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Transfer of Resources for Development

During the past year we observed some improvements in developing countries' access
to external finance in comparison to the previous years marked by the financial crises. For
example, short-term capital markets once again started showing an appetite for emerging
markets debt. Although the situation still remains fragile. Some countries are experiencing
acute financial difficulties that negatively affect investors and lenders behavior. But we also
see some encouraging signs in terms of the difference between the reaction to the financial
crises of affected countries before 1990s and now: they don't try the reverse reforms aimed at
liberalizing their economies but rather accelerate these reforms by focusing special attention
on the remaining “bottlenecks,” particularly in the structural and institutional spheres. This
can lead to a fundamental change in the markets sentiment towards developing countries in
terms of more appreciation of fundamentals and good policies as determining factors of
countries’ creditworthiness. Although the Bank’s report on the transfer of resources notes
that the peak levels of 1997 have still not been reached, one can assume, however, that these
numbers reflect the totally unsustainable pre-crisis state of affairs and should not be viewed
as a benchmark.

Nevertheless, in the current situation, the factors on the side of developing countries
are of less importance than economic prospects of the leading industrial countries. There is
still a lot of uncertainty about the incidence of economic recession in the United States, its
depth and duration. The Japanese economy has not yet managed to regain its place as a
locomotive of the global economy. It is difficult to say what sort of impact the economic
dynamics of industrial countries will have on the prospects for sustainable growth,
development, and fighting poverty in developing countries. One thing is obvious: there is no
reason to be complacent; there could be a significant demand for multilateral financial
support, particularly from the IMF and the World Bank. In this connection, issues of
maintaining the Bank’s income, which is generated primarily through lending operations, its
financial stability, as well as ensuring an adequate administrative budget – out of which
country programs and initiatives are funded – continue to be of great importance.

The World Bank’s Strategy in Middle-Income Countries

The Bank has recently started to devote greater attention to issues involving its
activities in middle-income countries. We welcome this approach and we believe that the
Bank should maintain a balance between assistance to the poorest countries and to middle-
income countries. In our opinion, these two approaches in no way contradict each other;
rather, they reinforce one another.

The Bank’s main role is to fight poverty and foster development. This mission
continues to be important not only for the poorest countries, but also for middle-income
countries, where the majority of the world’s poor still live. A broad approach to development
allows the Bank to play a unique role in creating and dissemination of knowledge about
development at the global level. In this respect, the experience that has been gained in
middle-income countries is of immense importance for the poorest countries. Finally, lending
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to middle-income countries allows the Bank to maintain its financial stability and to make a
major contribution to providing concessional financing for the poorest countries.

Accordingly, we in no way share the opinion that is sometimes voiced that the Bank
should curtail its activities in middle-income countries. The damage resulting from such a
reduction could be truly dramatic and could threaten the institution’s very existence.

In this connection, we support the concept of a minimal “zone” of sustainable lending
that ensures the financial stability of the Bank and makes it possible to support development
programs in poor countries. In this regard, the decline in lending to middle-income countries,
which is falling to a point close to the lower end of the “zone”, is a cause for concern. In our
opinion, this fact demonstrates that the problem of the cost of doing business with the Bank,
from the borrowers’ standpoint, remains extremely serious and calls for a radical review.
Failure to solve this problem could lead to a situation in which the borrowers will “vote with
their feet” against unfavorable trends in the institution’s activities which are inconsistent with
their interests.

As far as specific aspects of the Bank’s cooperation with middle-income countries are
concerned, our position is as follows:

1. The Country Assistance Strategy (CAS), which combines the priorities of the
borrower country and the Bank’s sectoral and corporate priorities, should continue to be the
basis for this cooperation. We support proposals to strengthen the CAS approach. The
concrete ways of borrower participation in developing the strategy can vary. We do not
believe it is necessary to confine them within a rigid preordained framework established by
the Bank and imposed upon countries. Specifically, the Letter of Development Strategy
(LDS) proposed in the Task Force report can be viewed as just one of the possible options to
be adopted at the discretion of the borrower country itself.

After all, the objective is not to force a country to prepare some sort of document or
another, thereby increasing cost of doing business with the Bank which the country is
supposed to bear. The objective is to link the Bank’s work to the government’s conceptual
framework, with its approach to development issues. Clearly, this approach can take a wide
range of forms – program addresses to parliament; laws and decrees; budget documents;
special statements, including those prepared in the context of cooperation with international
organizations. In our opinion, the Bank’s task in preparing a CAS should be not to force the
government to prepare yet another redundant document, but to familiarize itself with this
approach in the form in which it has already been laid out by the government and in which it
is being embodied in real everyday activities. In other words, the Letter of Development
Strategy should not become a standard, mandatory element of the process of preparing a
CAS. It is much more important to ensure that country strategies take full account of national
development plans and to support them by means of targeted programs financed by the Bank.

2. The Bank’s economic and sector work (ESW) in middle-income countries is one of
the most important elements of the country strategy. Financing for development without
ongoing efforts in this area is impossible. In our opinion, the existing forms of ESW
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adequately reflect the needs of client countries. ESW should be linked to ongoing technical
assistance, investment, and structural adjustment projects, in keeping with the key principle
that such undertakings should be demand-driven. In other words, the specific areas of the
Bank’s ESW in a country should correspond first and foremost to the priorities and
requirements set by the country itself.  The importance of this principle does not appear to be
given its due in the Task Force’s report or in Bank documents. Member countries should not
serve as a passive testing ground for analytical hypotheses that are not directly related to
their own needs and priorities. It is all the more unacceptable for ESW to be turned into
instrument for further increase in a country’s direct and indirect costs of doing business with
the Bank.

3. We believe that the introduction of new lending mechanisms should not be
accompanied by the elimination of existing instruments that have withstood the test of time.
It is in the best interests of borrowers, and the Bank itself, to have a wide menu of financing
options, the aim being to ensure that the products offered are consistent with countries’
particular conditions and needs. Specifically, we have from the very outset welcomed the
strengthening of the programmatic approach to lending, which allows countries to be more
flexible in designing their borrowing strategies. By the same token, we are keenly interested
in proposals to introduce the deferred drawdown option.

At the same time, in our opinion, traditional and time-tested instruments, in particular
investment loans, must not be abandoned. We do not believe that their merit lies simply in
the fact that the Bank can use them to transfer its knowledge and experience. Developing
countries need not only knowledge and experience, but also capital resources, particularly
long-term ones. The broadening of opportunities in global capital markets does not mean that
the Bank’s role as a source of long-term project financing, especially in infrastructure
development, should be reduced to zero. This role needs to be defined more clearly from the
standpoint of selectivity and complementarity, but we cannot agree with those who believe
that it has outlived its usefulness or is of secondary importance. I also must make mention of
the flexible and effective instrument of guarantees, the demand for which, in our opinion,
remains quite high and far from satisfied.

4. Let me remind you of the proposal we put forward in Prague, namely that Country
Directors should coordinate the work of all of the organizations of the World Bank Group in
the respective country. This would mean, in practice, effective coordination and cooperation
of the efforts of the IBRD, IFC, and MIGA. In any case, pilot projects could be set up to test
this approach.

The Enhanced Initiative for Highly Indebted Poor Countries (HIPC)
and Assistance to Post-Conflict Countries

Substantial progress has been made recently in implementing the Initiative for Highly
Indebted Poor Countries. A substantial reduction in the debt burden on their economies and
budgets is creating favorable conditions for the redistribution of resources to finance
development programs aimed at fighting poverty.
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We generally share the desire of the Bank and the Fund to apply the HIPC framework
for providing emergency assistance to post-conflict countries. However, the situation in these
countries is marked by a high degree of uncertainty, and the danger of new outbreaks of
instability makes it essential to proceed with the utmost caution. Institutional weakness in
these countries is also a major obstacle to large-scale financial assistance.

In light of these factors, we believe it is fairly risky to soften conditions for HIPC
decision point, especially with regard to reducing the track record requirements for
macroeconomic stabilization from three years to 18 months. Combined with a serious
increase in interim relief, which could potentially reach 75 percent of the total debt reduction,
this approach can erode credibility and financial sustainability of the Initiative. Therefore, we
cannot agree with this approach in principle. I believe that it is possible for a country to move
to the Initiative decision point on an accelerated basis only in exceptional cases, and only
with a corresponding extension of the interim period up to the completion point.

New risks have manifested themselves recently threatening the achievement of the
Initiative’s goals with particular vehemence, and we believe that they were not duly taken
into account at previous stages of the Initiative. We are especially concerned that HIPC
countries – including those that have implemented substantial reforms – may get drawn into
regional conflicts. Internal political instability may threaten to disrupt implementation of
approved programs. In this context, the challenges of implementing the Initiative are
intertwined with issues of post-conflict assistance, further complicating the situation. Under
these circumstances, additional demands for financial resources in excess of current estimates
may emerge.

This leads us to the even more serious issue of funding the Initiative. Financial
implications of providing HIPC relief to just three post-conflict countries would lead to a
sharp rise in the overall cost of implementing the Initiative. If one considers the possibility of
covering ten more countries, the gap between the original estimate of HIPC costs and its
actual implementation costs would expand very rapidly. This situation requires an
exceptionally sober and realistic look at the possibilities and prospects of the Initiative.

We also welcome the fact that the World Bank and the IMF have finally taken steps
to discuss how to prevent another increase in external debt of countries that have received
assistance under the Initiative. There is no doubt that proper macroeconomic and structural
policies by these countries will play a central role in this effort. At the same time, they have
an objective need for external financial resources, including borrowing on commercial terms,
including e.g. for trade finance purposes.

The Bank’s Role in Leveraging International Trade for Development

In the context of globalization, the prospects for economic growth and poverty
reduction in developing countries depend more and more on the degree and nature of their
participation in international trade. At the same time, these countries are still faced with
serious internal and external obstacles to integration in the global economy.
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As far as external obstacles are concerned, the elimination of barriers to their
traditional and nontraditional exports imposed by developed countries could play an
important role in stabilizing the financial and economic situation of developing countries.
For example, resources that could be obtained in this manner would exceed by a large
margin the resources allocated as assistance under the HIPC Initiative. Unfortunately, we
have a long way to go to solve this problem. And yet, liberalizing international trade and
providing access to markets for developing countries in particular, certainly fall under the
category of global public goods.

The developing countries face daunting challenges with respect to “behind-the-
border” issues, particularly in the areas of investment regulation, trade facilitation, customs
administration, development of transportation infrastructure, communications, and private
sector advisory services. To meet these challenges successfully, it is extremely important that
the developing countries’ own efforts be accompanied by the requisite international support,
including assistance from the World Bank.

On the whole, we agree with the Bank’s program of action on issues related to
leveraging international trade for development. We believe that the World Bank can and
should help developing countries, especially the least developed countries, gain increased
access to external markets, particularly the markets of developed countries.  The Bank has
devoted considerably more attention to international trade problems in recent years. We
believe this change is entirely justified and deserves appreciation. At the same time, in order
to ensure complementarity and avoid duplication, it is important to emphasize the need for
close coordination between the Bank’s work and activities in this field carried out by WTO,
the IMF, UNCTAD, and other international organizations. The Bank should not overstep its
mandate. In keeping with its capabilities and comparative advantage, it should address those
globalization issues which have a direct bearing on poverty reduction and development.

Fighting Poverty and the Issue of Global Public Goods

We read the Bank’s new document on global public goods with interest. Generally
speaking, we support the work on this subject. However, a number of points need to be dealt
with in greater depth:

1. The concept of global public goods is still quite vague, this weakens it as an
instrument for formulating Bank strategy.

2. There is still a danger that the concept may be politicized and put to arbitrary use.

3. Unlimited expansion of the Bank’s partnerships and of its participation in
supranational programs creates a danger that its resources will be spread too thin, that new
mandates for the Bank will appear, and that the Bank will lose control over the activities of
these partnerships.

We welcome the fact that these considerations are clearly expressed in the Bank’s
report.
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The five main areas of participation by the Bank in the current division of labor in the
realm of development assistance appear to have been defined very clearly. Granted, it is not
entirely clear why the issue of inadequate banking supervision has been combined with
money laundering and the fight against corruption. It would seem that the problems of
banking supervision are systemic in nature, and that their scope is much broader and more
multifaceted than the fight against criminal activity.

The Bank should continue to adhere to the time-tested principles of its participation in
such operations: focused selectivity, strong catalytic effect, co-financing from partners, and
overall subordination to national strategies of interested participating countries. An extremely
cautious approach to the issue of expanding the Bank’s financial participation in such
programs is essential, and in any event this must not result in hardening lending terms and
conditions within the framework of its primary mandate.

Fighting the Spread of HIV/AIDS Epidemic

We fully support the Bank’s efforts to coordinate the global fight against the
HIV/AIDS. The Bank appears to be successfully demonstrating its catalytic potential in this
area by participating in the mobilization of efforts of regional and international organizations,
governments, and private and non-governmental organizations. In particular, the important
gains that have been made in reducing the cost of treatment for poor countries are a result of
this coordination.

In our opinion, this work should be continued. Moreover, it would be appropriate to
extend the unique experience in coordination and partnership that has been gained in this area
to efforts to combat a number of other diseases, the rapid spread of which poses a threat at
the national, regional, and interregional levels. These diseases include, for example,
tuberculosis and hepatitis. Availability of the latest drugs to cope with widespread contagious
deceases is a crucial factor for sustaining growth and reducing poverty in developing
countries.

Harmonization of Operational Policies, Procedures, and Practices

The harmonization of operational policies, procedures, and practices in development
assistance has been a pending issue and must be addressed. A lack of coordination among the
requirements and operational standards of international organizations and bilateral donors
has a double negative effect: the cost to recipients of receiving assistance is far too high,
while the effectiveness of international development agencies in providing assistance to
individual countries and globally is also declining.

On the whole, the document submitted offers an accurate description of the
harmonization process itself, its participants, and current undertakings in this area. The time
has come to move beyond diagnosis to concrete arrangements in applying common
standards.
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This will require the coordination of a prioritized agenda and plan of action
addressing existing problems at the level of development agencies, recipient countries, and
the system as a whole. The document provides a mixed picture of uncoordinated actions. In
our opinion, efforts need to be focused in three areas: procurement, financial management,
and environmental assessment. It is in these areas that the best practice of providing
assistance and fostering institutional capacity building of recipients has been very clearly
defined. Accordingly, the development of a plan of action should begin with these efforts.

In our opinion, the World Bank Group is the organization best placed to lead the
coordination of this work.  It has accumulated a wealth of experience operating in all the
recipient countries as its policies and procedures have undergone qualitative changes in
recent years. Moreover, the Bank is the most impartial organization on matters involving
regional and bilateral interests, which makes it both a participant and an honest broker in the
harmonization process. It is extremely important that a professional and impartial approach
be taken here. As the document duly notes, this is not a matter of adopting one institution’s
requirements over all others. It is a matter of identifying the most effective methods for the
transfer and use of assistance in the interests of fighting poverty and promoting sustainable
development.

Enhancing the Contribution of International Financial Institutions (IFIs)
to Combating Money Laundering

We support the idea that creating conditions to prevent money laundering should be
among the joint activities of the Bretton Woods institutions aimed at strengthening the
financial systems of its member countries. This aspect should also be taken into consideration
with regard to the offshore financial centers (OFC) assessment program. There is no question
that the possibility of laundering of illegally acquired money is one of the serious
deficiencies of the current financial system. The possibility of money laundering hinders the
fight against corruption. This problem is also linked to the problem of illegal forms of capital
flight from developing countries and transition economies, which depletes their resource
base, creates a threat to macroeconomic stability, and encourages the emergence and spread
of financial crises.

Improving the effectiveness of national systems for supervision and regulation of
banking and non-banking institutions – systems which are supposed to prevent potential
financial abuses by economic agents – assumes the parallel creation of a suitable business
climate. This in turn entails streamlining taxation and liberalizing trade, the development of
capital and financial markets. Those concerted actions are necessary to enhance the financial
sector’s role in the development process and to create a conducive environment to private
sector development.

The main tools for achieving these goals are Fund’s surveillance and conditionality,
technical assistance, Banks’ financial sector ESW and specific project, as well as joint IMF-
World Bank Financial Sector Assessment Program (FSAP), including the preparation of
Report on the Observance of Standards and Codes (ROSC). Other instruments which the
Bank can use to counter the spread of harmful practices include participatory anti-corruption
programs, programs to develop state institutions to strengthen the management of public
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resources, and activities to improve corporate governance. On the other hand, we believe that
there is not need to call for additional tightening of fiduciary and safeguard rules applied to
the financial operations of the World Bank Group. Substantial resources have recently been
already allocated to strengthen those safeguards in order to exclude the possibility of
financial abuse related to the Bank lending. The main issue is the implementation of these
rules. Furthermore, due to the effective control systems and high standards never has a single
impropriety of any significance been discovered in the financial operations of the World
Bank Group.

We also believe it would be wrong to assign any law-enforcement functions to the
Bretton Woods institutions. Prosecution of financial crimes is the prerogative of national
authorities and should be based on domestic legislation. In this connection, it is not clear
where recognition of the 40 principles of the Financial Action Task Force on Money
Laundering (FATF) as an international standard could lead the Bretton Woods institutions.
These principles were drafted without the participation of the majority of developing
countries and transition economies and are currently subject to changes due to known
deficiencies and limitations. Although some of these principles are well applicable in work
related to analysis and strengthening of the financial sector, others are directly related to
criminal legislation and prosecution. Since it is not possible to separate these two groups of
principles from one another, their use by the IMF and the World Bank as a separate ROSC
module will lead inevitably to a collision with the mandate of these institutions. The same
applies to the FATF principles for assessments in non-member countries, where assessments
are carried out on an involuntary basis and may include sanctions. This approach contradicts
the established principle of countries’ voluntary participation in FSAP.

Thus, at the current stage, inclusion of FATF principles into ROSC would be an
inappropriate and counterproductive step that could detrimentally affect the activities of IFIs
in member countries. The Bank’s participation in specific measures involving FATF also
raises questions and may have possible budgetary implications. It is also important to bear in
mind that this would in effect mean an increase in hidden costs of doing business with the
Bank, and would have a negative impact on prospects for expanding its operations. At the
same time, we support the participation of the Bretton Woods institutions in efforts to
improve the FATF principles, and we hope that this will lead to a fuller consideration of the
realities of developing countries in the principles.

We are also in favor of holding a dialogue on these issues with countries on a strictly
businesslike basis, free from external influences and any sort of political paranoia whipped
up by the media, which unfortunately has become a familiar scenario in recent times.
Moreover, we believe that terminology for the classification of countries that has been
developed outside the Bank should not be used in the Bank’s documents. This also applies,
of course, to the classification developed by FATF.
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Guidelines for Public Debt Management

We are pleased to note that a final version of the Guidelines for Public Debt
Management has been published in time for this session of the Development Committee and
the International Monetary and Financial Committee. In our opinion, the document itself is
important, as is the work done to prepare the document, in the course of which the Bank and
the Fund were able to study the status of public debt management in practically all member
countries. At the same time, we believe that the publication of the Guidelines is just the first
stage in the complex effort to bring the requisite order to the management of public external
and internal debt. In the context of the liberalization of financial markets, the fact that
inadequate attention was paid to this issue by member countries and the Bretton Woods
institutions led to an increase in the instability of the international monetary and financial
system. At times, the Bretton Woods institutions recommended external debt management
methods to countries that were subsequently determined to be fundamentally incorrect.

The Guidelines contain a number of general recommendations regarding the
organizational structure of debt management as well as principles of prudential financial
management. Many of these principles are not new and are based on elementary logic and
common sense, but, as the events of recent years have shown, they were frequently not
observed in practice. Some of these principles are based on new nontraditional approaches.
The compilation and codification of these principles under the aegis of the IMF and the
World Bank imparts them with new resonance and suggests that they will be assigned greater
weight in the policies of member countries.

At the same time, it is important to keep in mind that countries differ when it comes
to the severity of their debt problems, the development of their internal capital markets, their
access to external financing sources, and their level of institutional development. The
adoption of general guidelines will not do much to alter the particular debt situation of
individual countries or groups of countries. The development of debt management guidelines
and business models tailored to countries’ specific characteristics and the urgency of
problems facing them would do more to promote strengthening of the international financial
architecture in practical terms. In particular, practical recommendations are needed which
apply the experience of individual countries in resolving debt crises and creating effectively
functioning debt management systems.

We hope that work in this area will continue. In particular, the general guidelines
should be applied and additional technical and financial assistance should be provided to
countries to enable them to create baseline conditions for public debt management and
improve management systems where such conditions are already in place. The creation and
improvement of such systems should be accompanied by the establishment of mechanisms to
prevent and resolve debt crises, the development and introduction of standards, codes and
best practices in the financial sphere, and the creation of early-warning systems for
prevention of crises based on indicators of macroeconomic, monetary, and financial stability.
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Guidelines and Principles for Effective Insolvency and Creditor Rights Systems

The Bank has continued its important work of assessing best international practices in
the key field of business insolvency procedures. Removing inefficient businesses from the
economic space is an effective instrument for facilitating the smooth functioning of a market
economy. Accordingly, we fully support the development of general guidelines and
principles for establishing a model insolvency and creditor rights system.

In order to create an effective insolvency mechanism, widely varying interests and
needs must be delicately balanced and combined.  In this regard, both the extreme simplicity
and the extreme complexity of legislation and procedures for invoking it can be an asset and
a liability. We would not wish to treat this document as a rigid set of principles to be forced
on countries in the future as a mandatory international standard. Rather, it should serve as a
guidebook which legislators of developing countries can use to facilitate the establishment or
improvement of national insolvency systems. In the final analysis, the key objectives should
be to incorporate time-tested guidelines in legislation and ensure their subsequent
implementation.

Accordingly, we welcome further work to refine the guidelines and principles for an
effective insolvency and creditor rights system, especially in the light of the experience of
pilot countries. Given the exceptional importance of this effort, the optimal course of action
would be to follow the procedures used to develop the public debt management guidelines,
whereby the discussion of guidelines was organized with full participation of all concerned
government authorities.
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