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1. – SMALL STATES: MEETING CHALLENGES IN THE
GLOBAL ECONOMY

We are grateful to management for commissioning this carefully balanced report.  We are
convinced not only that the cooperative relationship which already exists between the World
Bank and other organizations should be encouraged and deepened in the immediate future, but
also that such cooperation should be broadened to include additional multilateral organizations.
At a time when financial restrictions are severe and widespread, renewed emphasis on inclusive
and concerted institutional action is clearly both justifiable and appropriate.

We endorse the general recommendation that a special category of small states should not
be created.  Nevertheless, the report is of particular interest to the members of this constituency,
primarily because many of the countries it discusses are our immediate neighbors and share
similar problems.  Unfortunately, the intensity and consistency of our relations has generally not
reflected our geographical proximity.  Often, past history and bilateral trade agreements these
countries have negotiated with their former colonial powers during their recent decolonization
process have posed an obstacle to our relations with them.  We are convinced that the
strengthening of novel, albeit still emerging, modalities for regional integration will – by
expanding trade and interregional cooperation – mitigate some of the difficulties associated with
the globalization process, and compensate in no small measure for the specific problems – and in
some cases relative problems such as geographical distance from their primary markets – facing
these countries.

2. – Heavily-Indebted Poor Countries Initiative

We reaffirm our strong support for the Enhanced HIPC Initiative.  We firmly believe that
it will provide beneficiary countries, including some members of this constituency, with deeper,
broader, and faster debt relief.

While some countries have made or announced substantial contributions we are
particularly concerned that sufficient sources of financing have still not come up.  Although we
could agree with the intention by IDA to provide funds at commitment, to be reimbursed
subsequently by the Trust Fund, the delay by some developed countries in providing bilateral
contributions risks jeopardizing the financial soundness of multilateral organizations, particularly
small institutions operating in the Western hemisphere.

Placing Paris Club creditors on the same footing as non-Paris Club creditors could well
put severe budgetary pressures on some creditors – some of which are, themselves, heavily-
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indebted poor countries – and jeopardize their international reserve position.  This is unrealistic,
and efforts must be stepped up to find ways to finance the costs of creditors experiencing
difficulty making their contributions for debt relief.

Central America offers a concrete example of this situation.  In the interests of regional
solidarity, many bilateral loans have been made in the region to neighboring countries in the face
of particularly adverse circumstances.  In this subregion, one bilateral creditor is also a heavily-
indebted poor country, and in the case of Guatemala and Costa Rica, their share of credits as a
proportion of exports or GNP is the highest among non-Paris Club creditors.  Moreover, the
amount of debt relief required from the Central American Bank for Economic Integration
(CABEI) for the HIPC Initiative represents roughly half of its shareholder capital and net income
for the past 16 fiscal years.  Clearly, then, poverty alleviation cannot be achieved by drawing on
the meager resources of less poor countries.

3. – Update on the IBRD’s Financial Capacity

We are pleased that the recent improvement in the international financial environment,
and the favorable outlook for the future of the global economy have helped to reduce pressure on
the Bank’s finances and improved the quality of its loan portfolio.

           At the same time, we note that estimates of loans and disbursements for FY 2000 have
declined, evidencing a downward trend, which has been under way since 1993.  We find it
paradoxical that in a situation in which – as the President of the World Bank has himself
observed – the global battle against poverty is faltering, the institution is not offering sufficiently
attractive financing options to reverse this trend.  This being the case, we believe it would be
unwise to increase the cost of loans currently available.

          In this connection, we wish to reaffirm the traditional position of this constituency:

� We believe that the concerted effort by multilateral institutions during the recent crisis in
Asia played a crucial role in preventing a more severe crisis in the international financial
system.  Although we agree with management that additional improvements are needed in
mechanisms for monitoring, preventing, and providing early warnings against crises, we
remain convinced that it is vitally important to ensure that multilateral institutions have
sufficient resources to head off future crises.

� We believe that, in contrast with unilateral decisions, the best way to develop a negotiated
and balanced solution is through multilateral negotiations between the developed and the
developing countries.  The worrisome decline in real flows of official development
assistance from the OECD countries should be countered by a general increase in World
Bank capital, or at least in voluntary contributions by countries interested in increasing their
share capital.
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� Against the background of recent successful efforts by the Bank, the measures it adopts to
improve its administrative efficiency are always timely and welcome.  However, we do not
believe that such measures have the potential to generate a significant volume of resources.

4.  Recent Trends in the Transfer of Resources to Developing Countries

       The high volatility of private international capital flows remains a source of ongoing
concern to the members of this constituency.  This volatility suggests that foreign investors have
reacted in the absence of a fair and balanced assessment of economic conditions in the
developing countries and of the actual ability of these countries to meet their financial
obligations.

        This inaccurate perception – the result of insufficient and incomplete data – exacerbates the
domino effect and leads to differential treatment of emerging markets, thereby increasing the
external debt burden of the developing countries. Paradoxically, this will increase the likelihood
that the very outcome it was hoped, could be avoided, – default on debt payments – will in fact
materialize.

       Multilateral organizations have – at considerable financial cost – improved their ability to
cope with short-term illiquidity crises in emerging economies and to avoid speculative
contagion.  Nevertheless, we believe that any improvement in the development and exchange of
information and experience among economic agents can only enhance financial discipline,
thereby yielding a broader and more transparent perspective that will serve as an antidote to
speculative volatility.

        In an environment rife with global turbulence, we welcome the relative stability in foreign
direct investment flows to the developing countries.  However, the enormous lure of certain
Asian countries and their consequent ability to attract investors has left promising opportunities
untapped in other emerging economies, including some Latin American countries.  This situation
underscores the need to encourage urgent institutional reforms that will spur greater domestic
savings and to develop sophisticated financial instruments for domestic capital markets.  We
agree with management that the existence of robust national financial systems within a context
of macroeconomic stability and effective and transparent institutional frameworks constitutes a
powerful deterrent to the volatility of international financial markets.  Such systems should
therefore be deemed to be international public goods, and multilateral support is vital in order to
create and strengthen them.

        Fortunately, the traditional areas of expertise of the World Bank ensure that it is up to the
crucial task of strengthening national financial systems.

       We also wish to reiterate our belief that increased financing to improve the quality of public
goods and the efficiency of infrastructure supporting production is a powerful tool for
stimulating private investment flows to relatively less developed countries.
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5. – The New International Financial Architecture

        The financial crisis of the 1990s, which rocked the economies of no small number of
Southeast Asian countries exposed hitherto unexamined ways in which instability can manifest
itself.  The causes and repercussions of this crisis shifted attention to an approach focusing on
the balance of payments on capital account as opposed to the conventional current account
deficit approach applied by multilateral institutions.  The need to control volatility generated by
financial upheavals in an open capital market environment compelled the Bretton Woods
institutions to adopt a set of preventive measures to minimize the impact of such crises.

        This constituency therefore welcomes the fact that the IMF and the World Bank –
recognizing the impact which, such crises have on growth and wellbeing in generally weaker
economies – have launched a set of actions designed to improve financial management,
particularly with respect to banks.

        The joint approach by these two institutions to a matter that is crucial for improved global
wellbeing in the coming years is the best way to both inform and convince economic agents of
the necessity of ensuring that existing institutions can and must monitor such financial crises
flexibly and forcefully.

        The joint IMF/World Bank Financial Sector Assessment Program (FSAP) was launched to
analyze the basic causes of financial system vulnerabilities in countries most likely to experience
a crisis.  This constituency welcomes the initiative, which will both facilitate a better
understanding of the destabilizing forces in capital markets, which accentuate volatility and
cause crises to spread and help find remedies to mitigate their impact.  To the extent that
resources are made available to deal with crisis situations, a priori understanding and
dissemination of the measures required will enable multilateral institutions to devote more
resources to combating the problems of poverty and human welfare, the basic objectives of
development.

        In addition, coordination and harmonization – processes already under way – with respect
to national accounting and auditing standards, corporate governance, and insolvency regimes
should of necessity enhance financial system efficiency.  To the extent that these efforts foster
improved financial resources management and restore and enhance lender confidence, this
constituency believes that the institutional framework for capital flows will become broader and
more transparent, and that markets will deepen.  The beneficiaries will obviously be the
countries most in need of resources, provided that heir financing costs decline and they enjoy
increased access to such funds.  We therefore unreservedly support the joint efforts currently
being pursued by the IMF and the World Bank.

        Finally, we believe that with a new international architecture based on these fundamental
components, it should be possible to direct resources to the most dynamic sectors of countries
and communities that currently need them most.  This should in turn lead to increased growth
and, consequently, greater wellbeing, for society as a whole.  Insofar as wellbeing is included in
social protection plans – the Poverty Reduction Strategy Papers which the World Bank is
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preparing with governments – the globalization of the world economy and the enhanced
efficiency of the financial system will ensure a more effective and equitable fight against
poverty.


