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At the outset, let me thank Mr. Wolfensohn and Mr. Michel Camdessus for their
insightful observations on the World Economy.

Though the worst of the financial turmoil is over, it is discouraging to note the
steadily declining trend of net long term capital flows to developing countries.  The
environment for capital flow still remains difficult and uncertain.  Developing
countries’ access to the international capital market remains to be limited and a
number of steps remain to be taken to boost the confidence of various players in the
market.  We appreciate the positive and bold steps taken by President Jim
Wolfensohn during the last two years in meeting the global challenges thrown up by
the financial turmoil.  The Bank stretched itself and responded quickly and
adequately to meet the wide ranging emergency and long term needs of the countries
in difficulty.

H.I.P.C.
We are happy to note that the Bank has come out with an enhanced HIPC

framework providing deeper, broader and faster debt relief to HIPC countries and we
extend our full support for the same.  However, we hope that the developed countries
will contribute additional resources generously in meeting the cost of enhanced HIPC
initiative.  The burden sharing should be wholly and proportionately distributed
among all the developed countries.  This will be in line with the spirit of the report of
the G-7 Finance Ministers to the Koln Economic Summit.

The transfer of resources from IBRD Net Income should be avoided since that
can only be at the cost of financial integrity of the World Bank or reduced availability
of funds for development and poverty alleviation.  Already substantial part of the net
income has been diverted even against the will of the developing countries.

We fully support the demand for enhanced relief to facilitate poverty
reduction in vulnerable countries. However, it is equally essential to ensure support
and encouragement to other developing countries that are regularly meeting the debt
service obligations irrespective of their difficult circumstances.

Any funding to the enhanced HIPC should be based on sound principles of
additionality and equitable burden sharing and at the same time ensuring the financial
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integrity of the World Bank Group.  This is a challenge to the international
community and we believe the industrialized countries will respond positively and
adequately, in time.

We welcome the proposal that debt relief should be linked to poverty
reduction.  Poverty and inequality are on the rise.  The financial crisis in East Asia,
Russia and Latin America during the last two years has also dealt a severe blow to
global efforts to reduce poverty.  We consider that all available resources must be
effectively used to achieve the goal of poverty reduction and the HIPC debt initiative
cannot be viewed in isolation.  We also believe that the overall strategy to be adopted
to reduce poverty in a country should be best left to the country concerned.

The Bank’s willingness to build its poverty reduction strategy on the existing
framework within each country to revolve around a clear set of outcome oriented
goals is a welcome feature. While we have no hesitation in involving the civil society
in formulation, selection and monitoring of outcome indicators, we are confident that
such involvement can be fully secured through democratically elected institutions.
This can be facilitated through decentralization of decision-making to local
democratic institutions.

IBRD Capital Adequacy

As reflected in the April Communiqué of the Development Committee,
Ministers had asked for balanced options for maintaining and supporting the financial
capacity of the institution.  In our statement at that time, we had cautioned against
interventions which undermine the financial integrity of the Bank, and urged for
appropriate burden sharing options. We appreciate the complexities involved and the
difficulties of the process, but believe that a clear time frame needs to be set for a
decision in this regard.  The demand for Bank’s resources will continue to be large
even in the absence of another immediate crisis since the Bank has to respond to the
challenge of meeting the poverty reduction goals set out before it. This will call for
large resource being mobilised.  Internally also, the demands on income have been
increasing with the result that resources that could potentially have strengthened the
institution’s capacity to bear risk have been transferred to meet other preferences.  In
this scenario, it is essential that the capacity of this institution is strengthened.
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While several options are under consideration, we consider that a
comprehensive resolution of the issue of strengthening the financial integrity of the
Bank would require either an increase in loan charges, or a General Capital Increase
(GCI).  We exercised the former option last year. At that time, while seeking a
balanced solution, we had supported the idea of Mr. Wolfensohn to set up a Trust
Fund to be funded by the developed countries in order to assume some of the burden.
Such a step would enable us to increase the reserves, and in turn,  improve the risk
bearing capacity of the Bank.  However, so far not much progress has been made in
this regard.

As an institution of a cooperative nature, it is necessary for it to adhere to the
principles of equity. An increase in loan charges, which would increase the burden for
IBRD borrowers, would not, in our view, be equitable. On the other hand, a GCI will
be a more equitable decision, and will send out a strong and clear message of
shareholder support for the institution.  While we understand some of the concerns
expressed by other colleagues, we believe that this would be the appropriate response
to the present predicament.  The process of a General Capital Increase is time
consuming.  We therefore, urge that the process be initiated as soon as possible.

The New International Financial Architecture and the Role of the
World Bank

The need for a New International Financial Architecture has essentially arisen
in response to a broad set of developments.  Globalization and economic integration
have ushered in an era of fresh promise. They have also posed serious challenges to
developing economies and enhanced the role of the private sector and the civil
society. This brings into focus issues of institutional reform, governance,
transparency, and participatory models of development.  The new framework is
essentially a recognition of these changes in the priorities.  In defining the Bank’s role
in contributing to the new Financial Architecture, we would urge that the framework
of assistance should be consistent with its mandate, resources and comparative
advantage.  The Bank had responded, though on an ad hoc basis, speedily during the
recent crises.  We however, suggest that firm and transparent criteria be established to
define the Bank’s role in future crises.  In this regard, it is also important that we
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avoid a one-size fits all model, and instead recognize the specificity of local
circumstances and capacities, in tailoring our interventions.

There is little doubt that the Bank has not only played a leading role in the
international response to the crisis, but has institutionally identified many of the
underlying causes that led to the crisis and the lessons learnt.  It would be appropriate
at this stage to reflect on the post crisis experience, and draw lessons from the work
done. The issues of local ownership, capacity constraints and state of preparedness of
clients have clearly emerged as important factors for consideration.  There are also
emerging concerns that signs of early recovery could lead to a sense of complacency
in respect of corporate and financial sector reforms.

 The ongoing financial crisis has added new dimensions to the issue of social
policies.  We recognize their importance within the overall development effort.  The
World Bank, in collaboration with other partners, should help its member countries
implement these principles based on its comparative advantage.  However, this effort
should be realistic and in accordance with national priorities.  It should be recognized
that the main reason that developing countries lag in achieving reasonable social
development is because they need to satisfy conflicting demands that are made on the
limited resources available with them.  In that context, the bank has an important role
to play in leveraging and providing resources and knowledge that will enable
members implement these principles successfully.  It should be noted that during our
Spring discussions, the Bank was expected to help countries mobilize resources to
implement these principles.  We encourage the Bank to continue with that effort.

Developing Countries and the International Trade Agenda
We recognize the work of the World Bank towards helping developing

countries strengthen their trade sector. This is very much in keeping with the
institutional mandate, since trade is inextricably linked to development and poverty
reduction objectives.

Trade is integral to the process of globalization. A number of steps have been
already taken by the developing countries to increase their share of global trade,
particularly in the context of the Uruguay Round.  As we enter the new millennium,
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the basic profile of trade itself will undergo change.  Reforms and opportunities have
led to financial and economic integration.  Advances in technology and
communications, along with institutional innovations have altered the way businesses
are conducted, apart from the fact that the services sector is becoming increasingly
important.  These changes have introduced an era of both challenge and opportunity
for developing economies.  And in this regard, the Bank has an important role to play.

In the immediate context of the forthcoming trade discussions, developing
countries need to prepare themselves to safeguard their interests and ensure that they
fully realize the benefits that were expected to accrue as a result of the obligations
assumed in the Uruguay Round. The developing countries also need to carve out
opportunities for themselves for trade development. But as noted in the document,
there are institutional and capacity constraints that will hinder developing countries in
this task.  The Bank, as a development partner, as well as a research center, should
target its resources in helping members address these requirements particularly in the
areas of policy, regulatory reforms, institution building and through specific
investments directed at development of the trade sector.  Furthermore, the Bank
should use its knowledge base to help countries garner their competitive advantage
through strategic planning and investments.

*****


