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STATEMENT BY 
FRANCISCO GIL DÍAZ 

SECRETARY OF FINANCE AND PUBLIC CREDIT 
UNITED MEXICAN STATES 1 

 
Comments on 

Recent Initiatives on the Development Agenda 
 
I.  Strengthening the Development Partnership for Achieving the Millennium Development 
Goals: An Africa Action Plan 
 

The Global Monitoring Report 2005 (GMR2005), released during the last World-Bank-
IMF Spring Meetings, provided the interna tional community with a thorough analysis of how the 
different regions of the world are performing towards achieving the Millennium Development 
Goals (MDGs). In it, it was shown how Sub-Saharan Africa seriously lags behind in the 
achievement of the MDGs. This became the focus of many statements in the Development 
Committee (DC). 
 

Against this background, we welcome the Africa Action Plan (AAP), a document that 
adequately responds to the concerns of the DC and provides us with valuable material to explore 
the options available to scale-up the development partnership with Sub-Saharan Africa to reach 
the MDGs on time. 
 
 In general, we believe that the international community should take a pragmatic approach 
to scale-up the partnership with Sub-Saharan Africa and help the region to catch-up with more 
developed economies. We therefore consider that the two most relevant issues for discussion for 
the DC of the five suggested by staff are a greater focus on governance and shared growth in 
Africa, and the appropriateness of the monitoring indicators to track performance. We consider 
them the building blocks upon which any increase in assistance should be anchored. With this in 
mind, we will center our comments on the priority actions of the WBG that we believe are not 
only the most important, but also the most feasible ones.  
 
1. Managing for Results 
 
Around the year 2000, the World Bank started to adopt a new results-based management 
mechanism that was widely accepted by its clients because it allowed identifying deve lopment 
needs that are feasible to target in a framework of clear quantitative and qualitative indicators to 
measure performance, build a track record and evaluate results. Implicitly, it set the basis for 
mutual accountability among the Bank and its borrowers, thus transforming the relationship into 
a true development partnership with reciprocal commitments and continuity in the reforms and 
programs undertaken. 
 
However, such a framework is dependent on the availability of quantitative data or comparable 
qualitative statistics that allows the setting of targets and the comparison of them against 
                                                 
1 On behalf of the Constituency comprising also the Republics of Costa Rica, El Salvador, Guatemala, Honduras, 
Nicaragua, the Kindgom of Spain and the Bolivarian Republic of Venezuela. 
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benchmarks. We are aware that many clients of the Bank —particularly in the Sub-Saharan 
African region—still do not have the capacity to provide accurate statistics on a timely basis due 
to capacity constraints. We therefore encourage the World Bank to continue its work on the 
International Partnership on Statistical Work which, in the case of Africa, aims to cut by half the 
gap in Sub-Saharan subcontinent country coverage (currently at 30 percent) of key MDGs and 
IDA-XIV results indicators which we believe should be the appropriate monitoring ones to track 
performance.  
 
We want to bring to the attention of the DC that perhaps the most significant shift in Bank’s 
programs during the IDA-XIV period will be the intensified focus on outcome-oriented programs 
to increase economic growth in Africa. We therefore concur with the Bank’s plans to strengthen 
country-based, outcome oriented strategies which include developing national statistical 
capacity; developing results-based Country Assistance Strategies (CASs); establishing shorter-
term indicators of progress in priority areas; and developing improved monitoring and evaluation 
frameworks in projects. 
 
We are of the opinion that such results-oriented management framework will also have other 
positive spillover effects in the AAP context, such as the coordination and alignment of aid as 
well as facilitating the harmonization of actions and resources by donors. Moreover, the Bank’s 
example of management for results may also foster more accountability and better governance 
among recipient countries that lag behind in this area, anchoring thereby priority reforms. 
 
As a final note, we want to commend the staff that elaborates the Global Monitoring Report and 
encourage the Bank to continue with its publication, since it has proven to be a useful tool to 
track progress towards the MDGs across all countries and regions to make comparisons and raise 
red flags, as was evidenced during the DC discussions in the past Spring Meetings. 
 
2. Building Capable States and Improving Governance 
 
Good governance and capable institutions should be the cornerstone of any AAP to be 
successful. This has been the main lesson of the Bank’s work in the last decade, as suggested in 
2002 by the publication Building Institutions for Markets, which has perhaps been the World 
Development Report with the strongest outreach. In the case of Africa, development strategies 
and development assistance have evolved from simple approaches based solely on financial 
capital and engineering capability in the 1950s and 1960s to complex ones at the end of the 
century where state institutions and good governance frameworks play a crucial role to support 
sustainable, market-oriented development. By that time, Bank and policymakers were realizing 
that not only the quantity, but also the efficiency of development assistance (be it loans, grants or 
investments) are key to sustain growth: hence the importance of building capable states and 
institutions. 
 
Recent progress in this area in Sub-Saharan Africa, as reported in the document submitted to the 
DC, is encouraging: for the last 10 years the average scores from the Bank’s Country Policy and 
Institutional Assessment (CPIA) have been rising, and the number of countries above the 3.5 
“good performance” threshold has increased from six to twenty. However, 27 Sub-Saharan 
countries are still under the threshold, which leads us to believe that the challenge remains and 
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that there is significant room for improvement in state capacity, institution-building and 
governance frameworks in Sub-Saharan Africa. 
 
In fact, Bank’s work with governments to build capable states through capacity building, 
improvements in public expenditure management and  heightened attention to accountability, 
governance and anti-corruption will be essential for the AAP to be succesful, especially because 
the direct approach to reducing poverty, achieving the MDGs and disbursing funds is sector-wide 
or through direct budget support. This means that most of the funds end up being channeled 
directly to governments. The Bank and the IMF should therefore strengthen countries’ capacities 
to absorb more efficiently the available resources through better understanding of the 
macroeconomic management and structural allocation of aid flows. Because budget support will 
likely play a much larger role in aid disbursements, we encourage the Bank to increase its 
assistance to Sub-Saharan African clients on public sector management mechanisms to enhance 
their absorptive capacity, from project analysis and budgeting through reporting, monitoring and 
evaluation. 
 
The process of building state capacity is a complex one, as demonstrated by the fact that the 
World Bank has been working in the last fifteen years in partnership with countries across Africa 
to help build the required capacities, and the record is quite mixed according to the Bank’s own 
evaluation unit. Consequently, development partners must continuously learn what does —and 
does not— work.  
 
At the minimum, institutions should provide a platform of credibility and conflict resolution for 
market activity, and they should provide complementary physical and social infrastructures. 
Experience has taught the Bank that such a framework needs a strong degree of country 
ownership to develop trust and place on firmer grounds the client’s commitment to certain 
policies, such as fighting corruption. Obviously, the Bank just cannot induce or impose on 
countries its own reform agenda in this area; however, the other side of the coin needs to be 
taken into account, too. Ownership of blatantly wrong policies destroys social capital and the 
Bank should, in our view, challenge the government stance and hold off any lending program in 
such cases, if necessary. Of course, cases of a major flawed design of institutions can be 
expected to be rather exceptional in today’s international economy, but occasional examples do 
come up, nonetheless, and the Bank should be very clear that it would only stand by sound 
economic and social institutions and policies. 
 
As a final remark, it must be born in mind that only through capable institutions in adequate 
governance frameworks will the excluded groups be able to fully participate in and benefit from 
growth. They are the bridge to link the poor to the markets. 
 
3. New Financing Mechanisms  
 
It would be important, first of all, to put some effort in justifying persuasively the compelling 
rationale for new funds. Specifically, the case for a "Venture Capital" or "Catalytic" Fund should 
be made more compelling for the DC. The proposal seeks to reward high performers with 
regional investments —the "big push"— as well as to provide exceptional support in turnaround 
situations. In our opinion, these are quite different objectives, and we think that potential donors 
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should only be approached on the basis of well-targeted, unambiguous funds to be managed 
under more specific criteria. 
 
Since IDA has a proven track record of 45 years of collecting resources to channel them for 
development in a concessional financial framework that rewards good performers —the CPIA, 
or the Performance-Based Allocations of IDA-XIV— we are of the opinion that any new 
multilateral proceeds for development should continue to be channeled by the mechanisms and 
instruments currently in place rather than creating new bureaucracies. 
 
Furthermore, the World Bank’s IDA window demonstrates why Multilateral Development Banks 
(MDBs) must remain financially strong through active lending to be able to generate income, 
which, in turn may be transferred to facilities such as IDA for grants and concessional financing. 
It follows that MDBs need to remain active with credit-worthy Middle-Income Countries (MICs) 
with large absorptive capacity. From this point of view, the work on innovative and flexible 
financial products and the ability to provide high quality technical assistance and advisory 
services, in the case of the World Bank, remain essential to keep it attractive to MICs. 
 
We consider that the World Bank’s proposal to expand opportunities for the use of its derivative 
and hedging products has been the most significant response to such a concern since the past DC 
Spring Meetings.2 In fact, we believe that the proposal, as written originally, did not crowd-out 
the private sector, but rather turned the Bank into a facilitator to accelerate transactions by 
bringing MICs of different sizes and capacities closer to private markets. However, depending on 
how the approved document is applied in practice, it might add additional due-diligence 
measures that could affect the time-sensitivity of transactions.3 We are convinced that these 
additional tools for debt management in MICs have significant development relevance as they 
are useful to reduce volatility, complement the further development and deepening of MICs’ 
financial sectors and anchor their insertion into international markets and global finance. In turn, 
this will create new business opportunities for private financial institutions and crowd-in private 
sector activity.  
 
This type of initiatives allow the World Bank to use its credit quality and its understanding of 
sovereign risk (and its appetite for it) to facilitate MICs their access to derivatives markets in 
order to improve their debt profile at competitive costs. 
 
Sound government debt management is critical to ensure macroeconomic stability in developing 
countries and for overall financial system development. Since we believe that the World Bank is 
in a unique position to assist in all aspects of liabilities management, we recommend the DC to 
further encourage the work of the Bank’s Finance Complex on such innovative products that 
should be available to Bank’s clients under the same principles that apply to loans and other 
products, without additional due diligence or burdens. 
 

                                                 
2 See Expanding Opportunities for Client’s Use of IBRD Hedging Products, R2005-0113, elaborated by the BCFBD 
unit of the World Bank’s Finance Complex. 
3 See Expanding Opportunities for Client’s Use of IBRD Hedging Product: Corrigendum, R2005-0113/1. 
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These measures will contribute to keep the MDBs relevant for MICs, which in turn will help to 
keep facilities such as IDA financially healthy. Such has been the spirit of the World Bank 
cooperative over the past half-century, and we should continue to strengthen this development 
partnership. 
 
 
II. Debt Relief 
 
We share the spirit of the G-8 debt relief proposal, which seeks to deepen debt relief to Highly-
Indebted Poor Countries (HIPCs) to help them reach the MDGs, while safeguarding the financial 
capacity of concessional financial windows such as IDA, and welcome a thorough analysis of the 
options proposed to implement it. 
 
We would however like to wait for further progress in the consensus-building around the 
initiative to express our final position on the proposal and its financing options, as we believe 
that there are some concerns that need to be addressed first before proceeding with the 
implementation. 
 
1. Burden Sharing and Legal Issues 
 
We consider of particular importance to find a solid arrangement for full donor compensation to 
IDA for any lost reflows due to the debt relief and welcome the G-8’s pledge for a “dollar- for-
dollar compensation” to the Association. 
  
Since the birth of the proposal, we have been concerned about its impact on IDA’s balance sheet 
(up to 43 percent of its assets are at stake). In our opinion, any debt-relief proposal that results in 
a material adverse effect on the financial situation of the Association harms all its stakeholders, 
including the beneficia ries of the initiative and therefore is contrary to the cooperative spirit of 
the WBG. Furthermore, the G-8 proposal to provide a “dollar- for-dollar” compensation to IDA 
for debt-relief following the structure of IDA-XIII shows a financial gap of almost 30 percent to 
fully cover its costs, as G-8 contributions covered only 70 percent of that replenishment. 
 
We are left with the question of how and when to finance the initiative. The donor countries of 
the constituency we represent —Spain and Mexico— are carefully analyzing the options set 
forth in the document submitted to our consideration. Some donor countries face important 
budgetary constraints that limit their capacity to commit additional contributions to IDA which 
could even impede their participation in the financing of the G-8 proposal. These constraints 
need to be taken into account in the implementation process. 
 
We concur with the view that IDA’s Board of Executive Directors can interpret the Association’s 
Articles of Agreement to allow the cancellation of debt of its client countries only if it holds 
legally binding commitments for full financial compensation to the Association. Without such 
commitments, action by the Board of Governors and members of the Association would be 
required and, as of today, we see no consensus in moving towards an amendment of IDA’s 
Articles of Agreement. 
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We agree that the financial compensation for debt relief should be additional to donors’ regular 
contributions to the Association, and an agreement should be reached for transparent follow-up 
mechanism (the “benchmark”) of these additional contributions. However, we consider that fair 
and voluntary burden-sharing amongst donors should also be one of its guiding principles. 
 
2.  Moral hazard 
 
Experience has shown that moral hazard is the most significant risk that any debt- forgiveness 
initiative bears. This should be kept in mind throughout the implementation of the G-8 debt relief 
proposal in order to avoid rewarding bad performing countries in detriment of good performers. 
Of the three financing options for debt-cancellation, we consider that the second and third are the 
only ones capable of mitigating such a risk: since debt relief under them is progressive as 
resources become available, suspension of it is always possible when a country deviates from 
agreed commitments on structural reforms and coherent policies. These two proposals put debt-
relief in a monitoring framework of mutual accountabilities. 
 
Moral hazard issues are important to address in order to avoid harming good performers. We 
consider that any new proceeds for development —including debt relief— should not alter the 
essence of the current development framework, which is defined by principles and practices that 
have proved their effectiveness and are well accepted. The relevance of country ownership, the 
consideration given to implementation capacity, good performance, transparency, fiscal space 
and sustainability, and the efforts to achieve balanced conditionality and harmonization and 
alignment should not be set aside by the existence of additional funds for development.  
 
Another moral hazard that may arise from the proposal is the unequal treatment of beneficiaries 
of the cancellation of debt across regions. If fully implemented, Latin American HIPCs —
including two members of our constituency— will end-up with a heavier debt-stock as compared 
to African HIPCs after the relief because the Inter-American Development Bank (IDB) was not 
included in the initiative and the African Development Bank (AfDB) was.  
 
We should bear in mind that former HIPC countries that will have a new start after an 
international approval of their “clean slate of debt”—assuming a successful implementation of 
the G-8 proposal— are quite likely, with improved credit ratings, to become extremely attractive 
to underwriters, financial institutions, and other international suppliers of goods and services, all 
of whom will compete to offer credit. Sudden accumulations of debt may occur before our 
analytical tools have even had the opportunity to identify them. We therefore believe that a 
successful implementation of the G-8 proposal should go in hand with the implementation of the 
Debt-Sustainability Framework (DSF) and its planned review in the spring of 2006. 
 
 
3. Trade and Foreign Direct Investment 
 
Large increases in aid and debt forgiveness now, if coupled with weak trade liberalization 
policies, are a damaging combination, according to one of the papers submitted to the 
consideration of the DC: they increase the risk that countries receiving the largest aid increases 
and debt forgiveness —the African countries, essentially— will suffer the greatest 
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discouragement of their labor- intensive, export and import competing industries through Dutch-
disease linkages. 
 
Debt- forgiveness should therefore be linked to coherent, sustained-growth strategies to avoid 
another HIPC episode in the future. Since trade is an engine of growth, the debt relief proposal 
would benefit if it is complemented with calls for more open markets and freer global trade, with 
developed countries leading by example and moving forward first. 
 
Moreover, it is crucial that the debt relief proposal considers HIPC countries to make progress on 
reforms and policies that enhance their ability to attract non-debt non-aid capital flows, 
especially Foreign Direct Investment (FDI), so they are able to fully benefit from progress in the 
trade agenda. In turn, the global private sector should be encouraged to take more risks and 
invest in good-performing HIPCs that are implementing coherent structural reforms. 
 
As a final remark, we consider that HIPC countries would benefit more from open markets and 
the elimination of trade barriers than from debt forgiveness. The continuous extension of the 
coverage and deadline of the original initiative —Enhanced HIPC in 1999, Sunset Clause 
extension in 2000, and Topping-Up cases in 2004— because of poor growth rates and 
vulnerability to external shocks in qualified countries shows that debt cancellation is not the 
appropriate way to break the vicious circle of HIPC debt. What the international community 
should do instead is to provide HIPC countries with the development tools to grow and trade to 
insert themselves firmly in the global economy. The DC should therefore subscribe the 
objectives of the Doha Development Round and push for advancing in the opening of markets 
and for assisting poor countries in trade reforms, infrastructure and other adjustment costs to let 
them capitalize the growth benefits of freer trade. 
 

Doha Development Agenda and Aid for Trade  
 
The effect of international trade on economic growth has always been one of the most 
passionately debated subjects of development economics. Comparative advantage suggests that 
free trade is a win-win proposal, the reason being that the production possibility frontiers and 
overall welfare of each participant are expanded the more trade there is.  
 
Since according to this view trade is an engine of growth, it follows that multilateral, reciprocal 
and non-discriminatory trade liberalization could very well be the best foreign policy for any 
country. In a development context, moreover, it also means that freer trade alone can bring more 
benefits to poor countries under stress —like HIPCs— than other initiatives such as debt 
cancellation. Market access, coupled with sound economic policies to trigger and sustain growth 
will enable such countries not only to trade, but also to return to international financial markets 
and the global community as well. In this sense, international trade and trade-related assistance, 
in the lines of the Doha Development Round, offers these countries an escape to their poverty 
trap and the international financial community a break to the vicious circle of debt forgiveness 
and moral hazard. 
 
Yet today’s world is riddled with all kinds of barriers to trade. Despite the efforts of 
comprehensive global trade liberalization after the Doha Round, trade barriers of varying 
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intensities remain the norm rather than the exception, and this is precisely what the document 
submitted to our consideration reports. For example, the gap between bound tariffs and applied 
rates and the disagreement over the multiplicity of formulas to cut tariffs hamper meaningful 
increases in market access for manufactured products. The situation is even worse for 
agricultural products, as they are considered “sensitive” by countries and are often subject to 
domestic support and price distortions —usually in the form of subsidies. Moreover, with the 
exception of the financial sector, the services negotiations are reported to be proceeding 
disappointingly slow. 
 
Against this picture of political realism where sovereign entities may technically be convinced of 
the gains from trade, but are having practical discrepancies on how to liberalize and increase it 
further, we agree with the report’s main recommendation that a meaningful Doha Development 
Round will require action by all WTO members, both industrialized and developing ones. In 
fact, in the past DC Spring Meetings we stated that high- income countries should lead by 
example because of their capacity to do so, but that it is in the self- interest of developing 
countries not to wait for them to make the first step, but rather proceed with the reforms needed 
to open their economies and insert themselves into globalization. 
 
While the benefits of trade liberalization for development are widely recognized and accepted, 
we acknowledge that it may take time for countries to reap them to increase wealth. For trade to 
become a stronger lever for growth, trade- liberalizing policies need to be part of a larger package 
of physical and social infrastructure, institutional development, technical assistance and, 
especially, structural reforms that build state capacity, enhance the investment climate and raise 
productivity. Factor productivity growth, driven by the modernization of the tradable sectors, is 
central to trigger economic growth and lift living standards on a sustainable basis. Only thereby 
may the uncertainties of globalization be transformed into opportunities. 
 
From the above follows that while trade is an engine of growth, it certainly does not substitute it. 
Trade is not a growth panacea, but rather an element —a key one, perhaps— to achieve sustained 
growth. Although economic growth alone is not the magic prescription to reach the MDGs and 
eradicate poverty around the world, it certainly should be the main pillar to build the path 
towards achieving them: growth alone reduces poverty directly (1st MDG) and expands resources 
and capacities for other human and environmental development targets (rest of the MDGs). As 
we have stated before, we are aware that there is not a simple recipe to achieve sustained 
economic growth; however, experience from the past half-century shows that the overall recipe 
must include several crucial ingredients beyond trade reform and liberalization such as monetary 
stability, a well functioning judicial system, a sufficient and modern infrastructure, openness to 
foreign investment, no restricted areas for private investment, free capital movements, a 
competitive tax structure, an educated labor force, flexible labor laws, an adequate regulatory 
environment and a strong inhibition of monopolistic behavior. 
 
On these grounds, we paraphrase the report’s recommendation that developing countries should 
use the opportunity of the Doha Round not only to lower the barriers that sap the productivity of 
their economies, but also to take advantage of its transition provisions that allow for longer 
implementation periods to proceed with the structural reforms needed to enhance productivity 
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and competitiveness for a successful opening of the economy. Moreover, such an action may 
induce industrial countries to dismantle trade policies that harm emerging economies.  
 
Gains from trade will not fully materialize without the adequate reforms, and this applies to high 
MICs and Low-Income Countries (LICs) alike. However, the latter may experience higher 
adjustment costs and certainly will need even more critical reforms. The report is therefore right 
about increasing international assistance for poor countries in these areas, especially on the 
supply-side because trade as a global public good is not always adequately internalized. Trade 
infrastructure such as ports and customs, and policy reforms such as lowering tariffs may have 
significant externalities in LICs that call for technical assistance and capacity-building to 
incentive them to undertake further commitments under the Doha Round. 
 
In this respect, we are pleased to read that the Bretton Woods Institutions (BWI) are providing an 
answer to these concerns, as requested during the past DC Spring Meetings. The World Bank 
scaled-up its trade-related activities and doubled lending for trade in the past three fiscal years. 
IFC developed a Global Trade Facility (GTF) to meet trade-related financial needs of the private 
sector in developing countries,4 and the IMF designed the Trade Integration Mechanism (TIM) to 
assist member countries to meet balance of payments challenges from trade liberalization. We 
endorse BWI cooperation in the Integrated Framework of Trade-related Technical Assistance 
(IF) for Least-Developed Countries (LDCs), and agree with staff to enhance it with more 
resources to scale-up the mainstreaming of trade and growth into Poverty Reduction- (PRS) and 
Country-Assistance Strategies (CAS). Moreover, we are of the opinion that every new effort to 
address adjustment concerns from Doha should be handled within the IF and not with the 
creation of new multilateral funds, an opinion that we share with joint Bank/Fund staffs. 
 
There is a case for “Aid for Trade” (A4T) in LICs which we endorse;5 however, while it may be 
a key complement to ambitious liberalization under the Doha Round, it is important to remember 
that it is not a substitute for it and for other needed structural reforms in them. We believe that 
developing countries should not postpone their structural reform agenda since they might be 
postponing potential gains from trade even further. 
 
While trade can be an important engine of growth, growth alone must be substantially 
accelerated in developing countries to reach the MDGs, and a healthy financial sector plays an 
important role to channel savings into investment and make the real economy grow. The trade 
agenda should therefore include the financial sector as well. We thus call on the BWI to continue 
their work in developing, strengthening and deepening financial markets in developing countries. 
 
 

Infrastructure and the World Bank: A Progress Report 
 

                                                 
4 World Region: Report and Recommendation for a Proposed Investment in Global Trade Finance Program 
(GTFP), IFC/SecM2004-0213. 
5 A4T comprises technical assistance, capacity building, institutional reform, investments in trade-related 
infrastructure, and assistance to offset adjustment costs such as fiscal support to help countries make the transition 
from tariffs to other sources of revenue. 
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We are fully supportive of the engagement of the Bank in infrastructure and welcome therefore 
the analysis and information provided in this report. We concur with most of the views expressed 
throughout the document and the recommendations summarized in the conclusions. We only 
would like to briefly emphasize some of the issues and signal some reservations on others. 
 
I. Subsidies 
 
The delivery of public services is primarily a function of the State, and the quality of the delivery 
is usually the yardstick by which an electorate will measure the performance of its government. 
Subsidization is therefore a sensitive political issue, and governments should be left to decide on 
how, to whom and in what amounts should subsidies be paid. 
 
Providers of public services must generate the necessary cash-flow to keep investment in 
maintenance, expansion and technological improvement of them to guarantee a quality and 
disruption-free delivery. This leads to the settlement of tariffs at levels that allow for full cost 
recovery; however, low-income groups in developing countries often cannot afford their market 
price, which makes a case in favor of social subsidies that fill the gap between affordability and 
service delivery. Bank and policymakers should be careful, nevertheless, about the net effect of 
such measures, as subsidies may shrink fiscal room for social spending and other current 
expenses. 
 
II. Fiscal space 
 
We would like to raise a word of caution with respect to the suggestion to increase deficit targets 
to make room for growth- inducing investments since in our view the prime objective of 
macroeconomic stability should not be undermined. On the one hand, public investment, 
especially in infrastructure, may improve economic efficiency and promote additional private 
investment.  On the other, the presence of an increased deficit target without proper institutions, 
fiscal responsibility laws, and adequate project-evaluation methodologies will only crowd-out 
private investment, reduce long-term economic growth, and risk economic sustainability.  
 
III. Sub-national support 
 
Serious practical problems are likely to emerge if the Bank decides to expand its loan portfolio 
by directly accessing governments at sub-sovereign levels. We have strong reservations about 
the Bank’s convenience of moving forward in this direction because of the implications that non-
guaranteed sub-sovereign lending might have for public debt management in client countries and 
the complexity it would add to the Bank’s relationship with them. 
 
Moreover, such a proposal opens the door for new legal and portfolio risks that need to be further 
analyzed. We therefore believe that management and the Executive Board should carefully 
weight these concerns before taking any additional steps. 
 
In contrast, we are supportive of market-based solutions and innovative financial products to 
address the infrastructure needs of sub-sovereign entities such as bond structuring, credit 
enhancements and financial engineering that involve partnerships with the private financial 
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sector or where the risks are transferred to the markets and entities are led into a market 
discipline environment. An example of this can be found in the guarantee syndicated by the 
International Finance Corporation (IFC) to improve the rating of a municipal bond issuance for a 
water project in Mexico.6 Such public-private partnerships offer financial sub-sovereign market-
based solutions without interfering with the spirit of IBRD’s sovereign guarantee lending and 
thereby do not pose risks to sovereign debt management and crowd-in the private sector in 
infrastructure projects. We therefore encourage the Corporation’s municipal team to continue its 
work on such innovative finance. 
 

------------- 
 

                                                 
6 Mexico: Report and Recommendation  for a Proposed Investment in Tlalnepantla Municipal Water Conservation, 
IFC/R2003-0018. 


