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Statement by H. E. Fernando Zavala, Minister of Economy and Finance of Peru 
 

On behalf of Argentina, Bolivia, Chile, Paraguay, Peru and Uruguay 
 
 
Our statement will be focused on two broad topics: a) assessing the effectiveness of the current 
model of aid delivery as reported in the Global Monitoring Report (GMR), and b) seeking 
effective ways of substantially expanding the supply of clean energy. 
 
Global Monitoring Report 
 
At the current pace of progress, most countries will not achieve most of the Millennium 
Development Goals (MDGs) by 2015. The human development MDGs, which are crucial for a 
permanent exit from poverty, show the largest gap between current progress and the targets. We 
must keep in mind that we are now almost 9 years away from the target date.  
 
The two most important questions are why the current progress is insufficient to achieve 
the majority of the MDGs in most of the countries by 2015 and how we can accelerate it. 
We will address these questions in two parts: 1) assessing the effectiveness of the models of aid 
delivery, and 2) assessing the volume and quality of financing required to achieve the MDGs. 
 
Models of Aid Delivery 
 
First, we think the current model of aid delivery used mainly by the International Financial 
Institutions  (IFIs) and Official Donors is slow, complex and centralized, placing too much 
emphasis on processes and too little on results and mutual accountability. On the supply 
side, the main actors are the IFIs and the Official Donors. Both have embarked on a process of 
harmonization and alignment that started in 1997 and is not ready yet to scale up despite a 
number of coordination meetings, the last of which was in Paris. This, of course, makes it 
difficult to deliver opportune, flexible, untied and predictable aid. On the demand side, the IFIs 
are convinced that good governance of the client’s central government institutions is a 
prerequisite for aid delivery. They expect then to see clients’ governments in the driver’s seat, as 
owners of the reforms programs and accountable to the people, with good monitoring and 
evaluation and results-based frameworks. Since we are facing governments with weak 
institutions and politically unstable, fulfilling these expectations is a very complex and long-term 
endeavor. Also, assessing progress toward this goal is now impossible because, as described in 
the GMR, aggregate governance indicators are severely flawed. These bottlenecks on the supply 
and demand side are delaying the implementation of concrete policies and actions that can 
accelerate progress toward the MDGs and can be evaluated by results, which will permit to hold 
supply and demand actors accountable. 
 
Second, we think we should consider more models of aid delivery to enhance competition 
and evaluate each model by results on the ground. In particular, we think it will not be 
appropriate to include the Global Partnerships in the harmonization and alignment exercise. 
Instead, they should be let operate under their own delivery models. Similarly, we think more 
emphasis should be given to the delivery models of the Civil Society Organizations (CSOs). The 
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interplay among these groups will permit each one to specialize in its own comparative 
advantage in terms of products they could best deliver and countries they could best serve. We 
are optimistic about this multiple-actors model of aid delivery. Overall, results will be better and 
achieved faster than trying to channel all the aid through the conventional model. But for this 
“competitive model” to function, actionable indicators of results have to be developed to 
evaluate the effects of the policies and actions of each supplier of aid and thus build the 
necessary accountability that does not exist at present. 
 
Third, multilateral trade liberalization in goods (specially in agriculture) and services 
through a meaningful culmination of the “Doha Development Round” is a complementary 
delivery mechanism to achieve the MDGs that does not require as much aid as the 
traditional  models of aid deliver . It is particularly important to advance decisively in 
agricultural trade liberalization, which represents two-thirds of the expected benefits of the round 
and benefits the rural areas, where most of the poor live. The World Bank estimates of the 
impact of a meaningful Doha Round have shown that additional employment creation and 
income generation can lift a substantial amount of the poor out of poverty, assuming that 
merchandise trade and services, in particular labor migration policies, are substantially 
liberalized. Liberalization of labor migration policies is a long-run necessity for the world, given 
the different rates of population growth in mature and young countries. 
 
Financing for Development and Financing the Achievement of the MDGs: Aid and Trade  
 
Aid commitments have increased significantly in recent years, but aid is still not sufficiently 
flexible, untied, predictable, and focused in reducing poverty. Higher aid flows are a 
reflection of an increase in the aid effort by DAC (Development Assistance Committee) and non 
DAC countries, but they are mostly in the form of debt relief and technical cooperation and 
significantly directed to geopolitical strategic countries. That is, more aid through the usual 
channels, but not flexible, predictable and untied enough. For the HIPC countries that reached 
the decision point, debt relief has allowed them to increase poverty reduction expenditures from 
about 6 percent of GDP to 8 percent in 2004. But a solution to the issue of creditor participation 
is still pending. The Multilateral Debt Relief Initiative (MDRI) will affect gross assistance flows 
of IDA and the African Development Bank (ADB) in the relief effort, and it benefits the non-
LAC IDA countries the most. The MDRI has to be additional, including intertemporally, which 
is very difficult to monitor. It also has to avoid free-riding problems that affect debt 
sustainability, which is another monitoring challenge. 
 
We see significant uncertainty about the amount and the type of aid delivery in the medium 
and long term. The high commitments made in Gleneagles would increase aid by 25 billion 
dollars a year to Africa and 50 billion dollars a year to all developing countries by 2010. It was 
also in Gleneagles that the goal to reach the ODA/GNI 0.7 percent by 2015 was reaffirmed. 
Given that the budgets of donors are approved annually and are under significant pressure, these 
aid commitments are perceived as very uncertain. Therefore, more emphasis should be given to 
grant funds from private donors, to channeling better remittances, and to innovative mechanisms 
such as the International Financing Facility (IFF), Advance Market Commitments, airline 
departure tax legislation, Output-Based Aid, and the like. Finally, we should not lose sight of the 
fact that less than 25 percent of the donors have ODA/GNI ratios at or above 0.7 percent. 
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Trade can become a significant component of financing for development if a good Doha 
Round is achieved. Meaningful merchandise trade liberalization raises real income significantly 
by 89 billion dollars per year, according to the latest World Bank estimates. If we add partial 
immigration liberalization, that number could easily double the welfare gains from trade. 
Remittances, which are currently much larger than official aid, can also increase substantially. It 
would be interesting to have a precise estimate of the effects of multilateral trade liberalization in 
goods and immigration on the needs of aid to achieve the MDGs. The last Global Economic 
Report that reports on the effects of full multilateral trade liberalization in goods and services is 
of 2002.  
 
Governance 
 
Governance is a two-way street that requires well-established mutual accountabilities to 
work appropriately. The main problem that cuts across all the governance issues is that IFIs, 
Official Donors and the governments of client countries do not have well-established 
accountability mechanisms. As stated in the section on Models of Aid Delivery, problems of 
governance in the supply side (donors) and demand side (client countries) are at the heart of slow 
progress in aid effectiveness. 
 
Actionable bottom-up indicators of governance for both client countries and donors (which 
are yet to be developed) are superior to current aggregate top-down indicators. Current 
aggregate indicators of governance for developing countries show significant measurement 
errors and other technical problems, and they should not be used to classify developing countries. 
We wonder if it is possible to find appropriate governance indicators at such an aggregate level. 
Just solving the attribution problem is nearly impossible in the aggregate. We concur with the 
GMR that it is by far better to focus on concrete actionable indicators more amenable to develop 
accountability mechanisms, for both client countries and donors. 
 
Indicators to measure governance of developed countries as it relates to their interaction with 
developing countries should be given equal weight in the discussion. We are surprised to see that 
only a small box in the GMR is dedicated to indicators that rate donor countries. The 
Commitment to Development Index of the Center for Global Development is one of such 
indicators that require more attention; probably it is too aggregate and needs to be broken down 
into actionable indicators of the quality of aid. Tied aid is another indicator of the quality of aid 
and of implicit corruption that also requires more attention in future GMRs. 
 
Clean Energy and Development 
 
We think the analysis of clean energy should be done in the context of the global market for 
energy, and climate should come into play via the externalities that conventional energy and 
clean energy produce on development and poverty reduction by changing the climate. This way 
the interactions between energy and climate change are well spelled out and double counting is 
avoided when estimating the funding required for climate change and clean energy, as it appears 
to be the case in the background paper. 
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All sources of energy should be considered together since they are close substitutes, and the 
market will choose its energy mix according to the relative prices of each source. The energy 
investment needs of developing and transition countries are estimated at 300 billion dollars per 
year. The electricity sector alone needs 160 billion dollars of investment a year but is investing 
only 80 billion dollars a year. The main polluters are the industrial countries, but since they are 
overburdened with other development needs, they are reluctant to pay the bill of the enormous 
effort of gearing energy supply toward more clean energy. The private sector remains the main 
vehicle to finance the future path of energy consumption. Be it clean or polluting energy, it all 
depends on the relative costs of the alternative sources of energy. The investment climate in most 
developing countries has to be improved significantly to further facilitate private sector 
investments in energy, and the Doing Business database is an excellent diagnostic and 
monitoring tool for this purpose.  
 
We concur with the report that we need to factor in the negative externalities that the price of 
polluting energy creates, eliminating subsidies and taxing this type of energy, which is a way of 
approaching private profitability to social profitability for polluting energy relative to clean 
energy. This is a more powerful instrument to change the mix of energy consumption than 
expecting public sources of funds and the fast scaling-up of market-based mechanisms such as 
the carbon fund.  
 
In this context, we would like to bring two specific proposals to your consideration. 
 
First, adopt a policy of free global trade for biofuels and similar technologies that are likely 
to be profitable in the market place. Currently, biofuels are at a competitive disadvantage 
(high import taxes) with oil products, which enjoy a truly free global market. We think that 
letting biofuels compete in the global market, together with eliminating subsidies to oil and 
taxing its negative externalities, can produce a significant change in the relative price of these 
sources of energy with profound consequences for the increased use of biofuels and the like. 
 
Second, eliminate the policy restrictions to invest in large hydro and gas projects. Real 
interest rates are low, and the price of oil is high and will stay at these high levels for the 
indefinite future. These conditions have made a whole array of hydro projects that 
remained dormant profitable. At the same time, new policy restrictions have appeared – 
such as the stringent social and environmental safeguards promoted by the IFI,  which have 
practically paralyzed investments in large dams. These hydro projects can also benefit from the 
carbon fund credits, which further increase their profitability to scale up this activity. There is 
clearly a significant trade-off between expanding the supply of clean renewable energy and 
complying with very strict environmental and social safeguards. This obviously calls for an 
objective cost-benefit analysis to determine the best option between these two : i) no investment 
with the current stringent environmental and social safeguards and ii) significant investment in 
clean energy while complying with equivalent flexible safeguards. Similar arguments can be 
applied to the scaling up of gas projects. 
 


