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Statement

by Federal Minister for Economic Cooperation and Development

Heidemarie Wieczorek-Zeul

at the Meeting of the Development Committee on 27 September 1999

HIPC Debt and Poverty Reduction Framework

The beginning of the implementation of the enhanced HIPC Debt Initiative may turn out to be a

watershed in the joint efforts of developing countries and the international donor community to

combat poverty in a meaningful way.

The enhanced debt reduction framework will deliver an unprecedented amount of debt relief. It

will set free significant resources in debtor countries' budgets that can be used for health, family

planning and education spending, for the improvement of basic infrastructure and in general to

support sustainable development.

Now it is our shared responsibility to ensure the implementation of this framework in political as

well as financial terms.

The World Bank/IMF proposal on how to link the debt relief provided under the HIPC Initiative

with poverty reduction marks a fundamental change in the approach to poverty alleviation and in

matters of cooperation between the two Bretton Woods Institutions. Clearly, much work remains

to be done in transforming the general proposals into country-specific action plans and, finally,

into comprehensive and lasting success in terms of development and poverty alleviation. In

striving together towards this aim, we should make sure we take into account the commitment

and institutional capacity of our partner countries. In this regard, it might be useful to deepen our

understanding of how sound institutions work and how existing institutions might be improved,

in particular those relevant to the field of social policy.

The HIPC Poverty Link proposal provides a sound framework for the development and

implementation of concrete and integrated poverty reduction strategies and thus the efficient
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utilisation of the available resources, both internal and external. However, there is need for

complementary improvements and changes in the global framework affecting the developing

countries, in the areas of trade, capital movements and conflict resolution. To address these and

other global concerns, further concerted efforts will be required of global society.

Our priority task now is to secure the funding for the forthcoming country cases under the

enhanced HIPC Initiative framework. With the bilateral creditors' share funded, the many

proposals that have been tabled for the multilateral creditors' share should constitute a menu that

can be drawn on so as to fill the gap sufficiently to allow implementation to commence.

Finally, the prominent position of poverty reduction in the enhanced framework should, in our

view, also be reflected in its title. We would therefore propose something like "HIPC Debt and

Poverty Reduction Framework".

The New International (Financial) Architecture

We are convinced that enhanced global financial stability relies firstly on both prudent national

policies and institutions and secondly on sound and effective international regulations and

standards, capable of effectively guiding the decisions of companies in the global marketplace.

Instruments like best practices and international standards will play a crucial role in this context

and we appreciate the constructive contributions of the World Bank and the IMF in this regard.

Prudent international regulations are critical in ensuring transparency and accountability on the

global level and in guiding decision makers on both, the global and the national level.

The East Asian crisis of 1997/98 proved that financial crises have a dramatic effect on the

livelihood of the majority of the population in developing countries, in particular the poor. A lot

of work has been done since to explore the various causes of the crisis. Today there is

widespread agreement that one crucial area, which has to be addressed as a priority in this

context, is institutional capacity, in particular in areas relevant to economic and social policy.

The challenge then is to improve the overall social environment – policies, institutions and

human capacity - with a view to enhancing stability and preventing or at least mitigating the
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effects of crises on the national level. Therefore we greatly welcome the significance the papers

and discussions at the Annual Meeting of the Bretton Woods Institutions attach to the field of

social policy and related institution building.

Sound social policies encompass, inter alia, protection against fundamental risks for all members

of a society, specifically the poor. The protective aspect of social policies is important, but social

policies offer an added, productive advantage: Social policies make a crucial contribution to

social cohesion and stability and thus to an enabling environment which reduces risks and

encourages people to invest and realise their potential. Our concept of social policy should

therefore not be limited to the protective aspects. In line with the ongoing discussions in the

Copenhagen + 5 process and the ILO Declaration on Fundamental Principles and Rights at

Work, we should view social policy as a crosscutting instrument involving all groups within

society. It is encouraging that social policies are finally being considered a valuable social and

economical asset.

Therefore we would like to encourage the Bank and the Fund, together with the United Nations,

the ILO, bilateral donors, NGOs and others, to further strengthen their efforts in this field.

Trade/WTO

A new world trade round is about to commence, the outcome of which will be of great

significance for the developing countries. In this regard, the German government welcomes in

principle the World Bank paper on international trade issues. We should set ourselves two clear

objectives:

Firstly, we must ensure that the developing countries' participation in the multilateral trade

system is enhanced. The Uruguay Round resulted in the developing countries taking on extensive

commitments. In order to allow these commitments to be fulfilled effectively, institutions have to

be reformed and new ones created. The new world trade round will pose similar problems. The

World Bank can and must make a decisive contribution to this and thus enhance coherence in

global economic policy making.
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What is needed, however, is not the provision of greater assistance. What is needed, above all, is

the right strategy. The question today is not whether, but how to liberalise foreign trade and

investment regimes. In order to be successful, liberalisation has to be combined intelligently with

institution building and the formulation of efficient public policies. Whereas trade liberalisation

can be implemented almost with a stroke of the pen, institution building takes time. The pace of

liberalisation must respect these institutional constraints. We must ensure that the World Bank

fulfils its development mandate in this area as well.

The World Bank must play a more active and stronger role than before in ensuring that the

multilateral trade system conforms to the objective of sustainable development. In particular, it

must be ensured that when markets are opened up, the appropriate trading infrastructure is also in

place (transport, communication, trade credit system etc.) It is also important that the trade

reforms, in particular liberalisation policies, contribute to, or at least do not undermine,

macroeconomic stabilisation. Care must be taken, for example, to ensure that, in parallel with

import liberalisation, tax systems are reformed and new sources of income developed since

import liberalisation generally leads to a drop in customs revenue.

Finally, developing countries should be further supported in their efforts to participate more

actively in the shaping of a new global trade framework. Therefore we welcome the steps taken

to enhance their representation at the WTO headquarters.

FINANCIAL CAPACITY

A very comprehensive report analysing a wide range of possible options for consolidating and

strengthening the Bank’s risk-bearing capacity has been presented by the Bank. The next step

must now be a systematic approach differentiating between short-term and long-term problems

and options. Our short-term priority has to be the further consolidation of the Bank's risk-bearing

capacity, and thus the retention of AAA rating, while ensuring the necessary income-generating

capacity and thereby ensuring future net income transfers for the benefit of the poorest countries

through contributions to IDA and HIPC. Any discussion of long-term options for enhancing the

financial capacity of the Bank has to be preceded by a discussion on the future role of the Bank,
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which also addresses the division of labour between IMF and World Bank. In our view, the

Bank’s principal mission has to be long-term development financing, offering advice to assist

structural reforms rather than offering short-term crisis lending. It could also possibly become

involved in matters relating to the International Architecture or the funding of critical global

public goods. What is needed is a selective approach, taking into account such aspects as

comparative advantages, coordination procedures in the context of CDF, the probability of

effectiveness of operations and also financial restrictions.

The Bank’s Programme of Renewal
We commend the visible success that has already been achieved under the very ambitious re-

form programme the Bank is implementing – the Strategic Compact. As the recently presented

fifth progress report confirms, significant progress has been made in terms of improving the

quality of the Bank’s operations, in terms of improving knowledge management and in terms of

more and better partner orientation. We are convinced that the Bank will continue to make every

effort to meet the goals set and thus further improve the development effectiveness of its

policies and operations.
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Indonesia/East Timor

The United Nations’ decision to send a peace-keeping mission into East Timor is an important

step towards ending the expulsion and murder of the civilian population and towards creating the

necessary conditions for peaceful development within the country.

Once peace has been restored, the rebuilding of East Timor as an independent democratic state

will require a concerted effort on the part of the international community; we welcome the timely

decision by the World Bank to host an informal East Timor co-ordination meeting in the

framework of the Annual Meetings.

We call on the international community and all responsible institutions to undertake all political and

economic steps required to guarantee the independence of East Timor. This commitment reflects the

decision of almost 80% of the East Timorese population in favour of independence for their country, as

expressed in the referendum, which was monitored by the United Nations and respected by the

Indonesian government.

We support the World Bank initiative to freeze its current loans to Indonesia. The period for which this

measure will apply should, we believe, depend on further developments and, above all, on the conduct of

Indonesia.

Following the initial phase of humanitarian aid, which is already under way, joint long-term efforts are

needed to achieve rehabilitation of the entire infrastructure and of the economic and political system and

also the development of a viable civil society.


	Financial Capacity

