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Statement by Mr. Pedro Malan
Minister of Finance

Brazil

HIGHLY INDEBTED POOR COUNTRIES -HIPC

The HIPC initiative has been in the agenda of the Development and Interim
Committees for some two years now. In this period, under the current framework only
four countries were able to reach a completion point and to qualify to receive effective
assistance. This is a small number compared to the 29 countries which are potential
candidates for assistance, or 36 countries if we consider the proposed enhanced Initiative.
Despite the HIPC Initiative, the debt problem for many poor developing countries,
including those who already benefited from the current framework, remains acute.
Therefore, we have supported from the outset the ideas for making the Initiative deeper,
broader and faster.

At the same time, we have also stressed, since the beginning, that our support for
the Enhanced HIPC was conditioned on reaching consensus on a financing plan that
identifies the sources of funding before commitments are made to any country. In this
respect, we are particularly concerned with the financial integrity of the multilateral
financial institutions, especially the IBRD, the IDB and the smaller regional international
organizations that operate in the Western Hemisphere. Finding internal sources of finance
in these institutions at this juncture does not appear to be possible. The IBRD, in
particular, has already committed to the Initiative much more than its fair share and may
be approaching its risk bearing capacity.

The principle of additionality, in our view means, on the one hand, that resources
for financing the new HIPC countries should not come at the expense of existing flows to
other developing countries. On the other hand, it means that these resources cannot come
from increases in loan charges for the borrowers of IBRD, the IDB and other multilateral
financial institutions. This should be excluded as an alternative to generate resources to
be used in HIPC financing, as it would imply asking the poor to help the poorest.

In our view, the major source of additional financing has to come from bilateral
contributions from developed countries. In this respect, we are disappointed that
countries that took the lead in pressing for changes in the HIPC are not been as generous
in their financial pledges as one might have expected.

We agree with the Management of the Bank which made clear in a recent study
that calling on the IBRD to meet additional costs which refers to IDA would lead to a
reduction in the institution’s equity capital on the same amount. Its financial ratios would
drop sharply, and the Bank would fail to meet the capital adequacy test. To regain those
ratios would entail a halt to new loan commitments during two years or a prohibitive
increase in loan prices. We agree also that this scenario is not acceptable, as it would
prevent the Bank from carrying out its developmental mission.
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 Brazil is making very important efforts to contribute bilaterally with the HIPC
process. So far our costs related to bilateral debt relief to the four countries that have
already qualified for assistance, namely Uganda, Bolivia, Guyana and Mozambique
amounted to US$ 323 million. In the overall context of support to the poorest countries, it
should be noted that Brazil’s contribution to IDA increased five fold recently. Brazil also
participates in the funding of the IMF additional HIPC costs.  Moreover, Brazil
participates in regional institutions that have also bee asked to contribute.

Special attention must be paid to the case of small, vulnerable developing
countries, such as Trinidad and Tobago, which is a major creditor of Guyana. Trinidad
and Tobago, which has a GDP of US$ 5 billion, has contributed around US$ 350 million
to the debt relief of Guyana under the current framework, but may not have additional
financial capacity to participate in further relief envisaged under the retroactive scheme
being proposed.

We also would like to reiterate our position stated during the last Developing
Committee meeting regarding the need for IDA to be better prepared to face situation
such as this one by creating a loan loss provision.

We are supportive of the proposal to strengthen the links between debt relief and
poverty reduction. If the HIPC initiative really succeeds in bringing debt burden to such a
level so as to free up existing resources which are now being used for debt servicing and
amortization, it seems appropriate that these resource be channeled to poverty alleviation
programs in those countries. In order to achieve effective outcomes, programs of poverty
alleviation must be carefully designed, taking into account each country’s special
circumstances. Structural benchmarks for selected indicators and quantitative
performance criteria for social expenditures may be suitable for low-income countries
that have low levels of social spending, if realistically determined. However a study
prepared by the IMF concludes that it is difficult to establish clear links between meeting
these benchmarks, performance criteria and prior actions, on the one hand, and improving
basic social services on the other. We have also to be mindful that the quality of
expenditure may be more important than the level of expenditure and that sustainable
results can only be secured over the medium and longer run. Instead of focusing mainly
on inputs, such as volume of expenditure, poverty reduction programs in HIPC and low-
income countries should pay attention to outcomes. In addition, we should be mindful
that these targets can only be achieved in an environment of sustained per capita income
growth, low inflation and political stability. The establishment of expenditure targets
must be carried out within the budgetary procedures of those countries. The Budget is the
proper locus for those with political representation to take decisions on the allocation of
scarce public resources to of competing objectives. Doing otherwise, would be a
disservice to future governance of the countries concerned.
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IBRD Capital Adequacy

 We agree with Management’s evaluation that the Bank might be reaching its risk
bearing capacity and that discussing the possibility of a General Capital Increase might
be necessary. It is important to maintain the Bank’s ability to increase levels of lending at
least in line with growth in borrowing countries. The World Bank should also have the
capacity to respond to new external shocks by increasing lending to borrowing countries.

The review of loan charges enacted last year already represented a major step to
strengthen the finances of the Bank. Therefore this option should be excluded. The
Strategic Compact has brought some positive outcomes in terms of maintaining
administrative costs under control. Further administrative measures would not likely
generate a significant volume of resources. This is however an area where the Bank, as
any other financial institution, should maintain continuous efforts of improvement.

DEVELOPING COUNTRIES AND THE INTERNATIONAL TRADE AGENDA

International trade lies at the heart of the development process in any country.
Over the years trade has been present in the agenda of the Bank in various ways. Given
the substantial trade reform undertaken by many countries during the last decade and the
fact that we are approaching a new round of negotiations under the auspices of the WTO,
the time seems ripe for the Bank to revisit the issue of how best to assist borrowing
countries in this area. Economic openness is important for sustainable development and
poverty alleviation by allowing countries to make better use of limited resources and to
take advantage of improving production techniques and therefore fastening growth in
productivity.

The World Bank Group can provide support in many ways: to extend loans
designed to improve trade-related infrastructure and to create an environment conducive
to greater international competitiveness; to help countries build institutional capacity,
which is required to implement current and future international trade agreements.

IFC could play a bigger role in strengthening the private sector competitiveness,
in particular of small and medium size enterprises in order to allow them to engage in
international trade.

The up-coming WTO Millennium Round Negotiations is a critical juncture. The
real issue at this new round will be to what extent sectors and industries of particular
interest to developing countries, such as agriculture, will become subject to multilateral
disciplines. In agriculture, curbing the level of subsidies and trade barriers in advanced
countries will be essential for many borrowing countries to be able to take advantage of
their comparative advantage.

More trade means a lesser need for aid. Better market access for products
exported by developing countries is an important development goal.
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The Bank must also be prepared to support countries in trade negotiations and to
produce research and technical studies, including at the request of borrowing countries,
on specific trade issues and trade barriers in industrialized countries that affect exports of
borrowing countries.

World Bank Support for Strengthening International Financial Architecture

The World Bank can make important contributions to the strengthening the international
financial architecture by assisting borrowing countries in reforming their financial
systems. It should be recognized that, however, the Bank does not have an international
surveillance and monitoring mandate, nor is it a standard setting body. The Bank should
focus on the areas where it could provide the greatest value added, namely support for
capacity building and for policy design related to domestic financial sector reform and
sharing cross-country experiences.
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