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IMPLICATIONS OF THE CRISIS ON GLOBAL DEVELOPMENT FINANCE: CHALLENGES AHEAD: 
 
The financial crisis has changed the world. It has already driven more than 50 million people into extreme 
poverty, particularly women and children. Low Income Countries have been hit in very different ways, 
hence, a "one-size-fits-all" response is not the best way forward. Development finance is now facing 
some serious challenges but also opportunities for change. 
 
Firstly, the prospects for sustained progress on the MDGs look increasingly bleak in the thick of the 
global economic crisis, and more needs to be done to reach the targets by 2015, particularly in the 
poorest countries in Sub Saharan Africa.   
 
Secondly, with short and medium term prospects for growth, world trade and international investment 
flows so uncertain, one of the most significant financing challenges for development financing– including 
the European Union - is to scale up aid and meet our commitments and while ensuring fair burden 
sharing.  
 
Thirdly, sustaining the development aid effort is essential, but not sufficient. In financial terms this means 
that Official Development Assistance must be complemented by other financial sources including 
help for developing countries to combat climate change.  
 
My central message is that in order to meet the financing needs of low-income-countries and to prevent 
another wave of instability, still more needs to be done, particularly for the poorest countries and the 
fragile ones.  
 
Developing countries can become a key driving force in the recovery, assuming that their domestic 
investments rebound with international support, including a resumption in the flow of international credit.  
 
The crisis requires unprecedented and concerted global action to mitigate the impact on developing 
countries and to ensure their contribution to global recovery. The European Commission is ready to work 
with all concerned to this end, and again, I emphasise the need for a fair burden sharing between all 
actors in development.  
 
IMPLICATIONS OF THE CRISIS ON GLOBAL DEVELOPMENT FINANCE: THE RESPONSE OF THE 

EUROPEAN UNION AND THE EUROPEAN COMMISSION  
 
In response to these challenges, the European Union has started to implement the set of measures - agreed 
last May - to cushion the human impact of the crisis and to boost economic growth in developing 
countries. The measures include, inter alia, honouring aid commitments and leveraging new resources; 
acting counter-cyclically; improving aid effectiveness; sustaining economic activity and employment; 
revitalising agriculture; investing in green growth; stimulating trade and private investment; working 
together for economic governance and stability, and protecting the most vulnerable. 

 



The European Commission’s main crisis response instrument is the "Vulnerability FLEX", which 
supports those countries most vulnerable to impacts of the crisis by enabling them to maintain priority 
spending, notably in the social sectors. This short term and demand-driven instrument is complementary 
to actions taken by the International Financial Institutions and will mobilize additional grant money of 
up to €500 million in 2009 and 2010. It is foreseen that 17 ACP countries will benefit from around half 
of this amount in 2009, in record time given our normal financial decision-making procedures, to be 
provided mainly through budget support allowing rapid implementation and alignment with our partner 
countries' own crisis response priorities. We will continue to collaborate with the Bretton Woods 
Institutions in delivering Vulnerability FLEX support for 2010 thereby ensuring the consistency of our 
institutional analysis and the complementarity of our assistance. For example, we are pleased to note the 
similarity of the criteria envisaged for the Bank’s future Crisis Response Facility with those we have in 
the V-FLEX. I am confident that the similarity of our instruments will strengthen our collaboration 
even further in 2010 when the second tranche of the V-Flex is mobilized.  
 
Official Development Aid (ODA) has proven to be one of the most stable sources of development 
finance going to developing countries. It has played, and will continue to play, a critical role in supporting 
their efforts in coping with the crisis. We call upon the entire donor community to live up to their 
promises and to further increase their aid budgets with a view to achieve the long-standing 0.7% 
ODA/GNI target and very much hope that the EU will continue to keep the benchmark high. The EU 
strongly advocates increased concessional financing to the most vulnerable and fragile countries. In 
this regard, I am confident that the joint work between the World Bank and the European Commission on 
situations of fragility will significantly improve the ability to provide adequate assistance and reduce the 
risk of aid orphans. I look forward to the adoption, this year, of the Common Approach Paper, fruit of 
coordinated work involving the Bank, ourselves, the IMF and the African Development Bank. 
 
The crisis has demonstrated that although sustaining the development aid effort is essential, it is not 
sufficient and we must avoid situations where the national budgets of our partners are excessively 
dependent on ODA. This is a good time to improve the effectiveness of ODA by implementing the Paris 
Declaration and the Accra Agenda of Action. On the other hand, we also need to better harness other 
financial flows and policies for development purposes. Innovative Financing Mechanisms have helped 
plug part of the financing gap and hold promises for future targeted uses.  
 
ENSURING MORE EFFECTIVE AND INCLUSIVE GLOBAL FINANCIAL INSTITUTIONS: 
 
Modernising our international financial institutions - ensuring "effective multilateralism": 
 
I particularly agree with the G20 Summit recommendation in Pittsburgh on modernizing the international 
financial institutions and global development architecture and the concern therein with regard to the lives 
of the poorest as well as the world’s long-term challenges.  
 
Like donors, effective multilateralism is the way forward for MDBs with an emphasis on stronger 
coordination, a clearer division of labour, more complementarity and synergy, a more meaningful 
commitment to transparency, accountability and good corporate governance, a larger capacity to 
innovate and achieve demonstrable results, giving greater attention to the needs of the poorest 
populations and strengthening recipient country ownership of strategies and programs while allowing 
adequate policy space.  
 
The current aid architecture with a proliferation of donors, service providers, projects and "vertical funds" 
is a daunting maelstrom. It is not acceptable to burden the developing countries in this way and at the 
same time claim to increase their capacities and promote transparency. We should systematically assess 
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the added value and the costs versus benefits of proposals to create global instruments and seek to build 
on existing capacities and resources as a matter of priority. 
 
I welcome the G20 recommendations that the World Bank should structure its work with the regional 
development banks and other international organizations around a focussed set of global challenges. This 
is a good step towards coherence and better collective results.  
 
Ensuring sufficient resources for the World Bank and Regional Development Banks: 
 
One way of responding to the needs of developing countries, especially the poorest, is to ensure that the 
IMF, the World Bank as well as the Multilateral Development Banks have sufficient financial capacity to 
respond to the global crises in line with their mandates and to acquire the capacity to address new 
challenges. There is a broad consensus on the need for additional resources for the Multilateral 
Development Banks. With several MDBs seeking an increase in capital, a capital review process of these 
institutions must be concluded by 2010. There is a need for close monitoring of the adequacy of their 
concessional resources and fair burden sharing in their replenishment. Also, debt sustainability must 
remain a key concern in the International Financial Institutions' lending to low-income countries. This is 
why the EU strongly advocates increased concessional financing to the most vulnerable countries as 
well as the fragile ones.  
 
The European Commission welcomes the important steps taken to increase the concessional capacity of 
IFIs/MDBs, particularly in the context of the G20, and we commend both the IMF and the World 
Bank for the efforts made. The European Commission also welcomes the review of the IMF's financial 
facilities for low-income countries and urges the IMF, World Bank and regional development banks to 
increase and continue increasing concessional lending to the poorest countries. 
 
The G20 has undertaken to provide more resources for short-term lending instruments. However, this 
cannot replace long-term financing for growth and development. There is indeed a strong need to 
ensure coherence between short-term counter-cyclical support and long-term objectives, in particular with 
regard to the debt sustainability of our partners. In addition, the European Commission is also concerned 
that capital increases/adequacy within the International Financial Institutions will mainly favour Middle 
Income Countries and will take place at the expense of Low Income Countries.  
 
Reform of voice and representation of developing and transition countries in the World Bank Group: 
 
The European Commission welcomes the commitment by the G20 to "move towards equitable voting 
power in the World Bank" to strengthen the voice of developing and transition countries and thus preserve 
the World Bank's legitimacy and effectiveness. Developing countries deserve a greater say in decisions 
that have an effect on them. Thus, we look forward to further arrangements in the second phase of the 
reform on which agreement is needed before the 2010 Spring Meetings. In this regard, special attention 
needs to be paid to the poorest to improve the participatory approach and strengthen the WB 
development mandate.  
 
Beyond the quota discussions and to ensure a comprehensive approach, other elements of the 
governance reform such as voting majorities and open and transparent merit based selection of senior 
staff need to be pushed.  
 
In terms of World Bank efficiency, the Commission advocates further decentralization of the Bank's 
operations at country level. Concerning the efficiency of the WB Board, the Commission advocates more 
delegated authority and enhanced preparation of Board meetings in specialized Committees. 


