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The World Bank Group Strategy in Middle-Income Countries

I welcome the progress made by the Bank since our last committee meeting in its appraisal of
policies and instruments, with a view to improving its relations with middle-income countries.

I firmly believe that the Bank must stay actively engaged with these countries. The Bank's role
can be crucial in maintaining the pace of reforms, in helping middle-income countries reduce
their external financial volatility risk and in better handling possible external shocks. The Bank’s
involvement will also ensure that the process of poverty reduction is actively pursued.

The Bank should have devoted more attention to the significant differences existing within the
large group of middle-income countries. I refer here specifically to the future relations with the
upper middle-income countries. Their increasing, albeit uncertain, access to financial markets
calls for an appropriate approach by the World Bank Group.

In particular, I feel strongly that countries in pre-graduation period should remain eligible for
assistance by the Bank. It is particularly important when the preparation for graduation takes
place in parallel with an accession process to a firmly established institutional structure, such as
the European Union. Such a period is exceptionally challenging from the point of view of
capacity building and of overcoming vulnerabilities in the system.

The Bank is best positioned to help its members in such a situation. Even when these countries
do not anticipate any financial need, I find it important to keep the door open for borrowing. If
lending becomes more appropriate to meet their specific needs of capacity building, the Bank
should be ready to assist these countries in such a way.

I am pleased that the Bank intends to found its strategy on the country’s own vision of its future
development. In this perspective, the countries themselves must formulate the key priorities for
policy and institutional reforms. The Bank has to forego uniformity and to show a large degree
of flexibility. It should accept to rely on analyses and documents already prepared by the country
themselves or by other institutions.

The countries’ visions can be articulated in various documents, and in particular in the budget.
These documents should be devised as a means to enhance coordination through a transparent
process, while respecting the ownership of the countries.

These strategic documents should focus on policy actions to address weaknesses in social,
structural, and sectoral policies and to improve the reliability of institutions. To this effect, the
Bank should upgrade its analytical work. Indeed, I am concerned with the radical decline in
funding for this type of activities in middle-income countries during the recent years. In this
respect, I emphasize the need for the Bank to stay apprised of the developments in countries that
are not presently active borrowers, but that may resume borrowing because of adverse
circumstances, or otherwise because they are willing to embark more actively on their reform
process.
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I welcome a wider use of programmatic lending to middle-income countries. It should provide a
better policy dialogue and a greater effectiveness, by linking the Bank’s funding with the
country’s policy and budget cycles. We should be mindful, nonetheless, that a programmatic
approach is not suitable for all countries. It should only be made available to the more mature
reforming countries, which are equipped with the appropriate institutional framework to ensure
strong fiduciary standards. The risk exists indeed that the programmatic approach weakens the
Bank's ability to account for the use of its resources.

At the same time, a programmatic approach should not deny the importance of investment
lending. Investment lending may be an appropriate vehicle for effectively utilizing human and
institutional resources.

The proposed Deferred Drawdown Option can be considered as an instrument that will promote
reforms while enhancing debt management flexibility and providing readiness to cope with
adverse shocks. This instrument should be targeted towards well performing non-borrowers that
would like to maintain a relationship with the Bank while facilitating their possible return to
active lending.

The difference between this option and other Bank instruments must be clarified, and in
particular with other instruments targeted to exceptional support in times of crises. It is indeed
very important for the countries, as well as for the Bank, to avoid the reputational risk that has
impeded the use of the Fund’s CCL. In order to avoid this reputational hurdle, conditions for the
disbursement of the funds should be agreed upon from the outset with the Bank. At the same
time, the countries need assurances that no undue obstacle will be introduced at the moment of
the Drawdown, otherwise the demand for this new instrument will not materialize.

I believe that the Bank has made good progress towards improving its relations with
middle-income countries. I have no doubt that such an improvement will be beneficial to both
the countries and the Bank. However, the Bank has acknowledged on various occasions the
complex requirements and the high costs placed on the countries for complying with the Bank’s
policies. I am concerned that a sustained improvement in the relations with middle-income
countries will not be possible without further examination of possible ways of reducing the cost
of doing business in both the countries and the Bank.

Leveraging Trade for Development

I support the renewed attention of the Bank to trade issues. I agree that the Bank should be active
on the global, regional, and local levels. It must also be a concerted effort of the whole Bank
Group. I expect, however, that the Bank will apply in this area the selectivity that is one of the
cornerstone for its activities in the future, and that it will proceed in the trade area within its
mandate.

On the global level, the Bank's challenge is to help developing countries expand their trade
within the multilateral rules and framework. I support the Bank focus on helping countries
reaching the benefits of their participation in the WTO, particularly in the areas of services,
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property rights and foreign direct investment. Implementation of Standards is another area where
the Bank effort can be successful, including of Core Labor Standards, which should however not
be envisaged as protectionist mechanisms. I encourage the Bank’s support to the countries’
capacity building, especially within the Integrated Framework for Trade Related Assistance.

The Bank should also promote initiatives to increase market access, like the "Everything but
Arms," which was approved recently by the European Union. Nonetheless, the Bank should
make clear that trade is not a substitute for development, but only a strong leverage for growth.
Sound domestic policies remain essential.

On the regional level, the Bank should continue studies and policy dialogues, highlighting the
benefits and risks of particular intra-regional trade arrangements.

On the country level, where lies the true comparative advantage of the Bank, efforts to remove
traditional trade barriers should be continued. But I welcome also the Bank's attention to the
"behind the border impediments" that often prevent countries to benefit from their trade related
effort. To conform to its mandate, the Bank's advice and support should be devoted mainly to
linking trade and development of the countries.


