewable energy in developing 
countries. I reiterate my invitation to all partners to participate in this task. 
 
If growth rates are to be increased, the conditions for private investment must be improved. 
Germany welcomes the significant work produced on this topic in connection with the 2005 
World Development Report. Above all, the administrative requirements for establishing new 
enterprises should be kept to a minimum.  
 
We welcome the work being done on infrastructure development. In particular, it is 
necessary to better identify the fiscal space for increased public investment expenditure. 
The fiscal expenditure targets have to take into account the different nature of the various 
expenditure categories, in particular the potential positive impact of public infrastructure 
investments for growth. It is also important to make a realistic assessment, in each specific case, 
of private sector investment demand. We must avoid making overoptimistic assumptions with 
regard to the private sector response to the reform programs, which might then lead to overly 
restrictive fiscal targets. 
 
However, the growth agenda extends beyond the question of infrastructure and the costs of 
doing business. We have to address this agenda in a comprehensive way. At our last meetings 
I drew attention to the neglect of growth and investment issues in analytical work as well as in the 
country programs. This has since been confirmed by the independent evaluations of the Poverty 
Reduction Strategy (PRS) process. One key finding is that the sources of revenue and growth 
have received uneven attention. 
 
It is paramount to fill the analytical gaps. There is a lack of knowledge with regard to the 
linkages between policies and poverty-related outcomes. The Bank’s reduction of sector-specific 
analytical work to accommodate core diagnostics has contributed to those key analytical gaps. 
More analytical work is therefore needed on potential sources of growth and how to mobilise 
them. As those issues, in particular potential sources of growth and the va rious macro/micro 
linkages, are highly country-specific, the gaps have to be addressed primarily at country level. 
Therefore, the World Bank should, as a matter of priority, help countries build capacity to address 
key gaps in their analysis of the poverty impact of policies.  
 
Going beyond allocational efficiency. In the past, most development lecturers and practitioners 
focused on the question of how to improve the allocation of resources, e.g. by liberalising trade 
and prices, by privatising utilities or by deregulating the economy. In order to set the economies 
on a long-term sustainable growth path, we need to add to the objective of allocational efficiency 
three more objectives: adaptive efficiency, productive capacity enhancement and equity.  
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• Adaptive efficiency. – In an ideal world, institutions do not matter; thus, one can focus on 

first-best policies. In practice, however, these solutions often lack flexibility and are not 
coherent with existing institutions and the political economy of the respective countries. 
Therefore, we have to face the trade-offs linked to this dilemma. In many cases this will 
mean sacrificing some potential gains in terms of allocative efficiency in favour of 
robustness, functionality and adaptive efficiency. 

 
• Productive capacity enhancement. – In order to sustain high growth rates, it is vital to 

increase productive capacity and trigger capital accumulation. Investment rates are far too 
low in most low-income countries. This highlights the importance of the investment climate 
but hints also at a possible active role for the state in identifying sources of growth and 
promoting investments in specific areas. 

 
• Equity and poverty reduction. - There is a growing body of evidence showing that 

countries with a relatively even distribution of assets and incomes tend to grow faster. Until 
now, our efforts to combat poverty have focused on enhancing social security, education and 
health care by increasing and reallocating public expenditure. More attention must now be 
paid to other areas relevant for poverty alleviation, such as access to land (better titling and 
property rights), access to finance, more equitable taxation and the legal framework. 

 

The Growth Agenda and Ownership 

The growth agenda is intrinsically linked with the concept of ownership. There is no 
blueprint for success in development. What is required are tailor-made, country-specific 
solutions. One important aspect in this context is for reforms to be firmly rooted in terms of 
culture and political economy. Therefore, to sustain higher economic growth rates and achieve a 
substantial reduction in poverty, a renewed effort is needed to strengthen the ownership of the 
recipient countries. This huge challenge has to be addressed as a matter of urgency. I suggest 
having a comprehensive discussion on this issue at our next Development Committee meeting. 
The main elements of the agenda before us are the following: 
 
• Donor and IFI procedures and reporting requirements should be better aligned with 

and integrated into local processes and domestic decision-making (e.g. national 
planning processes). If we really want to make progress on the alignment and harmonisation 
agenda, we need to clearly define how alignment can work in terms of operational 
implications for all development partners. Germany therefore strongly supports the 
recommendations in the PRSP implementation report for securing the linkages with 
operations. The PRS process should, as far as possible, be merged with a country’s existing 
planning processes and the World Bank must better customise its support to the PRS process. 
The Joint Staff Assessment (JSA) should be redesigned so as to better support the PRS 
process and gradually be integrated into a Joint Donor Assessment. The objective of those 
assessments is to offer a candid, transparent and analytically rigorous feedback to the 
government with regard to the quality of the PRSP. 

 
• As successful growth strategies are rooted in the specific context of the countries, local 

analytical capabilities must be better tapped into or deliberately built up. It is now 
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generally accepted that efficient institutions are of key importance for development processes 
and that institutional solutions are highly country-specific. It follows, therefore, that to 
implement successful growth strategies an intimate knowledge of local circumstances is 
required. The international community must therefore lend more active support to the 
developing and transition countries in charting their own paths. With regard to stabilisation, 
for example, it is crucial that the programs take full account of the underlying determinants 
of growth and of the factors influencing the response of the real economy to macroeconomic 
policies. Such an approach requires country-specific assumptions about the underlying 
economic and structural relationships. This analytical input can only be produced in 
collaboration with local researchers. In this context, Poverty and Social Impact Analyses 
(PSIA) are an important instrument; they should be undertaken on a systematic basis. 

 
• Development institutions, in particular the Bank and the Fund, should actively advise 

on a range of policy alternatives and thus create "policy space" for the countries. Here, 
it is not so much a question of "policy advice" in the classic sense. Rather, the role of the IFIs 
is to identify trade-offs, show possible alternative policy options, make experience from 
other countries accessible and contribute to the establishment of national analytical 
capabilities. A further streamlining of conditionality and focusing of performance criteria on 
output indicators would also contribute to ownership.  

 
• Finally, developing countries need to gain a stronger voice in the decision- making 

bodies of the World Bank: 
 

Voice 
 
Strengthening the voice of developing and transition countries in World Bank bodies is vital to 
retaining the institution's credibility. Giving all shareholders the chance to play an active part in 
decision-making processes is a prerequisite for the acceptance of the measures concerned. The 
call to strengthen the voice of developing and transition countries in the decision-making 
processes of the International Financing Institutions can be traced back to the Brandt 
Commission, which as far back as 1980 noted that "the developing countries do not have an 
adequate share of responsibility for decision-making, control and management of the existing 
international financial institutions"1. A Quarter of a century has now gone by without any 
fundamental changes. With the 2002 Monterrey Conference on "Financing for Development" and 
the Monterrey Consensus a new situation has emerged that in my opinion urgent action is needed.  
Germany has therefore vigorously supported the voice process and proposes three important 
reforms:  
 
Firstly, Germany advocates the strengthening and rigorous application of the principle of 
ownership. The PRSP approach has laid the necessary foundations for greater participation by 
the recipient countries in the relevant programs and measures. Yet our experience, which includes 
the evaluation of PRSPs and PRGFs that has been issued and also an evaluation conducted as part 
of German development cooperation, has shown that efforts to strengthen ownership have not 

                                                 
1 North South – A programme for Survival. The Report of the Independent Commission in International 

Development Issues under the Chairmanship of Willy Brandt, PAN Books, 1980, p. 223 
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gone far enough. The major elements for further strengthening of ownership have been listed 
above.  
 
Secondly, Germany advocates substantially increasing basic votes. This would increase the 
weight of the recipient countries and, in particular, the relative position of the small developing 
and transition countries. Raising basic votes to the original level of around 11% would increase 
the entire proportion of votes held by the recipient countries to 43%. In addition to increasing 
basic votes, there is also a need to maintain the ratio of basic votes to total votes. This means that 
changes in paid- in capital would in the future automatically lead to a change in basic votes, as is 
already the practice, for example, at the Asian Development Bank.  
 
Thirdly, it is proposed that the principle of double majorities, as already used in the Global 
Environment Facility (GEF), should be piloted for decisions on operational or staffing 
matters. A double majority would be defined as a majority of shareholders, on the one hand, and 
a majority of recipient country votes, on the other. This method would ensure that adequate 
account is taken of the recipient countries' interests. The double voting structure would mean, for 
example, that all parties would be equally accountable, without undermining the basic rights of 
all members. It is proposed that this procedure be piloted for two years and, if successful, that the 
necessary legal framework be put in place.  
 
These and other options should urgently be dealt with. Germany therefore supports the 
proposals made in the report on this subject submitted by the Board. What is more, a clear 
timeframe is needed for the next procedural steps, in order to be able to bring the discussions to a 
conclusion in the foreseeable future. It could be worthwhile following up on the discussion. 
Those options for which a consensus is in sight should be dealt with as quickly as possible, in 
order to be able to present visible achievements. I am confident that an agreement on the question 
of increasing basic votes, membership votes and special majorities could be reached in time for 
the Spring Meeting in 2005. Enhancing voice benefits all member countries. However, I am of 
the opinion that it is particularly in the interests of developing and transition countries to actively 
promote the process. Otherwise, it would be difficult to succeed on the voice agenda. 
 

Debt Sustainability 
 
The enhanced HIPC initiative is a success story. The HIPC debt relief committed so far 
represents a reduction of two thirds in the overall debt stock of the countries concerned and debt 
relief has helped countries to substantially increase poverty reduction expend itures. Looking 
ahead, we need to revisit the financial requirements for HIPC in order to have a sound financial 
basis for debt cancellation within the initiative. In this exercise, however, we need to carefully 
redefine burden sharing among donors, issues of creditor participation and options for additional 
contributions by Bank and Fund themselves.  
 
Furthermore, we now need to look forward and avoid the re -emergence of unsustainable 
debt. Germany supports the main thrust of the new operational framework as discussed at 
the Spring Meeting. The HIPC Initiative has succeeded in reducing an unsustainable debt 
overhang. But debt reduction alone is not enough to get development in the poorest countries 
back on track. No debt relief package can possibly guarantee long-term debt sustainability unless 
debt relief is accompanied by transformational and structural change in developing countries. 
Therefore, we need a framework to provide forward- looking guidance on new borrowing and 
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lending decisions. The operational framework discussed at the Spring Meeting, which contains 
country-specific debt sustainability thresholds and takes account of vulnerability and the strength 
of institutions, constitutes a sound basis for further discussion.  
 
Some of the remaining details need to be clarified soon in order to make the framework 
operational. We should not think about perfection but should rather undertake a staged approach 
looking more closely into the indicative threshold debate as we move forward. This will enable us 
to address the most significant issue: How can we help HIPCs undergo the necessary reforms, 
emphasising such aspects as sound economic management, improved governance and country-
specific growth policies? 
 
Because of their relevance in providing guidance for the operations of all development 
partners, debt sustainability analyses (DSA) should be jointly prepared by the Fund and the 
Bank. A comprehensive debt analysis is needed as a basis for country-by-country assessments. It 
is essential to carefully integrate those analyses into existing operational practices at the World 
Bank and the IMF. Given the implications of DSAs for aggregate financing and donor 
coordination, it is important that they be prepared in a transparent and collaborative manner. 
Therefore, the analyses should be jointly prepared and presented, in connection with relevant 
strategic documents. Accountability to the respective Boards will not be weakened by the 
proposed joint preparation of DSAs but strengthened. 
 
Additionally, it will be essential that the countries themselves regularly analyse their debt 
situations and improve their debt management capacities and that the country debate about 
debt sustainability issues be opened up. The donor community needs to foster in-depth 
discussion about the choice of alternative scenarios as a guide to future strategic decisions within 
the broader PRS Framework. In many cases, for example, debt sustainability concerns could 
easily be interpreted as limiting the availability of much needed resources for achieving the 
MDGs. I therefore urge the Bank and the Fund to work closely on the preparation of their own 
DSA with the country authorities and development partners. 
 


