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The prospective additional ODA flows offer a historic opportunity to eradicate poverty. At 
the Major Event, the international community reaffirmed the Millennium Development Goals  
(MDGs). A number of industrialized countries announced increases in their ODA. The EU 
presented its timetable for raising its ODA to 0.7 percent until 2015 and already made specific 
commitments to reach 0.56 percent by 2010. Within that framework, Germany has committed 
itself to reaching an ODA ratio of 0.51 percent by 2010 and 0.7 percent by 2015. By 2010, 
annual aid flows are projected to be around 50 billion dollars higher than today. This increase 
would include a doubling of aid for Africa by the same year. I welcome the fact that the final 
document confirms the Millennium Development Goals and that the schedule for achieving the 
0.7 percent target has been incorporated in the Declaration. The prospective additional ODA 
flows open up a historic opportunity for providing massive support to the development efforts of 
our partner countries in the South. They have the potential to ease many of the constraints that 
governments in these countries now face in their efforts to increase infrastructure investment and 
pro-poor social spending. 
 
However, the current situation on the crude oil market is jeopardizing our efforts to reach 
the international development goals. The recent surge in oil prices has a stronger impact on 
oil- importing developing countries, because their economies are more oil dependent. The 
countries of sub-Saharan Africa will suffer average income declines of 2.7 percent this year as a 
result of the increased oil price. What does that mean for the international community? Firstly, 
the World Bank and IMF should carefully assess the financial implications for developing 
countries and for the global financial system and come up with related proposals. Secondly, the 
developing countries, too, must reduce their dependency on oil and rely on renewable energy to a 
greater extent. This issue as well as climate change should be discussed at the next Development 
Committee meeting. Thirdly, the transparency of the oil market must be improved so as to 
discourage speculation. The World Bank should assist developing countries in collecting the 
necessary data on prospective demand, supply and investment. And fourthly, the question arises 
how the extra income of oil-producing countries – which is estimated at 200 billion dollars – can 
be invested in such a way that the financial system will not be destabilized and the MDGs will be 
fostered. It would be a gesture of solidarity and of good economic sense if the oil-producing 
countries could devote part of these funds to development cooperation, for instance through a 
contribution to IDA. 
 
 

Using country strategies as a basis for scaling up 
 
Apart from tackling the current risk to developing economies resulting from the high oil price, 
the major challenge now is to translate the prospective additional resources into sustainable 
development results. Effective management of these resources will be critical for the 
achievement of the MDGs.  
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The Poverty Reduction Strategy (PRS) approach must provide the operational framework 
for scaling up efforts. Germany welcomes the PRS review's findings, in particular its 
emphasis on the need for countries to set clear goals and priorities, which will provide the basis 
for further donor alignment and support greater transparency and accountability. The findings 
reflect the results of recent evaluations by OED in a positive way:1 
 
First, recipient countries must improve the quality of their PRSs by refining targets and 
indicators and strengthening links to public action and to the budget process. The main 
precondition for increased ownership and for strengthened national accountability is to further 
improve the quality of the PRSs themselves. There is a particular need to better articulate 
strategies for the productive sectors. Growth diagnostics will need to focus strictly on identifying 
the binding constraints at the country level. Doubtless, this is a challenging task, the solution of 
which requires innovative approaches.2  
 
One significant element for integrating donor contributions into national processes could 
be provided by the annual PRSP progress reports (APRs). In the medium to long term, these 
reports could become the basis for external and internal accountability and for defining goals for 
the coming year. In this way, APRs would simultaneously serve to assess past activities, provide 
guidance for the future on priority actions and their budgetary implications, and supply reports to 
parliaments and donors. APRs would thus also contain all indicators against which performance 
is measured. This would facilitate the integration of disbursements into partner countries' budget 
cycles. 
 
In order to make PRSs more specific, they must be put on a stronger analytical foundation, 
particularly with regard to the identification of operational and workable pro-poor growth 
strategies. In particular, more effective ways must be found to design, consider, and incorporate 
economic alternatives into PRSs. One way to marry the need for a realistic PRS with a 
framework that can support ambitious, longer-term development goals would be to use 
alternative scenarios. In this context, Germany calls on the Fund to consider all feasible 
macroeconomic policy options and to add its ideas to the public debate on these issues.  
 
Participation in the PRS process has to be further improved and "institutionalized." While 
the PRS process has established a platform for stakeholders to engage in a national dialogue on 
economic policy and poverty reduction, participation still needs to be improved. The PRS 
process has had a limited impact in terms of generating open public discussions of alternative 
macroeconomic policy options and related reforms. The systema tic involvement of all 
stakeholders and an open debate on all relevant issues are key to making PRSs more inclusive 
and tailored to country circumstances. Moreover, participation has to be "institutiona lized." 
Despite the major progress made with regard to parliamentary involvement, it is crucial to 
further improve the link between the PRS and the formal structures of representation. 
 

                                                 
1 See also the BMZ discussion paper, Post-Washington Consensus – some Thoughts. 
2 An idea which appears helpful in this context  is the diagnostic approach to growth of Hausmann, Rodrik and 
Velasco. 
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Donors must continue to align their activities to national development programs, such as 
the Poverty Reduction Strategy Papers (PRSPs) or other national strategies. Germany is 
committed to aligning its contribution. Ideally, program conditionality should reflect crucial 
elements of government programs. The responsibility for monitoring and evaluating donor 
programs should be integrated into national processes and instruments to the greatest possible 
extent. On that basis, internal and external accountability (national representative bodies and 
donors) should rely largely on a uniform procedure. Implementation of the Paris Declaration will 
be crucial to fostering alignment. In order to ensure follow-up, Germany has elaborated a 
national implementation plan. 
 
The proposal to make more use of country systems in Bank-supported operations is a 
further step in this direction. We fully subscribe to the country system approach, which is 
intended to enhance ownership and focus on creating and enhancing in-country capacity. We 
believe that successfully integrating this approach into the work of the Bank and other 
development partners would significantly enhance the impact of development interventions and 
facilitate donor harmonization, leading to an overall reduction of the costs of doing business, 
while ensuring that high safeguard standards are maintained.  
 
In principle, the proposed international mechanism for monitoring, reporting, and 
following up on the delivery of aid commitments would be desirable. However, benefits 
have to be weighed carefully against the presumable high costs. A revised system should be 
built on the existing ODA system and keep track of the value added by any innovation. With 
regard to monitoring, Germany welcomes close cooperation between the Bank and the DAC. 
The Africa Partnership Forum should be closely involved in these efforts as well. 
 
 

Reforming conditionality policy 
 
Germany welcomes the Conditionality Review's acknowledgement that forcing policy 
changes on reluctant or uncommitted governments cannot be sustained and ultimately does 
not work. We welcome one of the Review's most important messages, namely, that in 
supporting a country-based and country- led development process, the Bank will not seek to lever 
more or faster reform than a country wants. Countries need space to formulate policy, consider 
the options, and build broad-based support for the path they will take. We should seek to 
understand the choices that governments make in the light of the political economy they face. 
We must ensure that in our discussion with countries, we do not crowd out space for domestic 
stakeholders, especially elected representatives, and that we support processes that strengthen 
domestic accountability.  
 
Germany supports the good practice principles which the Review has put forward. 
Implementation of these principles will be key. The principles point to the necessary 
reinforcement of country ownership, the importance of harmonization and of agreeing up-front 
conditions as part of a coordinated framework, the necessity of tailoring conditions to individual 
country circumstances, the need to conduct transparent progress reviews conducive to 
predictable financial support, and the need to limit the number of conditions and choose only 
those actions that are critical for achieving results. It is important that the latter point also apply 
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to the number and character of benchmarks. It will be important to ensure that these princ iples 
are consistently put into practice across and within the Bank's regions by implementing effective 
internal mechanisms for staff. The Bank should report regularly on the degree to which the 
principles have been implemented. 
 
It is of utmost importance that the Bank should not take a prescriptive approach to reform, 
especially in sensitive policy areas such as privatization, trade liberalization and financial sector 
reform. Generally, this should also apply to benchmarks. If the Bank gets involved in these 
sensitive areas, it should ensure that the reforms are supported by appropriate analysis of the 
political, economic, social and poverty impact of these measures and that they are vital to 
achieving the overall objectives of a country's deve lopment strategy.  
 
With regard to ownership, outcome-based indicators have some merits over policy-based 
indicators. The great advantage of outcome indicators is that they foster partner governments' 
ownership: all that is defined is the desired outcome, and it is left to the governments to choose 
policy actions for achieving them. Moreover, the indicators encourage both governments and 
donors to focus all their efforts on achieving specific outcomes. The Bank and other donors 
should use outcome indicators wherever possible and feasible. The EU largely refrains from 
prescribing specific policy actions and links its programs directly to outcome indicators. 
Outcome indicators are applied mainly to social sectors and implemented in the form of variable, 
performance-based installments. 
 
 

Taking account of macroeconomic constraints and designing ODA accordingly 
 
Financing needs in developing countries are very real and very large but also diverse, 
depending on the circumstances of the particular country concerned. The need for scaling-
up is greatest in low-income countries and in Africa. So is the risk of falling short of the MDGs. 
As countries with good institutions and policies have greater capacity to efficiently utilize aid, 
the additional ODA should focus on these countries. However, the donor community should not 
pass up other opportunities to use ODA efficiently. Most importantly, we should not be guided 
by too static a view of the CPIA rating or similar ratings. The evolution of the quality of 
institutions and policies over time is just as important as these static ind icators. Countries with 
perhaps low but rapidly improving indicators may offer an important opportunity for using aid 
efficiently. The same is true for middle-income countries, in particular with regard to global 
public goods, e.g., by promoting energy efficiency to combat global warming. 
 
It is vital to assess macroeconomic problems against the background of the country 
situation in question and to design fiscal, monetary and exchange rate policies accordingly. 
The macroeconomic impact of ODA is largely dependent on the specific circumstances in 
recipient countries, for instance the level of indebtedness, the utilization of production capacity, 
and the structure of domestic demand. It is therefore necessary that – with regard to the 
macroeconomic implications of ODA – a systematic analysis is conducted of all relevant 
countries.  
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Moreover, it is vital that ODA should help diversify recipient countries' economies and 
make them more efficient and productive, and foster investment. To that end, country 
strategies must identify the main impediments to growth and point out ways of tapping sources 
of growth. The difficulty is that the requisite kind of investment (for instance, in public 
infrastructure, basic social services, or secondary or higher education) can only be identified on a 
country-by-country basis. As a matter of urgency, this question must be reviewed systematically 
for IDA recipient countries. The World Bank has to play an important role in this regard. 
 
The World Development Report on Equity and Development underlines that growth and 
equal opportunities complement each other. This also means that many countries can increase 
their economic growth by, for example, improving poor people's access to education and land 
and strengthening their legal situation. Consequently, equal opportunities are no luxury. The 
Bank, together with partner governments, therefore needs to analyze on a country-by-country 
basis how to make better use of that potential. 
 
 

Advocating a gradual approach 
 
Discussions should now focus on how limited absorptive capacity can be expanded. More 
aid can be absorbed effectively in countries with stronger institutions. This suggests that efforts 
to strengthen institutions and build human capital can increase returns on aid and help countries 
effectively absorb larger amounts of aid. More work is needed to carefully identify the crucial 
constraints on successful capacity development. The Bank, together with other relevant 
stakeholders, should analyze this issue country by country. This is especially important when 
looking at conflict-affected countries: strengthening countries' capacity to ensure that conflict 
issues are carefully considered and that structures have peace building impacts is one of the key 
issues and main bottlenecks at the same time.  
 
However, it is also clear that the development of capacities and institutions is a complex, 
long-term task. Institutions in a broader sense, taken to include standards and informal 
regulations as well, are determined by history, economic structures, political systems, and 
culture, and only some of them can be changed in the short term. Any increase in ODA must 
therefore be sequenced so as to take place in parallel with efforts to build institutions and 
capacities. 
 
 

Predictability of ODA and the need for stable financing mechanisms 
 
In order to increase ownership and use ODA more efficiently, more predictable aid is 
crucial. One special challenge in this context is to enable partner governments to plan a 
sound budget by enabling them to predict, at least roughly, the volume of envisaged aid. A 
growing share of development cooperation resources is being provided as (conditional) budget 
support. In the past, these flows have too often been stop-and-go. Unstable aid flows can 
undermine predictability for partner governments and thus put pressure on the reform process 
itself. In particular, reliable, long-term budgeting and budget execution become more difficult. 
Increasing the predictability and stability of aid flows is therefore important.  
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There are several ways of defusing this problem. One promising option is to commit funds 
for several years and disburse them in variable, performance-based installments, a practice 
that has been pursued by the EU Commission for some time now. This makes it possible to 
disburse donor contributions on a pro rata basis if targets have only been partially met, 
preventing "stop and go" and improving the predictability of donor financing. Flows are 
generally committed for three years ahead and revised only when performance deteriorates or 
improves to a substantial degree.  
 
Global financing instruments offer an opportunity to make funding more predictable. 
Certain public investments are linked to high recurrent costs that tie up budget resources over 
long periods. This is problematic, particularly in those cases in which the investment does not 
generate additional income or enhance the productivity of economic processes in the short term, 
as is the case for investment in basic health and education, for example. This is why donor 
contributions in these sectors should be financed from sources of income that are as stable as 
possible. Financing on the basis of global levies would take account of that problem. 
 
Germany welcomes the Bank's positive assessment of the airline ticket levy. Global levies 
such as the air ticket levy are to be applied nationally and coordinated internationally. This 
international coordination could take a very informal form. The proceeds of the levy should flow 
into national budgets, be allocated to development and disbursed alongside the other tax money 
allocated for development. The principle we have deve loped in the Lula Group does not require a 
complex international mechanism. In other words, no new institutions are necessary. 
 
 

Debt relief – creating scope for pro-poor expenditure 
 
Debt relief is an effective and efficient aid instrument. It provides predictable net resource 
transfers at low transaction costs. The view that some kinds of ODA are good (cash financing) 
while others are not so good (debt relief, technical assistance) is at best misleading. 
 
Germany is pursuing efforts to ensure  that progress in implementing the HIPC initiative 
can be sustained and that the potentially eligible countries succeed in joining the initiative. 
There are a number of countries that could be eligible in the future. We need to show that access 
to HIPC is a matter of clearly meeting eligibility criteria and that the current data deficiencies are 
not an obstacle to countries benefiting from the initiative. We therefore urge the Fund and the 
Bank to accelerate their analytical work and tackle data deficiencies. Similarly, we would hope 
that potentially eligible countries succeed in starting a Fund- and IDA-supported program before 
the sunset clause takes effect at the end of 2006. 
 
The attitude of non-Paris Club creditors , especially the commercial ones, is a cause for 
concern. This could become even more worrisome in the case of countries potentially eligible 
for HIPC assistance, given the larger share of these creditors in comparison with the actual 
decision point countries. There seems to be some leeway for overcoming some of the obstacles 
which have apparently hampered the participation of non-Paris Club creditors to date. We are 
open to other proposals for increasing the participation of uncooperative creditors. 



 7 

 
The implementation of the G8 debt relief proposal would increase net resource transfers 
and bring timely benefits to both HIPCs and non-HIPCs, and will thus support their progress 
towards achievement of the MDGs. Germany continues to be firmly committed to fulfilling its 
obligations with respect to the G8 debt initiative and the provision of additional resources to 
safeguard the financial capacity of IDA. We would expect that other donors join us in this effort, 
which will be critical for preserving the financial integrity of IDA.  
 
It is important to ensure that the G8 debt relief proposal, and additional donor 
contributions that will finance it, will preserve IDA's role as the cornerstone of global 
development efforts. It will be vital to secure full compensation for foregone reflows. In 
particular, it is necessary to make provision for additional financing needs not only for the next 
three years but also for the time thereafter. For this purpose, we need a clear and robust 
mechanism to provide a precise measure of additionality. Our credibility would be seriously 
damaged if we did not succeed in translating the promise of full compensation into an 
operationally feasible mechanism. 
 
 

Seizing t rade opportunities 
 
Germany and the EU remain committed to making sure that the Doha Round outcomes are 
truly pro-development, including in the area of agriculture. The example of the cotton sector 
shows the importance of reducing domestic support in the interest of developing countries. As 
for export competition, an agreement on the elimination of all forms of export subsidies, which 
Germany and the EC strongly support, will also clearly deliver benefits for developing country 
exporters, who will be able to compete on a level playing field. We need to set an ambitious time 
frame for the elimination of these distorting export subsidies. 
 
There is a true case for special and differential treatment of countries with different levels 
of development. The justification for special and differential treatment is drawn directly from 
two lessons learned: first, taking advantage of the benefits of trade liberalization is a question of 
capacity and institutions, and, second, institution building is a long-term and complex challenge. 
The need for special and differential trade disciplines should therefore not be called into 
question. However, there is a strong case for differentiating more between developing countries, 
depending on their level of development. 
 
It is true that, on average, open trade regimes grow significantly faster than more closed 
economies. But we have to be careful in interpreting this. This should not lead us to the 
premature recommendation that trade liberalization has to be mainstreamed in every PRS. With 
regard to this, we very much welcome the recent Bank publication on Economic Growth in the 
1990s for its very pragmatic and "unideological" assessment of the risks and benefits of trade 
liberalization. This assessment also demonstrates that very often trade liberalization is not the 
binding constraint on more growth.  
 
As for the service sector, there are important risks involved in developing countries' 
opening their markets because of the complexity not only of the negotiations but of the service 
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sector itself.  Many countries do not have adequate capacity to follow the negotiations actively or 
to define complex liberalization schedules. It would be naive to assume that these institutional 
constraints might be overcome in the short or medium term. Liberalization, in the area of 
financial services or public utilities for example, has to be placed in the context of a long-term 
comprehensive development strategy.  
 
Economic integration among developing country regions is key. This is also an important 
goal of the European Union's Economic Partnership Agreements with ACP countries. The World 
Bank should continue and further expand its promotion of regional integration initiatives in the 
developing world and of South-South trade.  
 
Germany welcomes the main thrust of the proposals by the Bank to boost aid for trade. A 
strengthened Integrated Framework (IF) should be the cornerstone of this. Germany is 
looking forward to constructive discussions on this proposal in the context of the IF Steering 
Committee. In our view, the enhanced IF should also be able to cover cross-country and regional 
issues. By contrast, we do not consider the creation of additional funding structures – either for 
cross-country or for adjustment issues – to be helpful, although we agree that both issues deserve 
greater attention. Existing mechanisms should be used, and if necessary redesigned, to deal with 
adjustment problems effectively. 
 
 

Strengthening the voice of the poorest countries 
 
Germany still considers the "Voice" process to be a crucial item on the international 
development agenda and is interested in an open discussion on the structural options that the 
staff analyzed for the Spring Meeting this year. We have been vigorously supporting the "Voice" 
process and have presented concrete proposals for helping developing countries to gain a 
stronger voice in the decision-making structures of the World Bank. We hope that the current 
General Review of Quotas in the IMF will give adequate attention not only to fast-growing 
developing countries, but to developing countries in general. 
 
 


