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A.  Global growth and poverty 
 
It is gratifying to see not only some strengthening in global growth since we last met, but also the 
strong growth now evident for many developing countries and predicted out to the 2006 forecast 
horizon.  Over that period, developing countries’ real GDP growth is forecast to continue at 
about twice the rate of developed countries’ growth.  Most developing regions are sharing in this 
growth, which considerably outpaces their population growth.  Unfortunately, growth in 
Sub-Saharan Africa remains too weak in per capita terms to make significant progress against 
poverty.  
 
Growth in some of the developing countries in this constituency also remains subdued, but we 
have been heartened to see the World Bank’s intensified activity to understand the constituency’s 
challenges.  There have been recent visits by President Wolfensohn, senior Bank management, 
and a sub-group of Executive Directors; a recent regional workshop to pool insights into the best 
path forward, and novel attempts to increase coordination among aid donors to meet recipient’s 
priority needs, involving the World Bank and the Asian Development Bank and the 
Governments of Papua New Guinea and Australia. 
 
While many developing countries face challenges in meeting some of the Millennium 
Development Goals (MDGs), new World Bank work confirms earlier estimates that from 1981 
to 2001, the proportion of people living in extreme poverty fell from 40 per cent to 21 per cent, 
and the number fell by about 400 million, notwithstanding global population growth of 
1.6 billion over that time.  This represents unprecedented progress over the last two decades 
towards and beyond the overarching MDG, that of reducing income poverty.  
 
The Global Monitoring Report 2004 shows that this strengthened growth and progress against 
poverty is due in part to improved macroeconomic and structural policies in most regions, 
although the vital areas of quality of governance and public administration continue to lag, and in 
some countries and regions, to go backwards. 
 
With better macroeconomic and structural policies, average developing country credit ratings 
have risen.  The average spread on emerging market bonds has fallen more than 200 basis points 
since the end of 2002.  Low global interest rates have helped developing countries’ investment 
and growth, and reduced their debt-servicing burden, from 18 per cent of exports in 1997 to 
15 per cent in 2003.  But developing countries will need to continue to monitor their 
indebtedness closely, particularly in the face of a probable increase in global interest rates in 
years to come from historically low levels.  
 
Global threats to continued progress remain.  Large current account deficits in the US draw in 
much of the world’s savings, and structural rigidities restrain growth in Western Europe and 
Japan.  Such factors hold back global growth and raise the risks of disorderly corrections, and we 
urge accelerated national progress in these areas of reform. 
 
Terrorism also regrettably remains a threat to economic confidence.  The Bank and Fund have a 
role to play to reduce this threat, as embodied in the recent decision for more effective 
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organization and resourcing of measures to counter money laundering and the financing of 
terrorism.   
 
B.  ‘Global Monitoring Report 2004’: progress towards the Millennium Development 

 Goals  (MDGs) 
 
The joint work of the IMF and the World Bank to produce the Global Monitoring Report 
usefully adds to our understanding of development successes and failures.  Work by the Bank on 
the quality of governance, regulation and business climate, and on barriers to trade, highlights 
the reforms that are needed by both developed and developing countries to raise living standards.  
We commend the Bank on this work and urge its continuation and refinement. 
 
      Global goals and national commitments 
 
Interpreting the MDGs as guides to national policy requires a common sense approach.  The 
MDGs were endorsed by governments as global goals, not national goals.  While they can only 
be met by national actions, the way some goals are expressed prevents their ready direct 
application in all national circumstances.  For example, goals such as reducing infant mortality 
by two-thirds or maternal mortality by three-quarters may be more or less feasible depending on 
an individual country’s starting point.  For relatively good performers close to the ‘frontiers’ of 
best practice, the cost of further large reductions in their mortality rates might be prohibitive, 
whereas even larger improvements might be achievable in countries with weaker starting points.  
 
The MDGs should serve as encouraging broad external benchmarks of what is feasible, but 
countries must have the right to ‘own’ their development priorities and shape them to their needs, 
resources and starting points.  Moreover, the MDGs also remind us that the interconnections 
among economic and social goals are important.  For example, the Global Monitoring Report 
suggests that gender equity is vital to improving educational outcomes, and that improving 
educational outcomes is vital to improving maternal and infant health, halting the spread of 
infectious diseases, improving economic growth, and thus conquering income poverty.  
 
The consistent shortfall in progress towards the MDGs in Sub-Saharan Africa is suggestive of 
deep seated problems of instability and weak governance.  As an example of both problems and 
progress, the case of Uganda is illustrative: progress towards the goal of universal primary 
education was being hindered not only by constrained budgeted spending on education, but also 
by teacher absenteeism which ran at 25 per cent and diversion to other uses of as much as 
87 per cent of non-wage resources intended for schools.  Yet in just five years, the diversion of 
non-wage resources was cut by more than three-quarters through improvements in transparency 
and public involvement. 
 
It is hoped that initiatives such as the African Peer Review Mechanism of the New Partnership 
for Africa’s Development can help improve governance more widely.  Better governance would 
provide the foundation of a better business climate, a better use of existing resources, and a more 
productive environment for seeking higher levels of future aid that could assist progress once 
necessary underlying conditions are in place. 
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    Investment, remittances, trade and aid 
 
Net foreign investment inflows to developing countries were running in 2002 at about 
$150 billion a year, and remittances to developing countries were over $90 billion a year.  
Official development assistance (ODA) was almost $60 billion a year in 2002, though the latest 
estimates suggest it rose again in 2003 to almost $70 billion. 
 
World trade growth continues at more than twice global GDP growth.  Developing countries’ 
international trade (imports plus exports) is equivalent to about half their gross national income.  
Yet trade barriers – among developing countries themselves as well as the particularly harmful 
barriers by some OECD economies that bear on developing countries’ exports – subtract some 
$350 billion a year from developing countries’ potential income, and about $150 billion from 
developed countries’ potential income. 
 
To put it differently, for every $4 the private sector and individuals transfer to the developing 
world in investment and remittances, developed countries’ governments add about $1 in aid, 
while all governments’ trade barriers subtract over $5 of potential income.  Those numbers 
suggest a focus for our efforts: improving the business climate in developing countries to attract 
private capital flows, and lowering trade barriers everywhere, can do more to generate 
self-sustaining economic development and reduce debt than any feasible increase in aid volumes.  
 
In our view, well designed and effective ODA (particularly in improving governance and 
supporting human capital) is best seen as playing an important complementary role to trade and 
investment. 
 
    Business climate and governance 
 

Good governance and robust, transparent and honest legal and economic institutions are the 
foundations of wealth production.  They are also the foundations that allow performance-based 
aid to be deployed effectively.   
 
The Global Monitoring Report 2004 deploys strong new evidence from the World Bank’s 
‘Doing Business’ database to confirm that heavy regulation tends to be associated with 
corruption, high proportions of business conducted inefficiently in the informal sector, and low 
growth.  Corruption is a regressive tax that hits hardest at the weakest and the poorest.  In 
addition, corruption in developing countries destroys the support for aid in developed countries.  
 
The Bank, the Fund, the regional development banks and bilateral donors all have valuable 
contributions to make towards strengthening governance and institutions in developing countries.  
Over the last year, Australia has taken innovative measures in cooperation with local authorities 
and the international financial institutions in both the Solomon Islands and Papua New Guinea to 
help strengthen the rule of law and the quality of governance.  
 
But domestic reformers in developing countries themselves have the greatest role to play, and 
here the Bank can help the reform process with the dissemination and transparent comparison 
and benchmarking of countries’ performance in improving governance.  The Country Policy and 
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Institutional Assessment (CPIA) ratings and the ‘Doing Business’ database have particular 
potential, and we encourage their further dissemination and use to enable comparisons of who is 
moving in the right direction, and who is failing in these basic building blocks for economic 
growth. 
 
    Trade liberalization 
 
We congratulate the Bank on its continued analytical work on the costs of trade restrictions, 
export and production subsides.  In addition, the Bank’s technical assistance and project lending 
help strengthen trade capacity, and help lower the ‘behind the border’ impediments in logistics 
and customs that often prevent developing countries from making the most of their market 
access. 
 
For developed countries, the Bank’s work on trade restrictiveness confirms the damaging heights 
of trade protection, export and production subsides in agriculture and the way tariff escalation 
often works to discourage more processed imports from developing countries.  Both factors 
explain why the dynamic estimates of gains from plausible multilateral trade liberalization yield 
more than twice the income gains to developing countries ($350 billion) than to high- income 
countries ($150 billion). 
 
For developing countries, declining simple average tariffs provide heartening indication of 
progress in reducing trade barriers over the last decade.  Nevertheless, new trade restrictiveness 
indexes suggest that developing countries still have trade barriers more than twice as high as 
those in OECD economies, and that barriers against other developing countries are often as high 
as, or higher than, barriers against developed country exports.  This is a powerful reminder that 
the potential for gains from multilateral trade liberalization in a successful Doha Round lie in 
‘South-South’ trade as well as between developed and developing countries.   
 
    More and better quality aid 
 
We strongly support continued movement to performance-based allocation of multilateral aid, 
including grants and loans from the International Development Association, although we 
recognize there are some shortcomings in the current system.  In particular, for smaller countries 
the system can be inflexible and lead to significant fluctuations in allocation as a result of only 
small changes in governance ratings.  We look forward to further work on fine-tuning the 
allocation system.  In addition, we consider there should be full transparency as to the indicators 
(based on the CPIA ratings) that drive that allocation.  Following the recent examination of CPIA 
methodology by an expert panel, we urge the prompt publication of full details of countries’ 
CPIA scores.  But a corollary of performance-based aid is a well-developed program of technical 
assistance and capacity building for those countries that can not benefit from performance-based 
aid because they are recovering from conflict or they have weak policies and governance or they 
are highly indebted.  Bilateral aid will also have to play a role in dealing with these difficult 
cases. 
 
Useful World Bank involvement outside the performance-based framework is outlined in the 
ideas for Low Income Countries Under Stress (LICUS).  However, such ideas are at this point 
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under-developed in practical terms and under-resourced in implementation.  The creation of a 
three-year, $25 million LICUS trust fund is only a very tentative first step.  The modesty of this 
initiative is indicated by the fact that the first call on that fund, on behalf of Liberia, has already 
accounted for 16 per cent of its resources.  Well-designed aid to LICUS and post-conflict 
countries can be vital, and we urge increased priority on developing LICUS programs, especially 
in the context of tailoring assistance that will be compatible with the estimates of long-term debt 
sustainability for low-income countries as further discussed below. 
 
In this context, we do not share the Global Monitoring Report’s implication that the recent 
increase in ODA is in some sense devalued by the amounts devoted to debt forgiveness, 
technical assistance and aid administration.  We do not share the assumption that only cash 
transfers for program support amount to high-quality aid.  Indeed, given the scope of problems in 
LICUS countries and countries that face debt sustainability problems, we may need to see more 
technical assistance in such cases. 
 
The Global Monitoring Report introduces an interesting new measure of the ‘selectivity’ of aid 
allocation in poverty reduction, with ‘selectivity’ implying that a certain level of aid, provided to 
better performing but poorer countries will lead to greater reductions in poverty than if it were 
allocated evenly to all countries or more were given to countries with poor policies.  But 
‘selectivity’ in this sense measures only two dimensions of aid.  The form in which aid is given 
is also important, as are the reasons (other than poverty alleviation) that sometimes inform aid 
decisions.  For example, responses to humanitarian crises or conflicts, or aid to a LICUS country, 
may be measured as less ‘selective’ aid, but nonetheless meet a real need. 
 
    Efficiency and co-ordination of the International Financial Institutions 
 
The partnership among developed and developing countries and the international financial 
institutions demands a strong performance from all three to improve progress towards the 
MDGs.  Against that aspiration, it is clear the chapter in the Global Monitoring Report 2004 on 
efficiency and coordination of the international financial institutions is the weakest in an 
otherwise impressive analysis.   
 
In future work, we would appreciate a clear identification of the conclusions the Bank draws for 
its own prioritization and the efficiency with which it applies its existing resources. 
 
C.  ‘Long-Term Debt Sustainability in Low-Income Countries’ 
 
Foreign debt sustainability is a function both of the cost of debt repayments, and of the 
opportunity to export in order to meet those repayments.  Consequently, the trade liberalization 
imperatives outlined above are central to debt sustainability as well as to economic development.  
One of the best ways for developed countries to address the issue of debt sustainability would be 
to review trade barriers and subsidies that impede developing countries’ earning opportunities. 
 
We welcome the joint Fund-Bank work on a forward-looking methodology to study debt 
sustainability for low-income countries.  Although this work is still in its early stages, already 
some useful general guidance is apparent. 
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First, the quality of policies and institutions in a low–income country is an important determinant 
of its vulnerability to debt crises: countries with weak institutions and policies as revealed by the 
CPIA ratings, are vulnerable to debt crises at lower levels of debt than countries with stronger 
CPIA ratings.  That is another reason why the details of CPIA ratings should be released now, 
even though the rating system will doubtless be improved further by additional testing and study, 
including external research. 
 
Second, at any given level of institutional and policy quality, countries that are particularly prone 
to exogenous shocks such as export price fluctuations or climatic disruption to agricultural 
output have less capacity to service foreign debt.  Again, the evidence on economic volatility 
would be a valuable addition to governments’ and markets’ capacity to judge debt sustainability. 
 
Third, debt sustainability will always remain a matter of judgment and depend on the 
circumstances of each country.  Judgments and country circumstances will always differ, and 
there is unlikely to be any single, definitive indicator of sustainable debt.  We wish to see the 
debt sustainability analysis developed cooperatively by the borrowing country, the Fund and the 
Bank together (and used for example in Article IV examinations and Country Assistance 
Strategies), but the process should not remain solely an official or confidential one.  All market 
participants deserve timely access to the information yielded by debt sustainability analysis, and 
we advocate public dissemination of the insights from this process as soon as possible.  
 
While the debt sustainability analysis is forward looking, we also need to apply its insights to the 
tail-end of the HIPC processes.  
 
An old aphorism notes that when one wants to get out of a hole, one should first stop digging.  
Yet in the last few years for some HIPCs, the international financial institutions have deepened 
the hole of excessive debt by lending more funds (albeit at concessional rates) even as countries 
already exceeded the HIPC exit point target ratio of 150 per cent of the present value of external 
debt to exports.  More debt is never the solution to unsustainable indebtedness.  Forgiveness of 
debt that was widely perceived to be unsustainable, even as it was contracted, worsens moral 
hazard and makes a mockery of performance-based aid allocation.  The process favours that 
subset of HIPCs that benefit, but is unfair to the similarly poor, but less indebted developing 
countries, including some in this constituency. 
 
The HIPC sunset clause will come into effect at end-2004.  The question of what to do about 
heavily indebted countries that have yet to enter the HIPC process will become important.  There 
are strong grounds for maintaining encouragement for as many HIPCs as possible to progress 
their reforms sufficiently to take advantage of the HIPC concessions.   
 
Most of those HIPC countries that have not yet reached decision point have suffered conflict and 
instability, and debt sustainability analysis may show their ultimately sustainable debt levels to 
be below current HIPC benchmarks.  We will need more detailed analysis of specific country 
circumstances as we proceed to operationalize the new debt sustainability analysis framework.  
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    ‘Voice’ in the governance of the World Bank 
 
Addressing representation and governance issues at the IMF and the World Bank is critical to the 
on-going credibility of the institutions.  The representation of the fastest growing economies of 
the world, in particular those in East Asia, has not kept pace with their importance in the world 
economy and this continues to create tensions at the institutions.  An adjustment to quota shares 
at the IMF, followed by a change in the capital subscription shares of the IBRD, is needed to 
improve the credibility of the institutions.   
 
One approach to these goals that might command support would be to establish a review of the 
role, functioning and operation of the Boards.  The structure and composition of the Boards 
could then be subsequently reviewed.  
 
D.  Conclusions  
 
We believe the Global Monitoring Report 2004 embodies some useful new insights into the 
causes of persistent poverty such as poor business climate, weak governance and persistent trade 
barriers.  With the new tools deployed in the report, we hope to see sharpened diagnoses of what 
countries need to do to lay the foundations for poverty-busting growth, sharpened 
performance-based allocations of aid, and diagnoses of debt sustainability.  We also look 
forward to the World Bank’s efforts to assist LICUS countries. 
 
 
 


