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COMPREHENSIVE DEVELOPMENT FRAMEWORK

We believe that the Comprehensive Development Framework (CDF) is an effective management
tool. We can only agree with its holistic vision, its search for partnership with other development
agents, the coordination with donors and lenders, the search for comparative advantage in
choosing the leader, its grass-root participatory approach, push for transparency, drive for
accountability, and concern for cost-efficient delivery.

The CDF is a process that requires for nationally owned participatory poverty reduction
strategies to serve as the basis for concessional lending and for debt relief. The CDF is
embedded in the PRSP, and we are hopeful that this approach will prove more successful in
combating poverty than previous strategies.

The CDF is also being adopted by some middle-income countries as a way to establish
development programs and priorities consistent with their needs and expectations. The
international community has responded with equal concern. Today many organizations, such as
the UN agencies, OECD/DAC�and others, like regional development banks�have expressed
their support to build partnerships and better coordinate their efforts.

Democratic systems of government have spread worldwide, and civil society is gaining ground
and a more prominent role in the expression of a development vision and conveying local
conditions. Many NGOs are instrumental in identifying needs and may be very useful in the
delivery effort. But on the other hand, they cannot be considered a surrogate for the development
effort.

It is very important for the coordination and partnership agreed between the top echelon of
development agencies and Banks to trickle down and permeate the technical staff of those
institutions. There seems that a lot still needs to be achieved at that very important level.

Ownership can be assumed when there is leadership, civil society participation and institutional
capacity to implement programs and projects. Public administration and private organizations
have to improve their structures and profiles in order to deliver and better help low-income
groups.

Little will be achieved with weak institutions and implementation failures. Institutional capacity
has to be strengthened to take full advantage of the Bank�s programmatic lending. The initial
conception of the programs might be very good, but implementation and follow-up are crucial.
The capacity to anticipate problems related to delivery is of great importance. The sooner this
capacity is developed in the countries, the sooner the international community will be able to
channel resources more efficiently. However, the process of institutional building is difficult and
time-consuming. It should no be imposed, and local brainpower should be brought to the fore in
its development.

The main engine for poverty reduction is economic growth. Distortions affecting investment
have to be eliminated in order to produce more and create more jobs. Stability is a necessary
condition, as is the rule of law. International trade can make a very significant contribution to
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poverty reduction and, therefore, market access by the more developed countries should not be
restricted or hindered by high tariff and non-tariff measures.

The international community, including multilateral institutions and bilateral donors, has arrived
to the conclusion that its assistance can only be formulated and delivered in a coordinated
manner. Comparative advantage and selectivity should gear assistance, allowing each to play an
important role and make an effective contribution.

There is a compelling need to harmonize Bank�s policies and procedures, especially in the fields
of procurement and financial management, to avoid cost increases in doing business with the
Bank. The adoption of one set of policies and rules for everyone could be the solution; the
untying of aid has also being proposed, but fiduciary problems have to be resolved beforehand.
Having said that, it is also important to stress that each institution has to be prepared to assume
this new responsibility and to be more responsive to the real needs of poor people. This will
allow the forging of strategic partnerships, which are essential for the CDF.

Even before the CDF was launched by the World Bank and IMF, Bolivia was already embarked
--with a long-term vision and mid-term strategy-- in the implementation of an action plan
focused in poverty reduction. The country has taken substantial steps within the CDF and is in
the course of a successful implementation.

We believe that the CDF is an effective management tool that will help developing countries
achieve their goals.

HEAVILY INDEBTED POOR COUNTRIES (HIPC) INITIATIVE AND POVERTY
REDUCTION STRATEGY PAPERS (PRSP)

On September 1999 an enhancement of the HIPC Initiative was adopted, aimed at accelerating
the delivery of its assistance and linking debt relief more firmly and transparently to poverty
reduction. As a consequence, the pace of implementation has hastened and many more countries
have reached their decision and completion points. Others have had their debt data analyzed in
order to assess their sustainability and eligibility for the Initiative. In that sense, it can be
concluded that the Initiative is well on its way to achieving its objective; the final conclusion will
depend on how some related aspects evolve.

Initially, the entry requirement was a proven record of at least two years of programs of
adjustment and reform supported by the IMF and IDA. This requirement worked as an incentive
to adopt adjustment programs supported by IDA and IMF. However, experience showed that
only few had started programs supported by the Bank and IMF. It would be more effective to
treat those countries that still need to meet this entry requirement on a case by case basis within
the enhanced HIPC framework. Once they embark on programs in the context of their PRSPs,
they can still adopt programs supported by the Bank and IMF.

The Initiative has changed its completion point from a fixed three-year track record to a floating
one, allowing countries to reach a completion point when they have in place a final Poverty
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Reduction Strategy. Also, it is the assessment of particular outcomes rather than the length of the
track record that will establish the completion point. If the reform agenda is overloaded, the
needed debt relief might be postponed, creating conditions that would make it even more
difficult to reach a completion point. The interim relief given after the presentation of an I-PRSP
can mitigate this process, but does not correct it altogether.

One of the main purposes of the Initiative was to resolve the debt overhang of poor countries and
to ensure their debt sustainability. The weakening of commodity prices since 1997, combined
with a sharp increase in oil prices, adversely affected a large number of HIPCs that rely heavily
on commodity exports and petroleum imports. It also affects macroeconomic stability and the
preservation of a good track record for qualification under the HIPC Initiative. The continuance
of sound economic policies is a must, including timely adjustment to economic shocks, prudent
debt management and adequate financing on appropriate concessional terms. But in those cases
such a policy also entails action by donor agencies to provide financing for expenditures on
poverty and development projects.

The participation of multilateral creditors is important, as is the participation of developed
countries, in particular those who launched the initiative. Also, the specific situation of IDA debt
relief has to be looked at more closely, since the HIPC Trust Fund is required to reimburse IDA
for the debt relief projected to be provided up to 2005. Beyond 2005, donor funding will be
needed to further reimburse IDA for the forgone debt service on IDA credits.

Countries have responded positively to the requirement that nationally owned poverty reduction
strategies (PRSs) serve as the basis for debt relief under the enhanced HIPC Initiative. But most
country documentation to date has been in the form of interim PRSPs, the minimum
requirements for a commitment on the part of the authorities to poverty reduction. An important
element of a poverty reduction strategy is tracking poverty-related public spending; it requires
improvements across budgetary and financial management practices. A full PRSP should
integrate a fully budgeted poverty reduction strategy into a consistent macroeconomic
framework.

UPDATE ON IBRD FINANCIAL CAPACITY

The demand for lending has slowed down significantly since the Development Committee
discussed the summary report on IBRD�s financial capacity during the 1999 Spring Meetings.
The main reason for this development was an unexpected and faster global economic recovery
that contributed to restore the access of emerging countries to international capital markets.  This
relieved the potential demand for Bank sources, and at the same time the level of lending for
both IBRD and IDA in FY00 resulted lower than projected.

In the current period, the recent steady improvements in the equity-to-loan ratios through higher
allocation to reserve, and the revision of total loan loss provisions in FY00�from  3.0 percent to
2.8 percent of loans�mean that actions are being taken more effectively, with a greater
beneficial impact on maintaining the risk-bearing capacity of the Bank.
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Nevertheless, in the long term the evaluation remains the same, the inflexibility of the capital
structure limits the Bank�s ability to respond to a potential crisis situation. The debate may deal
with, among other things, an increase in capital and/or loan charges. The timing for the final
debate is uncertain but some preventive actions and continued discussion might be appropriate.

INTERNATIONAL FINANCIAL ARCHITECTURE

A crisis always opens an opportunity for learning. From the recent financial crises we have
learned that transparency, timely disclosure, proper financial supervision and the involvement of
the private sector in forestalling and resolving financial crises were among the most relevant
issues to be tackled by the international community.

These elements are now part of an extensive agenda to consolidate a reform of the international
financial architecture. An effective judicial system, a reinvigorated corporate governance
strategy and sound accounting and auditing practices, together with good structural and social
policies, are of paramount importance to reinforce financial systems around the globe and to
harness the benefits of globalization. These issues are also within the main purpose of the World
Bank�s efforts against poverty. It is the same groundwork that put in motion our strategy for
economic development and poverty reduction, which reveals that financial stability rests on
vigorous economies.

Financial integration is at the heart of the globalization process. To enhance capital markets is,
per se, a developmental issue that is intimately related to other important areas, such as trade
liberalization, market access, labor and product market rigidities. During the last decade, the
flow of private capital exploded because developing countries were growing and, as a result,
investment returns skyrocketed. Yet, small increases in the efficiency with which the flow of
private capital is allocated in the economy have enormous social benefits. In our view, a sound
financial system is therefore needed to support a competitive economy based on competitive
markets. But that is not all. We must also complement our efforts by widening our strategies to
achieve trade liberalization and to enhance market access.

To achieve those goals the World Bank must rest not only on its own experience but on the work
being implemented by its peers as well. The synergies with our partners help in avoiding
duplication and providing a more powerful set of recommendations to achieve financial stability
and sustainable economic growth.

The diffusion of best practices helps crisis-prevention efforts. The World Bank is rightly using
the comparative advantage of the International Monetary Fund (IMF) in Surveillance; of the
OECD in Corporate Governance; and of IOSCO in Accounting and Auditing. The usefulness of
the IMF�s Special Data Dissemination Standard, as well as the contribution provided by the
Code of Good Practices on fiscal transparency and the Code of Good Practices on transparency
of monetary and financial policies, are not to be underestimated. These codes and standards
constitute by themselves a robust set of crisis-prevention proposals to cope with the social
effects of financial distress while providing strong policies and promoting international
cooperation. We believe that the role of the World Bank Group in strengthening the financial
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system through the implementation and diffusion of standards and codes is a key aspect of the
wellbeing of humankind.

The most important step that the international community might take towards preventing crises is
to encourage sound domestic policies to reinforce the market-based regulations of financial
systems and to strengthen enforcement codes. Moreover, it is very important for the exchange
rate regime to be consistent with the monetary and fiscal policies, to minimize flow and stock
vulnerability.

The Bank document does not put enough emphasis on enforcement. Enforcement is one of the
most important problems we face today in emerging economies; credible means of contract
enforcement are at the base of good financial systems. Enforcement mechanisms can only be
effective when property rights and corporate laws are strengthened, bankruptcy codes are
effective, and officials unconstrained to apply the law.

There is much left to be done, especially in terms of the development of best practice on
insolvency regimes and the social dimensions of crises. The challenge is how to set measurable
benchmarks for general principles and how to make them operational in the context of Bank
operations. In sum, market performance, volatility and instability are linked to the progress made
on standards that involve public as well private institutions.

The World Bank should restrict itself to using its comparative advantage and to monitoring only
the standards and codes falling within its specific domain. So far the experience arising from the
Bank�s joint work with the IMF on surveillance is providing an opportunity for regulatory and
supervisory agencies to advance on capacity building.

We would like to reiterate our position on standards and codes: the role of assessing standards is
not helpful in isolation. An overall assessment of observance of standards should take into
account the circumstances of the country; the task is idiosyncratic by nature. As an example,
there are economies showing high scores in standards but with structural weaknesses that may
affect the financial sector and make them highly vulnerable to crises.

The Financial Sector Assessment Program (FSAP) should encompass Reports on Observance of
Standards and Codes (ROSC). Effective implementation depends on the stage of expansion of
the financial sector and the development of its capital market. By assessing weaknesses in the
financial sector, the FSAP is the natural framework for the assessment of the observance of
standards. The latter should be considered a tool to assess vulnerability and developmental
issues. For that reason, we hold to the idea of conducting FSAPs together with ROSC modules.

Today the international community is broadening and consolidating the agenda of the
international financial architecture. In this setting, strong regulatory frameworks for financial
institutions, both in emerging and advanced economies, are of utmost relevance, particularly in
lending operations to highly leveraged institutions (HLIs).


