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An expanded development agenda

This year, the rate of growth of the world economy is projected to reach record levels and
world trade to expand at a rate more than double that of economic activity. However, together
with persistent vulnerabilities in international financial markets, the recent acceleration of
globalization has raised new risks and challenges that policy-makers need to confront. The
increase in the demand for commodities and in particular of crude oil has brought about a sharp
increase in prices.  The surge in crude oil prices will further negatively affect the situation of
some of the poorest countries. Furthermore, the social and human costs of the recent crisis have
been huge and will take long to be reabsorbed, while some of the poorest countries have only
marginally been touched by the exceptional expansion of the world economy.

This situation requires a strengthened collective action in the area of global public goods:
orderly financial conditions, open and equitable trade, protection from infectious diseases,
preservation of the environment.  The time has also come for a thorough discussion of the role
the World Bank and the other multilateral development banks can play and the instruments they
can use in order to more effectively alleviate poverty in developing countries.

Focusing on the provision of global public goods

International trade and global integration always bring substantial benefits in terms of
greater investments, better allocation of resources and more efficient production. However, they
also give rise to a number of cross-border externalities, both positive and negative, which require
collective action, since merely local or domestic responses are often insufficient or inadequate.
The issue is certainly not new.  The first problem is the distribution of the advantages.  Some
countries benefit more; some less; some may even lose from sudden liberalization in certain
areas or sectors. At the same time, new  phenomena with their specific risks arise.  The
revolution in the digital and bio-technologies, while offering great opportunities, gives also rise
to new categories of cross-border vulnerabilities, and may widen the gap between rich and poor
countries.    In the area of infectious diseases, great progress has been achieved in the last
century, but new threats, like AIDS, may put at stake the development perspectives of most
countries in Sub Saharan Africa.

A strong commitment for joint action in the area of global public goods, by all the parties
involved, is of great value. The mechanisms for international co-operation among different
institutions should be improved and all the parties involved, including the donor community,
should stand ready to contribute to a greater international effort aimed at responding to the
greater demand of global public goods.

The World Bank has an important role to play in this area. This requires that its
operational practices evolve from a country-based approach to greater emphasis on a regional
and global purview. This can be done without putting at risk its identity as an institution catering
to the developmental needs of borrower countries. Furthermore, the Bank should make an
increasing use of policy advice and technical assistance, as part of a process to define mutually
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agreed policies among different countries rather than to set conditions complementary to the
loans and grants provided.

Greater involvement of the World Bank in the area of global public goods should  be
accompanied by a parallel, strengthened participation of other international institutions.  For
some global public goods, the primary responsibilities rest with UN organizations other than the
World Bank. Clear rules governing the interaction of different international institutions are
required and coordination mechanisms should be established to ensure cohesion and resolve
possible conflicts of competence. Important progress has been made in clarifying the division of
labor on financial sustainability issues between the World Bank and the IMF. Further steps are
needed to improve the coordination between the World Bank and the other regional development
banks and between the multilateral development banks and the UN agencies.

Financing global collective action requires a commitment from all the parties involved
and an innovative drive in the design and implementation of funding policies. For the World
Bank, given its presently more favorable financial situation, there is some scope for a limited
expansion of its grants program, which will have to be decided in the yearly income allocation
discussions. Grants can be a useful instrument to leverage partnerships and fund activities whose
returns may be greatly deferred in time or highly uncertain. We will however defend the
principle that any additional provision of grants should be delivered only when and if it is
consistent with the need to preserve the financial integrity of the institution.  In part, also IDA
credits can be redirected to the area of global public goods, when they are strictly complementary
to the poverty reduction objective of IDA programs or when they can be instrumental in
mobilizing other market and public participants in these programs. Another possible instrument
is the creation of dedicated trust funds, which in the Bank experience have been a useful tool to
mobilize and prioritize donor resources. Furthermore, as in the case of vaccines and
immunizations, the creation of specific trust funds has helped mobilize contributions by
foundations and the private sector.

Let me finally stress one point. Global action in the area of international public goods
cannot be successful without the full and convinced participation of individual countries. This
action should not be viewed as an imposition of the international community on developing
countries or as a concession of the latter to the former, since in most cases the greatest benefits of
joint action in this area accrue to the developing countries themselves. Therefore, it is in the
ultimate interest of each individual country to undertake policies consistent with the need to limit
or internalize, on the basis of mutually agreed schemes, cross-border externalities. Global
concerns should be aligned with countries' priorities and should be embedded in sound national
programs. Needless to say, the private sector should be directly involved in any effort to fully
cope with the international externalities.

Main areas for Bank activity in global public goods and trade

The Bank should intervene only in those areas where there is a clear impact on
development and poverty reduction and where it can best exploit its internal expertise. These
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include financial stability and good governance, trade, the prevention and cure of infectious
diseases and other health hazards, the environment, the sharing of knowledge and information.

Financial stability and good governance

International financial stability requires that each country strengthen its domestic
financial system. An extension of the financial assessment exercises jointly conducted by the
Fund and the Bank is necessary to verify compliance with internationally agreed rules and
standards. It is also crucial to complete the work carried out by the Bank in co-operation with the
IMF on developing guidelines for public debt management and supporting countries in building
the infrastructure for primary and secondary markets of government securities.

Poor governance, corruption, and financial crimes represent major obstacles to
development. Special attention needs to be paid to cross-border financial abuse, including money
laundering, which can hamper the correct functioning of market mechanisms, distort
competition, and undermine the integrity, efficiency, and stability of entire sectors of the
financial system.  The IFIs should give explicit consideration to policies aimed at curbing
financial crime and to compliance with internationally recognized supervisory and anti-money
laundering standards. The World Bank can play a significant role by including this issue in the
policy dialogue with borrowing countries and by assisting them in building institutional
capacities necessary to comply with the international recommendations.

Trade

A crucially important global public good is a system of trade rules and infrastructures that
can ensure the extension to all of the benefits of globalization.

It is necessary to soon launch a new round of trade negotiations within the framework of
the WTO, which would open international markets to the products manufactured by the poorest
countries.  World Bank support to facilitating market access for developing countries' exports,
together with the removal of trade barriers to their exports, would give these countries a real
opportunity to reap the benefits of globalization.

Health

The World Bank can greatly contribute to fight the spread of AIDS and other
communicable diseases in many developing regions. The recent decision to increase the Bank's
capacity to support investment in HIV/AIDS, malaria treatment and vaccines is an important step
in the right direction. Greater leverage of resources can be achieved by strengthening
partnerships and collaboration with other international institutions, such as WHO, multilateral
and bilateral donors, and the private sector, or by supporting initiatives like UNAIDS.

Environment

The Bank should step up its efforts to promote cleaner energy development, investments
in renewable energy and energy efficiency, and bio-diversity conservation programs. There is a



4

need for greater alignment between countries' sectoral investment projects and overarching
environmental sustainability goals.

Knowledge

The Bank with the donor community and the private sector, should devise strategies that
would allow the poorest countries to gain wider and deeper access to new information
technologies.  The priority is to significantly improve their connections with the rest of the
world, and their ability to generate and disseminate information.  An important role for the Bank
is to support countries in developing policies aimed at mitigating possible risks arising from the
application of the new technologies.  Since this area is relatively new for the Bank and the
development community, a careful analysis of the strategic implications of the various initiatives
should be undertaken, before embarking in any new major program.

Growth and poverty reduction in lower-income countries

The question of how to improve the assistance we give to the poorest of the poor should
be a primary concern of the international community.  Poverty reduction policies presently rest
on two pillars. First, the HIPC Initiative, which relieves countries of the burden of unsustainable
debt freeing up resources that can be redirected into programs aimed at improving human capital
and bettering social conditions. Second, official development assistance, whose structure,
objectives and instruments are being reassessed in order to increase the effectiveness of
developmental programs.

The new framework of the HIPC initiative approved last year is being implemented and it
is expected that up to 20 countries will qualify for assistance by the end of the year, for a
combined debt service relief commitment well above $ 30 billion. The Italian Parliament has
recently approved legislation allowing the cancellation of outstanding credits for up to $ 6 billion
in the next three years. Italy is committed to provide $70 million to the HIPC Trust Fund. The
improvements brought to HIPC countries by the debt relief initiative can only be sustained in the
presence of a credible commitment to good macroeconomic and structural policies. Low
inflation and sound fiscal policies are essential preconditions for growth and ultimately for
poverty reduction. They should be accompanied by appropriate structural and social policies.
Continued attention to the quality of the policies adopted by these countries is needed to ensure
that the benefits derived from debt cancellation are maximized and that the conditions which in
the past led to an unsustainable debt are permanently removed.

A radical shift in the way aid is used to promote development is needed in order to
overcome the shortcomings of traditional assistance mechanisms.  The Comprehensive
Development Framework approach, recently launched by the World Bank, emphasizes
institution building, a transparent and rule-based policy-making, an active participation of the
civil society, and better coordination within the donor community. The new programmatic
adjustment-lending instrument (denominated Poverty Reduction Support Credit) which is being
developed by the Bank could be a useful tool to implement the CDF and support poverty
reduction strategies in IDA-eligible countries. The new tool will complement the IMF's Poverty
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Reduction and Growth Facility and allow a better coordination between the Bank and the Fund.
More work is needed to clarify a number of issues, including the division of labor with the Fund,
and the relationship with other Bank instruments. It will also be important to assess how to
synchronize the activity of the Bank with the budget process of borrowing countries, without
appearing as interfering into a process which should be fully owned by the countries themselves.

Providing assistance to middle-income countries

In the past decades many emerging economies have benefited from greater trade and
financial integration, thereby succeeding in raising the incomes level and standard of living of
the population. It has been argued that the Bank has outlived the era when the major function of
the institution lay in providing capital and resources to the developing countries to fill their
savings gap. Nowadays, an overwhelming share of the funds directed towards these countries
represents private sector investments.

However, the improvements in these countries have been uneven and a large part of their
population still lives in dire poverty. While many developing countries have become increasingly
able to raise funds on private financial markets, some countries still have very limited or no
access to capitals. Certain sectors, particularly those related to social investments that are
essential to poverty reduction and to better quality of life, do not attract sufficient private capital.
Furthermore, the flow of private funds towards these economies can be discontinuous and
subject to wide fluctuations and sudden crises. The impact of these crises is most strongly felt by
the weakest segment of the population.

The World Bank could still play an important role in correcting imperfections and
harnessing market forces for poverty alleviation in these countries. There are large areas in
middle-income countries with depressed economic conditions and significant pockets of poverty.
The Bank should focus its assistance on social services, governance and institution building, and
in those infrastructure sectors, such as transport, where private investors are more difficult to
attract.

Appropriate mechanisms for providing assistance at the time of crises should also be
explored. The Bank's role should be clearly differentiated from the interventions of the Fund and
focus on social and structural areas. Furthermore, while the present financial situation of the
Bank has greatly improved, the capacity of the institution to respond to a major financial crisis is
still severely limited.

In addressing the issue of how to assist middle income countries in fighting poverty, the
Bank should undertake a thorough assessment of the financial instruments at its disposal. This
calls for a review of the pricing policy that would consider the possibility of differentiating the
conditions applied to loans provided to different sectors.
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Conclusion

Some of the issues previously raised are relatively new and require further analysis and
elaboration on the part of the Bank.

In the area of global public goods, key priorities are financial stability, health and the
environment.  For each of these, it is crucial to clarify and where possible formalize partnership
arrangements with other international organizations and development partners.  A broad range of
financial options should be examined, including the creation or strengthening of specialized trust
funds in the priority areas.

For low-income countries, it is crucial that the strategy presently based on the HIPC
Initiative and the use of official development assistance be soon complemented by a third pillar:
the removal of obstacles to trade and the assistance to poor countries to fully reap the benefits
from trade.

Finally, it is important to soon address the issue of a renewed World Bank assistance
strategy towards middle-income countries, including the review of the pricing structure.
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