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I.  Clean Energy and Development: Towards an Investment Framework 
 

We welcome the inclusion of clean energy in the Development Committee’s discussions during 
the Spring Meetings of the World Bank/International Mone tary Fund, given the importance of 
energy consumption as a vital tool for the development of civilizations and nations around the 
globe. 

The progress achieved in the living conditions of the people of the world today stands at a 
crossroads, as a result of the environmental degradation caused, inter alia, by energy 
consumption patterns, the exploitation of natural resources, and changes associated with the 
progress achieved through the development model adopted by countries. 

The result to date is a contingent debt owed to the environment because countries have 
implemented a growth model that has resulted in the capitalization of externalities with an 
adverse impact on the environment, biodiversity, climate, and the quality of life of human 
settlements in at-risk zones. 

The impact of climate change on development is seen an impoverishing, regressive impact, 
linked to the “greenhouse effect,” with myriad consequences for the economic and social 
situation and environmental sustainability in villages, communities, regions, and countries, 
especially in the poorest and least developed ones, which are particularly vulnerable and have 
limited ability to adapt to and mitigate natural risks. We call these groups “vulnerable to climate 
change.” 

Therefore, when the World Bank considers the broad range of variables and causes of climate 
change and its effect on the balance of global development, we feel that it is absolutely essential 
to consider all the implications that must be very carefully addressed with an appropriate action 
plan for dealing with each cause of the problem, given their interrelationship and 
interdependence. 

It should be noted that we are all parties to this plan and we are an integral part of its solution: 
energy producers and consumers, the public and private sectors interacting in the environment, 
and the critical groups as agents to be taken into account in the action plans, and we must join 
forces as established in the Framework Convention on Climate Change and the Kyoto Protocol. 

In this regard, the offer to build on an investment framework for development and clean energy 
use to be presented by the Committee represents a step forward, and as such is most welcome. 
With this initiative the World Bank will blaze the trail in setting up a multilateral global 
                                                 
* On behalf of the countries represented by the constituency of Costa Rica, El Salvador, Guatemala, Honduras, 

Nicaragua, Mexico, and Spain. 
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financing network to address climate change, based on innovative mechanisms such as those put 
forth at the Gleneagles Summit. 

In this vein, we share in the first place the vision of developing further an action plan that is 
consistent with implementation of an action framework, in order to optimize the equation that 
seeks poverty reduction and climate change mitigation, under a comprehensive vision that takes 
into account the particular and global characteristics of communities, regions, and nations, as 
well as the compatibility and feasibility of absorbing clean energy with growth and poverty 
reduction. The approach must encompass a matrix of economic, social, technical, and other 
variables related to global development in an interdependent manner, so they can be evaluated. 

In the analysis and identification, it is necessary to quantify the cost of access to the use of 
alternative sources of energy that minimize the effects of climate change, to assess the value of 
application and substitution, and the overall impact on the poverty reduction and environmental 
sustainability strategy set forth in the Millennium Development Goals. This difference is due to 
the diversity of the economic and social situations of the countries, and the many existing 
combinations of alternative energy use in the market. 

The process of adaptation and transfer of technology gives rise to the need to study the extent of 
the real capacity for assimilation and effective availability of economic and financial resources 
for carrying out a strategy, underpinned by a viable investment plan. 

In the second place, it is essential to consider the need for stepped up efforts to achieve 
efficiency and optimum energy use in the main markets that produce greenhouse gases. Priority 
should therefo re be given at this time to developing a decisive plan for development and 
technological research on the efficient use of conventional energy, which should be stepped up in 
terms of the various forms of energy consumption patterns of developed and developing 
countries. 

Given the magnitude of the problem, its solution must involve the private sector entities with ties 
to the energy market at the production, refining, distribution, and marketing levels. It needs to be 
linked to achievement of a proposal at the level of planning and financing of more efficient 
energy production, given that we are all part of the problem. 

In the third place, it is necessary to encourage the dissemination and marketing of the Kyoto 
Protocol’s flexible and innovative mechanisms, such as the World Bank’s Clean Development 
Mechanism (CDM), together with promotion by the International Financial Institutions (IFIs), in 
order to significantly increase carbon financing through the sale of emission reductions, and thus 
increase the availability of resources for clean energy investments in the developing countries. 

Analysis of the development situation demonstrates the need for consideration, in the context of 
the conversion model for the use and production of conventional energy, of the impacts of the 
conversion of energy patterns, based on the activities of conventional energy-producing 
developing countries.  Consequently, the development of financing instruments should establish 
additional investments for diversification and mitigation of the economic and social dependence 
prevalent in many developing nations. 
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Resources must be invested in diversification and technology transfer, in order to achieve more 
efficient energy production. In addition, it is essential to eliminate distortions tha t encourage the 
allocation of insufficient resources in order to stimulate the use of less clean energy sources. 

With regard to the change in the world energy patterns and its implications for energy-producing 
developing countries, an effort must be made to mitigate the negative impacts of the conversion 
of global energy patterns and the adoption of fiscally and environmentally protectionist measures 
by developed countries that discourage clean energy. 

In the fourth place, there should be support for South-South Cooperation initiatives in the 
framework of transfer and development of alternative energy technology that protects the 
developing countries’ environment and natural resources. This support should stimulate 
innovative schemes that foster regional growth, investment, and trade reciprocity among poor 
and developing nations, encouraging sustainable and efficient energy use that in turn promotes 
progress and poverty reduction. 

In this vein, we support the idea of joint work with various institutions, organizations, and 
regional research centers related to the challenge of using clean and innovative energy and its 
environmental impact. 

Finally, we consider it necessary for the proposal to include input from other international 
agencies with responsibility in the environmental area, such as the GEF, as well as institutional 
strengthening in support of policies based on the clean energy investment framework. 

II.  Global Monitoring Report 2006 

We welcome the discussion on the GMR 2006, which emphasizes the importance of effective 
governance and the important role of institutions in achieving the Millennium Development 
Goals (MDGs), as well as global monitoring of the options that may be pursued to enhance the 
efficacy of international aid in attaining poverty reduction.  

Efficient governance is important for developing the state’s capability to carry out its basic 
functions, especially that of allocating resources with equity and justice, while effectively 
providing public social services, physical infrastructure, and other public assets to promote 
equitable growth and the well-being of the population. To the extent that governance adheres to 
its basic principles, a country’s ability to absorb financial resources (including aid) will be 
reflected in attainment of a state of well-being and development for the poor.  

These comments reveal our commitment to assist in additional efforts to narrow the gap between 
the achievements to date and the objectives set forth in the MDGs. To this end, it is necessary to 
strengthen the measurement capacity of social and economic performance indicators, as well as 
the developing countries’ centralized and decentralized financial management capacity. We 
believe that strengthening of the system should incorporate indicators on the sub ject of equity 
and incorporation of the poor in conditions of well-being, as discussed in the World 
Development Report 2006 “Development and Equity.” 

In this regard, we support the efforts of the International Financial Institutions (IFIs) to improve 
areas involving the strengthening of systems for follow-up and monitoring of progress toward 
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the MDGs, to harmonize rules, common procedures, and classifications in developing countries, 
because of their impact in monitoring the quality of management of public policies for growth 
and equity in the developing countries. 

We concur with the GMR 2006 objectives regarding analysis and evaluation of the indicators to 
measure the quality of living conditions of the poor and coverage of investment in human capital, 
which are essential to give a clear and realistic view of the effectiveness of international 
development aid. We also feel that monitoring of governance is no simple task and could become 
highly politicized; hence the importance of proceeding carefully and acting with the concurrence 
of national authorities. 

As for the approach on measurement of data, we would like the effort to be open to the use of 
quantitative and qualitative variables, given that the measures of governance of social policies 
use both fields. In this area, we agree with the approach of using measurements of some aspects 
of living conditions as objective indicators. The value added offered by these systems would be 
to monitor progress in effective governance in pursuit of the MDGs. Clearly, the GMR must not 
be an instrument for advancing political positions or drawing distinctions between models that 
could influence market perceptions or make front page news in the countries concerned. 

We also agree with the GMR message on effective governance to strengthen the sharing of 
responsibilities in national and international society. Supervision and development of 
institutional capacity to promote more effective governance are essential elements for actually 
achieving good governance. Strengthening institutional capacity would make development 
financing more effective, especially in low-income countries that receive budgetary support from 
donors, and would provide a solution to the debate over volume of aid and capacity to absorb it. 
Public administration’s capacity in general, and public financing management in particular, are 
especially relevant to the new aid framework set forth in the Monterrey Consensus. Developing 
countries should not miss this opportunity to invest in the development of more effective 
governance structures, and donors should assist in that effort. 

In this vein, developing countries could adopt their own guidelines on instruments to monitor 
governance in public and financial subsystems, based on greater transparency for evaluation of 
the public administration’s capability. A major contribution would be to monitor and strengthen 
systems for the provision of public services and procurement with respect to goods and services, 
as well as bidding procedures, in order to make them more efficient, to improve the public’s 
access to public services, and to achieve a more sound fiscal balance.  

Adoption of instruments to strengthen transparency and monitoring of governance in developing 
countries is indispensable in order to upgrade financial management and the public budget 
system, which can generate significant cost savings in the budgets. This kind of improvement has 
a great impact on the efficacy and efficiency of budgetary execution, and can reduce corruption 
and increase the budgetary capacity to provide social investment and infrastructure. Furthermore, 
if it is successful, it encourages donors and IFIs to increase development aid and contribute to the 
effort to enhance the statistical and administrative capacity of the developing countries.  
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III. Fiscal Policy for Growth and Development: An Interim Report 

This report is an interesting document because it stresses the active role of fiscal policy in 
developing countries as a catalyst for growth with equity and poverty reduction, in order to attain 
the Millennium Development Goals (MDGs). It considers theoretical aspects of fiscal 
adjustments in the context of financial solvency, as well as the sustainability, over time, of public 
finances from the standpoint of macroeconomic stabilization.  

1. The role of fiscal policy and growth in poor and developing countries 

The literature recognizes the role of fiscal policy as an engine of growth, given the basic 
macroeconomic principle of stimulating aggregate demand and boosting the domestic product 
level in order to have an impact on poverty reduction. 

There are, however, an increasing number of studies, especially on the industrial countries, that 
indicate that under some circumstances an expansionary fiscal policy cannot be used to lift an 
economy out of recession, particularly if the levels of public debt are already high. Adding to the 
budget deficit can decrease investment and private consumption, nullifying the effect on 
increased public spending or a tax reduction on aggregate demand. 

Studies of the OECD countries indicate that reduction of the fiscal deficit can accelerate growth 
when public debt is high and unsustainable.1 Reduction of public indebtedness for deficit funding 
of expenditure tends to put downward pressure on interest rates, thus discouraging investment. 
However, lower interest rates raise the value of assets, creating wealth that stimulates 
consumption and private investment. And as the deficit shrinks, the private sector adjusts its 
estimates of the current and future tax burden downward, a factor that further stimulates 
investment and consumption.   

However, this action and reaction in the application of the fiscal policy model in the case of the 
poor and developing countries is not so clear-cut. In fact, it may be very different, given the 
differences of externalities in the economic structure between developed and developing 
countries. 

This is why it is important to conduct studies on poor developing countries with asymmetric 
economic structures and phases of development, with the common objective of stimulating 
growth, in order to promote fiscal and macroeconomic stability with sustained growth.  

In this regard we support the World Bank’s initiative to evaluate, review, and compare 
experiences in the design and application of policies from an analytical and empirical viewpoint 
and to follow-up on the progress and achievements of the poor and developing countries, 
addressing the issues of greater equity and social inclusiveness of the most vulnerable 
population.  

                                                 
1 Gupta, Sanjeev, Benedict Clements, Emanuele Baldacci, Carlos Mulas-Granados, 2003, “Fiscal Policy, 

Expenditure Composition, and Growth in Low–Income Countries,” Journal of International Money and 
Finance. 
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On implementation of policies that pursue achievement of optimum fiscal situation, the latter 
must be compatible with a dynamic balance between social and economic development in 
countries that have a marked degree of inequality. 

2. Fiscal policy guidelines for optimum fiscal situations with economic and social development 

Having noted these principles, it is appropriate to list some fiscal policy guidelines for optimal 
fiscal situations: 

1. Participate in organized financing of the budget in pursuit of fiscal sustainability. 

2. Increase the effectiveness of automatic stabilizers of aggregate demand, providing 
greater anti-cyclic capacity in fiscal management. 

3. Achieve more equitable distribution of national income among the population. 

4. Serve as a catalyst for investment and savings decisions. 

5. Combat poverty and inequality through improved capacity to respond to the 
community’s national and local needs.  

6. Strengthen administrative and tax management capacity at the national and local 
levels. 

7. Strengthen the ability to manage the public debt. 

8. Establish a centralized system for evaluation of public expenditure in order to 
effectively monitor, coordinate, and evaluate its impact on provision of basic 
public services, in order to reduce poverty and improve living conditions. 

Economic growth based on limited expansion of the domestic absorption capacity is due to the 
limited investment framework in physical infrastructure and human development that 
accompanied the expansion of output and economic development. Fiscal policy should therefore 
seek to redress the macroeconomic imbalances and inequalities resulting from the low 
contribution and participation of domestic factors of production in endogenous growth.  

Sustainable growth promoting equity and social inclusion are objectives compatible with the 
expansion of aggregate demand in segments of the population that are excluded from the market. 
The World Development Report 2006, published by the World Bank, noted that policies 
that promote greater equity contribute to both poverty reduction and sustained growth.   

An efficient fiscal policy effectively provides greater equity in terms of opportunities, while 
simultaneously affording more opportunities for growth, even in the domestic factors of 
production, thereby generating a multiplier effect on sustainable growth that results in greater 
macroeconomic stability and reduction of the fiscal deficit. 

Considerations regarding an effective fiscal situation in developing countries should include a 
tax system that minimizes evasion and non-compliance, while recognizing the importance and 
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contribution of sectors and/or activities that contribute to financing the budget. Mention should 
be made of the need to gradually incorporate economic subjects in the process to broaden and 
solidify the taxpayer base for sustaining future investment. 

Budgetary execution at the decentralized level must promote efficient expenditure, channeling 
resources into investment in physical and human capital that promotes inclusive and 
deconcentrated growth from a national standpoint, based on guidelines in development plans on 
the need for sectoral investment that fosters conditions for harmonious and sustainable growth at 
the national, state, and local levels. 

Strengthening of public debt sustainability is achieved by short-term financial solvency through 
compliance with the state’s obligations based on efficient management of the net fiscal balance. 
Management should seek to optimize the financial flow by achieving a debt profile and financing 
cost that guarantees the generation of financial savings to be allocated to primary expenditure on 
investment. 

Efficient management seeks to create favorable conditions to make viable a financial strategy 
that generates solvency in the state obligations, while having a positive effect on the  execution of 
primary expenditure on sustainability of the state’s functions. The need to increase their own 
income is a critical factor for appearing more solvent to international creditors, in order to reduce 
the perception of country risk and therefore lower the cost of refinancing the public debt, 
creating more fiscal space for achieving improved financial conditions in the future. 

Generation of a financial surplus should meet the requirements for reducing the principal of the 
foreign debt, thereby easing debt service burden on the projected flow. Amortization and 
investment funds are therefore crucial components of a public finance plan that pursues a 
strategy of fiscal expansion. 

The role of the institutions and strengthening of the management capacity in accordance with 
efficient budgetary execution is a decisive task in poor and developing countries, given their 
limited capacity for institutional management at a decentralized level and the need to link 
supervision and control mechanisms to the communities that benefit from the budgetary 
execution. 

Strengthening of institutional capacity must begin with the design, development, execution, 
follow-up, accountability, and the orientation of public policy to achieve fiscal equilibrium, 
based on more efficient use of public expenditure to achieve the objectives of economic and 
social balance, compatible with equity and sustainable growth of the local communities.  

Similarly, it is essential to involve the various levels of government in the drafting and planning 
process, as well as in the monitoring and accountability of authorities, and the community in the 
development of local projects and plans in areas that can expand opportunities for human capital, 
and the quality and quantity of infrastructure needed to develop the productive fabric, and social 
well-being. 

It is also essential to encourage fiscal discipline and involvement of the people at the 
decentralized level in order to achieve desired impacts on local growth and to strengthen the 
efficiency of the public sector.   
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Finally, we wish to express our support for the World Bank’s decisive action to take up this 
matter, given its importance for the execution of a viable and feasible development strategy in 
order to achieve fiscal sustainability, in keeping with the priorities of economic growth with 
equity and poverty reduction. 


