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Impact of Recent Events on Low- and Middle-Income Countries: Response of the World Bank 
 
The recent terrorist attacks exacerbated downward momentum that was already evident in the 
global economy.  Developing countries are the most vulnerable.  Directly or indirectly - and to 
varying degrees - developing countries will be affected by the deterioration in the economic 
outlook, continuing fears about possible further terrorist actions and the side effects of the war to 
combat terrorism.  The weakening in global demand has brought sharp falls in exports and 
commodity prices, including in some cases substantial losses in tourism receipts.  The downturn 
in financial markets and increased risk aversion are inhibiting capital flows.  Even when the 
recovery gets underway in the global economy, some countries will confront continuing severe 
problems of refugees and post-conflict reconstruction, while others will face longer-term 
structural effects in areas such as trade, tourism and insurance. 
 
The implications for global poverty are stark.  In some regions, such as Africa, already facing 
serious challenges in addressing poverty, reducing the numbers of those in absolute poverty will 
become even more difficult.  For other countries, many of whom have made quite significant 
gains in poverty reduction such as in Asia, progress may be stymied or even reversed.  The 
Bank's own illustrations show an additional 10 million remaining below the USD 1-a-day 
benchmark for extreme poverty, just from the incremental reduction in the developing world's 
growth attributed to the events of 11 September. 
 
Recent events in Asia are illustrative of many of these concerns.  Prior to 11 September, many 
East Asian economies were already close to or in recession as exports and industrial production 
had fallen precipitously.  Further deterioration in the US or Japanese economies is likely to 
produce even sharper falls.  We urge the Bank group to remain actively engaged in the region.  
The problems facing Indonesia are especially acute.   
 
Many small islands are also finding that the slump in tourism, combined with weakening export 
demand, falling commodity prices, and increased transport and insurance costs are adding to 
their longer-term problems and may require support for significant economic restructuring even 
as conditions improve.   
 
If the dimensions of the problem are challenging, there is also a positive note to reflect on – 
recent evidence suggests that our policies against poverty are working.  As the Bank notes in its 
forthcoming Globalization, Growth and Poverty:  Facts, Fears and an Agenda for Action, since 
about the 1980s, "..the long trends of rising global inequality and rising numbers of people in 
absolute poverty have been halted and perhaps even reversed."  
 
As the largest single source of development finance, the World Bank will need to play an active 
role in the international response, operating within its core mandate of poverty reduction  
through promoting economic growth and structural reform.   
 
The Bank is well placed to respond through existing instruments and can provide additional 
financial assistance through new lending commitments under Supplemental and Emergency 
Recovery Loans and Credits, investment and adjustment lending and Special Structural 
Adjustment Loans.  In addition, resource transfers can be increased or accelerated for   existing 
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operations through portfolio restructuring, frontloading disbursements and temporary increase in 
cost-sharing limits.  There  is a case for a limited expansion of existing IDA grants to cover a 
wider range of post-conflict situations.  Depending on the course of events, this may include 
Afghanistan.  IDA, while retaining its special emphasis on Africa, should recognize that three-
quarters of the poor in IDA-eligible countries are in other regions.  In responding to the current 
situation, the Bank should ensure that its overall priorities are not distorted and that performance 
continues to be a critical factor. 
 
Heavily indebted poor countries will have access where appropriate to these various Bank 
instruments.  In addition, changes in their economic circumstances will be reflected in the 
amount of debt relief provided under the HIPC Initiative for countries reaching their decision 
point.  For HIPCs that have already passed the decision point, where there has been a 
fundamental change in their long term debt sustainability in exceptional circumstances due to 
exogenous factors, this can also be taken into account when they reach the completion point. 
 
The IFC should help sustain private investment flows to  developing countries.  As the aggregate 
amounts being sought are probably well beyond its financial capacity, it should focus its efforts 
where they will have the greatest impact on maintaining employment in the short term and 
preserving the economic growth capacity of countries in the medium term.  In considering the 
use of off-balance sheet vehicles, it should give attention to the need for transparency and the 
close monitoring of risks.  MIGA can also assist in meeting the likely increase in demand for 
investment guarantees for war-related risks if private insurers seek to reduce their exposure, 
although it should be careful not to displace private markets. 
 
The Bank should support countries that need to reconsider aspects of their development 
programs and priorities through its analytic and advisory services.  Priorities should include 
analysis of how to manage downturns in tourist and other export demand in some countries, 
governance issues in conflict-affected and poor-performing countries, and economic and social 
issues around areas of conflict.  Heightened concerns about the clandestine financing of terrorism 
warrant greater urgency being given to diagnostic work on compliance with international 
financial supervisory standards related to money laundering and other financial abuse, based on 
the pilot programs currently under way in Luxembourg and Switzerland.  This work will need to 
be followed up quickly with assistance that builds on work already underway in this area, such as 
for capacity building and training regulators.  Additional technical assistance is especially 
needed in small states where government resources are already stretched. 
 
There is scope available this financial year for additional concessional IDA lending and for a 
considerable increase in new IBRD commitments, which last year were at their lowest real level 
in two decades.  The Bank should continue to be mindful of the need over time to maintain and 
rebuild its risk bearing capacity.  It should also take into consideration any encashment 
constraints in any front-loading of loan disbursements.  Just as the global slowdown and recent 
events are increasing demands on the Bank, they are also placing greater constraints on the 
capacity of donors to provide new resources as their budgets come under pressure and they face a 
range of other financing requirements.  The Bank will therefore need to continue to look 
critically at what trade-offs can be made to allow the best use of available resources. 
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Financing for Development 
 
The Financing for Development Conference to be held in Mexico in 2002 offers an important 
opportunity to advance international understanding of what is required to promote economic 
development and poverty reduction. 
 
There is broad agreement that national policies and governance are crucial to development.  This 
should be the central theme of Financing for Development.  Improving the effectiveness of 
international assistance will also be important to ensure maximum impact in reducing poverty. 
 
Sustainable development depends to a large extent on private initiative, sound policies and 
governance - which are essential for both domestic and external investment flows.  To establish 
and maintain an environment conducive to investment requires building effective public 
institutions, the judicial system, the banking system, macroeconomic policies and open and 
competitive markets.  The most important development lesson from the past fifty years is that 
open economic policies that promote broad based growth have been the most successful way of 
reducing poverty.  The dramatic reductions in poverty in many East Asian countries pursuing 
such a growth path have been the main reason that, despite setbacks, the number of people living 
in poverty worldwide have fallen over the last decade from over one quarter to about one fifth.  
Improving the investment climate should be a key objective of aid but in many countries requires 
major reforms of the policy and regulatory framework.  Accordingly, we should support work to 
assess the quality of national investment climates, including through comparable indicators, and 
to disseminate information on them.  This should be complemented by technical assistance and 
capacity building support to help developing countries to undertake necessary reforms. 
 
Trade is a vital engine for growth and poverty reduction. The discussions in Doha earlier this 
month provide a promising basis for moving forward with a new trade round that could bring 
considerable benefits to developing countries.  Agricultural trade liberalization will be critical 
because of the importance of this sector to most poor countries.  Restricted market access and 
domestic agricultural subsidies in wealthier countries continue to limit significantly the ability of 
poor countries to grow and reduce poverty.  Agricultural subsidies, at $300 billion per annum, 
amount to six times global aid flows and are approximately equivalent to the GDP of sub-
Saharan Africa.  A concerted effort on trade liberalization is required by all developed and 
developing countries.  While important, moves to open access and provide trade preferences to 
least developed countries need to occur in conjunction with broader based trade liberalization.  
There are also significant benefits to be gained by developing countries liberalizing their own 
trade restrictions, although effective and targeted assistance will continue to be required to 
enable them to participate in the global trading system and implement WTO commitments. 
 
There is considerable scope to explore further ways that aid might be made more effective.  The 
recommendation by the Zedillo panel that aid allocations be linked more closely with levels of 
poverty within a country and the extent to which national policies are effectively directed to 
reducing poverty is welcome.  Internationally, there have been considerable efforts to move in 
this direction.  Although specific bilateral programs remain focused on particular countries’ areas 
of closest interest, aid is, collectively, more focused on these criteria than ever before.  The  
Bank has significantly strengthened its performance based allocation system and, at least within 
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regions, lending is generally allocated primarily to better performing countries.  Yet there is 
scope for the Bank to strengthen this even further.  In particular, the impact of quantitative caps 
and targets on the Bank’s ability to help the most people escape poverty needs further 
consideration. 
 
The aid budgets of donors need to take account of budgetary constraints, the perceived 
effectiveness of aid and comparisons with the performance of other donors.  While recognizing 
the importance of aid, it is likely to prove difficult to build a consensus at the Financing for 
Development Conference around proposals to dramatically expand levels of assistance or to use 
the Conference as a pledging session.  Nor is the volume of aid necessarily the central factor in 
halving the proportion of people living in poverty.  East Asia, which was home to the one of the 
largest concentrations of poor people in the world, has almost halved poverty in the past decade 
despite receiving less aid per capita than almost any other region.  In contrast, capacity 
constraints, conflict and poor governance have often resulted in poverty increasing in regions 
receiving far greater amounts of aid per capita. 
 
The various development targets endorsed by recent international conferences can be effective  
in motivating development efforts and providing a focus on outcomes rather than inputs.  
Caution is needed, however, about using them as a basis for determining donor funding or 
designing detailed operational strategies.    
 
Regardless of aid levels, it is important for the international community to make better use of aid 
through more efficient cooperation and coordination and, while maintaining appropriate 
standards, minimizing the overhead costs to aid recipients.  This constituency supports greater 
coherence and closer collaboration among the various international bodies engaged in economic 
development within their existing mandates.  Cooperation should be based on a clear 
identification of the comparative advantages of individual bodies and a clear delineation of roles 
and responsibilities.  We do not support the creation of new coordinating institutions or major 
changes in governance structures. 
 

HIPC/ PRSP Progress Reports 
 
It is encouraging that since the last meeting of the Development Committee, two more countries 
have gained access to interim debt relief and three have now reached completion point.  These 
countries are likely to have their total debts reduced by about 60 per cent.  But it is worrying that 
several countries that have already passed their decision point are experiencing problems in 
implementing their policy commitments and macroeconomic programs. It is important that they 
persevere with their efforts to ensure that the benefits of debt relief are used for poverty 
reduction and sustainable economic development.  Good progress by HIPCs in meeting policy 
commitments will send positive signals to the donor community.  There are daunting challenges 
also in bringing the remaining countries, most of which are conflict-affected, to their decision 
points as conditions improve. 
 
I look forward to a comprehensive review of the impact of poverty reduction strategy papers at 
the Spring meetings next year.  PRSPs provide a framework for developing countries to 
articulate strong country-owned programs.  While the development of PRSPs is in some cases 
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taking longer than anticipated, it is important to obtain quality programs based on effective 
consultation.  The need for quality is reinforced by the gradual shift towards greater use of 
programmatic instruments, which need to be tied closely to well-articulated programs and clear 
performance targets. 
 
Arrangements for meeting World Bank costs associated with the HIPC initiative until 2005 seem 
close to being secured.  This will be a major achievement.  Fully financing HIPC will, however, 
require continued efforts by the international community. 
 
Harmonization of Operational Policies and Procedures 
 
Differences in the operating policies and procedures by donors and multilateral institutions 
impose a burden on the administrative capacity of recipient countries, increasing transaction 
costs and impeding the effectiveness of aid.  The action plan that has now been agreed for the 
harmonization of policies and procedures is a significant step forward.  The multilateral 
development banks must now proceed vigorously on their commitments to harmonize policies 
and procedures for procurement, financial management and environmental assessments.  This 
work is appropriately focused on bringing processes associated with the core products offered by 
all institutions more closely into line.  The requirement now is to proceed to concrete actions, 
such as the recent standardization of bidding documents.  
 
The appropriate level of standards also remains a key issue.  The Bank must not compromise 
core fiduciary principles or safeguard standards, but the most exhaustive standards are not 
always the best.  In some instances, the potential development benefits that might be gained 
through greater harmonization of procedures may justify a greater tolerance for risk.  Attention 
should also be given to building the capacity of developing countries to take the lead in aid 
coordination and to manage activities effectively in compliance with safeguards.  This will take 
on even more importance as we explore further the potential for engaging in sector wide 
approaches. 
 

Progress Toward Education for All 
 
The Dakar World Education Forum in 2000 highlighted the importance of education and 
affirmed the goals of universal primary education by 2015 and eliminating gender disparities by 
2005.  Combined with good policies, education is a key factor in promoting economic growth 
and poverty reduction as it contributes directly to national productivity.  It also contributes to 
social well-being and the construction of democratic societies.  Improving educational outcomes 
requires more than just raising gross enrolment rates.  It requires qualified teachers, adequate 
learning materials, effective institutional arrangements and the incentive structures provided by 
employment opportunities attuned to educational attainments.  It also requires attention to 
complementary inputs such as health and nutrition, water and sanitation and rural infrastructure.  
It therefore needs to be closely integrated into a country’s overall development priorities and 
planning rather than in isolation from them.  I look forward to the action plan on Education for 
All to be prepared for discussion by the Committee at our next meeting in April 2002. 
 
 


