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Trends in the Transfer of Resources

We can take note, with cautious optimism, of some positive developments in the area of transfer
of resources to developing and transition countries. However, it is too early to speak about
reaching the end of tunnel.

Practically all countries hit by the financial crisis are now demonstrating a rather confident return
to economic growth. The crisis revealed their macroeconomic and structural weaknesses, and
thus forced them to speed up the reforms. After the necessary measures have been taken, albeit
belatedly, investors’ confidence is slowly restoring. Certainly, the lessons of the crisis ought to
be learned – the countries should avoid overly risky borrowing strategies such as financing long-
term domestic projects with short-term external debt. If one takes into account that pre-crisis
level of portfolio investment and bank lending to the developing countries necessarily included
purely speculative components, then we should not expect an early return to that level.
Therefore, some inevitable reduction of total financing must be offset by serious improvement in
its quality and developmental impact.

We can reiterate the observation made at our previous meetings that foreign direct investments
continue to demonstrate their resilience. These investments are of longer-term nature and,
therefore, constitute the most reliable external resource for development. However, it should be
noted that stability of this indicator, in fact, means that its growth  has been arrested. Foreign
direct investment could have been expected to replace bank loans to a greater degree, given the
actual decrease of labor costs and real exchange rate in the affected countries. We believe in the
potential of developing countries to attract more direct investment, particularly in the export-
oriented sectors. This is exactly the area where the World Bank and its specialized arms, IFC and
MIGA, should fully demonstrate their catalytic and consultative role.

As for bilateral official assistance, we welcome the apparent signs of its growth. At the same
time, we should preserve the existing balance between bilateral and multilateral assistance. The
former cannot substitute for the latter. Systemic and coordinating role of multilateral assistance
in the area of development embodied in the CDF is too important to be downplayed. We disagree
with those who call for a radical revision of the activities of the international financial
institutions. These institutions need our full political support

Intensifying Action Against HIV/AIDS

We welcome the continued World Bank's efforts to alert the international community of the
HIV/AIDS epidemic and share the conclusion that HIV/AIDS is no more a merely health sector
problem but a threat to economic development of a number of countries and even entire regions.
In this regard we concur with the six priority areas for international action on HIV/AIDS as set
forth in respective Bank's paper.

At the same time we consider that despite the importance of increasing awareness of the general
public, the major burden in this fight should be borne by the governments in the countries
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affected by the epidemic. It is at the government level that actions to introduce multisectoral
approach to HIV/AIDS and integrate the issue into the development agenda are actually taken.
We therefore believe it essential to continue the series of most recent, and largely successful,
conferences and meetings on HIV/AIDS with the aim of achieving greater understanding of the
problem by the leaderships of these countries. This would also have positive side effect in terms
of larger mobilization of donor assistance.

Regarding the Bank’s role in the overall process of fighting against HIV/AIDS, we would
suggest that in addition to standard sectoral programs that embrace healthcare, education and
social systems in developing countries, the Bank could assume leadership in the following area.
The World Bank should attempt at designing such a financial mechanism that would induce the
pharmaceutical industry to develop affordable vaccines for  developing countries. In our view,
this could be best achieved through ensuring future market demand for such vaccines. This is a
task of tremendous proportions which consequently requires innovative and bold efforts, as was
the case with the establishment of Carbon Fund. We believe that only bald measures may
produce a major breakthrough in the fight against HIV/AIDS and we hope that the Bank would
stand up to the task.

Trade and Development

We welcome analysis of trade issues in the context of social and economic development. The
World Bank research convincingly proves that participation in the global trade is one of the
major factors of economic growth and poverty alleviation. We are of opinion that trade issues
are even more critical now when a number of developing and transition economies started to
overcome the great financial crisis of 1997-1999. Just as one could have expected, economic
growth in these countries is driven primarily by large positive trade balances which lead to
recovery of foreign reserves and increased employment. Under these circumstances any
strengthening of trade barriers on the part of industrial countries would result in slowing down
economic recovery and weakening of political consensus which supports structural reforms. On
the other hand, measures aimed at trade facilitation may give further impetus to the positive
trends of 1999.

Since our forum is not devoted to technical aspects of international trade which should be
properly handled by the WTO, I would like to underscore the following general points:

•  The World Bank should strongly support widening of global trade as a key instrument of
development. It must be forcefully demonstrated that any facilitation of trade opens new
opportunities to consumers in terms of higher quality and more affordable price. Therefore,
expansion of trade is, in a sense, tantamount to technical progress and discovery of new
natural resources.

•  There are many reasons to believe that the poorest people gain relatively more from trade
liberalization. These people tend to be concentrated either in semi-subsistence agriculture, or
in small services, or in other sectors which are not threatened by import competition. They
are buyers of cereals, fuel, basic processed goods. For them trade liberalization would mean,
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first of all, higher living standard due to lower price of these staples. Moreover, export-
oriented development including that in agriculture would open new employment
opportunities for them. I think these considerations should be taken into account in the PRSP
process.

•  On the other hand, trade liberalization would inevitably affect vested interests of some
producers who would try to slow down or even reverse this process. That is why trade
liberalization must be consistent with entire macroeconomic and structural framework, and
with the political economy of the country. Therefore, it is inadmissible if Bank’s
conditionality evolves into dictate about exact timing and scope of trade reform.

•  History demonstrates that strong export orientation, like that pursued in some Pacific and
East Asian economies, may become a key vehicle of accelerated growth and poverty
eradication, whereas liberalization of imports may follow only at a later stage. Thus, when
trade issues are considered by the World Bank, it is the facilitation and diversification of
exports which should be particularly underscored.

•  We are in broad agreement that trade liberalization is beneficial both for industrial and
developing countries. However, one cannot underestimate the special role of the former.
While in many developing countries tariffs constitute an important source of fiscal income
which cannot be fully offset by internal revenues due to many institutional factors, the fiscal
component of tariffs in the industrial countries is practically negligible. Relatively minor
changes in their trade regime may strongly affect even the most advanced sectors in
developing and transition economies. Moreover, trade policy of the industrial countries quite
often turns out to be an important factor in the domestic policy discussions in the developing
ones. When we call for trade liberalization in the developing economies, it must be
reinforced by similar actions on the part of their industrial trade partners, otherwise our
efforts may be almost ruined.

•  Political and ideological reasons for additional policy moves by the industrial countries can
be particularly underscored against the experience of transition economies. Over the last
decade these economies have dramatically changed their trade regimes from state monopoly
to broad deregulation. The depth and speed of this reform has no precedence in modern
history. However, we continue to bear political costs of such a structural reform. It is not
easy to explain these policies to the civil society when our producers are facing
discriminatory trade barriers in the industrial countries. Our trade liberalization was an
absolutely unilateral exercise. We believe that it is now the industrial countries that must
walk their mile. We – and I mean not only Russia but all transition economies – have showed
what it really means to pursue bold trade policies aimed at longer-term objectives.

•  There is one important aspect of industrial countries’ trade policies which needs to be
discussed here, namely greater recourse to non-tariff barriers. While tariff protection is
generally on decline, protectionist sentiments do not die easily. What is to be done in this
regard?
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Firstly, the World Bank as a knowledge institution and leader in the area of development
thinking, should strongly underscore that the developing economies are disproportionally
affected by the non-tariff barriers. When faced with tariffs these economies may resort to
lowering of costs, real incomes and living standards of those employed in the export sectors, and
still be able to maintain their export potential. On the other hand, non-tariff barriers may
effectively prohibit their exports due to insufficient institutional capacities of these countries.

Secondly, the World Bank should pay more attention to trade-oriented capacity building in the
developing and transition economies. Appropriate technical assistance must be further
augmented and focused on the areas identified as priority for trade development by the client
countries themselves.

Small States: Meeting Challenges Of Globalization

In the era of globalization, development problems peculiar to small states deserve special
attention. In our view, analysis and conclusions of the report are quite important and helpful. We
support the combination of relevant actions set out in this document for both small states
themselves and the international community. We are pleased to note that the recommendations of
the report are consistent with the views expressed by the representatives of small states from all
regions in the course of an extensive consultation process.

It should be recognized that many small states are extremely vulnerable due to the unfavorable
combination of such factors as a small domestic market, relatively undiversified production and
exports, a high dependence on distant foreign markets, susceptibility to natural disasters and
environmental change, weaknesses in both public and private sector capacity, relatively higher
poverty level and more uneven income distribution.

These issues should be carefully taken into account in determining special treatment of small
states in the areas of trade liberalization, control of international financial flows and regulation of
related financial services, development assistance and aid eligibility. At the same time, favorable
treatment of small states must not be in conflict with the interests of larger developing and
transitional countries. For instance, the provision of financial services by some small states is an
area where the correct balance of interests needs to be found so that the prevention of
international financial and tax crime is insured.

The World Bank as a major partner of small states has a very important role to play in helping
them meet challenges of globalization. On the one hand, most of the small developing countries
are World Bank members and borrowers. On the other hand, the Bank has a number of
comparative advantages of great value to small states. In view of this, we would like to
encourage the World Bank’s pursuit of small states agenda, including the promotion of better
donor coordination, support for regional initiatives in the public and private sectors, lending for
disaster-proof and disaster mitigation projects, and the buildup and dissemination of knowledge
of special interest for small states.
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HIPC Initiative

We are satisfied with progress in implementation of the decisions on enhanced HIPC Initiative
aimed at providing deeper, faster and broader debt relief. We would like to use this opportunity
to express our support to HIPC countries which have been able to reach decision point, maintain
macroeconomic stability, advance structural reforms and implement poverty alleviation
programs. We are also grateful to the IBRD and the IMF that have been able to dramatically
improve their cooperation in supporting these countries. We commend the beginning of PRSP
process that should strengthen ownership  of the programs and improve donor coordination.

At the same time, we are still concerned about lack of clearly defined framework to meet the
sharply increased costs of the enhanced HIPC Initiative. Despite strong mobilization efforts by
donor countries and the IFIs, the amounts and timing of HIPC Trust Fund contributions remain
uncertain. In January 2000 the Board of Directors endorsed a decision that provides a temporary
solution to the problem by allowing use of IDA resources to finance the debt relief between
decision and completion points. These costs are to be reimbursed on pay-as-you-go basis by the
World Bank component of the Trust Fund subject to resources availability. IDA resources will
also be used to provide debt relief on IBRD loans. These measures entail the risk of weakening
IDA commitment authority as well as political risks associated with the budget process in some
donor countries. Therefore, we believe that while this option may give us more time, in the
absence of a balanced package will unavoidably lead to IDA financing gap and thus endanger the
overall resource transfer mechanism to developing countries.

We are worried by the lack of decisions on covering the costs of MDB participation in the
enhanced HIPC Initiative. As a IBRD shareholder and borrower we believe that the Bank’s
participation in the Initiative should be based on the strict adherence to the previously agreed
fundamental principles of the Initiative: preserving the additionality of debt relief, protecting the
financial integrity of the Institution and fair burden sharing. Taking into account the vulnerability
in the economic and financial situation of borrowing countries as well as the Bank’s limited risk
bearing capacity, we believe that further increase in the expenses associated with Bank’s
participation in the Initiative will cause a long-term damage to the Institution and its borrowers.

We are satisfied that in answering requests of some member countries the Bank started to pay a
serious attention to issues associated with the implementation of the Initiative that so far have
been put aside. Among those problems are the negative impact of the HIPC Initiative on other
poor creditor countries, small regional development banks whose shareholders are poor
developing countries, role of domestic debt. In this respect we also believe that the impact of the
Initiative on HIPC countries relationships with private creditors should be subject to a separate
analysis.  This issue has been rather scarcely dealt during the previous discussions in terms of
making “private creditors fully share the burden of participation in the Initiative” and “imposing
strict limits to future commercial borrowing”. On the other hand, if we believe that private sector
will be a major engine of economic growth in the long run, we cannot ignore the potential impact
of the Initiative on the prospects of attracting external finance from this source. We also have to
bear in mind that a viable economy cannot function without using external finance from
commercial sources. In case of HIPC countries where the role of the nascent private sector is still
quite low and its international creditworthiness is not yet established, it would be unrealistic to
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expect that their economies can function without external commercial borrowing by some public
entities.

New Financial Architecture

We support an active role that World Bank Group plays in strengthening the international
financial architecture. The lessons learned from the recent financial crisis confirm that enhancing
the structural, social and institutional underpinnings of the market economy, especially
strengthening internal resilience of the financial systems, is an important precondition to allow
countries fully benefit from globalization and international financial integration. With this
respect we welcome the Bank’s participation in financial sector diagnostics in developing
countries and countries in transition as well as its direct involvement in operations aimed at
banking and financial sectors restructuring, increasing the effectiveness and reliability of national
regulatory regimes. At the same time, we attach a great importance to the Bank’s participation in
reforming the international financial mechanisms because the Institution is especially well placed
in terms of bringing the experience of developing countries and their real interests to the table.

The development and implementation of international standards and codes represents an
important aspect of efforts aimed at improving financial architecture. The priority areas here
include assuring transparency of country’s financial data, maintaining transparency in fiscal,
monetary and financial policies, banking and financial markets supervision and regulation,
proper management of foreign exchange reserves and public debt. In this regard we support the
Bank and Fund joint participation in Financial Sector Assessment Programs for member
countries which should enable creation of reliable banking and financial sectors stability
indicators. The results of these studies should be also actively used in project preparation in order
to assure a high quality of Bank operations in respective sectors.

At the same time we cannot support the schemes implying a strict application in the developing
countries of standards and rules designed for developed countries, without taking into account
their appropriateness and usefulness as well as associated costs. Recent financial crisis has
highlighted the role of structural and social factors in strengthening the resilience of national
economic systems under globalization. Under these circumstances the mechanical transfer of the
standards specific to the developed countries will be not instrumental in achieving the ultimate
goals. In our view, a more appropriate approach would be to implement major commonly agreed
principles that have been proven internationally rather then apply pre-defined specific standards
and rules. Establishing a right balance between countries’ specific circumstances and the
necessity to implement a required core set of major standards is a key to success.

We also need to avoid a mechanical approach in assessing countries’ compliance to the standards
and take into account their real efforts under specific circumstances. The design and application
of appropriate incentives for countries to implement standards remains an open question. With
this respect we should bear in mind that we cannot take for granted the right market reaction to
the financial information disclosed by the countries. It is not fully clear how to treat countries
that could not comply to standards due to some reasons: should they be fined by restricting their
access to the IFI finance or the additional technical assistance is more appropriate to correct the
situation? The extent of disclosure versus quality of information also remains an issue. The
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resource requirements associated with designing standards and methodology of assessing
countries’ compliance to them, conducting those assessments and taking subsequent measures to
assist the countries can also be very high and exceed capacities of IFIs and member countries.

We attach great importance to the joint Bank-Fund participation in activities aimed at enhancing
the countries’ capacity to manage financial risks and strengthen financial systems. The ultimate
goal of these activities should be creation of an effective “early warning system”. Such system
can be extremely useful in identifying systemic and liquidity problems and preparing adequate
policy measures. As recent experience shows, lack of such system has precluded effective and
timely actions from countries and IFIs that were not able to contain an uncontrollable crisis
development. It is well known that national financial systems’ stability is predicated not only on
factors specific to financial sector but also on behavioral patterns of real sector, corporate
governance, institutional underpinnings of the markets. Although improvements in these areas
are necessary in order to achieve fundamental strengthening of financial systems, they may
require a prolonged period of time to implement. Under these circumstances we expect that
while taking into account the existing structural long-term problems, the Bank should be mindful
of realities prevailing in member countries, especially factors related to their political economy.
The conditions and respective country programs should be prioritized according to criteria of
practical relevance and real ability to comply. In conducting the financial sector diagnostics the
Bank should also take into account specific market situation, the possibility of markets’ irrational
overreaction to some country information. In this regard we have to be extremely cautious in
disclosing information collected by such diagnostics.

An important element of the new financial architecture is creation of the mechanism that will
facilitate private sector involvement into crisis prevention and resolution. The mixed countries’
experience shows that the success of involving private creditors into crisis resolution depends on
the country’s specific situation, external debt structure, stability of the banking sector as well as
investor sentiments vis-a-vis the country’s medium-term development prospects. In case of
developing countries and countries in transition that have a marginal position in capital markets,
it is very difficult to make a distinction between liquidity and solvency crisis. Application of
strict rules with respect to private creditors’ involvement in some cases can lead to market panic.
On the other hand, lack of rules or their deliberate application can negatively affect the countries’
access to capital markets. Nevertheless, we believe that the approach to the involvement of
private creditors into crisis resolution should be based on the set of rules that are well know to all
participants in advance although the existing experience does not allow to formulate rules that
could match all possible situations. But while dealing with the problems on the case-by-case
basis the preference should be given to the voluntary market-friendly solutions, that are not
likely to dramatically affect borrowing costs in the future and would not cause the contagion.
Conditions of support from official creditors should be worked out and announced before the
country starts negotiations with private creditors because without such support it is very difficult
to reach a closure with private creditors. Here we mean not only financial but also general
support of country’s efforts by the governments of major creditor countries and IFI. The
preference should also be given to the solutions entailing the resumption of lending and not a
pure restructuring.
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An important element of this mechanism is an adequate bankruptcy regime for private
enterprises and banks in debtor countries. We welcome Bank Group’s participation in related
activities. At the same time, we believe that the Bank should protect the interests of developing
countries. It should not advocate the “fire sales” of their assets to foreign creditors during the
crisis, facilitate the survival of viable companies and banks, especially whose, that have a
systemic importance for a given sector or an economy as a whole, minimize social costs of
respective decisions.

We also believe that the most significant Bank Group’s major contribution to the new financial
architecture related to building a consensus between public and private sectors would be
providing a direct financial support to the affected countries. During the crisis this support is
necessary to maintain the critical import and operations of vitally important enterprises in key
sectors. In the post-crisis period we see the Bank’s role in facilitating a renewed access to the
capital markets. In this regard we highly appreciate the Bank’s guarantee instruments that are
one of the most effective and market-friendly vehicles to assist the countries affected by the
crisis. We hope that these instruments will be used in a much active and orderly manner in the
future. Establishing a right pricing for these instruments is an important issue.

A special place in the new financial architecture belongs to the social safety nets that should
protect the most vulnerable groups affected by the crisis. We support the active role that the
Bank is ready to play in this area. But we also see this role not only in conducting studies and
disseminating the best practices but rather in providing a direct financial support aimed at
strengthening the social support systems during and after crisis. Despite the declarations of
primordial importance of these activities the practical role of the Bank in the countries affected
by the crisis was rather modest.

Options to Enhance the IBRD Financial Capacity

We are grateful to the Bank’s Management for its steady and diligent attention to the issue of the
Institution’s risk bearing capacity. This capacity defines its future ability to be an active part of
global development finance including its ability to participate in resolving financial crises.
Although due to the abatement of recent crisis, this issue does not look as acute as some time
ago; the economic situation of countries affected by crisis remains fragile. It is premature to
declare that those countries have been able to fully restore their access to capital markets. All this
proves that potential demand for the Bank’s lending is high. The claims for the Bank’s net
income as a financial source of different programs such as HIPC Initiative, post-conflict support,
emergency rehabilitation support etc. are clearly increasing. The capital base of the Bank does
not allow to increase the single borrower exposure ceilings despite the fact that this can be
warranted by the borrowers’ sound financial situation, high development impact and economic
rate of return as well as positive contribution to the Bank’s operational income.

There are some additional factors that can negatively influence the Bank’s net income dynamics.
For example, we can identify the trend toward gradual reduction in new lending volumes that
affect adjustment as well as project lending. To a substantial extent this trend can be explained
by a gradual recovery from the financial crisis of 1997-1999 that decreased the demand for
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balance of payments support. At the same time, we are worried by the declining trend in the
absolute volume and percentage of investment lending in Bank’s loan portfolio. The shift in the
Bank’s operations toward “programmatic lending” that establishes a strict link between access to
Bank’s finance and the depth and speed of structural changes can further decrease the demand
for Bank’s lending. The main issue here is a substantial increase in costs of doing business with
the Bank that can invalidate incentives associated with programmatic lending. In this area we
have to strike the right balance between involvement into systemic transformation activities and
strategic priorities, on one hand, and the necessity to preserve the Bank’s core business, on the
other. We would also like to express our uneasiness with regard to an excessive increase in
project preparation costs that eat up the administrative budget, put limits to the Bank’s internal
development potential, restrict the Bank’s throughput and lending capacity and its relevance as a
development partner.

As of today, the increase in borrowing charges of 1998 was the only feasible contribution to the
strengthening of the Bank’s risk bearing capacity that led to a substantial improvement in Bank’s
operational income. By this action the borrowing countries have in a concrete way contributed to
enhancing the Bank’s financial capacity. At the same time, the recommendations to create an
adequate mechanism to finance the programs that represent a high priority for major
shareholders without putting an excessive pressure in the net income (such as a special trust
fund) have not been implemented. Among the “most promising” additional options for
enhancing IBRD’s financial capacity the Management names increased usability of paid-in
capital by converting a portion of the Bank’s capital paid in national currencies into freely
convertible ones and releasing it for lending and/or covering the administrative expenses. We
believe that this option will increase the asymmetry in the burden sharing among shareholders
while only combination of options based on fair burden sharing will correspond to cooperative
nature of the Institution and preserve the consensus of major shareholders groups.

Recognizing the complexity of the problem we continue to support a balanced approach to
enhancing the Bank’s financial capacity that should preserve the interests of all shareholders. In
particular, among the standard options to be pursued we see some obvious benefits in obtaining
contingent capital as a mechanism to protect the Bank against volatility in credit quality of loan
portfolio without imposing additional financial obligations to the shareholders, working with
shareholders to reduce cost of capital by equalizing the risks weighting of the Bank’s bonds and
those issued by the shareholders, more proactive management of liquidity portfolio.


