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Attached are four background papers for the speech. We are still waiting for more info from 
Treasury, Rick and Tom. We will send-those to you as soon as we get them. 

,, 

1. Treasury Poverty Reduction Paper 
2. Sec. Summers Draft Speech 
3. Draft Interim Committee Statement 
4. State Paper on Stability Pact Initiat~ve on Corruption 
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Following -ap on HIPC discussions at ·cologne~ iJi particular the need for an enhanced framework 
for poverty n:dudion, please find ana.ched a shon paper,setting out our current thinking on this 
subject and how "¥C mightpUISU.e it in the· World Bank and l.MF. 
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[U.S. Treasury Draft. 8124199] 

New Diredions foJ"" IMF and World Bauk Suppo:rt for Growth aod Poveny Reduction 
in Poorest Countries 

ll.ntrodnct:ion and Summary 

At the Cologne Summit, leaders called for an expanded debt initiative to provide f~, broader 
and deeper debt relief tQ heavily indebted poor countries pursui.Dg sound policies and 
demon.st:ta.ting a cOIIlllrit:ment to reform and poverty reduction: Leaders noted that the new 
initiative should be built on an enhanced ftalnework for poverty :rcoductio~ to be developed by 
the inlEmational financial institulions (IFis) in consultation with other institutio.ns and WHh civil · 
society. A well-designed frameworlc would accommodate and promote a number of mutually 
reinforcing objectives-poverty feductian. sustainable development and good gcvemance-while 
reinforcing the incentives for refbrm and growth. 

The call for an enba.nced framework for povc=rty teducti.an was envisioned, therefore. as part of 
the enhanced HlPC initiativ~:. Yet it makes sens~S to apply this concept to World Bank a:n.d 
IMPJESAF programs generally. This oote sets out a:·scries ofproposals-dra'¥ing on experience, 
academic work, and suggestiQDS put f~ by civil society..,..inmnded to ensure that World 
Bank and IlYfF assistance more cffi:ctivcly support pa.verty reduction and sustainable growth in 
IDAIESAF-eligihle countries. ·. 

The approach would be based~ 5 elen:tents: 

1. A gr~th..oriented. ·integrated .maregy for poveriy -redztctiort a,.Nl humtlh development. 

2. Increased arid m'!re ejftciive fiscal e:rpenditul'es fol' poverty reduction. 
•. 

3. E'nho.nced tl'amparem.-y.. int:luding moniton'ng and quqlizy cot.zlro/ ~11er .fiscal expenditures. 

4. Greater public owne.t'ship of prograrris, . .. -·. . ·- ~ 

A strengthened. approach to poverty i'eductiQn waulcl involve a nwnbcr of changes at the 
operational level for the World Bank and the lMF: 

• ehanging the framework for official support .... the new framework would involve. among 
other things3 a Sig:c.itica.nt change in tbe relative toles of the Bank and '!:be Fund, as well · 
as much close:;r collaboraqon between t:tie lMF, thl) World Bank and recipient 
governments at the design stage of planned operations, 'With the Bank sharpening its 
foous on achie\'ing verifiable progress on poveny reduction, the Fund improving the 
complementarity of its macroeconomic:. recommendations. and both i.nstitutions including 
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as perr~ance cri1eria in tbefr relevant program document~ a set of c;:oze reforms and 
ather messu:res required to· ~uce poverty; · .. 

., shrzrpenmg the povetty focw· emd content of prog'f_.'1111S - programs ·should be grounded 
in m asses-sment of the root causes of poverty in. a particular eountry, and consist of a.n 
integrated:- coherent set of steps needed to tedlloe poverty- in. other words 1he program 
should be a strategy in the.truc scrise' of the term; 

• •I .'1' • 

making progrtJ.mi 7;rorfJ trt:msptJTen~ cmd accOUhlable - this wili requite more concrete 
efforts 1Q streogtb.en national ()Wii.ersbip of programs and encO'Ill'Uge broader participation' 
by civil s~ciet)' ill all .phases ofthe process; .. 

• fo'l" HJPCs~ improving lhe mei:han.ismfor /n~idin.g debt 'elief- the mechanism should · 
be ~impler and mOre clearly fo~Sed on ensuring tllat :relief is linked tl> anrlr;~uppcrtive of 
sus1aiocd ·,s~etr~JM,n~ e.fiorts to l'educe paverty and :promo1e human development. 

" ..... 

In order to get lhe most bc:::nl:fi.t from this approach~ eligible cotmtries~ for their part. v.r.i11 need to 
take tb= lead on a number offtoms where progteSS lies primarily~ if not solely, in their hands. 
Most important, gov~cmts will need to demOnstrate aUhe highest political levels, and 
through specific actio.ns, a commitmen[ to poverty reduction arid the ref'omlS and domestic 
funding needed to give effect to such co~t. This meacs, for ommple: 

• taking resolute steps to improve govemance·and to increase tra.:aspareney and 
accouni:ability, especially 'With respect: to public expcnditmes; 

• assurlng that domestio teso~ decisic:ms fully ~ijec:lt the priority given to poverty 
rc:dw:1ion; . . 

• working more closely ~ openly 'With civil society groups; and 

• implea:u~ating the macroeconwnjc, snuctuliil and legal J:eforntS tfuit will support 
economic gro~ and a. rising staodard of li'Ving for all. 

ElaboratiOn of' Speeific Elements. 

1. A ~-oriented, integrated strategy for poverty reduction. 

The new approach would be based on an integrated strategy for poverty tcduction prepared by 
the: recipient co\llltiy in ooopc.ration with tbe World Bank and IM:F,. and in QOJlSUlta:tion with civil 
society groups. The amterp:iece of the strategy would be a core set of manitorable pcverty 
reduction goals, such as: 

• ina::reasing litex"acy; 
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.. reducing in:finrt/cbild mortality; 
• lowering AIDS incidCilCel . 
• improving environmental conditions. 

. . . ... 

In line with. recent W~ld Bank proposals, SlJLili poverty ~ueti~n goals and. critic;ally, the steps 
required of the nationalauthorities rmci' assistam:e providt;l,rs to achieve them~ would be identified 
as part of the Comprehensive Devcl.opm.cnt.F:rame~rk (CDF) process en-visioned by World 
BaiJk Ptesid.ent Wolfensom ·This procesS:, led by the national authoriti~s, would involve full 
pa:rlicipa.tion by the Fwui,.especially as ~J:l(.lems 1he definitiQ~ ofm.acroecono.mi.e policies that 
are dircc:tly linked to :poverty reduc~ gC)ala aild the elabo:nitio,11 of options and/or pro)'osals for 
addressing ttade-o~ that are ma.c;Je necessary by resoUice consiraints. The :esulrs of this 
multiparty process WouJd be incorpo.rated in an integrated strategy :re-flected in a framework 

· documentjoiptly·~dorsed by the ~oDal authorities and the Exe~ve Bc:~ards ofthe World 
Bank ~ IMP. An apptupriat:c name should be found for the framework docwnent and its 
underlying 5tratcgy. One possibility: the Integrated Strategy for Growth and Po'Ve:rty 
Reduction. . . 

The strategy should be l:rroad enough to accommodate the full I8llge ~f mutually rei.cforcing 
macro-economic, structural ~ public polli:y steps required to make progress in reducing 
poverty. More specifically. the e.ssCiltial componentS ofthe strategy would be: 

• Verifiable pove.rty .redm::tions objective~ focusing on results or outpuls (e.g.~ the 
percentage by which literacy rates :increase). Th.es~ should be con.si~t with ao. 
internationally-agreed set ofperfoo:nance indicators. (One possibility is the OECD , 
Devi::lopment Assistance Committee's .. Tntemaiional D~elo,Pme:n.t Goals.") The World 
Bank should lead this e)!crcise and explore how it can best draw on expertise in relevant 
U.N. agencies. civil society groups and other appropriate organizations. 

• A macroeconomic co:mponent 1.inked to ESAF financing (or, wberc appropriate, Staff 
Monitored Programs) with. targeted c:ottditionalitj that gives gr~t=' attention to the 
social im.plicatiocs of adjustment. · 

• Government-Bank-Fund agreement on majot objectives .in~ areas of good governance 
and institution building-~sed on improving the transparency of governmenl: budgets 
and improved public expenditure management-and on key are!ci of' Bank-Fund overlap. 
such as financial sector refcrm. 

These and other componenLS would be more fully &dietllatcd and made operational in subsidiary 
World Bank and~ programs. Thq would o·e embodied in the Letter ofl:n'tl:lnt for a revised 
version of the Ellhanced S1ru.ctural Adjustx:ns;nt Facility (ESAF)~ in HIPC decision d.oCUJ.llws. 
and~ for the World Bank. in a range of program. documents, includiD.g Countly Assistance 
Slrat~egies (CAS)., CAS progress reports. and Letters of Development Policy fox specific lendlcg 
operations. 
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The precise mix of action steps ~ of course. vary from .country to t:Ountry consistent with 
priorities ideutifi.ed as .PJ.OSt eritical for poverty reduction.. In some cases rural health and 
secondary road de"Velopma1t, for ~pie. will be key; m other cases, an emphasis on, for 
02':.ample:, agricultural extension, prevCJ;lting Bnv.irtmmental degradatirm and primatY education 
will be approp.clate. However, based on wbm we already know about the circumstances of most 
HIPCs and other IDAIESAF-r:ligible COWltries, certain elements 'Will tend w be an essential part 
of eac:h strategy. For example~ steps to enco~e mote rapid md broad-based eeonomio growth 
(ol\ a per capita. basis) will help cn.sure that poverty reduction is s'I.'IS1ained, and. will help advance 
the day when the poor experie~nce disc:emible improvements in theix" lives. Institutio:n building 
and improved gove}."'llaJ;lce, important in their own tight, will also Sllpport a host Qf other 
objectives, such as inaeased investment (to PIQmote growth) and transforming publie 
i.nstitutiottS into part oftbe solution ratbc: than part of the problem. 

2. mereased and more effective tisQ) ~nditures for poverty redudion. 

TW: fiscal policy choices that a goveimnent makes a:rc c:ritical to the achievement of poverty 
reduction goals. A new approach in this area ls called for and would be a centerpiece of the 
integrated strategy. We would envision two 'key c;:omponents. 

Social apr;!nili.turefloor. Though. m.uch of the focus on poverty reduction is, appropriately, on 
the quality of inpUts (see section 3, ~low)) there needs to be au agreed, secure floor in the 
natitmal budget for sc)Qal ~eod.itu:cs whi~ rises o-vet time and is pl'Dte.cted in ~ event of 
economie crisis. The es1ablishmeilt of such a floor and identific::ation of growth rates from it 
would be joint conditions (w:c.ong others) in the subsidiw:y i.Jnplementatio.ll documents described 
in l above. F~ure 1o meet this OT othc:r joint conditions would be grollllds for suspending IDPC 
or other IMFI.ESAF and ~odd Back suppol't: '· · · 

ThiS change would need to be llndeJ:]?iuncd by moll! effectiv~ B~-Fund collaboration to ensure 
that social expe,o.dilllre.s are ~Iid:tly mearpoiclled in the-in~grated strategy, in relevant Bank 
and Fund operational do~uments, and, of course, in 1he gova:r:mttent' s natiogal budget. The 
estabHshm=nt of an apJu'opriate social expenditw-e floor sbi:nild begin -with a thoro'agh analysis of 

~the quality and av03.ila.billty ofbasio·serviees that have a strong link to povertyTeductloo; this 
would include; for ~ple~ he81tb, education and sanitation services, and certain aspects of 
public i:c:fi:astnLCit.ire (e_g..., T1liiiJ -~ad netwOiks) .. Joint work by the Bank and the Fund lll1der a 
revised procedure for more forWard..J.ooking public expenditure reviews and Mediwn-Te.rm 
Expenditure Framaworlcs wollld also be key as a. "q\J~ eontro1;1 mechanisM (see also part 3 
below)- · · , ·' · 

Capturing che gain$ from debt reliif. We ri~d to c:nsuie that sa~gs freed lip by debt :relief:, as. 
well as a share of other bilatael aod :oxultil~~ su;PpO:rt (including BSAF), OU"C "captUred" and 
channeled in d.irections that support poverty n::d'Oction. 1bcrc are a variety of approaches fQr 
achieving this. One poSSJ.'bility is to direct such savings into a special stand-alone poverty 
reductionlhllttlan development fund or ~ow.~' Under this approach, countries xec:eiving 
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HlPC debt relief -would be required to cbarmel resources equi,alent to the amount of HIPC 
savings into a fund established by the recipient government- 1n additio1:1 to HIPC savings, other 
bilateral and multilateral support. including sornc: portion ofBSAP assistance, might also be 
channeloo into the :finJ.d. 

Another possible apprOaCh is for the QOWltJ:Y to channel the savings from debt relief into existing. 
or llewly created po-verty reduction programs in the national budget. To facilitate monitoringl all 
such programs could be pulled together. in an accounting sense. intD a "poverty reduction 
btld~f" within the national budget · 

The most crucial elements in both of the ab~;~ve app'l'Oaches would be a comro.itment by the 
government to increased transparenoy, in budg~ expenditures aud t!Je creation of 
me~;:bani~ for effeQtive monitoring by civil sOciety groups, UN agencies or others in the ck>nor 
community of such expenditures. 

3. Transpareney, i.ncbtding monitoribg an.d quality control over increased fisw 
expcuditures. 

Transparency nat only helps ensure that there ate inc:reased fiscal expenditures but also builds 
public canfuience in and support fer the strategy (s~ also 4 below). Such transparency should 
be based on the follow.ing steps at a minimum: . 

• mandatory release/publication of the integrated poverty wductio~ strategy and relevant 
subsidiary docuinettts (e.g., IMP Letters of Intent; World Bank Country Assistance 
Saategics and progress -reports. HIPC cloc;a:unen.ts. and reports comins out of a 
strengthened Public ExPenditure Review/Medium-Term Expenditure Framework 
process)~ · 

• mandatory publication of the ':aalio~al budg~ bwluding detailed. regulatly updated 
information about fu.nds iu the special povertY reduc:t:ionlhuman development a.c::count 
and. disbursemen:ts tb,ere:fi'Om (both the atllOUilt and pmpose of such oisbu:tsements); 

Suc:h .i.n:futmatio:J;J. should be made available via a number of channels and iu a form.lbat is 
understalldable and accessible ~ The general public. 

. . 

T:ransparency, while essential, is net sU±noient. There should also be one or mote mecha:ci$ms 
to ensure Tegulat roonitoring and accoilntabilitv; of increased fiscal ~enditures. as well as. 
critically, tc promote guali~ ofexpe;Mirures •. While Lhe precise fonn could vary from country 
to CO\UI.U'Y, poSSibilities mclude one or a. ~CJl:Iibimlti.on of the following: 

• the creation (where not already in existenc:e) wlth World Barik Btld/or Th1F support of a 
quasi-inclopendent govemment agency for ~diti:ng natiOllal accounts~ 

- ~ •' . 



09/24/99 ·-·--· 19:11 FAX 
" "' NATL ECONOMIC COUNCIL 

09/06/99 21:16 FAX 
141008/040 
Ia] 007 

~-------·-
-------· ______ ,...._...._ 

202 622 511.7 P.B7/13B 
--.-~. RUG-25-1999 09:42 TREASURY IMF 

.. 

.. 

II 

6 

azm.ual audits by such an agency with the ~lts teleMed to the public; annual audits by a . 
rec.ogni?.ed intenl.a:tional accounting finn with results released to the pu.blic; 

a revised procedure for more pro-activeD forward lookiD.g. roao.datoty and re-named 
version of Public. Expenditure Reviews and Mediwn· Teon Expenditure Frameworks; 
also, a teq_uirem.ent. that recomme.u.da~. coming out 'of audl.' exercises be imple.l.l:lented 
as a condition for H.LPC or other IMFIESAF and World Bank !;mpport; 

the BatJk should also ~the country in estab~hing .a coordination meclw.nism ~the 
full donor commu:nity to: (i) identify c:onditio.tls that would materially i.tnprove the 
quality and dcvelop~t impact of fiscal eXpezldit~ and (2) develnp strategies for · 
implementing these measures., · 

. ' ' 

To support the creation of ciedible mo~itarixigl~oantability mccbani~m.,. Ellld to help ecsure that 
teeatnmendations are implemented. the World Bank and the 1MF will need to firJance or provide 
technical assistance aimed at streogtlteaing public budget formula.tion and exec11tion. "Vith an. 
emphasis on budgeting~ acc:oun.ting ~~ aU~ting. 

. • 1:; ·: ~ ' 

4. Gr~:eater Public ownership of programs..-· : . ,'i· ,: 

·:·: ./ 

Public undersWldlng of and wpp~-fur progtams ~with public part:icipatiou in their 
development. The gov~t b~s primary iespol&sibllity for consultatians with civil society 
groups and the general public. 1bat said, many governments may need 1he suppoxt of assi~tance 
providers (bilateral or tnultila.teral) to help foster the creation or strengthening of ci-vil society 
groups as well as mecban; sms for consulting thCill. The World Bank and lMF ~ for thek part, 
need to consult with a broader range Of gavcmment minisl.rles and civil society groups in 
developing the prognJ.m.S that \\'ill make opel'3tion.al the overarching poverty reduction sttategy .• 

Specific m~:cbanisms for i.t1creasing public participation will vary :from country to countty but 
could include the folloWing~ -

• fac:e..tc.-face meetings between, on the one hand_ national authorities and l3ank!Fund 
'tflams working on the integrated strategy, and, on the otlw hand, local 
NGOs/associati.ons representing various constituencies (e.g.~ labor, environmc;:n~ 
buSiness); a. teport on such consulmtiDns and how they contributed to the ch:vclopment of 
the strategy should be included ill the framework docranent in which the strategy is set · 
out; 

• more frequerd: press conference$ by joint teams and/or resident represep.ta.tives; 

• me=tings With the general public (in the fashion of"town meetings'') organized and 
hostc:cl by the national authorities, 
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5. Stronger ineentive' for follow-through oil poverty reduction 

To help ensure effective implementation of the poverty reduction strategy~ a set of core X'El.f'orms · 
(macro and stro.ctmal) and other specific mea.sllreS required to reduce poverty in tne:asurable 
ways should be incorporated as performance criteria in BBDk and Fund program documents for 
HIPC debt relief as wccll as ESAF and lDA 1\mdmg. If the 'E~ccutive Board of the Bank 
concludes that core pcYCity reduction measures ale not bei.ag implemented or progress towards 
poverty reduction targets is insufficietkt. then HIPC relief, esAF disbur&cmen~s, and;. at least, 
fast-disbursing World Bank loans would be stispended.· Similarly, iftbe IMF Executive Board 
~o.ncludes that progress on macroeconomic reforms critical-for pov~rty reduction is insufficient. 
then suspension of the afo~ioned &ssislailee -would ~ceur. 'I'his implies that the ~cope of 
ESAF conditionality will !Wed ro be b,roadetted to include.. at least, floorS on povetty-ieduction 
expenditures ~ t;be agreed fiscal e-!ivelqpe, ~.well:, as other criteria ·essetttial for poverty. 
reduction. · . . . . . 

• ',: •; 'I '~,• '! ' ~ .>-< o 

To monitor 'the e!Tecti~css ofthc poverty redudlon strategy. an exiemB.I l'Mew should be 
conducted after an appropriate period of:timt;. pe.rhaps two or thief; y~. The review's findings 
should be pUblished and. the public provided an opporbmity to Qommc.at 011. them.. 

. ' ' . 
' .. · .·· 

/' .. 

TOTJ:!L P , E!8 
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·'STATEMENT OF TREASURY SECRETARY LAWRENCE H. SUMMERS 
,,__ AT 'l1iE DEVELOPMENT COMMITTEE OF THE 

WORLD BANK AND THE INTERNATIONAL MONETARY FUND 
. WASHINGTON, D.C. 

·September 27, 1999 

Introduction 

The millennium marks a, significant moment in time. It should also inspire us to renew and 
revitalize our collaborative efforts to promote growth and development in the poorest countries, 
and·to eradicate global poverty. Our shared eXperience over the past fifty years has been marked 
by some astonishing successes as well as some deep disappointments. It underscores the scope 
and complexity of the enormous challenge we confront, and the need to focus resolutely on what 
works. The Development Committee remains a concrete eXpression of our firm and persevering 
commitment to meet this challenge' and advahce the common good. · 

Unprecedented globalizatio:p. and technological change make the challenge even greater, as does 
the divergent pace of economic and social development progress among countries and regions. 

The Development Coiillilittee's attention over the last nvo years has focused heavily on the 
advanced emerging economies and the collaborative efforts needed to address financial shocks 
with systemic implications. ·This crisis generated a remarkable process of international 
consensus building. While there has been considerableprogress toward a retu..""n to stability, 
much more needs to be done if we are to see a s:ustain:ed and better balanced global economic 
recovery. We also believe it is now important to_ shift the attention of the policy conununity to 

~ global poverty and. to dedicate comnie,n.Slira.te .energy to niore effectively address the 
development challenges faced by the world's poorest co~tries. . . . 

Progress in improving liVing standards in the poorest countries has been disappointing and 
overall poverty ~s uri~ceptably high. Sub~Saharan Africa's per capita income is today 
somewhat lower than it was in l98·o: The number of people living ori. mcomes of less than a 
dollar a day is now eX'pected to increase from l:Z.billion in 1987to 1.5 billion next year and 
close to three;.quarters of Africans' private wealt;h ~s estimated to be overseas. In many countries, _ 
the modest improvements experienced in he~th and education indicators have begun to stagnate 
or,.in some cases,,decline. Countries affected by AIDS have experienced the loss of all the gains 
in life expectancy achieved over the .last fifty years. Clearly, we need to find new and more 
effective approaches to poverty reduction. .. 
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A long and difficult road lies ahead if we are to prevent huge portions of the world's people 
from remaining marginalized, mired in poverty and without satisfaction of their basic: needs, and 
bypassed by technological change. No one .~ould be satisfied with such an outcome. It 
diminishes international welfare and is a recip.e for global instability, the spread of disease, and 
environmental and humanitarian disasters. 

It is clear that the commitrilent and the domestic efforts of developing countries are central to 
successful poverty reduction. We also want to encourage a broad intematioiial commitment to 
give our priority to the fight against global poverty and transform our policy approach to helping 
these poorest countries. We do know unambiguously that some thiilgs do contribute to equitable 
growth. There is, for example, a grOwing consensus that countries - and the donors trying to 
assist them -- ought not .only to pursue sustainable growth but also focus more explicitly on 
attacking poverty,. by concentrating public resources and attention more effectively on the 
interventions thatmost affect poverty. The vast hwnan dimensions of the problem underscore 
the importance of urgent action to put into place a framework to operationilizetbis strategy. 

Th.e"United States se~ks a global development partnership, owned by recipients and donors alike. 
that strengthens the framework for combating poverty at its roots. Our goal should be to build on 
lessons learned and make whatever, challges are necessary in policies and institutional strategies 
and processes to ensure that development assistance can and does make an important difference 
on the ground in improving human welfare. Expressions of commitment and political will must 
be translated into action. While the challenges are fonnidable, we are confident that a renewed 
collaborative effort can significantly reduce poverty in the coming years and help make the 
Ii:tternational Development Targets a reality ... · 

The Basic Conditions Which Make Development Work 

While development experience provides many and often complex examples, we do know that 
there are four broad critical pre-requisites for sustainable growth and poverty reduction. 

1. Sound and transparent economic management, including market-encouraging macro­
economic policies conducive to private enterprise, and financially viable banking 
institutions.; · · 

2. A policy framework which f~cuses lllOfe 'on poverty conSiderations by integrating growth 
objectives, including those for agri~ulfure and rural d~eiopment, with poverty reduction; 

,· 

3 _ Priority attentiop to human. developmen~ particularly the provision of far stronger and 
more efficient basic education and health services to equip the poor to respond more 
effectively as opportunities improve; and · 

4. Good governance, including fully functioning :i:ostitutions incorporating transparency, 
accountabilitY, tli.e rule oflaw, and the participation of civil society. 

. . • ' ' ! ~ 

These are, in· effect,. the basic conditions that make development work. 
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Comprehensive progress in all four areas is integral to sustaining successful long-term 
development. Yet very few of the poorest counb:i.es can be satisfied with their situation in any 
single category. As countries look more systematically at policy frameworks and public 
eXpenditure programs to shatpen their poverty focus. they will have to tackle -- and not duck or 
put off- their most glaring and fundamental problems, notably including conuption. 

Admittedly these conditions are easy to prescribe but often very difficult to achieve. For 
example~ there is the widespread public concern about the impact of adjustment programs on the 
provision of social sexvices to the poor' and the often seemingly intractable problem, which we 
also confront in our own country, of ensUring that poverty reduction is a cross-cutting theme · 
across the broad_range ofpublio policy. ~er~ is alsg the problem of overcoming vested 
interests. · · -

Difficult as th~se obstacles are;:we.believe that ifgo~~ents fully embrace and take ownership 
of sound development strategies to achieve gro\Vth and po-verty reduction, ~ey can be overcome. 
Iftliey ca.nn.ot, external assistarice, as research ·con~ues to show, will be oflittle help and may 
even be counterproductive·.· .Ac~on.and P,erfo~~ce,. not words or.·intentions, should detenn.ine 
allocations of assistance .. Such ownerShip. may have'to be built and deepened in stages, but this 
process must be' ngorous and sustained. 'rmptoved transparency and participation, and better 
informed ~d increasingly·jilVolved constitUencies in c;:ivil society, should be viewed as key 
mechanisms for ~elping to_ ge~eiate n,~~essm:y publi:C .ownership and confidence. 

. . . ' ' . . ~· '. .. . . 

The Bank and F'u.Ild, along with the·-.b~ader development community, need to encourage and 
support the efforts ofthe poorest countries to build and maintain development frameworks 
reflecting individual country circumstances and incorporating sound development principles. 
The roles of the iFC and MIGA to harness priyate sector initiative are also· crucial. 

,, 
It is also important to approach environmental ~anageinent and povertY reduction as an 
integrated whole. ''Enviromnental" problems - such as unhealthy drinking water, poor 
sanitation, soil depletion, deforestation, and pollution - are increasingly concentrated in low­
income countries. where institutional and technical capacity to solve them is also weak. These 
problems have long-term economic costs that are not fully understood~ and they impact 
disproportionately on the poorest: The international financial institutions and their borrowers 
therefore need to. be more alert to opportunities to improve the environmental sustainability and 
quality of their activities across the board. MDB policies on environment and natural resource 
issues are essential il;lgredients in a process to enhance development in a way that makes poor 
peoples~ lives better. In some areas, these policies are quite strong. In others. we believe further 
improvements are needed, and we intend to work towards this goal (e.g .• intensified efforts in the 
area of energy efficiency and renewable energy) which could result in substantial and cost­
effective improvements in the lives of the poor in both urban and rural areas). But in all cases, it 
is imperative that a8l:eed policies be fully implemented ~ which has not always been the case to 
date. 
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The World Bank and 1MF and a Renewed Development Framework 

The Development Committee and our member governments will continue to rely heavily on the 
World Bank Group and the International Monetary Fund in the new millennium to promote · . 
sound economic management and governance .. encourage policy reform~ facilitate the flow of 
trade and capital, and, most importantlyi reduce po~erty. These vital institutions, in close 
partnership with the regional development banks, must be forceful advocates of policies which 
lead to both sustainable deVelopment and social progress~ 

For those countries that demonstrat~ a commitment to sqund development policies, the support 
of the Bank and· Fund can make an import-an~ difference in improving welfare and promoting the 
common good. All too o:ftim, however, commitments and intentions have triggered external 
financing with disappointing results. I tis performance that counts. 

We believe the Bank and Fund shc)uld use their pivotal leadership roles to help re-energize 
development efforts to combat global poverty. We al.so believe they must undertake the . 
fundamental internal policy and process changes needed to enable them to sharpen their focus on 
achieving verifiable progress'oJ?. poverty reduction. In sum, the Bank and Fund must do a better 

· job in using their technical iiD:d :financial resources to help catalyze positive poverty outcomes. 

We believe it is imp~ative for both institutions to work collaborat:ively in diawing from the · 
lessons of the p'ast fiftY years.to build pragmatic 'collaborative partnerships with those of the 
~oorest developing .countries that are c?mmitted to reform and poverty reduction. 

We~welcome~~a.nd-strongly encourage th~ transformed approach now unde!Wa.y in the Bank and: 
~d to elevate poverty reduction ·as an overarching objective of their programs in IDAIESAF 
countries. This approach must be applied consistently. It must be sustained. And it must' be 
:implemented vigorously. It is essential that macroeconomic policies, sound economic 
management, social development policies, and pov~·reduction be mutually reinforcing. This 
Will lay a secure basis for sustainable growth. 

We would also like to see much closer collaboration between the Bank, Fund and recipients at 
· the design stage of planned opera~ons, with tbe Bank sharpening its focus on achieving 
verifiable progress on poverty reduction and the Fund improving the complementarity of its 
macroeconomic recommendations. The centerpiece of these partnerships, led by recipient 
countries, could be the Poverty Reduction Strategy Papers an~ an agreed core set ofmonitorable 

· poverty reductions goals, such as: increasing literacy, for both women and men; reducing 
infant/child mortality~ lowering the incidence of AIDS; and improving envirorunental conditions. 
In many countries, progress on poverty reduction will require meeting specific targets for the 
rural sector which often contains high concentratio!ls of the most vulnerable. 

. . 

We believe both ins~tutions should routinely articulate core refonns and other measures required 
to reduce poverty as performance indicators in their respective programs. 

In contrast to past practices where social.considerations were often a secondary concern:, 
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particularly in the IMP, Bank and Fund programs should be grounded in an assessment 
of poverty and its deternrinants, and consist of integrated~ coherent sets of steps needed, to 
reduce poverty. In the Bank this will mean integration of poverty impact assessments 
into Country Assistance Strategies. · 

• The Bank~ Fund, and recipient govenunent programs should be more transp·arent and 
accountable, with substantially eXpanded public access to programs and policies helping 
to strengthen national ownership of programs, ensure greater accountability of decision 
making, and ~courage broader participation by civil society in all phases of the process. 

I 

Country implementation performance, not jusf plans or iittentions, on agreed poverty indicatorS 
should be the crucial determinant in a more selective allocation ofBank/Fund resources. 

The World Bank's engagement plays an important role in avoiding :financial crises by helping 
countries to take preventativ~ action to reduce vulnerabilities to sharp swings in global capital . 
flows. We encourage the Bank to deepen the cooperative work underway with the IMF op 
assessments of countries' implementation of international codes and standards and in the broader 
area of financial sector reform, inc:luding financial sector program design and teclmical 
assi~tance. In the area of corporate governance, we applaud the establishment of the Global 
Corporate Governance Forum by the Bank and the OECD, and we hope thafthe Forum will 
promote the speedy implementation of the OECD corporate governance principles. In addition, 
we look forward to the Bank's contribution~ in cooperation with the IMP, to. the development of 
best practices for public debt management. We appreciate the Bank's ongoing work on good 
practices in social policy~ and urge that good social policies and practices be given operational 
effect in World Bank and IMF programs. 

· The H:rpc Initiative 

Th~ HIPC Initiative is a concrete example of oilr reneWed commitment to help the world's 
poorest countries. As President Clinton said earlier this year: "Our goal should be that no 
country conunitted to fundamental reform is left with an unsustainable debt burden that 
diminishes its ability to meet people's basic human needs and to Spur growth.'' 

Tl1_e Initiative also-provides a unique opportunity to find the right way for the Bank, Fund~ and 
recipient goveiDIIients to more effectivelytargetsupport.on social objectives while also 
enhancing national ownership and participation, and to design: effective economic reform policies 
while also protecting and advancing core social priorities. ;Ifis an important test of the Bank and -
Fund's ability to .implement a new: and more closely coordinated approach to the poorest 
Countries.· ·' :·. ·. ·· -

0 .• '• A -.. :,, 
•4-': 

H;IPC debt r~liefis riot an end\n itself. but a means to an ultimate· obj~ctive: a successful 
development·proce~s·for-Collll.:tries.where today children are·more likely to be malnoUrished than 
go to secondary' scho6I, :and where niore than forty percent ofthe .populations lacks access to 
dean water. HIPC :Provides a Window ofoppoitunity to translate sound policy prescriptions into 
meaningful and decisive action. . > • 
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The Bank and Fund and members of the Development Conunittee have worked hard to design an 
effective HIPC framework which promotes a number of mutually reinforcing objectives--­
poverty reduction~ sustainable development, and good governance -- while reinforcing the 
incentives for reform and growth. Successful implementation ofHIPC would constitute a major 
step towards meeting the internationally agreed upon target of halving the proportion of the 
world's population living in absolute poverty by 2015. HIPC is an important investment in our 
own future and in the world we will inhabit in the 21st century. ' 

At the Cologne Economic Summit'meeting~ the G-7 nations agreed to further strengthen the 
development impact ofiDPC by p~viding faster, deeper, and broader debt relief for those 
countries demonstrating a commitment to poverty alleviation. Ministers also endorsed efforts to 
integrate more fully the benefits of debt relief into growth-oriented country strategies for poverty 
reduction and human development. They stressed the crucial importance of preparing s_uch 
strategies m open, transparent, and participatory processes. 

The HIPC framework can only work in the context of appropriate national policies and with the 
right institutions and practices; and it can only work with the right kind of support from the 
international community. 

~ .... 

In order to achieve the desired development impact, eligible ImC countries need to clearly 
assume leadership in establishing the right policy framework. We all know that the more 
policies are genuinely uowned" by a countcy the better they' tend to work. Most specifically, 
governments will need to forcefully demonstrate at the highest political levels,· and through 
specific actions, a commitment to poverty reduction and the reforms and domestic fimd.ing 
needed to give effect to such commitment. This means, for example: 

• 

• 

• 

Taking concrete steps to improve governance and to increase transparency and 
accountability, especially with respect to public e:xpenditures. A demonstrated 
cominitinent to eliminating the. scourge of comiption and its corrosive effects on 
economic growth and poverty reduction must be a central feature of the integrated 
strategy. Shining a light on public economic policies and practices is one key mechanism 
to address this need; 

Ensuring that domestic re~ource decisions fully reflect the priority given to poverty 
reduction; 

Working more closely and openly with ciVil society groups; and 
. ;. ' 

Implementing· the macroeconomic, structural, and legal reforins that will support 
economic groWth and a rising standard of living for all including the most vulnerable. 

I . 

Close coordination aptong th~ World Bank, 00, arid the regional development banks is also 
essential so that a country's support for poverty reduction is recognized and fully integrated in all 
IFI programs. I welcome the joint meeting of the Development and Interim Conunittees as 
representing tangible progress in this area. 
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Achieving these objectivea will ~quire substantial capacity building at the World Bank and IMF 
and~ even more importantly, within the borrowing coimtries themselves to support the type of 

· participatory, transparent and deliberative procedures that are at the core of a more country­
driven and poverty-focused strategy. It is critically important that efforts should commence 
immediately, both at the institutions and within eligible countries, to address institutional and 
other problems of absorptive capacity which impede· the effective use of social and other 
povetty-focused expenditures. In the IDPC context, we should expect to see substantial, concrete 
progress in poverty reduction efforts in advance of the completion point for each beneficiary 
country as part of a progressive, iterative medium-term strategy. 

Financing IDPC 

As 'members are aware, the costs of the HIPC Initiative are substantial, a reality which 
underscores the. importance. ofutili.Zing'debt reliefiri a.way that achieves maximum sustainable 
development effect. It is crucial to ensure a financial framework with adequate resources to fund 
IDPC costs. It will be particularly important to maintain a very close linkage between the tilning 
of debt re.lief and.an eligible co~tiy's demori.strated performance and its absorptive capacity to 
use resources effectiyely. · · 

- -
It is important for bilat~ral creditors to niove expeditiously to obtain secure funding for the 

· substantiaJ·additional costs that they will incur under the' enhanced IDPC framework. We also 
believe it ilnportant for all of the intemationaJ financial institutions to accelerate their efforts to 
identify financing approaches that maximize the use of their own internal resources. In many 
cases, this may entail some difficult trade offs, although these must be measured in terms of the 
potential development ben~fits that HlP.C debt relief can bring. . ' . 

- -

It is clear that even with new i:ruwvative ways to generate internal resources, the African 
Development Bank CAF.PB) will ~ontinue to rely heavily on bilateral contributions to the HIPC 
Trust Fund to help fully fund its participation in the HlPC hlitiative. We also belief that the 
Inter-American Development Bank (IDB) will require some bilateral support. 

We welcome the steps which the World Bank has. already taken to help fund its participation in 
the HIPC Initiative. It is also o~ View that~ Unlike the AFDB and IDB, th-e World Bank has a 
resource base of sufficient scale and flexibility to generate the resources necessary to :fully cover 
its IDPC costs. particularly if its debt relief is phased commensurate with country performance 
and capacity. · 

The President has submitted to the Congress a revised budget-request of nearly $1 billion. This 
will cover the direct costs of HIPC relief on debt owed to the United States. It will also provide 
a significant U.S. contribution to the HIPC Trust Fund to help fund other multilateral costs 
assuming other countries make comparable efforts. 

I would now like to ~omment briefly on some other important development issues, including 
World Bank-specific matters. 



141017/040 
09/24/99 19:15 FAX NATL ECONOMIC COUNCIL 
·--·· --· 

8 

Trade and Development 

We urge the World Bank to continue encouraging trade and investment liberalization in 
developing countries. ·Open, transparent, and well-governed markets, both domestic and 
international, are an essential foundation for sus'tainable development and poverty reduction. 

We are poised to launch a new round ofintemational trade negotiations at the upcoming 
Ministerial meeting of the World Trade Organization (WI'O) in Seattle. This Ministerial 
represents a particularly important opportunity for the global community to further reduce 
barriers to new market opportunities in support of development and growth. 

. : ' . . . 
Key areas include: 

• Continuation of the work begun.m the Uruguay Round to liberalize .trade. in agricultural 
products, including throu@.l the abolition of agricultural export subsidies; 

'· t .,' ' • ' 

• Further negotiations to reduce ahd eliminate ta:iiff and non-tariffbarriers to trade ill 
nonagricultural goods~ au. area which holds particular p·otential for developing economies; 

• New negotiations a.inied at creating more open and transparent customs regimes and 
further liberalizing services activities, which Will greatly enhance institutional capabilities 
in those sectors; and . · ·~ · 

.- Conclusion of an agreement on,trimsparency in government procurement, thereby 
addressing one source ofresomce-draining bribery anrfconuption. 

& these negotiations begin~ particular attention must be mBde to better integrate developing . 
c9untries into the world economy and to help them to fully realize the benefits of open trade. · 
Trade liberalization is mutually beneficial to both developed and developing countries. The 
World Bank is in a unique position to help developing countries realize these benefits and better 
make the link between their international trade commitments and their development goals. 

In tbis regard, we llrge the Bank to work with its borrowing member countries in adopting a 
comprehensive development approach to trade liberalizatioiL Increased emphasis should be 
placed on encouraging economic djversification~ recognizing the linkage between agricultural 
trade reform and poverty alleviation, minimizi.ng the social impacts of trade liberalization, 
developing altema~ve sources of revenue for govemments that :rely heavily on customs duties; 
ensuring that sustainable environmental objectives are met, and ensuring complementary 
transport and corimumications infrastructure are in place. 

Trade and investment refonn should be more consistently and fully integrated into all Country 
Assistance Strategies and should also become part of the Comprehensive Development 
Framework. The W odd Bank can play an important role in promoting appropriate regional and 
sub-regional trade integration as a means of facilitating developing countries' participation in the 
global economy. The Bank can also assist in the development of trade-related infrastructure and 
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institutional foundations, many of which are critical for a flourishing trade regime. In this 
regard, we support the commitment of the Bank to. provide sustained assistance as part of its 
current programs for trade-related capacity building for those members that request it as part of 
their development strategies. Also, we support the work by the World Bank under the WTO 
Integrated Framework and the research and analytical support it is able to provide to facilitate 
developing country preparations for trade negotiations. We are not yet convinced, however, of 
the wisdom of establishing an intermediary that would subsidize crop insurance to help 
developing countries cope with highly volatile international commodity markets. 

We note with satisfaction the' success of initial efforts at enhanced cooperation and coordination 
among international institutions as a result of decisions taken at the ~d of the Uruguay Round. 
We woulc;l encourage the development of further efforts to deepen and broaden policy and 
program cooperation in the future .. 

IDA-12 

The IDA-12 agreement will be the cornerstone of the Bank's development assistance efforts in 
the poorest countries over the next three years. The agreement, now approved by Governors, 
embodies a policy framework designed to improve the effectiveness of IDA lending. These 
policies are integral to the replenishment and need to be fully implemented in a timely manner. 

We are seriously concerned at the slow pace and/ or the vagueness of guidance provided to Bank 
swtatf on implementing some of the key IDA-12 provisions, including: 

• 

• 

The commitment to provide comprehensive and specific diagnostic inputs for Country 
Assistance Strategies to ensure they fully reflect. the findings of up-to-date building 
blocks, such as Puplic Expenditure Reviews, Poverty Assessments, Country Financial 
Accountability Asses5ments, Country Procurement Assessment Reports, and National 
Envirorimental Action Plans; -

The commitment to improv.~t diagno~ti.c treatment of cross-cutting issues in the CAS such 
as gender, environment, core labor standards, and the financial sector; 

• The commitment that policy and program performance and governance issues, as 
determined by clear and monitorable indicators, should detelmine the size, design, and 
delivery of a country's IDA, prograz:O.; · · 

• The commitment that CASs sholild be P,repared ·with the active participation of 
government, civil society and donors and be publicly available; and 

• The comniitment to heightened centr~ity c:~fpublic expenditure analyses that consider the 
role of non-development e~enditures -- irlcluding rri.ilitary expenditutes and subsidies to 
state o'Wlied enterprises- and whether reallocation of these could enhance the 
development impact of lFI or national public. spending . 

.... ,. . . r 

.. ' 
; I 
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It is vital that these commitments be taken more seriously in order for IDA to play the vital 
development mle envisioned by donors.. · 

Moreover, it is important that existing Bank policies, especially in the areas of safeguards, 
disclosure, fiduciary controls, and environmental protection, be applied more consistently. These 
are all reasonable standards which exist to strengthen the Bank's development impact. We urge 
Management to improve staff training on poljcies and to improve its vetting process to ensure 
that Bank policies are taken seriously and applied rigorously to all Bank projects. 

World Bank Partnership with the Af?can Development ~ank 

As has been discussed in previous meetings, enhanced collaboration among the multilateral 
development banks is important to .an improved international financial architecture and to the ' 
effectiveness of development assistance in reducing poverty. The U.nited States welcomes the · 
progress made by the Team ofTndependent Experts advising the World Bank and African · 
Development Bank on a strategic partnershipbetweenthe two institutions and in offering. 
suggestions pertinent to the drafting of a memorandum of understanding between them. We 
encourage both institutions to proceed quickly toward a ~em.orandum of understanding · 
establishing a deeper and more formalized partnership. We believe such a formalized partnership 
would enhance collaboration in areas such as comri:J.on strategic visions; country strategies; 
harmonization of missions, disbursement procedures and reporting requirements; <md staff 
exchanges to strengthen networking. 

We look forward to a similar agreement between the World Bank and the Asian Development 
Bank, as is currently being discussed in the two institutions. 

World Bank Capital Adequacy 

We welcome the attention which ·Management and members have given to safeguarding the 
Bank's financial soundness and risk-bearing capacity. Financial strength is fundamental to the 
Bank's ability to respond q'U.ickly mid effectively to the evolving development needs of our 

~ . . . 
borrowing .memberS. . · · 

We agree with the E~temal Advisors and the Bank's owh analysis. that the Bank is now operating 
on a firm financial basis. We also reco~e that-pTt;jections regarding the Bank's future 
financial position depend heavily'onjudgments otithe prospects for the world economic 
environment and the potential future demands on~ and inherent risks of- the Bank's portfolio . 

. And, there is also the basic qu~stion of strict Bank adherence to a policy~ which we strongly 
support. of selective lending based on countryperforman~e azw comparative advantage. 

. . . 

We do not believe that .there !s now a credible case that the Bank needs to substantially increase · 
its hard loan window lending capacitY~- Rather,,we believe that a more selective. performance­
based lending pro grain is the single most important element of an adequate cushion against 
downside risk scenarios. We also believe that Manag~ment .and the :Soard should look more 
closely at the opp~rtlltrlties for. mobilizing additional support from within the Bank:' s existing 

. . ' ·. --~ . ' 

. ~ , 
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In all cases, it will be important to keep both the Bank's financial situation and the nature and 
composition of future lending under close review. 

We have also been asked by 1FC management to consider a possible capital increase for that 
institution. We would like to discuss this further with Management and the Board~ but at this 

· point do not see a strong case for a capital increase. 

Corruption and Money Launderin_g 

There is increasing awareness that corruption contributes t:O distortion of investment flows, poor 
economic performance, reduced confidence in :financial institutions, and vulnerability to financial 
instability. It is one of the most serious impediments to development and poverty reduction, and 
is a problem that must be forc~bly ·addressed head on. 

' t-

As a follow-up to.the OECD Anti-Bribery Convention and Vice President Gore's Anti­
Conuption conference in Washington in February 1999t we strongly urge complete ratification 
and implementation of the OECD Convention by all sigriatories. 

We also call on the Bank and th,e 1MF to perform an authoritative review of their procedures and 
controls and those of borrowing countries to identify ways to strengthen safeguards on the use of 
IMF and World Bank :funds~ especially in situations where there is a heightened risk of diversion 
or rpisappropriation of funds. We encourage strong membership support of this effort. 

The United States also intends to WQrk with our ~ 7 partners and others to ~oordinate anti­
corruption efforts' and assistance and complete a wro agreement on transparency in government 

. procurement. In addition, ,we are considering ways to institutionalize international measures to 
identify, block and seize illicif:fin31}-Cial flows. gamed tlirough crime. . . .. . . 

We View concrete steps to enhance cooperative and multilateral efforts to combat money 
laundering and financial crimes as a crucial component of the international financial agenda. . 
We therefore welcome the fact th_at the World Bank, IMF) and regional development banks are 
acutely aware.ofthe serious problems pos~d by international money laundering. The structural 
refonn assistance provided by the IFis in recent years has helped selected countries improve 
their banking supervisory capacity, adopt financial sector reforms, and strengthen public 
institutions and the rule oflaw. We continue to believe that conuption and other governance 
considerations should be taken into account in allocating lFI resources) and that govemmept 
failure to address the problem of systemic corruption should have important consequences. 

We urge the lFis and their members to be alert to the opportunities for further engaging in these 
priority efforts. We specifically encourage the institutions to expand efforts to help countries, in 
the context of financial sector refonn, to create transparent and accountable financial systems, 
identify and interdict illicit financial flows, strengthen financial supervisory institutions, and 
promote adoption of appropriate anti-money laundering policies and measures. 

I . ' 
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We also continue to urge the MDBs to give priority attention to developing uniform procurement 
rules and documents of the highest standard and to help countries combat conuption. 

It is our position, supported by ample eVidence, that the core labor standards, in conjunction with 
a responsive and equitable legal and institutional framework of labor relations, can have a 
positive impact on poverty alleviation in general and on productivity, income distribution, and 
civil society specifically. 

The ILO's 1998 Declaration on Fundamental Principles and Rights at Work, representing a 
consensus among labor, employer, and government representatives of a membership that closely 
parallels that of the Bretton Woods. institutions, demonstrates that the values reflected in 
internationally recognized labor rights are· broadly shared. Therefore the debate should no longer 
focus on whether core labor standards are good or bad for development and growth, but how to 
aclrieve growth and development in a manner consistent with internationally recognized worker's 
rights. · · · 

.· 
We welcome the Bank paper's careful treatment of labor market flexibility and the desirability of 
policies that encourage such flexibility. But this is only part of the challenge. We are quite 
concerned that by-addressmg only this narrow sector oflabor market policies, the Bank is 
missing a real opportunity to support foiWardlooking policies on labor markets that are 
consistent with core labor standards dming good times as well as bad. We urge the Bank to 
revisit this issue of vital COncemto ~dUstrial and deVelapin~ COUntries alike, 

1 ., .. 

It is also essential that the Bank, together with its borrowers~ move forward on the 
implementation oftli.e.lal;;or provisions contamed in theJDA-12 agreement, and that all the IFis 
ensure that their projects ;md programs ar~ consistent -with core labor standards and work 
cooperatively with the ILO and.other lab_o:r institutions to promote programs and policies 
beneficial to working people. · · 

Military Spending 

Consistent with our efforts to encourage the most productive utilization of limited donor and 
domestic resources, the United States believes greater attention needs to be placed on improving 
military spending accountability. We encourage the international financial institutions to ensure 

. the full transparency of military speJild.ing within the range ofborrowing countries' public 
expenditures and their accounting and reporting mechanisms. We believe it is incumbent on the 
IFis to be fully knowledgeable of the audit and accountability systems in place for military 
expenditure --like all expenditure-- prior to extending assistance. We consider this necessary to 
better ensure that assi$tance is supplementing a countiy's own best efforts to reduce poverty and 
pursue equitable economic growth, rather than simply making it easier for the cotintry to engage 
in excessive milit:ary'spencling. Equ.ally important is the very reasonable expectation that 

· countries receiving assistance should maintain transparency and accountability in the 
management· of all public resources, including military spending. 
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I hope that all members of the lFis will join us in prioritizing the issue of military spending -­
recognizing that accountability of military spending is integral to the growth and development 
mandates of the IFis -- and promoting active and well coordinated IFI engagement on public 
expenditure and accountability issues, issues which are also essential components of the HIPC 
Initiative. 

Conclusion 

In concluding, I would like to highlight the fact that we are meeting at a time of increased public 
scrutiny ofboth bilateral and multilateral financial institutions. There is widespread skepticism 
of the benefits of development assistance and other official financing. In the eyes of many, the 
overall disappointing economic perfonnanc~ of the poorest countries reinforces the perception 
that our development efforts over the last half century have been a failure. 

A renewed commitment to change the framework for assisting the poorest c:oun1ries. reinforced 
by the HIPC Initiative, is needed to jumpstart the process for reducing global poverty. I 
recognize the scope of the challenges this will entail. Development is not an easy process and 
there are no quick fixes. Yet we can all do a much better job in reaching and engaging the poor 
and in ensuring that economic growth and social progress are mutually reinforcing. Genuine 
connni1ment and perfonnance by the poorest countries themselves is the linchpin. But well 
targeted external assistance is also crucial. My government is committed to working with the 
Bank and Fund and their members to help meet this vital challenge . 
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INTERIM COMMIT"rEE STATEMENT. 

Introduction 

I would like to extend a warm welcome to our new Chairman, Gordon Brown.· We look forward 
to working together at a time when the Interim Committee is undergoing an important process of 
change that we believe will· make it more effective in its oversight of the IMF. 

When we last .met in April, Secretary Rubin began with a note of caution: While welcoming a 
number of positive developments during the preceding year, he underlined that serious 
challenges remain and expressed his view that the balance of risks for the global economy 
remained on the; downside. 

. . 
Today, there is again reason to welcome a number of positive developments. IMF staff have 
recently revised upward their projections' for global gtoWtb.. Capital flows to emerging markets 
are showing signs ofrecovery. A n~ber of countries which were in the midst of crisis one year 
ag~ have stabilized and are taking important steps towards recovery. · 

And yet a cautionary note is still appropriate: While the balance of risks for the global economy 
may have tilted somewhat in the. right direction, it would be a mistake to see this trend as in ~y 
way inexorable. Economic conditions in a nUlllber of countries and regions are still fragile. As· 

. discussed further in the following section, near,..tenn action on a number of fronts is necessary if 
_we are to see a $ustained and better balanced global economic recovery. . · 

" ' 

To take a longer tenti perspective~ as we meet for the last time in this century and on the 
threshold of a new millennium) it 1s app~:op:date to take stock of where we have come, in: thos~ 

. areas that concern us here, and what remains to be done. If we think back to the world in which . ' ' 

the IMP was founded in 1945~ and recall the putposes.for which the Fund was created, we can 
justifiably say that· the IMF has contributed to an international fu;lancial and trading system that 
is ,far stronger than the syst~m ~t prevailed during ~e f~ half of this century and before. 

. . . . . ' 

Thanks to the IMF. the •'machinery for consultation and collaboration on inteinational mo?-eta,ry 
problems," as it is described in Article I of the Artjcles of Agreement, now encompasses 
virtually the entire world and helps e~ure serious) constructive deliberation on such problems. 
even if the solutions are sometimes eluSive. The desttur:tive competitive exchange rate 
devaluation of the early l930s is now rilre .. 'Exchange restriCtions,·once a thicket obstructing 
trade and payments, have been substantially tllinned. if not eliminated over the years. Perhaps 
most important, ·by offering constructive policy alternatives, backed by financing, to countries. 
facing balance of payments or broader,economic problems, the IMF has made adjustment less· 
painful and facilitated an extraorclin.a.ry expansion of inter.Oational trade, which has contributed:· 
to employment creation, to growth, ,and. to pe~eful reiatio'n,s among nations. 

. ' . . . . . . . ' 
' ~ ' . ;: ~ 
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However, we ean also see that the challenges ahead will require further, substantial reforms in 
the IMF. A changed IMP is needed for the changed world that we now have. In many areas, a 
start has been ·made, but much more remains to be done. As we look towards the future we need 
to redouble our efforts to find better approaches if not answers to fundamental questions. 

How do we strengthen the international financial system against crisis and develop better 
mechanisms to deal with crisis when it occurs? 

How can we help ensure that inte~pnal assistance in all its forms -- from debt relief, . . 
to balance of payments support, to technical assistance ~ is used to its greatest effect to 
promote sustainable, broad~based groWth. that benefits the poor? 

How do we balance concerns about intrusiveness in national affairs and a desire to 
promote national "ownership" of reform: progrnms with. a desire to see governments take 
bolder steps to, for example, build stronger social ~afety nets, implement core labor 
standards, empower civil society groups~ reduce the role of government in the economy, 
and address critical issues related to .governance, corruption and crony capitalism? 

• I 

How do we promote genuine collaboration among intemational institutions on issues of 
common concern without compromising their: ability to deliver in areas where they have 
a comparative .EJ.dvantage? 

'. . 
'·">;, 

What must we. do to strengthen the·fight against corruption and build better safeguards on 
the use ofintemational pu~lic funding to avoid its misuse or diversion? 

A strong apd effective, IM,F, working in c'o~cert w:ith other instihrtions. will be an important part 
of our efforts to address these' questions. Going forward; the IMF will, in particular, need to: 

' . . . . 
. ,I,.'"' 

Elevate the importance of growth anti poverty reduCtion among the. IMF's core objectives. As 
discussed fwther below, there is ~eed for greater consistency and mutual support between a 
country's social.sector/povcmY reduction objectives.on the 'one han~ and ESAF-supported 
policies and financing on the other: The IMF, in cooperation With the World Bank, needs more 
actively to press countries to chai:uiel scarce public :fu:O.~ away from unproductive purposes such 
as showcase projects and excessivemilif:,ary spending toward priorities that support growth and 
poverty reduction. Ensuring adequate funding for .high-yield investments in human resources 
must be·a higher priority. To make progress in this area, there will need to be greater · 
transparency in and accountability for govemmeli.t spending, including military spending. 

· Give greate1' attention ill 1MF program design.to soda! sector, lahor and enviro~mental 
concerns. The goal is to design programs irl a: way that preserves and strengthens critical social 
safety nets, with du~ attention to core labor standards. and protects as far as possible the poorest 
and most vulnerable members of society, as well 8s environmental programs, from the costs of 
economic adjustment. 
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Push fotWard with steps underway to increase transparency. This effort should continue until 
we reach a point where certain key documents, notably Letters of Intent and related program 
documents, are systematically released without exception. · · 

Reinforce incentives to sustain good performance. To J;D.aximize the benefits oftheir 
adjustment efforts and IMF assistance, countries should be encouraged to maintain strong 
perfonnance as long as possible.' Towards·this end, the IMF should enhance its monitoring of 
policy commitments while a country's drawings on the Fund are outstanding, even after program 
conditions have ended. Consideration of new lending commitments should be fully infonned by 
past performance. 

Elevate the importance of governance and corruption considerations in decisions about IMF 
funding1 while s.trengthening safegutlrtls on the use of resources provided by the IMF. This 
point merits special emphasis. It is entirely appropriate for the IMF Executive Board (as well as 
the Boards of other IFis) to· block or suspend .financing in cases where there :!Ire serious 
governance or corruption concerns. even if other factors would support providing assistance. 
when borrowers misuse :ij.nancial assistance provided by the IMF, this not only sets back 
economic stabilization and development obJectives but also undermines the will and ability of 
donors to provide assistance. The IMF.needs urgently to follow through with and build upon a 
number of gene~:~ ~ specific steps to address this p~oblem:: ~particular. the IMF should: . 

Develop policies and pr~c~dur~s tq examine reserv~ management more broatlly, .so as to 
reduce the 1lUlnerabil~ty ofa country's ~xc~ange rate an~ payment system to 
inappropriate use. The objective here is'to achieve transparent operations an4 prevent 
preferential aC:c~ss,to foreign exchan~e except as ·specified in the IMP program. 

Strongly encourage c~~ntf:ies to ~omply with pl'in~iples in the Code of Good Practices on 
Transpal'ency irz Monetary and. Financiai'Policies, and provide for more systematic (and 
regular J 'audiis of central hanks in program countries. If warranted, aUditS should be· 
conductedpri~rto,disbur~ement ~ 1;marecuzring basis (e.g., quarterly) witli IMF 
missions reviewingtheaudits to determine whether·further corrective steps are called for. 

'• . 

Assess vulnerabilities ofthe foreign exchang~ and payments system of borrowers to inept 
or corrupt deployment of .scal'ce reserves, and provide advice on the construction of 
institutions, policies and procedures to co"ect such vulnerabilities. 

Require, where there are govern'ance concerns regarding a borrower, external review of 
reserve management praccif!es and procedures for sale of foreign exchange to public and 
private SfJCfor entities. 

Strengthen i1'}centtves for borrowers to guard against misus~ of IMF resources or failure 
to correct vulnerabilities. At presen't;, the IMF is limited to the ability to cease 
disbursements and, in certain circumgt,ances, to reqUest advance repayment. This abilitY 
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should be broadened~ for example to provide for advance repayment in a broader set of 
'circwnstances of improper practices, even if no fonnal violation ofil.\IIF conditions has 
occuued or if the IMF pfC!gram ~ .~nded .. 

Developmebts tn the Wodd Economy; Policy. Requirements for Sustained, Bette~ Balanced 
Global Ecohomic Recovery · 

Prospects for recovecy in the major industrial economies and the world economy as a whole look 
better now than a year or even six months ago, though we need to guard against complacency. 
Encouragingly, the U.S. economy continues to show strong, non-inflationary growth. Recovery 
seems to be solidifying in emerging markets in Asia. There are signs of modest improvement 
for Europe, and indications that decline in Japan may have ceased. An environment oflow 
inflation and some resumption ·of financing flows to emerging markets have contributed to this 
general pictme. 

Ho.wever, there are still downside risks. While the United States looks to have anotht;;r year of 
strong growth~ we cannot indefinitely provid~ th~ main stimulus to gro~. Other regions need 
to step to the fore. Asian emerging m~ket economies, for their part, have much to do in tenns 
of reform, especially in the corporate sector~:ifthey are to lay a durable foundation for ftnancial 
and business systems in the future. A number of South American countries - Argentina, B:rn.zil, 
Colombia, Ecuador, Venezuela- are still facing difficult situations. Latin America has 
continued to see a slide in net private capital flows from around $105 billion in 1996 to 
.~pproximately $66 billion expected this year. We are concerned about Russia. 

Avoiding the downside risk, and creating conditions for sustained, better balanced global 
economic recovery will require action on a number of fronts. · 

Europe. While recovery seems tci be occUrring on the.in.odest scale long forecast, growth will 
still be well below last year's pace and far too dependent on exports. The IMF projects little 
change this year in the Euro-11 's high ($80 billion,) aggregate current account surplus. And the 
Fund expects the surplus to rise to nearly $100 billion in 2000. · 

Rising surpluses will prevent Europe from making a major contribution to.recovery in emerging 
market countries. Stronger dome~c de~d. is needed, in place of reliance on exports. In 
addition to suppo~ve macroeconomic policies, Europe needs to emphasize structural reforms in 
labor and product markets that would make investment mqre attractive, thereby boosting 
domestic demand and employment andredu~ing high external smpluses. 

Japan. Japan may have reached the end of its long decline in GDP, and a number of important 
policy steps have been: taken. But it i~Jar from clear that a sustained recovery is on the horizon. 
Such a recovery ·will require·a resumptibn of sustained growth in private demand. Until a 
recovery is :finnly established, Japan needs to contint~e with measures to promote domestic 
demand-led gro~ inclmiing :supp~~ve ~.onetai'y policies and continued fiscal stimulus at a· 

I' 

' . 
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pace strong enough to prevent a fall-off~ ~e strength which the fiscal program has been 
imparting. In addition, work needs to continue on improving the banking sector, notably by 
permanent disposal of bad assets. Finally, sripport for structural reform would also help to 
provide an environment for a durable recovery. 

Larin America. · Much of the region has suffered from recession. Although growth is expected to 
resume across Lafui. America next year, during this ti.ple of unsettled international financial 
markets countries need to maint~ disciplined macroeconomic policies and deepen economic 
reforms., including strengthening of the financial sector. Brazil, the region's largest economy, 
faces the particulat 9hallenge ofi~plementing stru~ reforms needed to ensure medium-term 
fiscal sustainability. · 

Russia. The IMF and other institutio!lS haye played a critical role in supporting the difficult and 
complex process of Russia's economic transition. However, the capacity of the IMF and World 
Bank to help bring about effective policies depends on the will and capacity of Russian 
au~orities and the Russian people to· carry forward reforms in their national interest_ It is 
critical that Rus.sia intensify efforts to combat corruption and money laundering and cooperate 
fully with the international financial institutions on the development of adequate safeguards to 
ensure that funds provided by the IFis are used for their intended pUipose. 

Promoting open markets. Trade liberalization can make a strong contribution to our efforts to 
sustain growth and stability in the global economy, as well as proinote dev.;:lopment and poverty 
.alleviation. Op~n. transparent and well-governed markets, both domestic and intematic;mal, are 
an essential foWl dation for pl'osperity. 

We are poised to launch a new round ofintei:national trade negotiations at the upcoming 
Ministerial of the World Trade Organization in Seattle. This Ministerial will make decisions 
that will Set the direction for the international trading S%.tem well into the next decade. It 
represents a particularly important opportunity for the global community to further reduce 
barriers to new market oppo1'1.1lnit:ies in support of development and growth_ Key areas include: 

- continUation of the work.b~gun in the,. Uruguay Round to liberalize trade in agricultural 
products, including through the abolition of agricultural export subsidies; 

- further negotiations to reduce and elil:¢nate tariff and non-tariff barriers to trade in 
non-agricultural goods, an area which holds particular potential for developing 
economies; 
new negotiations aimed at creating more open and 1ransparent customs regimes and 
further liberaliZing services activities which will greatly enhance the institutional 
capabilities in those sectors; and 

- concrete steps such as an agreement on transparency in government procurement by the 
Seattle wto Ministerial, as well as support for open and transparent customs regimes, 
which complement Fund initiatives to combat corruption and promote good governance. 

-' . 

.1 ••• 
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As these negotiations begin, particular attention must be.paid to better integrate developing · 
countries into the world economy and to fully realize the benefits of free trade. The IMF can 
actively support this process by making the case for trade liberalization in its policy dialogues 
with borrowing co\mtries. For example, trade liberalization themes should be a key component. 
of Fund surveillance and programs. Fund support for so9ial safety nets and improved labor 
conditions is -also critical to promote further trade liberalization. 

There are a number of areas where the IMF, World Bank, and WTO have shared interests, and 
we support the institutions' continued commitment to this coherence exercise. A strong 
foundation for effective institutional coordination and cooperatiqn has been laid as a result of 
decisions taken at the end of the Uruguay Ro\md. ·we are encouraged by th~ efforts underway 
for the heads of all three institutions to enhance policy and program coop~on in the future. 

Over the cot.U:Se of the past year; the IMF has continued to play an important and central role in 
helping to restore stability. Plans for the deployment of a new temporary facility to deal with 
po~sible dismptions caused by the Y2K problem, discussed . .further below, is but one example. 

Prog.-ess in St.-engthening the International Monetary and Financial System 

At the spring meetings, tlu! Interim Con;unittee noted that broad agreement had been reached on 
. 1 key aspects of~ strengthened architecture and welcomed actions by the Fund in a number of 

.·. important areas. The Committee un~erlined, however, the importance of canying forward work 
.Dn a number of issues and im.plerric:mting proposals related to, for example, forestalling and 
resolving financial crises, international standards and Fund surveillance, and institutional 
reforms. 

A. Involving the Private SeCtor in Fores.talling;Resolving Financial Crises 

Our overall goal should be to ensure that if~guired, official :finance stipports. programs that offer 
a viable solution t:O a country's .i.Il¥nediate financial problem and lay the basis for sustained growth. 
We want to draw onthe stre11gth apd flexibiMt}'qfmarkets, and help markets work well. Recent 
experience bas· c:onfumed the n~d to. ri:l.ain,ta.in' sufficient flexibility to address diverse cases 
effectively. .. · 

'. . 
' ~ '·'' 

The G-7 Finance Ministers' ArchitectUre Ikport laid orit principles~ considerations and a set of 
possible tools to guide. official action in this area Such a framework provides flexibility to craft 
solutions tailored to the unique· circumstances of each· case, while also providing greater policy 
clarity. Our challenge .now is to move· forward in applying the principles and considerations 
outlined in this framework to concrete cases. We are ple~ed that recent IMP work has supported 
this broad policy approach. , 

Central to effective crisis response is determining the appropriate level of official finance to support 
the return of normal market access. In some crisis cases, a bank run psychology may have taken 



!41 029/040 
09/24/99 19:20 FAX. 

NATL ECONOMIC COUNCIL 
--·-·- ---

. 7 

hold, and creditors may be withdrawing funds from a country ~Ht clearly has the capacity to meet 
its payments if given time to make appropriate adjustments. When a country's underlying capacity 
to pay is strong and prospects for the restoration of market access on viable terms are good, it is 
appropriate for the official sector to provide temporary financial support while the country 
undertakes the refonns needed to restore confidence and regain access. This, in conjunction with 
efforts to explain a country's reform program to the markets, will normally be sufficient to overcome 
temporary financing difficulties and lay the basis for recovery. In some limited circumstances, it 
may also be appropriate to seek additional support for the country's policy program from private 
creditors, through voluntary arrangements to provide for maintenance of exposure levels or a 
refinancing/restructuring of the c~untry's debt obligations. Emphasis should be placed on 
approaches that encourage the rapid restoration of full market access. 

In other cases, the early restoration of :full and spontaneous market access on terms consistent with 
medium term exte:m.aJ. sustainabilicy may not-be realistic, and the use of a broader spectrum of policy 
tools as_ laid out in the G-7 Finan~e.Ministers' Report of June, may be warranted to provide for an 
adequately financed program and a sustainable :t:nedium.;.tenn payments profile. In any event, it will · 
be critical that debtors and creditors work cooperatively to find a solution to the country's debt. 
·problems, with the official focus on the development of a viable overall strategy for a country~ not 
on managing the details of restructuring. 11:Le IMP should establish clear parameters, and then leave 
scope for debtors and creditors to work constructively to find solutions that provide a viable path 
forward. In this proces~ no ·one categozy of private external creditors should be regarded as 
inherently privileged. , 

We welcome the IMP.' s move to refine its criteria for lending into arrears on the full range of private 
sector obligations. With this poiicy in place~ there is no_ need to seek a more heavy handed capacity · 
to provide for a temporary stay on litigation. · · 

Problems of creditor c~ordination can potentially inteifere with developing orderly and coopernti ve 
solutions to a cou:iltry's financial problems. ·The bioadez:·use_,-of contractual provisions that can 

·facilitate creditor coordination could there.fo"te. contribute to rapid orderly crisis resolution. We 
encourage the I,MF-_to.make the use of such provisi~ns a component of international best practices 
in debt management and· to focus attention on ·the use of such provisions in international 
surveillance. But we also need to remember that it is not our ;role to design the ideal forum for the 
negotiations between debtors and creditors.· We should push all sovereign debtors to maintain an 
ongoing dialogue 'With their creditors, since relationships estiblished in normal times create capiial 
that can be dra:wn on during .periods of difficulty~ :But we atso p.eed to remember that non-binding 
procedures and principles to guide the establisl,nnent and operation of ad hoe committees will only 
work if a wide range of private creditors "buys into" the resulting protocoi/ procedures and 
principles. 

[Insert on clauses in-sovereign foreign cUITency issues, if G-1 0 agrees to move ahead.] 
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B. Choices· of.Excha~ge Rate Regimes ~. · . 

The recent crises demonstrated .the critical ~portance of exchange rate regime choices in reducing 
vulnerability to crisis .. The most crucial principle coming out ofthis experience is that whatever 
regime is adopted it should be credible and supported by consistent ro.acioeconotnic policies and 

· robust financial systems. Each countzy must choose the exchange rate regime that suits its own 
needs. However, unsustainable exchange rate :regimes can be a threat to other countries and to the 
international systetn. That means .that we all have a stake in the regime cliosen by others and how 
it is managed. The IMF must now sharpen and highlight its advice to countries in this area. 

We cannot help but be struck by .the fact that at the center of each recent crisis was the same 
exchange rate regime: fixed but adjustable. Countries are more vulnerable when their exchange rate 
regime provides a clear target for market participants to bet against without an equally clear 
conunitment to supporting domfi!stic ·policies backed by institutional arrangements. Fixed but 
adjustable pegs also encourage risk-taking by the private .sector, which may be less likely to hedge 
fo~eign currency exposure and less likely to be concerned about currency mismatches than it should 
be. 

· A commitment to fixity requires a willingness to subordinate other policy goals, when necessary, 
to that of managing the exchange rate. In cases where caun1ries choose to fix rates, for example as 
part of a comprehensive effort to fight inflation. experien~e shows that institutionalizing that 
commitment can be importan~ perhaps even necessazy, for credibility. Such institutionalization 

..requires extraordinarily stringent policy discipline. 

Recent work by the IMF suggests that, for emerging market economies with substantial involvement 
in global :financial markets, floating rates should be an increasingly relevant, if not universal, choice. 

We believe it is imperative that the Fund enhance the attention it .gives to exchange rate 
sustainability in the context of surveillance and bring to th,e process the results of the best research 
and analysis. In particular, the I.MF should·.focus on the need for countries with fixed/adjustable 
pegs to develop exit strategies. 

The key area where the IMF mUst press ahead is in its exchange rate advice in the context of IMF 
supported: programs. We strongly believe that the international community should not provide. 
large-scale official financing for a country intervening heavily to support a particular exchange rate 
level. except where: that level is judged sustainable and certain conditions :have been met, such as 
where the exchange rate policy is backed py a strong and credible commi~~nt with supporting 
anangements, and by consistent domestic policies. Going forward.. it will be important to shape 
expectations generally so that countries do not intervene heavily to .defend their exchange rate in 
anticipation of official support. 

: ... 
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c. Orderly Liberalization of Capital Movements; Debt Management 

Another important area of reducing vulnerability of emergjng markets involves improving the way 
that they manage their eXJ)osure to potential large swings in international capital flows. Some 
advocate capital controls as a way to do this. · 

Recc:,:nt work by the nv.rF on country rocperiences with capital controls suggests that a cautious 
approach is advisable. \Vhile controls have on some occasions been effective, they have frequently 
been ineffective and often costly, Experience underlines mo.st clearly that capital controls cannot 
substitute for sound macroeconomic policy and that strong prudential standards and implementation 
are important accompaniments ~0 capital account liber.ilization. These perspectives reinforce our 
view that stronger prudential regulation and better debt management are the best ways to manage 
the risks created by large international capitS.l flows, and are key for emerging markets seeking to 
reduce their vubu:rability. 

Ac~ordingly we have called on the IMF and World Bank to work together to develop a set of best 
practices in debt management and to report by year-end. We would like to see them draw from 
diverse sources, including developing countries that have extensive experience and enjoyed success 
in this area. We think it would be useful to approach the issue from the 11macro" prudential 
perspective of C?hangirig the country's overall liability position rather than fo~using on the more 
limited .. building blockn issues.· 

D. Insti.tution~l Reform/Strengthening and/or Transforming the Interim Committee 

We welcome the agreement to strengthen and transform the Interim Conunittee and enhance its 
effectiven~ss. Its pennanent status will help ensure that it continues to play a crucial role in advisi.i::Lg 
and reporting to the Board of Governors on critical issues. Its expanded terms of reference, 
encompassing, inter alia, the international m,onetary and financial system, will be reflected in its 
new name: The International Monetary and Financial Committee. This morning's joint meeting 
with the Development Conunittee is an e~ample of the kind ~eful collaboration ·between a 
strengthened Interim Committee and other institutions on key issues that we would like to see going · 
forward. 

Y2K Contingency Plannin: 

There is a potential risk that Y2K-:related disruptions in some IMF emerging market countries could 
lead to a variety of problems in the financial and.real economic sectors. In light ofthis, we support 
a contingency plan that would. allow a stronger IMF ~le if this proves necessary as the millennium 
date change approaches. 

In addition to the outreach efforts taken by the llv1F to date~ we Urge the IMP to take the following 
additional steps: 
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Survey the adequacy of member coun1ries' lender-of-last-resort capacity in order to identify 
possible responses by their monetary authorities to strains on their currencies or banking 
sectors. 

For program countries. examine whether there is scapeJ in the event of extraordinary Y2K­
related difficulties, for a more flexible response through. relaxation of constraints on 
intervention and on repurchases. 

Establish a new, temporary facility that would allow member countries to borrow ·under 
specific conditions in order to respond to extraordinary pressure on their currencies or 
banking sectors stemming from Y2K .:related problems. · : 

Regarding this last point, the Unitec(States welcomes the" ~tatement by the Managing Director to the 
Interim Committee urging favorable consideration of !!·temporary IMF facility for Y2K-related 
balance of payments diffictilties. We urge the Executive Board to follow up on its discussion of 
September 16, resol~g outstanding iss~es as quickly as possible. It will be important to structure 
this facility in such a way,that it does not Undermine. e?Osting pro~ and minimizes risk of moral 
hazard. Countries seeking access to the new facility wolild 'need to, for example: 

•· \ ,. 
·..,, •,t;- • 

be in good standing with.the IMF and satisfy IMF staff and. ~~gement that the substantial 
capital outflows they are experiencing are due to Y2K-related volatility rather than policy 
Weaknesses Or other exog.en9us shocks; .... 

undertake prompt corrective'meas'llres to deal with theh- Y2K-related problems; 

be prepared to make pto~pt repa~erit and accept premi~ interest charges on IMF 
financing. · · 

To help reduce the risk that members ~ght need to. seek access to the new facility, we urge that 
public and private sector offici~ press ahead this autumn with Y2K contingency plans in the· 
financial sector and between the financial sector and other critical s~tors, such as power and 
telecommunications. 

IMF's Role hl Promoting Sustainable G .. owth and Reducing Poverty 

A. Integrating Social Sector Issues in Fund Policy Advice and Programs; Adapting ESAF 

The IMF has long played a critical .and positive role in supporting the creation of conditions that 
promote sustainable· grovvth and the reduction of poverty, primarily through its Enhanced Structural 
Adjus1ment Facility (ESAF) and its predecessor the St:mctural Adjustment Facility (SAF). As the 
Fund rightly points QUt in. its recent progress rep.ort to the Interim and Development Committees on 
the HIPC initiative: .. Sustained poverty reductio~ requires rapid economic growth as well as 
macroeconomic stability and structural reforms that allow a transition to a higher path of sustained 
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growth. These are the objectives ofESAF-suppo:rted lending which must he central to any poverty 
reduction strategy." · 

Recent reviews ofESAF and the Fund's experience with integTating social sector issues in its policy 
advice point to substantial recent progress in tenns of both inputs and outcomes under ESAF­
supported programs. But-they also reveal a need for improvement. In particular, there is need for 
greater consistency and mutual support between a country's social sector/poverty reduction 
objectives on the one band- and the fiscal choices they make to achieve these objectives:- and 
ESAP-supported policies and financing on the other. 

We welcome, therefore, the proposed changes ·in the objectives and procedures for the IM:F • s ESAF 
as part of a broader integrated frainework for poverty reduction involving the lMF, the World Bank, 
and other assistance providers. This framework would al~o apply to coimtries eligible for HIPC 
relief 

Th~ first and most fundamental change would be that the design ofiMF-supported macroeconomic 
policies take more fully into account their potential impact on soci8! .and sectoral programs aimed 
at poverty reduction while ensuring m.a.Croeconomic stability. Greater attent:fon must be accorded 
to more rapid growth, full transparency and more effective monitoring. procedures~ closer 
collaboration with the World Bank and ofher institutions with relevant expertise,- participation of 
civil society in design as well as implementation, and~ not leas~ good· governance. ESAF lending 
operations would key off of a comprehensive Poverty Reduction Strategy Paper (P;R.SP) prepared 
.by the national authorities with assistance from the World Bank, the IMP and others. The PRSP 
would be endorsed by the Executive Boards of both the World Bank and the JW'. ESAF 
perfonnance measures would eXplicitly incorpor~te a set of key poverty reduction targets set out in 
thePRSP. .. 

I • 

. These changes, which should involve fundamental changes at the operational level for both the IMF 
and the World Bank, are most welcome and. if·vigorously implemented, would substantially 
reinforce their impact on poverty reduction. .Ip. ~orne respects, however, we think they do not go 
far enough. · 

Consistency in Lending Decisions. The new integrated strategy will serve as an important vehicle 
for enhanced coordination in the operations and advice offered by the IMF and the World Bank. 
rhe institutions should also take additional steps to ensure consistency in their lending decisions .. 
For example, if the Executive ·Board of the Bank concludes that core poverty reduction measures 
are not being implemented or progress towards poverty reduction targets ~s insufficient, then HIPC 
relief could be delayed, World Bank loans would be suspended; and, at the same time, these 
concerns should be reflected in consideration of ESAF program decisions. Similarly, if the IMF 
Executive Board concludes that progress on macroeconomic reforms critical for poverty reduction 
is insufficient, this should be reflected in considerations of World Bank programs, a.S well as IMF 
programs and :mPC decisions. 
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Additionality. With.respect to HIPC countries in particular, we need to ensure that savings freed 
up by debt relief provide for true additionality and improved outcomes from social expenditUres. 
The point is often made that the.q~ality of social expenditures is as importan~ i~ not more important. 
than quantity. Developniep.t experience attestS to the validity of this view. Yet quantity also 
matters. This is true especially in the HIPC context given that the HIPC initiative is, or should be, 
devoted to freeing resources for priority social needs. 

How to ensure such add.itionality?, There is 'no single formula But .we believe that, properly 
implemented in the context of transparent budgetary procedures, poverty action funds can have 

. substantial benefits. In Uganda, this instrument provided :m important entry point for civil society 
into decision making and oversight of prioritY poverty' ~uction exPenditures.. We recogni2.e that 
such funds are not a.pariacea and can create their own s.et of-problems if.p.ecessary checks and 
balances. are not in place. Accordingly, we. encourage IMF- and World Bank staff to work with 
interested governments to eXplore prospects ;for establishing such vehicles in an effective manner 
and on a case-by-case basis: Another optio'n is to ·prill pov~rty reduction programs together, in an 
act;ounting sense, into a detailed "poverty reduction budget" within the national budget. This would 
facilitate monitoring, including with respect to th~ additionality ofFITPC-related savings. 

B. Securing 1MF Financing fo:r ESAF and IDPC 

··· We welcome the consensus that has emerged ori' st~ps to secure IMF financing for ESAF and IDPC, 
including the mobilization offund~intheJMF's SCA-2 accduntand ofaportionofthe IMF's gold 
holdings. On this latter point, we support the move to mo1:>ilize a portion ofthe IMF' s gold holdings 
via non-market sales in an amount up to 14 million ounces. We have been working closely with 

. Congress in order to obtain authorization to support these steps. 

Standards and Transparency Initiatives 

Standards/Financial Sector Refo1'm 

We have made considerable progress in definin:g a core set of inte!D3tional financial and economic 
policy standards relating to public transparency, banking supervision, securities markets, insman9e 
and corporate governance. The prQtotype Compendium of Standards, which the Financial Stability 
Forum is in the process of developing, owes a great deal to the Fund,s early efforts to incorporate 
key financial and economic policy standards in its surveillance. · 

More work must be done to speci.fy•those standards that are key to strong financial systems and to 
develop new standards where there are gaps, such as for deposit insmance. We are confldent that 
the Fund will play a critical role in this process. As standards are identi:fied, the focus should 
increasingly shift to implementation and monitoring. . . 

As countries become familiar with the standards which the international community views as critica,l · 
to financial ~tability, their commitment to meet or exceed these standards- to take steps to increase 
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the transparency of their monetary and financial policies, to improve the quality of banking 
supervision, to ensure good corporate governance and accohi~;tability *- should become a matter of 
public record. 

As countries "sign on" to these core standards, the Fund, along .. with the World Bank, and 
supplemented by national financial regulators, must play an important role i,n assessing whether and 
how countries meet these cqmmitm.ents. This.too should be liiiked into t;he Fund's surveillance 
functio~ but also back intp:the standards-s·etting and promulgation loop:· New standards may be 
required to fill "gaps" such as for bank deposit insurance schemes and public debt management, and 
the Fund will certainly play a le~g role jri developi~g 't;b.ese. ·· · ' · · 

To help build strong national financial systems, it is ilhport3IJ.tnot only for the countxy to know how 
it IIJ.easures up~ but it is 4n.portant for o~~s with an interest in -:fi.n.ancial stability to also be in the 
know. For markets to work effici~tly and effectively; more md ~etter information is key, and this 
can best be gained through greater transparency ~d di~closure. The international community 
capnot regulate thii 'tc), happen, but it can btiilci incentiVes for positive behaviors by both the 
providers and users of capital: I antic~p,ate tha~the. :J;"urid will'p1ay ~ leawng .role in this effort as 
well. · · · · .. 

Tl'ansparency 

·One of the central lessons from recent crises is that enhanced transparency and disclosure would 
. .facilitate market discipline and gpvemmen~ policies - as well as helping eXpose vulnerabilities 
earlier. We have Slready seen considerable proiress in following up on this lesson through 
promulgation of standards and best practices for :transparency in the Fund's core areas of expertise. 

SDDS. As the prevailing standard for release of national economic data; the SDDS is 
gaining credence as it becomes more widely used by both countries and the market. We 
look forward in particular to widespread implementation of the new template for reporting 
of international reserves.. The SODS will also benefit from further strengthening with 
respect to extemal debt and addition of macro-pruden$} indicators in order to help 
illuminate the soundness of :financial sectors. We look forward to progress on these fronts 
before the end of the year. In order to promote wider use of the SDDS and compliance with · 
it, we are working with other industrial countries to encourage foreign sovereign borrowers 
to include a statement on their status with respect tot he SODS in their offering or listing 
documents. 

Monetary/jin~ncial code. We welcome finalization of the Code of Good Practices on 
Transparency in Monetary I and Fjnancial Policies, and support its endorsement by the 
Interim Committee. This Code can make an important contribution to public understanding 
of monetary and financial policy goals and instruments, and should support critical 
objectives in promoting good governance and combating corruption. In particular, we look 
forward to the Code, in conjunction with IMF surveillan~e. playing a role in·promoting . . 
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transparency and accountability in the operations of central banks and financial agencies. 
We note that Fund staff is pushing ahead with the development of a supporting document 
that provides a fuller description of each transparency practice of the Code. its rationale, and 
practical considerations re.garding implementation. We urge that staff complete the 
supporting document by the time of our spring meetings. 

Fiscal Code. Now in the implementation phase, we look forward to the integration of the 
Code on Fiscal Transparency in the ongoing Article IV surveillance process. For our part, 
we are prmicipating in the self-evaluation process and encourage other countries to do so. 

Further steps to increase transpareQCy in the Drivate sector are also underway. In particular. we look 
forward to the work of one group of international regulators that is developing a comprehensive 
framework of disclosure by private market :financial institutions. We also look fQIWard to the work 
of a second group of international regulators that is reviewing types of aggregate data (such as net 
positions and turnover data) in foreign exchange markets that could help market participants assess 
an~ manage foreign exchange risk. 

The IMP itself must also participate in the drive for greater openness. Already, its operations aie 
becoming more op~n, as decisions made over the last year are implemented. The adoption of a more 
syste.xnatic ~pproach to releasing information about policy changes, refonn commitments of 

(: · .. , · ; countries benefitting from lMF financial assistance, and the results of Article IV reviews is helping 
·to dispel the image of the IMF as a ::;ecretive, unaccountable institution. The pilot progratn on 
.transparency in Article IV reviews is showing encouraging results. We need to push forward with 
this effort, however, until we reach a point where such docwnents. including Letters of Intent and 
related program documents, are systematically ~eased without exception. · 

Conclusion · 

Notwithstanding some· encouraging developments in the world economy, this is not the time to 
become complacent. We still fact;: a number of challenges in fostering a strong and sustained world 
recovery to promote iinproved living standards with financial stability. 

' '. 

'' ' 

·.~ 
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We can at these meetings take some satisfacti~n from the fact that conditions in global 
markets are better than they w~re f.\ year ago. Wh~t is mosr important now is that we 
not take this recovery in global.contidence for granted. · · · · 

' I 

Five core global priorities stand out. 

First, achieving balanced nnd sustaitiable growth in· the major in-dustrial 

economies: 

• The United States' ec(_)nomic perfomiance has continuei:Ho be exceptional. But it 
will be crucial that Americans- not take our economic expansion for granted and tl1at 
we continue to plan prudently: in particular, by reserving a lion's share of projected 
budget surpluses to pay down the national debt, and avoiding inappropriate and 
eeonomically unwise tax cuts of the kind· that the President vetoed today. 

• Crucial to a sustained and balanced United States expansion is greater balance in the 
growth of the global economy. 

• Some upturn in de.mand appears to b~ under way in Europe. Looking ahead, 
recovery should be increasingly' based on. domestic demand. It will also be essential 
to achieve structural reforms thatcari support higher levels of investment and the 
more rapid creation of private sector jobs . 

., There are now some initial signs that Japan's economy is moving out of the deep 
recession in which it had been mired for so lo.ng. It seems clear that policy steps 
taken over the past year to stimulate the economy and stabilize the financial system 

LS - 115 

For press releases, sp_eeche.s, public $chcdules and official biographies, c:QI/ our 24-hour fa'JC line at (202) 622~2040 



09/27/99 08:52 FAX 

SEP-25-1999 17=15 SEC.OF TREAS'. 

.'1 

· are having an effect. However, prospects for the future remain uncertain, particularly 
in light of the weakness in private demand. A continued Japanese commitmem to 
continued stimulus, using.atl available tools, will be critical until a solid, self-sustaining 
recovery led by domestic demand is firmly entrenched. 

Second, extending ~~:nd deepening r~overy in the emer~ing market economies: 

• We can all be encouraged by the turnarounds we have seen in several emerging 
markets over the last year. Nonetheless, lasting recoveries will only come tlirough 
continued commitment to economic reform. And here progress continues to be 
uneven, with some countries having yet to put in place viable strategies for long-
term reform and growt~. · - · 

I 

• The situation in Russia remains a serious concern. We will discuss with the Russian 
authorities this weekend their prospects for putting a credible reform strategy in 
place, and certainly the dominant issue will be the establishment of a functioning 

· rule of law. · 

• With respect to the Y2K problem, w~ expect the IMF this weekend to agree to 
establish a special short-term facility 'to enable it to respond, in the event that such 
support could be useful. to international liquidity problems relating to Y2K that may 
arise in some countries. · 

Third, intensifying efforts to build a s~rong and stable global financial 
architecture: 

• The reform of the international financial architecture is a continuing challenge. 
There can be no question that the international financial institutions are 
indispensable- but that does not mean we:can be.satisfied with them as they are. 

. . 
• . We are coming to understand better the roots of the financial crises of recent years 

and I expect that we will have discussions at ·these meetings of critical priorities: 
notably, the need for more sustainable debt management and exchange rate policies 
in. emerging market economies and more sophisticated tools· for crisis response. 

' . . ' .. 

• Let me .also say that I look (orward to the form~tion of the new 020 group of key 
industrial and emerging market economies .. This will be formally launched at these 
meetings and I expect-will have its fifst meeting before the end of the year. 

,·· '· . 

Fourt.h a new approach to de~elopment assistnrice,for the pi.oresfcount.ries: 

• This panlal recovery in globaf co~tidence affords us a l.!.niqu~ opportunity. at the 
dawn of a new millennium, to..focu~ on what is one of the inore impo_rtant financial 
problems- and certainly t~e oveJfirching moral problf:m -which the.20fh century .. . . . 

I ; ,. '. . . 
~ .. 

·,.. '..-: . . · 
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has left unsolved. Namely, the failure of large parts of the world to achieve even 
the most basic standard of living for the people. who live there. 

• We expect these meetings to endorse the Cologne initiative for the Highly Indebted 
Poor Countries~ This has as its centerpiece a major change in the World Bank and 
IMP's approach to these countries focused on ensuring that our official development 
assistance translates into much greater reductions in poverty. 

• We ·also expect broad agreement on how to finance this initiative, with a ~entral 
reliance on mobilizing the IMF and World Bank's own resources. To meet our 
share of needed bilateral contributions the President has now submitted an amended 
budget request asking Congress· for nearly $1 billion in appropriations over the next 
four years. · · · · 

Fifth, strengthened efforts t.o combat slob a I corruption: 

• In the wake of recent developments in Russia, the United States ·and others in the 
G7 will be calling for authoritative reviews by the IMF and the World Bank to 
identify ways to strengthen safeguar4s on the use of IMF and World Bank funds. 
We believe and expect that this review should focus its attention on three critical 
areas: 

• First, systematic use of external audits. Whenever the IMF provides finance in 
an environment where there is a risk that those funds will be misused, it should 
require external auditS of the recipient central bank. The IMF has to be moving 
to a point where this is routine practice. 

• Second .• new IMP program requirements to enhance countries' internal 
safeguards againsnnisappropriation .. for example: requiring that the central 
bank establish clear and transparent rules for the provision of foreign exc.hange 
to commercial banks and other key entities in the payments system so ·as to limit 
the scope for insiders to offer preferential access to favored groups · 

' ' . 

• Third, strengthe.ning the lMF's capacity to deter and penalize misuse of its 
funds, including in "post-program·~ cases where all disbursements have been 
made. 

. -30-

·~'. . ..... 
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·"THE GLOBAL ECONOMIC AGENDA" 
TREASURY SECRETARY LAWRENCE H. SU1\1MERS 

REMARKS TO TIIE WORLD ECONOMIC AND DEVELOPMENT CONGRESS 
WASJllNGTON~ DC. 

Thank you. Looking around today, we can mke some satisfaction from -the fact 
that conditions in global markets are better th,~n they were a year ago. · 

The marked change in the global outlook is a tribute to the strong domestic 
policy responses that we have seen in many of the economies hir by crisis, and the 
international support that we were able to mobilize to support those responses. It is also 
in part a reflection of the somewhat more balanced growth that has been achieved 
among the major industrial economies, where developments have hinted at the 
possibility that the United States can cease to the single main engine of global economic 
growth. · 

What is most important now is that we not take t~is recovery in global confidence 
for granted: · · 

• All of the major industrial economies need to focus policies on balanced growth. 

• Progress in some emerging market economics has been significant. But the pattern 
of recovery remains uneven, and all must press ahead to assure lasting growth. 

• Much has been achieved .in the reform of global financial architecture, but crucial 
prioriti~?s for protecting long-term stability and growth remain. · · 

• Countries in Sub-Saharan Africa that account for a large share of the global . 
population still cannot provide the most basic standard of liv~ng for their people. 

LS- 116 
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• And the threat of corruption looms large, both within countries and internationally. 
I would like to address these five core global priorities tOday. 

" . ' 

I. Achiel'ing balanced and sust~innbJe growth in the major industrial econ~mies: 
. - ... ·. " 

The United States' economic performance has continued to tJe exceptional- as 
we approach a tenth year of expansion. But' all of us should guard against the · 
assumption that the good times will c6ntinue indefinitely. That mean~ private lenders 
and borrowers planning prudently; it means households putting aside savings based on 
their future needs and not the continuation of recent rates of return; Most importantly, 
it means reserving a lion's share of pr~jected budget surpl use_s to pay down th~ national 
debt, and avoiding inappropriate and econo~ically unwise tax cuts of the kind that 
President Clinton vetoed today. · 

Crucial to a sustained and balanced qnited States expa~sion will ·be greater 
balance in global economic growth. T~1s makes -it especially important ·for there to be 
stronger growth in the other· major industrial economies. · 

Some up tum in domestic demartd appears to. be under w~y in Europe. Looking 
ahead, recovery must be increasingly based on domestic demand. It will also be · 
essential to achieve structural reforms that ca~· support higher levels of investment and 
the more rapid creation of private sector jobs. · · 

Even more critical to more balanced global growth- and recbvery in Asia 
especially -- will be a lasting turnaround in Japan, the world's second largest economy 
and, until this decade, perhaps the most striking success story in the industrialized 
world. There are now some initial signs that Japants economy is moving out of the deep 
recession in which it had been mired for so long. It seems clear that policy steps taken 
over the past year to stimulate the economy and stabilize the financial system are having 
an effect. 

However, pros:Pects remain uncertain in the face of continued weakness in 
private demand, notably business investment, and persistent deflationary pressures. 
Private forecasters are unusually divided, with many expecting growth ·to fall back 
again next year. In this context, Japan's commitment to continued stimulus, using all 

. available tools, will be critical until a solid, selt"~sustaining recovery .led by domestic 
demand is firmly entrenched. 

II. Extending and Deepening Recove.-y in the Emerging Market Economies· 

We can all be encouraged by the turnarounds we have seen in many of the 
emerging market economies in the past year. Forceful domestic policy steps in Korea, 
Thailand, the Philippines and Brazil - combined with the substantial financial support 
that was mobilized by the official comniunity- have brought important progress.in 

2 
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setting these countries on the path to recovery. Market confidence in these and other 

emerging market economies is on the mend. 
. . 

However, while many emerging market economies are now beginning to see the 

rewards of strong policy measures, this progress can only be sustained by continued 
commitment to economic reform- in the financial sector especially. 

We must also remember that other countries have not yet put a viable long-term 
basis for economic growth stability' in place •.. Russia, in particular, remains a critical . 
concern as it confronts the consequences of its economic. and financial collapse in 
August of 1998 in a turbulent domestic political environment. We will discuss with the 
Russian authorities this weekend their prospects for putting a credible reform strategy 
in place, and certainly the dominant iss~e will be the establishment 'of a functioning rule 

of law. 

Ill. Intensifying Global Financial Architectural Reform 

The core challenge of the Worl£1 Bank and the IMP and their shareholders must 
always be to look to the long-term -and to erisure that they are doing all they can to 
support the development of a strong and stable. truly global financial system. 

There is no question that the 'international financial institutions are absolutely 
indispensable. But that does not mean we can be satisfied with ~In as tR89 are/1~ h'~ 

Financial crises of the scale and severity we have seen recently pose a major 
threat to Lhe construction of such a system-to which the international community has 

·rightly and vigorously responded in what has come to be called the reform of the global 

financial architecture. 

Important progress has been made in this effort. But critical priorities remain, 
especially with regard to encouraging the adoption of more sustainable debt 
management and exchange rate policies by national gov-ernments, and developing more 

· sophisticated tools for crisis response. 

These are among the issues th'at we would expect the riew G20 group of key 
industrial and emerging market econon1ies to discuss when it meets for the first time 
later this year. This new group, io be l~unched formally this weekend, will account for 
more than 80 percent of global GOP ~nd will institutionalize this Administration's long­
standing belief that the future of the new global eConomy ·cannot be a matter for the 
discussion of the major industrial nat.io~s· alo~Je, . :·· · 

. ,· . ' .. ~ 

IV. A New Appr~ch t.o Developrri£mt Ass.istance for the Poorest Countries. 
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. With the partial recovery in global confidence we also have an opportunity to 
. intensify the International Financial Institutions' search for more effective ways to 
support enduring growth in the very poorest countries. · 

Sub-Saharan Africa's per capita income is today lower than in 1980. Indeed, in 
parts of Africa, children born today are more likely to die before their fifth birthday 
than to learn to .read, and teenage girls are more likely to become HIV positive than to 
graduate from high school. 
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In the end, the only ones who ean offer those children a better future are the 
governments and citizens of the countries themselves. But when many of the poorest 
~e also laboring under weight of the debts they owe to the international community, we 
owe them a fresh look at the way we try to help. 

More than fifty years of development assistance has taught us that where 
countries are truly committed to inclusive, enduring growth- international support can 
make a powerful difference. But equally, we have seen how often strong commitments 
and good intentions - on both sides - tail to translate into concrete improvements tn the 
lives of the poorest. At best, such failed support leaves countries no better off than 
before. At worst, it traps the country, and us, in a cycle of lending which is devoted in 
part to assuring that past loans can be repaid. 

At the Cologne Summit, the G7 leaders committed the international community 
to. confront these lessons head on, with an expanded initiative for the Heavily Indebted· 
Poor Countries (HIPC). Together with earlier debt relief commitments, the Cologne 
Initiative would more than triple the amount of debt relief available under the HIPC 
framework, from $13 billion in topay's do)l~rs to as n1uch as $50 billion. 

At these meetings we expect broad agreement on how to finance this initiative, 
with a central re~iance on mobilizing the IMF and World Bank's own resources. To 

. help meet our share of needed bilateral contributions the President has also this week. 
submitted an amended budget request asking Congress for nearly $1 billion in 
appropriations over the ·next four years. 

· · Debt relief is only a means to a much higher objective. We believe that most 
impm1.ant of all to the success of this erfort will be the establishment of. a new 
framework for. the international con1munity's efforts to combat pc)~eny - one that is 
centered around the belief that countries then1selves must take the lead in_, poverty 
reduction efforts if lasting change is to be achieved; · 

Under our new approach, gove.rnments, w~uld need forc~fully to demonstrate, at 
the highest political levels, a commitment t~ peverty reduction and the ·r~forms and 
domestic funding needed to give effect to SlJ.Ch cotninitment. · . _. . . 

That means: 
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A growth-oriented, integrated poverty~ reduction plan, drawn~·up by the recipient 
countries themselves, with the support of th~ World Bank ~d IMF, and centered 
around measurable and monitorablF targets for infant mortality, literacy and other 
key indicators. · ' 

• A requirement that the reciplents ofdebt relief earmark the savings. fro~ debt relief 
for genuinely additional spendin~ on J;lOve,rty reductio.n. 

• 

• 

Concrete steps to raise transparency - for examp~e, through ·mandatory publication 
of the national budget and new' mechariis'ms to monitor and improve the quality of 
public spending. · · · 

Steps to enhance national ownership ·and understanding of programs: for example, 
through involving more civil society groups in the elaboration of the poverty 
reduction plan and through more extensive dialogue between these groups and the 
World Bank and IMF. 

V. Strengthened Efforts to Combat. Global Corruption 

One set of problems that has perhaps been given insufficient emphasis in the 
past - but whose importance has recently been greatly underlined - is those relating to 
corruption. 

The United States has for some time been a leading force in international efforts 
to combat corruption. For exampl~, we hB;ve led efforts to conclude - and ratify atnong 
all its signatories..,.. the OECD Anti-Bribery-Convention, and to complete a WTO 
agreement on transparency in government procurement. Our efforts to combat these 
issues on a domestic level have been vigorous and ongoing; notably, in the release; 
earlier today, of a comprehensive National Money Laundering Strategy. 

. We have also successfully urged the IMP. and the World Bank to give greater 
explicit consideration to problems of governance and corruption in all its country 
programs. 1'his has brought concrete actions, and reflected most recently in the IMF 
and World Bank's decisions in Indonesia. 

There is perhaps no stronger an~idote to corruption than successful economic 
reform. Anders Aslund has made this point very powerfully in the case of Russia, 
where the state-controlled price of a ton of crude oil in 1990 was the same as the free­
market price o(a pack of Marlboros. This created opportunities for· quick fortunes to be 
made by those able to purchase oil domestically and resell it overseas. Re has· · 
estimated that at least 79 p,ercent 9f ~DP w.~s lost in this type of. distonion in 1992. 

In its continued support for economic and structural reforms that combat this 

s 



09/27/99 08:55 FAX 

SEP-25-1999 17=17 SEC. OF TREAS·. 

t · .• 

kind of distortion, the IMF has been .. an important anti-corruption force wher~ .. policy 
·makers are committed to change; But as"the Russian case has shown all tO.O clearly, no 
amount of international effort will bring abo.ut change if that. domestic commitment is 

' ' . 
lacking. 

•. . "~. 

However, especially itilight.ofrecent events, .there is one kind of corruption 
that the International Financial Institutions can and must make it their business to 
confront: namely that invol~ing the misappropriation or diversion of their own 

. ' ~' ·.. . ' 

resources. 

As 1 said in my testimony to Congress earlier this week, we and other G-7 
countries this weekend will be calling for authoritative·re:views by the IMF and the 
World Bank to identify ways to strengthen ·safeg~ards ~n the use· ofiMF and World 
Bank funds, especially in cases where there is heightened risk of diversion or 
misappropriation of funds. 

!41 017/026 
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We believe and expect that this review should focus its attendon on three critical 

areas: 

Firsr, systematic use of central ba.nk auditing requirements as a routine safeguard in 
IMF programs. 

Whenever the IMP provides finance in an environment where there is a risk that 
those funds will be misused, it should require external audits of the recipient's central 
bank. More generally, the IMF has to be moving to a point where this is routine · 
practice. 

There is also a need for a clear understanding of the IMP's ability to insist on 
external audits'of pther parts of the government- when there are reasonable grounds 
for suspicion that they are involved with the inappropriate use of IMF funds. 

Second, broader consideration qf IMF program requirements rhat would enhan.ce the 
recipients' internal sq(egu.ards again.'it the misuse qf official .funds. 

Audits are an important tool but they are not sufficient. The IMF also needs to 
upgrade its capacity to spot potential weak points in the program country's foreign 
exchange and payments systetn -and help countries to address those weaknesses as part 
of IMF programs. · 

Especially relevant, in this context, would be lack of transparency and 
accountability in the central bank's reserve management ptocedures, intervention in the 
foreign exchange market and off-market provision of foreign exchange to commercial 
banks - all of which pro":ide oppo'rtunities· to divert funds for improper purposes or 
provide preferential access to hard currencyto favored groups. 
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·Third, strengthening the IMF's capacity to deter and penalize. misuse of itJ full.ds, 
including in posr-program cases ~he;e ali disbursements have been made. 

Under present policies, the IMF•s capacity to penalize countries for permitting · 
the misappropriation of official funds comes down to the capacity to cease 
disbursements and in limited cases to request advance repayment. This is a JXJWerful 
weapon that we would expect the IMF. to make full use of and develop in the future. 
The review should consider a wider range of circumstances under which penalties for 
corrupt use pf funds can be applied - including those situations where. disbursements 
have been completed and IMF programs are no longer in force. 

VI. Concluding kemarks 

Each of these issue~ are important and comple~. involving both the public and 
the private sectors and concerted actions at both the national and international level. To 
be sure, no one country or group of co~ntry has all the answers - which is why 
dialogue in a wide variety of fora i,s so essc;ntial. But I hope and expect that in this 
improved global environment we wiJl have an opportunity at these meetings to take this 
agenda forward. Thank you. · 
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A year ago the world was facing· what was generally declared to be the most 
serious situation in global financial markets in fifty years. Now, as policy makers come 
together once agaln for the Annual Meetings of the World Bank a·nd International 
Monetary Fund (IMF) in Washington, important challenges remain. But it is fair to say 
that we have pulled back from the abyss. 

Rather than focus on current developni·ents, today I would like to step back to 
consjder the kind of global financial system we would like to see in the future, and what 
the past few years have taught us about how to get there. 

. . 

I. A Global Capital Market fol' the 21.t Cenhn·y 

There may be no higher priority today than to build a global economy that can 
b{' truly global: that can make possible the safe and sustainable flow of goods, capital 
and ideas between the developed world and the developing one' ... 

Supporting successful economic development in the developing wo:rld has 
always been - and will remain - an··o~erriding global moral imperative; .But it takes on 
increasing economic significance for rhe industrial countri~s today;. when retirement 
rates in these nations are rising) rates'·of labor force growth ·are decreasing and .the 
investment of retirement savings is a key concern. A11 of the \v9rld.'s popul~ti.on growth 
over the next 25 years, and most of its gro.wth in productivity, will take placcUn the 

· developing world. · · · · · 
., 

... 
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We are thus entering an era when th~·re Wlll.be exceptional global benefits to a 
growing and successful develOping world. And let us be clear:. a healthy capacity to 
mobilize capital in these economies.- because of the trade that 1t finances~ because of 
the technology it brings, and because of the opportunities it offers - has a very 
important part to play in that dcvelop'ment. · 

~ 020/026 
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A strong ~d safe system foql truly global flow of capital is what we should all 
~ant to see. Yet it is a vision that has· been profoundly shaken, in recent years, by a 
new kind ~f threat: the threat of what might be called.21 ~~ century capital account · 
crises. 

In response, the United Sta.tes nas helped to lead a very far-reaching 
international effort to find the best ways to prevent these crises and respond to t~em 
when they arise. This has produce«;! some i111portant achievements, of which perhaps the 
most significant over the long term will be the rejection of the idea that it could be the 
work of'the major industrial nations alone. We will see this reflected, this weekend, in 
the launch of what we will call the G20. This will be a permanent informal mechanism 
for dialogue on architectl;lral, issues among industrial and emerging market economies 
who between them will account for more, than 80 percem of global GDP. 

Now that the thjck of these crises is behind us, now that we see signs of repair 
and reviving confidence in emerging markets and more balanced growth in the. 
industrial nations - now is the moment to step back to reflect on these reform efforts, 
and on what the past few years have taught us. · 

As we do this, it will be crucial that we not tum our backs on the goal of a safe 
and sustainable, truly global financial system. But it will be equally important to . 
recognize that such a system will not develop of its own accord - but will require a 
whole series of public and private actions, at the national and international leveL 

' ' 

This is the goal that is truly at the center of global architectural reform. It will 
not be the construction .of a single editipe. Nor will it be a journey to a concrete 
destination. Rather, it wi11 be an ongoing and organic process comprising the work of 
many governments and private sector actors and the international community as a 
whole. 

Let me reflect today on the core components of this effort - before highlighting 
the particular areas where we will be urging further action in the weeks and mqnths 
ahead. · 

II. Our Strategy for Reform· . 

The ctises that began in Thailand in the suimner of 1997- and the Mexican 
crisis of 1995 - each had a variety of elements. But looking back we can now see that 
central to all of them was a sudden loss. of ~ontidence and large-scale withdrawal of 
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capital by domestic and foreign investors ~. initially ·out 9fi con~em about the · 
fundamentals, but increasingly out of a concern npt to be' the last out as. a .kind of ~ank 
run psychology took hold. 

In the wake of these experiences .• the global ·imperative is easily stated. It is to· 
build a global financial system in which capit~faccount·crises of this scale:ahd· 
frequency simply will noth3:ppen. · 

Our strategy for building such a system has had three core components:· 

• First, enhancing the capacity of emerging market economies to absorb capital 
safely. 

• Second, reducing countries' vulnerability tO sudden turnarounds in confidence, 
whatever their origin, < 

141021/026 
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• Third, developing the most effective international tools for responding to these new 
kinds of crisis. 

Of these, the first component - perhaps inevitably - has received the greatest 
amount of concerted international effort to date. This is because building safer systems 
will depend, first and foremost on countries getting the basics right. 

These ctises were novel in many ways but the root cause was as old as finance 
itself: roo much money borrowed, much ofit.s11ort-term, on the basis of too little 
capacity to repay. The best sources of protection against these crises in the future will 
be developing syst~ms that can ensure that capital is better allocated - and that debts 
undertaken will more easily be repaid. 

To be sure, the international community·: cannot impose these: systems from the 
outside - we cannot force change if the national cotm1,itment is Jacking. But we have 
established a broad consensus on the core ingredients for reform. And we developed 
much stronger support and incentives tor countries to act. 

A fundam~ntal change in the basic quality of econOI1lic and financial policies in the 
emerging market economies has been - and must continue to be - at the core of our 
efforts to reduce the risk of these kinds of crises in the future. We must continue to 
raise the bar on what is expected of countries in these areas, and strengthen the 
incentives for countries to meet them. 

However, we know well that in a more global capital market, even the best 
managed countries can have problems if unprepared for unexpected shocks: be it 
fluctuations in global financial and conunodi~y markets, a crisis in a neighboring 
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country, or a national disaster of their own. And at the international level, we know 
that crises- whether driven by bad policy or sheer bad luck- will inevitably occur, 

As global confidence begins to return and memories of the crises begin to ebb, it 
becomes even more important for us press forward the frontier in the second and third 
parts of our strategy: to ensure that countries., investors and the international official 
sector are prepared ·for bad times as well as good. 

U. Key Priorities for the Future: Reducing Nat.ional Vulnerability to Shocks in 
Confidence 

141022/026 
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. As I have said, these crises had many elements, but all were marked by a 
sudden tum ;n confidence that ultimateiy became self-perpetuating. As the psychology 
of the market shifted, investors began to weigh the level of a country's foreign reserves 
against the likely demands to take hard currency out in the succeeding months. The 
opportunity to fix the underlying problems that triggered the crisis without up-ending 
the economy drained away. 

Countries need to work ro find ways to reduce the risk of this kind of dynamic 
taking hold. In this regard, two areas have been especially highlighted. by recent events: 

~ First, more prudem mo!Ulgement of 111Uiontdbalance "hters 

We have learned once again in these cris~~ that countries need to pace the 
opening of their economy to foreign capital to their capacity safely to abs_orb that capital 
-or withstand its sudden withdrawal. But we·should remember that the inflows which 
proved ultilnately most destructive did not arrive uninvited, .. _ ·· 

Too many of th~ countries involved i~ recent crises .were.acti~ely reaching for 
cheap short-tenn capital. We· saw it in Mexico, with the increasing-resort to issuing 

. dollar-denomina'ted· Te.mboni>s in 1994. We saw it in· Thailana wi~h the Thai offshore 
banking facility and the goveinmenrs decision to mortgage its reserves in forward 
markets. And we saw it in·:Russia.ln t.~e encouragement of foreign purchases of GKOs. 

r 

· In response to th~se crises, govefl'!ments.needtbthlnk long and hard about the 
strength of their own balance sheets -'and the,rax and regulatory· incentiVes that are 
shaping the activities of private borrowers. The .end goal should be debt structures - at 
the sovereign and private level - that help tQ.. cushion unexpected s.hocks, and that do 
not turn a slight dip in confidence into a rush for. the door. ' .:'~.· '. · · . ' . . 

... ~ ' 

With significant contributions from the United States Federal Reserve, a number 
of international groups have looked at guidelines for improved risk management at a 
national level and some simple balance sheet rules for countries. These include rules of 
thumb for minimum levels of foreign reserves, and a suggested three~year minimuln 
average maturity !Jf public debt. ' . 

. )' . '· 
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We believe that this work has provided a helpful starting poinL The next steps 
must be to work with a wider range of economies to develop more sophisticated . 
systems for evaluating an economy's vulnerability to different types of shock, and to 
establish stronger incentives for countries to put these in place. 

That is why we successfully pressed for the IMP's new Contingent Credit Line 
to be structured to encourage safer debt management practices. And it why we are · 
calling on the IMF and the World Bank to develop best practice guid~lines 1n this area­
and for broad macro-prudential indicators to be included in the next expansi·on of the 

SODS. 

Second, more susrain.able ~xchange rate regimes 

Looking at the crises of recent years, it·is clear to us that a fixed, but not firmly 
institutionalized exchange rate regime holds enormous risks for emerging market 
economies in a world where fast-flowing capital and insufficiently developed domestic 

financial systems coincide. · 

• The promise of exchange rate stability has helped to encourage excessive foreign 
currency borrowing, both public and private, on terms which appeared attractive 
only because borrowers ignored the huge potentia) costs of an exchange rate move, 

• The desire by govemments to keep to that promise has led in many cases to .still 
more borrowing to support continued defense of the exchange rate, leaving the 
country yet more vulnerable down the roa·cl. 

• And when trouble came, the breaking of the promise has greatly exacerbated the 
general loss io investor contidence and withdrawal of capital that. followed- with a 
spiraling impact on the ~ebtor cou!ltry's balance sheet. 

It is also clear that ~hen ~egged e~cha~ge rates do collap~~. the cost~ ar~ visited far 
more widely than on the country· itself...:.. as we saw vividly in the spread of confidence 
problems across Asia and the ernerging mar~et economies as a group. . 

If international economic theory and· experieri.ce teach us anything it .. is the 
incompatibility between maintaining both a. fixed exchange rate· and an independent 
monetary policy. ·A viable fi"'ed exchange rate regime··involves in some form the 
renunciation of monetar~ independence.· ~ · . . . "' · .. · 

Going forward, the IMF must bring. to the·fore· in. its 'discussions· with ,countries the 
challenges that this difficult reality brings to the choice o(an exchange rate regime, The 
Articles of the IMF state that sovereign .member countries ani: fr,ee to choose their 
exchange rate regime. This is as it should ,be .. But the fact is that those policies are not 
mad~ or implemented in a vacuum. 
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• The IMF must help countries to avoid the trap of a regime that may appear to offer 
stability but that- if not solidly backed by credible institutional arrangements and 
consistent domestic policies- may encourage large risks to build up unnoticed. 

• It must indicate clearly to the government concerned when domestic policies ~re on 
a collision course with the chosen exchange rate regime. · · 

• And for countries that may use the. exchange rate anchor as a ~esponse to 
hyperinflation, it must offer advice on how best to exit from this strategy before the 
costs become unacceptably high. · · 

We further believe that the official sector should help shape the choices facing 
countries in favor of more sustainable regimes: via changed expectations about how it 
will respond to future crises. 

With this in mind, the IMF's m~or shareholders agreed last June that it would be 
inappropriate for the international com~nunity to provide large scaJ.e·official financing 
for a country intervening heavily to support a particular exchange rate level. except in 
certain limited exceptional circumstances, such as where the p<dicy is backed by a 
strong and credible commitment with supporting institutionat arrangements. 

I would hope that this policy shift would i:nfluence'country's currency choices going 
forward. Over time, we believe it should inc·reasingly be the nonn that countries 
involved with the world capital market .avoid the "middle ground .. of pegged exchange 
rates with disc_retionary monetary policies. And where. countries choose the middle 
ground, and their own policies are not sufficient to stem an attack on a particular 
ex.change rate level, the international community should have a compelling rationale 

. before it provides funds for the country to defend it. 

III. Crisis Response 

After the experiences of the past few years, there is surely one point on which 
all can agree: when a crisis of the modem type is upon us, debtors, creditors and the 
international community as a whole all have an_ enormous stake in t~e restoration of 
confidence. And we all, going forward, have a stake in ensuring that we have the right 
means to achieve that in the different cases that will arise. -· - · · · 

There are no easy answers ,to the q~e.stion of what is the right mix of domestic 
policies, external official suppon and appropriate private sector involvement, if any, 
needed to restore confidence in the future crises that n1ay arise. In this regard, recent 
experience has confirmed the need to ~ave the flexibility to address diverse ca~es . 
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effectively. Certainly, investors should not consider official .respons~s to o'ne set of 
extraordinary circumstances to be a simple predictor of responses to the very different 
sets of circumstances that may arise in the future., · ··· · · · 

' . . . . ' ~· ' 
. However, we can now· say that recent e~P,.eri'ence;_yi~lds some core guiding 

presumptions: · 

First, a crisis of confidence involving·flnanci'i1g problems that are primarily of 
illiquidity should not be allowed to turn into something more serious. When investors 
start to withdraw large quantities of capital from a country whose underlying prospects . 
are strong, the system as a whole ~as a s~~. in supporting policies that successfully 
turn those investors around. Here, the Supplemental Reserve Facility and the CCL- both 
of Which allo.w for fast disbursing tinanc~ at premium interest rates an~ shorter maturities -
have been important innovations. 

We have also seen, notably in Korea in December of 1997and Brazil last 
February, that voluntary private sector coordination in recognition of its mutual interest 
in avoiding withdrawals can ·be very constructive. Of course, emphasis on coordination 
problems and crises of confidence must never blind us to the fact that without the right 
national policies, any amount of external official support or extension of private debt 
obligations will be in vain. 

Second, at one end of the wide spectrum of cases that we will need to confront 
will be those cases where 'the country has more fundamental problems; and where early 
restoration of market access ·on terms consistent with medium term sustainability may 
not be a realistic outcome. In these rare instances, a debt restructuring or reduction may 
be warranted. . . · 

This is never a step that can be taken lightly. The official sector should not and 
will not sa,nction a suspension of payments by a country that has the ability to pay, or 
that uses it as an alternative to adjustment or reform. To ·sanction opportunistic 
nonpayment would undermine the very basis of a global capital market. 

However, a well functioning global· capital market wil1 also not be attained in a 
world that is distorted by the expectation that the offiGial sector will protect investors -
come what may. The official sector will not stand in the way of a suspension of 
payments when a country has an unsustainable debt load and is truly unable to meet 
payments. 

In those cases where problems go beyond liquidity and debt restructuring is 
required, we would expect countries to develop an external financing plan as a core 
element of their IMF stabilization program - one that provides an appropriate balance 
of external financing between the official and private sectors. Such a plan must offer a 
viable solution to the immediate problem, without setting up new ones for the medium 
term. 
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While the IMP would set these broad parameters for an acceptable plan, we 
would expect the country itself to take prime·tesponsibility for working with its 
creditors to devise that plan. In that context we wlll be looking for a solution that is 
reached cooperatively and transparently and that is broadly equitable across different 
categories of sim~larly situated credits. No one category of credits should be regarded 
3;s inherently privileged, but it is equ'!-lJY tl}le that not every case will need to involve all 

categories of credits. 

IV. Concluding Remarks 

As I said at the out.set, the reform of the global financial"architecture is an 
organic and many-sided process that will never truly be completed. However, ~en 
together, it is fair to say that the events or the past few years- and the·changes they 
have helped to set in train- mark an important new stage in the system's evolution. 
What will be crucial going forward wili to keep pushing back the frontiers in the areas I 
have highlighted - and to keep pressing: for the safer policies and institutions at a 
national level upon which this new, system '#~ll ultimately depend. 
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