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Impact of Recent Events on Low- and Middle-Income Countries 

Even today, over two months after the terrorist attacks on New York and Washington, we are 
still feeling the impact of these dreadful events. What happened on September 11 made us 
realize that no part of the world can be safe if other parts are not. No part of the world can cut 
itself off and shield itself from what is happening in the rest of the world. In many parts of the 
world, human security and development, stability and peace are under threat from a loss of 
political order, from crises and from the resultant economic decline, violence and terrorism. 

We must back up the international community's determined campaign against terrorists and 
the destruction of their networks, thereby depriving terrorism of its breeding ground. We 
need measures at global level and a development policy response that also addresses the 
regional level. The aim is to enhance security for the people in developing countries through 
economic and social development and counteract marginalisation and exclusion. 

That is why the people of the South must have greater opportunities to participate in the 
process of globalisation and development being experienced in the international economy. 
The challenge now is to establish a lasting basis for world-wide solidarity against terrorism 
by establishing a global alliance for justice. We need a broad reform alliance that is made up 
of developing and industrialized countries, of civil society and business and that also includes 
the critics of globalisation. What is crucial is that, through the closer involvement of the 
developing countries, responsibility will be shouldered jointly. It is not only in the interests of 
political credibility but it also makes good political sense for a fair and sustainable balance to 
be achieved between the interests of industrialized and developing countries at the ongoing 
and forthcoming international negotiations within the WTO, on “Financing for Development” 
and on sustainable development (Rio + 10 in Johannesburg). 

A strong regulatory framework is needed for the international financial markets. Partly 
because uncontrolled movements of capital can threaten the stability of developing 
economies but also because – as has been shown in such an alarming way – international 
terrorist groups exploit the loopholes and weaknesses in the international financial system to 
finance their criminal activities. Within this context, also development co-operation is 
concerned with stabilizing the financial sectors in the developing countries and supporting an 
effective regulation of financial flows. We greatly welcome the World Bank's proposals on 
intensifying measures to combat abuses of the financial systems, prevent money laundering, 
and strengthen and reform the national financial markets. This will also require close 
international co-operation that extends beyond the OECD countries and is aimed at 
integrating the developing countries more closely into the international financial system and 
ongoing efforts to improve it. The stability of the international financial system is contingent 
upon the developing countries being greater involved in debates and decision-making at the 
various international fora. It is only out of active involvement that a sense of responsibility 
can grow. 

It is difficult to assess how serious the negative impact on growth, poverty and development 
will be and how long it will last. It is therefore vital to observe further developments closely 
and maintain close contact between the institutions (World Bank, IMF, Regional 
Development Banks). In addition, it should be taken into consideration that countries have 
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been affected by the attacks in very different ways. The Bank will have to assess each 
concrete situation individually by engaging in dialogue with the government, to identify the 
necessary measures and, if needed, to adapt or expand the existing programme. 

Additional financial demands will be made on the Bank – and also on the other international 
financial institutions. At present, the Bank is well placed to meet that demand, both in terms 
of the flexibility and suitability of its instruments and in terms of available resources. What is 
vital, in our view, is that the principles of Bank policy be maintained, particularly the central 
role of good governance and the established quality standards for programmes and measures. 
By upholding agreed Bank policies and standards, we will avoid categorising countries as 
either friend or foe, as was common practice during the Cold War. 

In the short term, we are supplying emergency aid to help cope with the immediate impact of 
the war in Afghanistan on the civilian population. We have mobilized a considerable amount 
of additional aid for emergency measures in Afghanistan and support for Afghan refugees in 
Pakistan. Further measures are being planned. We welcome the fact that the World Bank has 
joined with other organisations, particularly the UN, to develop strategies for rebuilding 
Afghanistan so that reconstruction work can be initiated without delay once circumstances 
allow to do so. 

In the medium and long term, the task is to tackle the breeding ground for crises, violence 
and terrorism using also such means as development cooperation. Development policy efforts 
in this field must be diverse and should not be limited to preventive measures. The central 
prerequisites, and objectives, of sustainable development are functioning and democratic 
public institutions and structures, an open civil society and cultural identity and tolerance. 
When embedded within a comprehensive prevention strategy, these factors are also 
instrumental in eliminating the structural causes of conflict in the political and social field 
and in fostering a capacity to resolve crises and conflicts peacefully. Thus, they are also vital 
elements in a global peace order. 

UN Conference on Financing for Development 

By formulating the millennium goals, the international community has established a common 
framework for national and international development efforts. This common framework is an 
important precondition for the formulation - within both the national and the international 
context -of concrete strategies geared towards achieving the millenium-goals as well as 
efforts to effectively support their implementation. Progress towards the millenium goals in 
this framework requires not only a clear political commitment but also continuous financing. 
Against this background, the aim of the FfD Conference is to achieve international agreement 
on some of the most important national and international efforts and measures that are a 
prerequisite for achieving the millennium goals in the long term. 

Considering this broad international political consensus, the international financial 
institutions (IFIs) and other donors are faced with the challenge of tailoring their strategies 
and policies towards the millennium goals – and the respective medium-term national 
strategies – and co-ordinating and monitoring them accordingly. This will lay the ground for 
a new type and quality of partnership and more effective support for national efforts. Here, 
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the World Bank and other multilateral development banks can build on the experience that 
has already been gained through the PRSPs and the CDF but that undoubtedly needs to be 
further refined. The current PRSP review offers a welcome opportunity for this. 

Germany has begun tailoring its development co-operation in line with the millennium goals. 
The explicit goal of our bilateral "Programme of Action 2015" is to contribute towards 
halving the proportion of people living in extreme poverty world-wide by 2015. As part of a 
new partnership that places greater emphasis on the principle of ownership, we aim to 
undertake an overhaul both of the nature and the volume of our cooperation with our partners. 
Germany is committed to gradually increase its ODA to 0.7% of GNP and, to this end, will 
elaborate a concrete schedule. 

The FfD will address a broad range of issues relevant to financing. Private capital, both 
domestic and foreign, is vital for the financing of the development process. The priority 
concern, therefore, is to establish an appropriate environment that offers incentives for 
domestic capital to be invested and that attracts foreign capital. Since investments only 
generate a return at some point in the future, maximum stability of legal, political and 
macroeconomic conditions is crucial to the continuity of investments and their financing. 
Country strategies must give top priority to examining what macroeconomic strategies are 
needed to generate satisfactory growth. This question could usefully be addressed by means 
of a joint initiative involving the Bank and the Fund. 

In view also of the desired aim of greater integration of the developing countries in the world 
economy and the further liberalization of capital and commodities markets, it should be 
ensured that any such measures do not have a destabilizing impact. The liberalization of 
economic structures should therefore be a sequenced process and should take account of the 
institutional and economic capacity of the respective country. One aspect of vital importance 
is to establish and strengthen appropriate market institutions and the regulatory capacity of 
the public administration. 

In the long term, the greater integration of the developing countries into the world economy 
will enhance their prosperity. This depends, however, on an international trade regime being 
in place that combines liberalization with a realistic opportunity for countries to realize these 
potential benefits through trade and, in particular, enhanced access to the markets of the 
industrialized countries. Therefore, we welcome the international community's agreement in 
Doha to stage a new world trade round. In view of the present global political and economic 
situation, this is an important signal underlining the commitment of all member states to find 
multilateral solutions to current problems. Now, the task is to make the new WTO round a 
"development round", in particular by: 

• substantially improving market access for the main export products of the developing 
countries, 

• providing adequate technical and financial support to the developing countries in 
implementing WTO standards, 
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• taking a generous attitude towards the difficulties experienced by developing 
countries in implementing commitments from the Uruguay Round. 

The financing of global public goods, which include a stable international financial system, 
presents us with a particular challenge. The Zedillo report estimates that around US$ 20 
billion are required annually to meet the need for global public goods; only a small 
proportion of this is currently being provided through the classic forms of development co-
operation. The financing of global public goods is therefore an important question for the FfD 
to deal with. All suggestions for new financing mechanisms should therefore be examined  
open-minded. The German government has, for example, commissioned a study to examine 
the effectiveness, modalities and consequences of a tax on international currency 
transactions. 

Progress Reports on the HIPC and PRSP Initiative 

While recent events have prompted a wide variety of expressions of support for development 
co-operation to be stepped up so as to reduce the massive disparities in living conditions 
between wealthy and poor countries, they have detracted attention from the concrete 
measures that are already being implemented, such as debt relief for the poor countries. Since 
poverty and social deprivation continue to be at their worst in these countries and have, 
indeed, been aggravated by the impact of September 11 on the world economy and by the 
continued recession, what is needed instead is a reiteration of our determination to go ahead 
with debt relief for the poor countries. We should take the opportunity to do so presented by 
this meeting of the Development Committee. 

The progress currently being made on implementation of the HIPC initiative, particularly 
Bolivia and Mozambique's attainment of their completion points and Ethiopia's attainment of 
its decision point, is therefore particularly gratifying. 

The current poor state of the world economy, with economic growth forecasts being revised 
downwards almost monthly, underlines the need to continually monitor the debt situation of 
the poorest countries using annual debt sustainability analyses to prevent the build-up of new 
levels of unsustainable debt. The World Bank and International Monetary Fund's suggestion 
that the debt sustainability of the HIPCs and the financing needs of all PRGF countries be 
reviewed in the light of recent events should be put into practice as soon as possible. Flexible 
use should also be made of the option of re-examining and, if need be, adjusting the extent of 
debt relief at Completion Point in response to serious external shocks. Surely, there can be no 
question that current events constitute such a shock. 

The coherence of macroeconomic policies and poverty reduction programmes is also an 
important factor in the co-operation between the World Bank and the IMF on the PRSPs. We 
welcome the progress achieved so far, which has been manifested, for example, in the mutual 
complementarity of the two instruments, the PRGF and the PRSC. We are also anticipating 
that tangible progress will be made on the ex ante evaluations of the social impact of 
macroeconomic policies. It should be a standard feature of responsible external assistance 
that appropriate analyses, however many uncertainties they may inevitably contain, are 
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available before far-reaching macroeconomic or structural policy recommendations are 
formulated. 

Experience so far with the implementation of the PRSP initiative is encouraging. The close 
cooperation between the BWIs and the partner countries has so far had a particularly 
successful impact on pro-poor budgeting. The visible incorporation of poverty reduction 
measures into the partner countries' budgets is a concrete indication that the partners also 
view the PRSP initiative as constructive. We are also observing a welcome increase in civil 
society participation in most PRSP countries. Regardless of the specific form that 
participation takes, taking the specific situation in the country into consideration, it must be 
noted and welcomed that in many countries a great deal of public attention is for the first time 
being focused on the problem of poverty and on measures to combat it. 

The PRSP initiative is still in its early days and so it is hardly surprising that shortcomings 
and problems are emerging both at the level of individual countries and at a more general 
level. The PRSP Review Process will provide an opportunity to discuss these in detail and we 
will contribute our own experience of supporting the process to the discussion. One of the 
shortcomings is undoubtedly that the PRSPs have so far taken an all-embracing rather than a 
strategic approach. In the quest for social consensus, which is an entirely desirable aim, there 
can be a tendency to skirt around sensitive issues, despite the fact that they are of critical 
importance to poverty reduction. Furthermore, many PRSPs limit themselves to planning 
public expenditure without focusing enough attention on the question of how to generate 
private investment. However important it may be that public expenditure should be pro-poor, 
it should not be forgotten that sustainable poverty reduction cannot be achieved without the 
continuous growth of the economy and of employment. The PRSPs should devote greater 
attention to the question of what measures will lead to greater private investment. 

Harmonizing Guidelines and Procedures – Progress Report 

The report provides a good description of current activities and discussions on the 
harmonization of procedures in the bilateral and multilateral field. Annexes A and B of the 
report also provide a good overview of the activities of the players involved in the process of 
harmonization. 

The harmonization process is, however, far from being only concerned with the technical 
aspects of procedures and gradually bringing them into line. Harmonization is, first and 
foremost, an essential element in enhancing the efficiency of assistance by making co-
ordination within the donor community easier and by relieving the partners of the additional 
costs associated with complying with a variety of procedural requirements. On the whole, 
there is a consensus on the importance of ownership for the success of development efforts 
and thus for poverty reduction and also on the fact that the Poverty Reduction Strategy Papers 
elaborated by the recipient countries must be taken as the binding framework for co-operation 
with all donors. However, it becomes harder to achieve the necessary pooling of efforts and a 
co-ordinated and complementary approach within the strategies laid down in the PRSPs if the 
procedures and guidelines applied by the individual players are incompatible with each other. 
The considerably greater priority now accorded to the aim of improved harmonization can 
therefore be attributed to the CDF and PRSP processes. 
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Germany is willing to make the necessary changes to its procedures in compliance with 
international agreements. What is vital is that the room for manoeuvre available to the 
various different donors be taken into account when identifying best practices and 
benchmarks, thus enabling as many donors as possible to participate. 

Active efforts must be made to forge ahead with the linking of bilateral and multilateral 
harmonization efforts. The need for networking and cooperation between bilateral and 
multilateral donors is becoming ever clearer. The World Bank's involvement in the DAC 
Task Force is very helpful. We welcome the World Bank's efforts to work on its own 
procedures so as to achieve greater compatibility and harmonization between the donors. 

The preferred option must be the harmonization of procedures at the level of the development 
agencies, using procedural standards that have been agreed on between the donors (both 
bilateral and multilateral) following consultations with the developing countries. Any attempt 
to harmonize procedures primarily on a country-by-country basis would only offload the 
problem of varying procedural requirements from the recipient countries to the donors. This 
does not mean to say, however, that it might not make sense in individual cases for the 
donors to agree amongst themselves on country-specific procedures, provided they comply 
with recognized minimum international standards. 

Progress towards "Education for All" 

Education is vital in allowing individuals to participate in social and economic life, in 
facilitating sustainable development and in fighting poverty. Knowledge and human capital 
are important factors of production and help to facilitate lasting economic growth. 
Investments in education, training and research are therefore key in determining the 
sustainable economic development of a country. 

Yet education not only builds human capabilities but is an important building block in 
creating "social capital". This social capital is of increasing importance in tackling complex 
tasks in the developing countries and is part of the promotion of pluralistic approaches (civil 
society, participation). If people are to be able to participate constructively in social 
developments and to contribute to decision-making processes, they must receive an education 
that integrates such aspects of democratic practices and non-violent approaches to conflicts 
and that enables them to experience what an active engagement to social cohesion means in 
practice. 

We welcome the Development Committee paper's clear statement of the importance of 
quality education as a factor in development. An analysis of schooling retention and 
completion rates shows that this aspect must be given a greater role in strategies for 
promoting education. 

The quality of the analysis on which the paper is based is undisputed. Yet in offering 
solutions, the paper very quickly turns to demand increasing expenditure on education. This 
cannot be the sole criterion for the success of an international campaign for education. Such a 
view fails to take account of important factors, such as the absorptive capacity of our partner 
countries. The question is not simply how much funding the donors provide for the education 
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sector in any one country but rather what capacity the countries concerned have to implement 
the planned measures efficiently and effectively. 

Regarding the question of additional resources, the role of domestic resources that a country 
can mobilize will play a decisive role. This means in particular that the promotion of 
education must be made an integral part of national development and poverty reduction 
strategies. Furthermore, national plans to promote education must be accompanied and 
supported by the appropriate macroeconomic environment and the necessary political 
reforms. In this context, the PRSP processes are of great importance. The fundamental 
prerequisite is that the partner country show a clear commitment to achieving "Education for 
All", as agreed in Dakar. 

Basic education of adequate quality is of fundamental strategic importance in a 
comprehensive education strategy. The other levels of education (secondary and tertiary) 
have a value and role of their own in terms of the aim of raising education standards and the 
allocation of investments in education. The different initiatives for promoting education in a 
developing country must therefore take a diversified approach and take into account the 
national enabling environment and the existing standard of education. Isolated investments to 
promote individual levels of education are not helpful. 

In order to help countries meet the Dakar goals we have to sharpen our focus on education. A 
number of challenges are ahead. We are looking to address these and forthcoming issues at 
our next meeting in Spring. 


