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Attacking the problem of poverty at its roots

A global economic recovery is taking hold faster than expected but there is a risk that its benefits
will escape those countries where poverty has deeper roots. A major mobilization effort is
needed to ensure that the growth dividend is not wasted but can be used most effectively to
regenerate economic and social development in the poorest countries. Without prompt action and
support from the international community, a large share of the world population will be bypassed
by the benefits of globalization.

In the year 2000 a comprehensive initiative aimed at providing debt relief to some of the poorest
countries has attracted worldwide attention. The objective of the enhanced debt reduction effort
is to offer the opportunity for a fresh start in the fight against poverty to countries whose
development prospects are undermined by an unsustainable debt. These countries will be able to
use the resources released by the debt reduction initiative for programs targeted to poverty
alleviation.

The HIPC Initiative considers essential to provide debt relief to the countries which show a good
performance, since only the adoption of sound policies can secure them a permanent exit from
the debt trap. Besides, were it not linked to good performance, the provision of debt relief would
be inequitable with respect to other poor countries that have followed good policies and have
maintained their debt on a sustainable level.

The provision of debt relief is dependent on the adoption by the recipient countries of a
comprehensive program for directing resources freed up from loan payments into productive
poverty-reducing investments and services. The country-driven Poverty Reduction Strategy
Papers developed with the participation of civil society and the assistance of the Bretton Woods
institutions provide an integrated framework linking macroeconomic, structural and poverty
alleviation measures for delivering lasting results in growth, poverty reduction and stability.

The World Bank and the IMF are engaged in a cooperative effort in assisting countries in the
designing of effective and comprehensive poverty alleviation programs. The two institutions
may play a useful role in helping solve potential conflicts when reform programs imply difficult
decisions and coordination problems.

While the initiative is already underway, the question of financing remains still unsolved and
may threaten the implementation of the debt relief program. The success of the enhanced HIPC
initiative will depend on the full participation of all creditors and the availability of adequate
funding as well. The multilateral institutions should  maximize their contribution consistently
with the need to preserve  financial integrity.

Italy has strongly supported the initiative for alleviating the debt of the poorest countries. In the
past we have bilaterally provided very generous amount of debt relief. A draft Law currently
under Parliamentary exam contains unilateral measures that will raise the value of the debt Italy
has cancelled to over 3 billion dollars. The Law will also enable us to cancel all aid credits to
countries hit by natural disasters which face difficult humanitarian emergencies. In the last
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Annual Meetings we pledged a $ 70 million contribution to the HIPC Trust Fund in support of
poverty alleviation programs implemented by the Multilateral Development Banks.

We must remember that HIPC initiative is only a part of the needed effort to attack poverty
worldwide. There are poor countries that do not qualify for relief under HIPC, and there are poor
people in countries with higher average per capita income levels. These include largely
populated countries such as China and India which are experimenting growth whose benefits
have not reached all strata of population and Eastern European countries whose outstanding debt
is modest since the deterioration of their economic conditions is a relatively recent phenomenon.

Since poverty is a multidimensional phenomenon and its roots can be highly diverse both
between and within countries, we need a multifaceted strategy to address poverty in different
circumstances and to respond to changing needs with the appropriate instruments. The main
components of the development agenda for the near future will need to put emphasis on market
opening and the integration of developing countries in the global trade and financial system.
Countries should achieve a higher quality of growth through investment in the social sector,
particularly health and education. In all these areas a key role can be played by the multilateral
institutions with the World Bank in a leading position.

Trade and development

When accompanied by the complementary institutional, human capital and infrastructure
development, the global trading system can make a major contribution to growth and poverty
reduction. Improved market access and more balanced rules can help poor countries boost their
exports and foster their integration in the global economy, thereby complementing the initiative
for the reduction of the debt. The international community is called to act on both the numerator
and the denominator of the debt-to-export ratios that measure the sustainability of the debt in
these countries.

We believe that the trade dimension should become an overarching theme in the development
agenda. Particular attention should be given to supporting countries in implementing trade
reforms and addressing the social implications of trade liberalization. The multilateral
institutions need to intensify their cooperation in assisting countries to fully integrate trade
policies in their growth and poverty reduction strategies and building up trade-related
institutional capacity in line with their respective mandates.

The World Bank has a clear operational role in integrating trade issues in its development
assistance programs. Work should be focused on strengthening supply capacity in export-
oriented sectors by improving infrastructures and the provision of trade-related services and
stressing the links between trade reforms and social, human and environmental concerns.
Countries need advice on issues related to participation into regional trade arrangements
including work on cross-border facilities and custom regulations and administration. The Bank
can also assist developing countries in trade negotiations by enhancing their capacity to
participate in the debate on the global trade regime.
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Health and education

Lack of education and diffused illness go hand in hand with poverty. Their combined effect
weakens the labor force, reduces human capital and permanently lowers the growth potential of
developing countries. The development agenda needs to give priority to investments in these
areas with a view to making education affordable to the poorest and to upgrade and improve the
existing health facilities. Only a concentration of efforts from all sides can help developing
countries generate the resources required to reduce the gap with more prosperous nations. The
International Financial Institutions and Developmental Agencies are called to assist countries in
creating the necessary domestic conditions for attracting private investment, by identifying
instruments and mechanisms for an innovative and more effective approach in these fields.

The HIV/AIDS epidemic is advancing fast in many developing countries. Its economic
consequences can be devastating especially for the less advanced regions, since the poorest are
the most exposed to the disease and are also those who suffer most from the spreading of the
epidemic. A prompt and decisive action is needed first in the countries themselves to increase
awareness and open discussion of the issue, to make prevention and education a priority in
public expenditures, to provide assistance to the ill, to sustain the community-oriented approach
to curing the disease. The international community can contribute by financing efforts for the
development of vaccines and for making drugs and medicines more affordable to low income
countries.

The World Bank is actively engaged in the fight against HIV/AIDS. Assistance to developing
countries in this area has become a priority in the recent years and has been integrated in the
lending and consultative activities carried out at the regional level. We encourage the Bank to
step up the collaboration with other multilateral organizations such as UNAIDS and WHO to set
up partnerships aimed at mobilizing financial resources for funding the research on a vaccine
and for helping bring down the cost of drugs for major disease in developing countries.

The financial architecture

The experience of the past year has shown us that financial crises in developing countries have
deep and widespread effects that can nullify the gains achieved in decades of growth. The
international community has embarked in an effort to strengthen the financial architecture and to
make the international financial system more resilient to shocks, with the contribution of, among
others, the multilateral institutions according to their areas of responsibility.

The World Bank is an active participant in this endeavor. We support the extension of the
financial sector assessment program carried out jointly by the Bank and the Fund to monitor on a
regular basis, identify and address vulnerabilities in countries' financial systems. We encourage
the Bank to continue the work undertaken in collaboration with other relevant international
bodies for developing standards and codes of best practices for corporate governance, accounting
and auditing, insolvency regimes, and social protection.
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The financial capacity of the Bank

For the Bank the intensification of the efforts aimed at implementing the debt relief initiative is
compounded by the need for stepping up activity in crucial areas such as trade, social policies,
health and education for faster progress towards poverty reduction. A financially healthy and
strong institution is needed to meet these challenges.

Although the financial capacity of the Bank remains sound, the room for maneuver is
constrained and the ability to respond to future crisis may be limited. We need to look with an
open mind frame for ways in which the risk-bearing capacity of the Bank can be strengthened
and take advantage of the favorable conjuncture to start exploring all feasible options to build up
financial headroom for the future.


