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Conclusion

As we look ahead, we anticipate continuing to address issues of cen-
tral importance to the Bank and Fund, and the broader development com-
munity. We believe the Committee now has a strengthened structure and
format that encourage ministerial consideration of, and guidance on, im-
portant issues. There is agrowing interest by members in the Committee’s
work. We seek to further strengthen the Committee and its effectivenessin
the future by building on the experience gained from each meeting.

STATEMENT BY THE GOVERNOR OF THE BANK FOR THE
REPUBLIC OF ARMENIA

Hrant A. Bagratian

Since independence, the Republic of Armenia has been at the forefront
of reforms among the republics of the former Soviet Union. In 1991, Arme-
niawas the first republic to privatize land. This was followed by liberaliza-
tion of the prices of most goods and services, and privatization of small en-
terprises. However, these early successes could not be consolidated until the
spring of 1994, owing to the siege conditions imposed by war and blockade.
The cease-fire agreement over the Nagorno Karabagh conflict gave us the
opportunity to reenergize the reform program. Since then, negotiations over
along-lasting peace have progressed steadily. Let me reiterate here Arme-
nias commitment to a peaceful settlement of the conflict over Nagorno
Karabagh. Progress in negotiations has been complemented by other posi-
tive political developments in the Caucasus region, which speaks well for
Armenia’s future economic growth. For instance, there are good prospects
that key trading routes will reopen in the near future and that greater stabil-
ity in Georgia will continue to ease Armenia's isolation. In addition to the
improved external environment, the acceleration of economic reforms was
supported by political continuity. Since independence, the country led by
President Ter-Petrossian has pursued a policy of building and strengthening
national ingtitutions. In July 1995, the first post-Soviet constitution was ap-
proved by plebiscite, and parliamentary elections were held. On September
22, 1996, President Ter-Petrossian was reel ected for another five-year term.

The Main Achievements

The government’s economic reform program has been highly suc-
cessful on both the stabilization and structural reform fronts. Inflation has



38 SUMMARY PROCEEDINGS, 1996

fallen sharply, and after three years of steep decline, growth of 5.4 percent
was recorded in 1994 and 6.9 percent in 1995. GDP growth for 1996 is ex-
pected to be around 5 percent. Prices have been liberalized, energy subsi-
diesreduced, and payment discipline in the energy sector increased. Clear-
ing trade has been abolished and foreign exchange surrender requirements
eliminated. Over 3,450 small-scale enterprises and about 900 medium and
large enterprises have been privatized. And key pieces of economic legis-
lation, such as the 1995 Real Property Code, have been approved.

Armenia has made impressive stridesin the area of macroeconomic sta-
bilization. After the introduction of a nationa currency, the government
began to tighten financial policies in early 1994. Public expenditures were
limited to priority items, and revenue collection wasincreased. Central bank
financing of the fiscal deficit was curtailed. Interest rates on central bank re-
financing of commercial bank credit were allowed to become highly posi-
tiveinreal termsto further restrain monetary growth. In December 1994, fis-
cal and monetary restraints were reinforced by an elevenfold increase in the
price of bread and the consequent elimination of a substantial part of the
bread subsidy, which was estimated to equal 12 percent of GDPin 1994,

Asaresult of these measures, the fiscal deficit declined from 48 percent
of GDPin 1993 to 16.4 percent of GDPin 1994, and to 8.7 percent in 1995.
Inflation has fallen sharply. In 1995, inflation averaged 2 percent a month,
as compared with 46 percent a month in the first quarter of 1994. Inflation
has averaged around 1 percent amonth in 1996. This has been accompanied
by broad stahility in the nominal exchange rate. There are aso signs that ex-
ternal adjustment is beginning: the current account deficit, excluding official
transfers, declined to 26.4 percent of GDP in 1995, from 35.5 percent in
1994. This has been accompanied by an accumulation of foreign exchange
reserves equivalent to nearly one-and-a-half months of imports.

The Government Program and Remaining Challenges

The primary objective of the next phase of structural reformsisto con-
tinue reorienting the state away from direct management of the economy. The
emphasis of government policy will be on creating the conditions for the pri-
vate sector to be the engine of growth in Armenia, while providing adequate
social services and protection for the most vulnerable groups in society.

Trade and Clearing

The government is aware that, given the size of the domestic market,
increased exports will be key to sustaining the economic growth needed to
improve living standards. It is therefore strongly committed to maintaining
a free trade regime. All restrictions on exports have been removed, and
protection for domestic producers greatly reduced. At present, the import
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tariff has only two rates, zero and 10 percent. Furthermore, the government
is committed to early accession to the World Trade Organization, and will
aim to participate in the most important agreements. No new nontariff im-
port or export restrictions will be introduced. Clearing trade arrangements
have been discontinued, and the government is no longer involved in gas-
related barter. Gas importers are allowed to operate only on a commercial
basis. Export trends are encouraging. Estimates for 1995 suggest export
growth of 22 percent over 1994 levels; at the same time, export data show
successful diversification into nontraditional markets.

Energy Sector Policy

The reform of energy sector policy and institutions has a key role to
play in reshaping the Armenian economy. The government has therefore
initiated a fundamental reform of the sector. During 1996, electricity tar-
iffswill be raised in stages until full cost recovery is reached. Collections
targets of at least 75 percent of supply have been established for end-1996
to reduce the very high level of nonpayment.

Privatization

Privatization is seen by the government as essential to accelerating
enterprise adjustment, to improving corporate governance, and to reduc-
ing the pressure for subsidies. While the privatization targets for 1995
were not fully achieved, the pace of privatization increased throughout
the year. The government is committed to continued acceleration without
losing the competitive and transparent structures and techniques that
have been developed to date. The Privatization Program for 1996 has
been built on the 1995 experience. The 1996 program includes over 650
medium- to large-scale enterprises and the approximately 2,000 remain-
ing small enterprises.

Financial Sector

An effective financial intermediation system is key to the mobiliza-
tion of resources and the development of the private sector. However, at
present, the Armenian financial system is unable to play this role. Many
Armenian banks are in a serious financial condition and are committed to
taking actions to correct this situation. With the assistance of the World
Bank and the IMF, a rehabilitation strategy has been designed to produce
a healthier banking system. This strategy seeksto differentiate between vi-
able and nonviable banks, and to ensure that the former are given all avail-
able assistance in building themselves into strong organizations and that
the latter are either restructured or closed in an efficient manner.
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Social Safety Net

The government’s social safety net strategy involves moving progres-
sively from generalized subsidies to targeted benefits, with a medium-term
goal of relying primarily on income-tested poverty benefits to protect vul-
nerable groups in society. To achieve that goal, the government is improv-
ing targeting by category in the short term while developing the informa-
tion base for incomes testing. To consolidate the gains achieved from the
flattening of the state pension structure in the 1995 Pension Law, the gov-
ernment is preparing legisation to regulate private pension schemes in
order to facilitate their emergence to supplement the state system. The gov-
ernment has also prepared a draft Employment Law, which will regulate
unemployment problems, including unemployment registration, unem-
ployment benefits, and job provision.

Economic Prospects and External Financing Needs

The program of measures | just described should help lay the basis for
a sustained economic recovery. As the reform program deepens, output
should continue to grow to around 6 percent a year. Growth is expected to
be led by export demand both in former Soviet Union markets as those
economies recover, and by increasing penetration of nontraditional markets,
such as the Middle East and Europe. The expansion and diversification of
exports would be stimulated by improvements in the incentives framework
induced by the reform program. Infrastructure investments designed to over-
come Armenia’s poor transportation and communications connections with
neighboring countries will be key to facilitating growth in externa trade.

Export growth is expected to come primarily from light industry and
agroprocessing, which currently represent around 55 percent of export rev-
enues. The importance of heavy industry, which fell from 46 percent of
GDPin 1990 to 39 percent in 1995, is likely to continue to diminish due
to the increased real price of energy and other inputs. The satisfaction of
the previously repressed demand for services in the domestic market is
also likely to make a major contribution to growth. Value added in the ser-
vices sector grew by over 70 percent in 1994 and by nearly 40 percent in
1995. Further growth of 10 to 15 percent ayear is projected for the sector
over the medium term. Investment in new capacity will play an increasing
role in generating growth as the potential for expanding capacity utiliza-
tion is gradually exhausted. Armenia’s investment rate would need to rise
from its present level of 9.4 percent to around 13 to 14 percent by the year
2000, in order to sustain the projected growth path. This would occur as
private sector confidence, both domestic and foreign, responds to the im-
proved investment climate, and as the financial sector plays a more effec-
tive role in channeling savings into investment.
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Sustained economic recovery is contingent on the availability of suf-
ficient externa financing. Since the country’s investment and spending
needs cannot be wholly financed out of domestic resources, substantial ad-
ditional flows must be mobilized from foreign sources. Without such ex-
ternal support, thereisarisk that the reforms could entail an unsustainable
level of poverty for the population.

In the near term, significant balance of payments assistance will con-
tinue to be needed. However, externa capita inflows are also critically
needed to underpin the reforms in the energy sector, investmentsin transport
infrastructure, and the reforms in health and education. To this effect, the
substantial humanitarian aid Armenia has been receiving on a grant basisis
expected to be progressively replaced by development lending. This would
help consolidate the investments in infrastructure and human capital that are
needed to support economic growth over the medium term, and to ddliver a
sustained increase in the living standards of the Armenian population.

STATEMENT BY THE GOVERNOR OF THE FUND AND THE BANK
FOR AUSTRALIA

Peter Costello

| take the opportunity of this annual meeting to warmly thank Jim
Wolfensohn and Michel Camdessus for the leadership that they have
brought to their respective positions over the past year. We assure them of
our continuing support—Michel as he commences an unprecedented third
term as Managing Director of the Fund. | join with others in welcoming
Bosnia and Herzegovina to the Fund and the Bank.

There has been important progress on a number of fronts in the past
12 months:

» We are close to finalizing new arrangements for the IMF to borrow
from its members. Thiswill greatly enhance the Fund’s financial po-
sition in handling large demands in emergencies.

« The Fund’s approach to surveillance has been greatly strengthened,
including through the data initiative.

« Under difficult circumstances, funding for the International Devel-
opment Association (IDA) for the next few years has been settled.

« A historic agreement has been reached on a framework for debt re-
lief for the heavily indebted poor countries, with the World Bank
and the Fund playing a central role.
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< And the process of reforming the World Bank has been given new
momentum. These developments show avitality in the IMF and the
World Bank, and demonstrate their effectiveness in facilitating in-
ternational cooperation and achievement.

Partnership for Sustainable Global Growth

The Declaration of the Interim Committee is described by the Man-
aging Director as the 11 commandments. He emphasized four principles:
fiscal consolidation, structural reform, responsible management of public
affairs, and ensuring strong financial systems. He stressed the need to
achieve budget balance and strengthened fiscal discipline in a multiyear
framework. None of this is easy. But it is important for us to accept the
challenge. In Australiawe have.

We have announced and are now implementing a fiscal strategy with
amultiyear framework, which will balance our budget in 1998-99. We are
implementing structural policies and labor market reform that are comple-
mentary and mutually reinforcing. As the declaration observes, together
these policies will establish conditions for growth, employment, and rising
living standards.

New Arrangements to Borrow (NAB)

| am particularly pleased that Australia has been able to play a con-
structive role in the design of the New Arrangements to Borrow. Their for-
mal establishment as the Fund's principal borrowing facility will be a
milestone for the institution and the international monetary system.

The NAB will enhance the Fund's ahility to safeguard the interna-
tional monetary system. Importantly, the new facility will be open to all
Fund members that have the capacity, and are willing, to support the in-
ternational monetary system and participants will have equal rights and re-
sponsihilities. These two features will do much to ensure that the arrange-
ments have the broad support that will make them a central element in the
management of the international financial system into the next century.
The wider participation of member countriesin the NAB appropriately re-
flects the changing structure of the world economy.

The Heavily Indebted Poor Countries (HIPC) Initiative

The measures that have been devel oped to assist the heavily indebted
poor countries have both economic and humanitarian dimensions. They
will remove the burden of unsustainable debt and help raise living stan-
dards and reduce poverty. They will lift constraints on economic policy
that will allow the countries benefiting an opportunity to set up longer-



AUSTRALIA 43

term development and economic growth to make inroads against want
and misery.

It isimportant for the success of thisinitiative that those countries that
qualify use the opportunity to address their fundamental economic prob-
lems to lay the ground for permanent improvement. That is why the
demonstration of a clear track record of sustained economic reform is re-
quired before debt relief is provided. There will also need to be afirm po-
litical commitment to undertake the further economic reforms required.
The framework developed by the IMF and the World Bank is based on
these important principles, and on ensuring that the resources available for
debt relief are used most effectively.

Australia supports an extension of the Enhanced Structural Adjust-
ment Facility (ESAF) as the central plank of the IMF's contribution to the
debt initiative. We are also willing to consider returning our refund of con-
tingency reserves as a hilateral contribution to ESAF.

I would like to applaud the lead role taken by the Bank in earmarking
US$500 million from its net income as its initial contribution toward the
debt initiative and its willingness to consider further contributions, while
not losing sight of other demands on its net income. | also welcome thein-
dication by the Paris Club, of which we are a member, that it will provide
debt reductions of up to 80 percent for countries qualifying for additional
relief under thisinitiative. Other multilateral institutions and bilateral cred-
itorswith large stakes in the heavily indebted poor countries will also need
to play their part.

World Bank Reform

In March, the Task Force on Multilateral Development Banks re-
ported to the Development Committee. The implementation of the recom-
mendations must continue to be a matter of priority for the boards and
managements of the five banks. | welcome the fact that the banks have
begun to implement some of the task force’'s recommendations.

The task force emphasized the importance of being cost conscious.
Governments around the world are under significant pressure to reassess
and reduce their own costs. International institutions must accept the same
scrutiny. Costs are, of course, part of transacting the operations of the
banks. But in the end, the higher the costs the less finance is available for
the important lending of the banks.

Mr. Wolfensohn, to his credit, has already made progressin reforming
the World Bank in a wide variety of areas. He has stressed today how he
plansto make it results oriented and match best private sector practice. The
renewed commitment to quality and to strengthening accountability for re-
sults is very welcome. Cost control, education, training, and management
will make the Bank stronger.
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The World Trade Organization (WTO)

The completion of the Uruguay Round marked the beginning of anew
chapter in trade relations—it underscored the stake of the developing
countries in promoting free trade and extended the ambit of multilateral
trade negotiations to sectors such as agriculture and services. We need to
maintain the momentum of globalization and to ensure that all countries
benefit from the globalization that is taking place. As Mr. Ruggiero re-
minded the Development Committee yesterday, trade is an important en-
gine to growth. One of the main priorities for the forthcoming Singapore
ministerial meeting should therefore be to ensure that the market access
gains from the Uruguay Round are delivered and consolidated.

But greater cooperation between agencies is also important. The
Fund and the Bank have been working with the WTO on formalizing their
working arrangements. | hope that agreement can be reached on thiswith-
out too much delay.

Access to the benefits of trade, and domestic policies that maximize
the sustainable gains from that access, will do most to improve economic
welfare for both developing and industrial countries.

These are our goals. economic development, sustainable growth, a
stable and open financial system, and responsible policy. These are the
goals of the Australian government and this is our determination—to im-
plement them.

STATEMENT BY THE GOVERNOR OF THE BANK FOR AUSTRIA

Viktor Klima

Thisfal of 1996, Europe’s economy presentsitself in apuzzling state.
While some of the fundamentals, like inflation and interest rates, are low
and decreasing further, growth and especially employment performance
show disturbing weaknesses. Business and consumer confidence are still
pessimistic on balance, even though some indicators point to renewed op-
timism. There are signs that the pace of economic recovery is picking up;
at the same time, there are signs that in some countries renewed growth is
not yet in sight. However, most indicators point to the fact that the down-
ward trend, which set in more than a year ago, has at last come to a halt.
In this situation, the recent signals coming from the European central
banks have been helpful in stabilizing expectations and in giving an addi-
tional boost to investment.
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Within this picture, the Austrian economy shows an above-average
degree of robustness. In spite of the fact that the sizable consolidation
package presented to Parliament this spring now begins to take hold, con-
sumer spending has been quite buoyant (especialy for durables), and in-
vestment activity has accelerated significantly. The rationalization and
modernization requirements that the Austrian production and service sec-
torsfacein light of the recently increased competitive pressures from firms
in the European Union and from the central and eastern European reform
countries, have led to an expansion in investment demand.

Unfortunately, rationalization investment does not stimulate the de-
mand for additional labor in the investing firms, thus the production sector
continues to shed employment. Overall, by international comparison, the
Austrian unemployment rate is very low, however. At 4.1 percent it stands at
less than half the European average. Nevertheless, the situation is not one to
be complacent about, since labor supply keeps growing while employment
opportunities remain scarce and the number of registered unemployed isris-
ing. Therefore, it is al the more important that the “partnership for sustain-
able globa growth,” which we discussed in the Interim Committee, stresses
policies that not only establish the conditions for sustained noninflationary
growth, but also contribute to job creation and social cohesion.

At this time, domestic policy priorities combine the need to consoli-
date our government budget further with the need to solve labor market
problems and the required restructuring of our economy in the face of
globalizing economic competition. While this policy mix successfully as-
sures that both budget consolidation and growth and employment targets
can be balanced, it does not leave space for expansionary policies of the
traditional type. The Austrian economy, being heavily dependent on trade
with its European partners, needs growing export markets in order to re-
turn to a path of sustained economic growth.

Our consolidation strategy, which involves reducing the general gov-
ernment budget by around 4 percentage points of GDP within only one and
a half years, has proven to be successful. Recent data show that the con-
solidation processisright on track, not only at the federal level, but also at
the level of the states and communities. Our determination to fulfill the
Maastricht stability criteriain order to join the European Monetary Union
inthefirst round is as strong as ever. Now it is corroborated by empirically
justified optimism that we will reach this ambitious target.

The Austrian government’s efforts to consolidate the budget impose
significant burdens on wide segments of the population. In the short run,
this leaves a strain on economic performance. We see aready, however,
that this strategy pays off and that we will be able to reap itsrewardsin the
years to come. Short-term sacrifices will be turned into longer-term gains.
The Austrian population understands and supports this course. The inter-
national financial markets honor it. We are on the right track.
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The international community has managed to refine the instruments for
preventing and coping with international financial market turbulence. Work
on two of the major conclusions drawn from the Mexican crisis has now
been completed satisfactorily. First, through the strengthened and improved
data standard made accessible since mid-September on the Internet, the mar-
kets can get better datain atimely way, and possible market disturbances as
aresult of inadequate information can be avoided. Austriais one of 34 in-
dustrial and developing countries that have already subscribed to this stan-
dard and committed themselves to meeting its requirements. | should aso
add that it is not only the IMF that is getting more modern in this way, but
aso anumber of member countries, including industrial countries that have
to modernize and remodel their sometimes antiquated and sleepy statistical
bureaucracies in the wake of thisinternational policy initiative.

Second, the negotiations on expanding the present Genera Arrange-
ments to Borrow (GAB) into the New Arrangements to Borrow (NAB), by
including a number of new participants, have been completed in all impor-
tant aspects and are ready for acceptance by the respective authorities and
parliaments. The international financial system isthusin a better position to
withstand possible challenges of a systemic nature than in the past. We are
reassured by the fact that the NAB not only congtitutes an increase in finan-
cial resources but also manages to maintain an efficient organizational mech-
anism in the form of the IMF's acting as the secretariat of the arrangements.
We aso fed that the establishment of the NAB represents a necessary ad-
justment and diversification of the circle of responsible countries to the new
redlities of global financia markets, which are no longer limited to the Group
of Ten countries. In this sense, the NAB is the beginning of a new, more
transparent and less exclusive erain international financia relations, in offi-
cial policy dialogue and coordination, as well as sharing of responsibility.

At the sametime, it is clear that the successful completion of NAB ne-
gotiations cannot obviate the need for strengthening the IMF's quota re-
sources, as the NAB's use would be limited to systemic crises and would
not be available for regular Fund operations. Here, while the IMF's li-
quidity ratio seems comfortable for the time being, caution would call for
an early completion of the Eleventh Quota Review in order to meet poten-
tial demands for Fund resources. | hope we will be able to make more
progress on that score in the coming months than has been the case so far.

While progress on the Quota Review to date falls short of policy re-
quirements, the signs of aresolution of the open and protracted SDR issue
along the lines of a special alocation are very promising. We need to rec-
ognize the spirit of compromise shown by the developing countriesin that
respect. It is now up to industrial countries to take the next step and take
up elements of the compromise proposal made by the Managing Director.

The Executive Board and the Interim Committee have spent a con-
siderable amount of time on resolving issues related to the heavily in-
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debted poor countries (HIPC) initiative and the continuation of the En-
hanced Structural Adjustment Facility (ESAF). The results of these delib-
erations have been acceptable and fruitful in many respects. In particular,
we now have the necessary consensus for starting the HIPC initiative op-
erations and the contours of an agreement on the ESAF.

However, | would still like to raise my concerns about an eventual
sale of gold for the financing of ESAF. In my view, in amonetary institu-
tion recourse to gold sales should be only in times of an emergency situa-
tion. The reserves of the IMF should not be used for raising funds for a
loan facility of the Fund, however justified the financing needs of the re-
cipient countries may be. For good reasons, ESAF | and 11 were financed
out of bilateral contributions, and we should not depart from the sound rea-
soning underlying our previous ESAF financing philosophy. But above all,
| fear that by accepting gold sales we will legitimize a further major shift
away from bilateral to multilateral development assistance, a policy move
that might strain the IMF s role in the years to come.

With regard to the World Bank Group, | would like to congratulate
President Wolfensohn for the very able leadership he showed in many
ways during his first year. Under his guidance, the World Bank took an
outstanding role in bringing the HIPC debt initiative toward its present
state of solution. In the context of the Bank’'s engagement in postconflict
situations, | very much appreciate that—after some initial infighting
among the international institutions involved—under the leadership of the
Bank, progress in the assistance to Bosnia for economic reconstruction is
now becoming visible.

While | welcome these initiatives, | regret that, despite the serious ef-
forts of the institutions under the leadership of the new president, to improve
their operational activities, the agreement on IDA-11, which was welcomed
last spring, now falls structurally short due to considerable cutbacks by the
largest contributor. In the context of the future role and the funding princi-
ples of multilateral aid, it is of utmost importance that al donors ensure the
success of IDA-11 by fully respecting their commitments on time.

I would like to use this opportunity to remind ourselves that, in addi-
tion to the valuable and important efforts to support the poorest countries
through various instruments, there is the World Bank itself, which, ac-
cording to its Articles of Agreement, is supposed to help borrowing coun-
tries to improve the living standards of their people. This main purpose of
its existence has to remain at the core of its activities, and the financial
power of the World Bank should not be seen primarily as an instrument to
substantially relieve large donors of their bilateral obligations. | urge the
Executive Board to consider carefully the interdependencies of the opera-
tional needs of borrowing countries and the desired level and use of the
Bank’s net incomein order to avoid a situation where borrowing countries,
in particular smaller borrowing countries, are left alone in their endeavor
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to improve economic circumstances in their countries. In conclusion, |
would also like to inform you that Austria intends to join the Multilateral
Investment Guarantee Agency (MIGA) during the coming calendar year.

STATEMENT BY THE GOVERNOR OF THE BANK FOR BANGLADESH

Shah A.M.S Kibria

It isindeed a great pleasure and privilege to address the 1996 Annual
Meetings of the Board of Governors of the World Bank and the IMF. | take
this opportunity to extend to you, Mr. Chairman, my warmest felicitations
on your election as chairman of this august body.

My country, Bangladesh, itself has gone through fundamental
changes in terms of both political and economic policy during the last two
and a half decades. Established as an independent and democratic state in
1971, Bangladesh went through traumatic experiences of a military coup
d’ état and the assassination of the founder of the state, Father of the Na-
tion Bangbandhu Sheikh Mujibur Rahman, which weakened—if not de-
stroyed—the foundations of democracy. The effort to build up a democra-
tic political system was further stymied by authoritarian use of the
government’s power and manipulation of elections. In response to popular
demand for fair and free elections under a neutral caretaker government,
the constitution was amended to provide for elections under a nonparty
neutral caretaker government. The present government took office on the
basis of the free and fair elections held on June 12, 1996 that were ac-
claimed throughout the world. Seventy-three percent of voters exercised
their right of franchise, with a high proportion of participation by female
voters, reflecting political maturity as well as awareness among women.

The present government represents secular and liberal political be-
liefs. It intends to establish a democratic system on strong foundations that
can be ensured through broad participation by the citizensin all spheres of
public life. To establish a stable democracy, the government has already
initiated reforms in the following areas:

 The parliament has been assigned the central role in the process of
governance and accountability. The government has sought broad
societal consensus in all critical issues and policies within the par-
liament as well as the larger civil society.

« To make the parliamentary system effective and the government
transparent and accountable, parliamentary committees are being set
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up headed by members of parliament from both treasury and oppo-
sition, who are not ministers. As our experience shows, parliamen-
tary committees headed by ministers, asin the past, cannot establish
accountability of the government.

* Representative local government institutions will be restored soon
with a view to decentralizing power and enabling the communities
to take decisions in matters of local public interest.

* The judiciary shall be separated from the executive branch of the
government. An independent and efficient judicial system is the
foundation for democratic governance, which is the prerequisite for
the rule of law.

« The government is committed to the removal of corruption and rent-
seeking through a series of measures including an independent judi-
ciary, representative local self-government, and deregulation and
liberalization in the economic sphere.

The present government in Bangladesh, under the leadership of Prime
Minister Sheikh Hasina, has adopted an economic agenda based on market
and export-led growth in an increasingly integrated world. The fundamen-
tals of our economic development strategy, based on growth with social
justice, include:

« ahigh growth raterising to 7 percent per annum from 5.5 percent by
the end of the century, to be sustained by adequate investment at
1620 percent of GDP;

« dleviation of poverty and improvement of the quality of life of the
people to be achieved through rapid development;

¢ maintaining macroeconomic balances and stability through prudent
management of the budget and balance of payments, and non-
inflationary growth;

« expansion and deepening of deregulation and liberalization of the
economy, the design and speed of which will be adapted to our spe-
cific conditions; and

« expansion of economic space for private investment, including foreign
investment, through appropriate regulatory reforms and incentives.

The goals of socia and economic development that | mentioned just
now are redizable, given committed political leadership. Further, we also
expect that opportunities for rent-seeking and corruption will diminish as a
result of deregulation and liberalization in the economic sphere, reinforced
by transparency and public accountability in the system of governance.

Of late, there are alarming signs of a continuous decrease in the flow of
concessional resources to developing countries. The official development
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assistance (ODA) to developing countries fell in real terms for six succes
sive years. Official assistance from Development Assistance Committee
(DAC) countries amounted to about 0.27 percent of their combined GNP—
the lowest ratio since the United Nations adopted a target of 0.7 percent in
1970. The decrease in the flow of resources has impeded the devel opment of
both physical and social infrastructure in most developing countries, partic-
ularly the least devel oped countries. Enhanced private flowsdid little to help
these countries. According to available data, only eight developing countries
accounted for two-thirds of foreign direct flowsin 1990-93, while half of all
developing countries received very small amounts, if any. Obviously, for-
eign direct investment is attracted to areas with well-developed hard and soft
overhead. Most developing countries will have problems in the short to
medium term in mobilizing the resources necessary to build and maintain the
minimum physical and social overhead required for sustainable develop-
ment. For instance, to contain population growth and provide minimum
hedlth care facilities, expenditure on health alone in developing countries
will have to beincreased fourfold. Reduction of concessional flowsfrom the
industrial societiesto developing countries will therefore pose athreat to the
sustainable growth of the latter.

In this context, | would like to draw your attention to the difficult
process of the International Development Association’s (IDA's) eleventh
replenishment. IDA continues to be the world’s most important channel for
providing concessional financing to the 79 low-income devel oping coun-
trieswith atotal population of more than 3 billion. IDA embodies the com-
mitment of the industrial countries to foster economic growth, social de-
velopment, and better living conditions for the people in the poorest
countries. Adequate funding for IDA's operations is necessary to meet this
commitment. We wel come the agreement reached at the meeting of donors
in Tokyo on March 19, 1996, which will alow concessional lending of
US$22 hillion during July 1996 to June 1999. The funding commitment
for IDA-11 is far less than that of IDA-10. The carryover from IDA-10
will, to some extent, augment IDA's lending resources. It is only a tempo-
rary solution, and IDA will continue to be seriously constrained financially
to help developing countriesin their development efforts aswell asin their
reform programs. A mechanism needs to be evolved to eliminate uncer-
tainty about the funding of any future replenishment, which is essentia to
preserve IDA’s multilateral character and its capacity to raise resources to
sustain concessional lending at an adequate level.

The world economic outlook indicates signs of new opportunities—
uninterrupted growth with subdued inflation and accelerated expansion of
global trade accompanied by relative calm in the foreign exchange market.
There are, however, lurking dangers, particularly in respect to the devel-
oping countries. Nontrade barriers, including demands for unrealistic labor
standards, may impose new forms of protectionism that will constrain the
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expansion of exports from developing countries. The social and political
order in many industrial countries is vulnerable to destabilization because
of hard-core poverty and arise in the absolute level of unemployment. In
anumber of developing countries, current account deficits are projected to
widen reflecting the growth of domestic demand and the volatility of com-
modity prices. The IMF will haveto play a more active role not only in en-
forcing surveillance and policy imperatives but also in providing addi-
tional resources. In this context, we welcome the initiative to make the
Enhanced Structural Adjustment Facility (ESAF) a continuing facility. |
am happy to report that Bangladesh has decided to contribute $1.2 million
to ESAF, despite our resource constraint. We also hope that appropriate
measures will be taken for an equitable SDR allocation and the Eleventh
Genera Review of Quotas, preferably on an equiproportionate basis.

Reforms and restructuring are difficult processes, though admittedly
necessary. There is no unique prescription or panacea for all problems for
al countries. Programs for reforms, therefore, need to be based on contex-
tually specific and realistic assumptions. More importantly, the relevant
countries should have a greater role in designing the reform program,
which alone can ensure a sense of “meaningful ownership.” This is ig-
nored al too often, which not only results in incomplete or incoherent re-
formsthat fail to deliver the promised benefits, but also causes political in-
stability and social unrest. It is unnecessary to mention that political
stability and “ownership” are essentia for policy and structural reforms. |
would, therefore, emphasize that the Bank and the Fund take into account
the political and economic realities in designing reform programs and the
associated conditionalities. Rigidities in the technical details of condition-
alities—which are liable to bureaucratic interpretation—are also likely to
be counterproductive; what is required is arealistically designed and con-
textually specific set of reform packages.

The world stands at a critical juncture of history. On the one hand,
there is almost universal recognition of the validity of liberal political and
economic order; adequate resource support is necessary to restructure sev-
eral societies on these lines. On the other hand, the resources available to
the developing countries are getting smaller in relation to what has been
available in the past, not to speak of the increased demand. The industrial
countries will do well to recognize the historical implications of the deci-
sion they would take today, which will deeply influence the course of his-
tory of the world tomorrow. | would urge fervently that the Governors re-
main sensitive to their historical role.

In concluding permit meto reiterate the strong commitment of the gov-
ernment under the leadership of Prime Minister Sheikh Hasina to improve
the conditions of the people of Bangladesh, the vast mgjority of whom live
in poverty, and to implement the necessary reformstoward that goal. Devel-
opment cooperation will help us achieve that cherished objective.
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STATEMENT BY THE GOVERNOR OF THE BANK
FOR BELGIUM

Philippe Maystadt

One year ago, speaking to this same gathering, | emphasized the im-
portance of providing adequate financing for development. Such support
is essential for promoting the adjustment efforts of the poorest countries
and improving the chances that they and their peoples have of taking their
placesin arapidly globalizing economy.

Today, | am pleased to see what has been accomplished since last
year. Negotiations on replenishments for International Development Asso-
ciation (IDA) and the African Development Fund have been brought to
their conclusion; the IMF and the Bank are in the process of organizing fi-
nancial support with a view to providing the poorest countries with addi-
tional debt relief; and the Paris Club has announced that it will now be able
to provide debt cancellations of up to 80 percent.

I would like to take this opportunity to pay tribute to Mr. Michel
Camdessus and Mr. James Wolfensohn for the decisive roles they played
in bringing about the necessary consensus.

Although the prospects for financing may be better today than they
were last year, it is no less true that many difficult challenges still remain.

« First, the promise to provide more resources to assist the poorest
countries must be followed up by tangible measures, and we are
under an obligation to produce results.

« Second, it is by no means enough to supplement the actions of the
“invisible hand” of market forces by showing support for the poor-
est countries; in addition, we must ensure that all member countries
abide by the same code of conduct. This is the only way to ensure
that globalization will continue to be a force for progress in the
world economy.

An Obligation to Produce Results

Ten years ago, in August 1986, the IMF Executive Board approved the
first arrangement ever to be supported by the structural adjustment facility.
The intention of the Fund—under the leadership of Mr. Camdessus—wasto
assist the poorest countries by offering them a new adjustment mechanism
that would be better suited to addressing the underlying causes of their eco-
nomic problems. For the first time, the revitalization of growth and the im-
plementation of socia reforms became priorities for the Fund in its activities
in the developing countries.



BELGIUM 53

Now, ten years later, the agreement just reached on financing a con-
tinuation of the Enhanced Structural Adjustment Facility (ESAF) and the
Fund’s participation in the debt initiative serve to confirm our commitment
to this task. It is my hope today that in another ten years this agreement
will be remembered as the decisive step in removing the debt burden from
those low-income countries that are undertaking serious adjustment and
reform programs. In other words, the new initiative must achieve the same
degree of success as the 1989 Brady Plan. Even though the countries in-
volved in the two initiatives are different (in the former, middle-income
countries severely indebted to commercia banks; in the latter, poor coun-
tries heavily indebted to bilateral and multilateral creditors), the objectives
in both cases are identical: to reduce the debt burden on the countries con-
cerned, restore confidence in the future of these countries, attract private
capital flows back to them, and reestablish economic growth.

Much is at stake. It is absolutely essential for us to succeed, and the
Fund and the Bank have a direct responsibility in this matter. Programs
must be drawn up to enable the poorest countries to achieve higher growth
rates, and | attach considerable importance to the current evaluation of
ESAF-supported programs, to be discussed by the IMF Executive Board
in the spring of 1997. This will provide a unique opportunity for learning
from the experience acquired since the ESAF was established, and adapt-
ing the ESAF to meet current needs.

The Uncertain Future of Multilateralism

Neither the official launching of the new debt-relief initiative nor the
commitments obtained for financing it should make us forget that multi-
lateralism faces an uncertain future. Thereis aclear reminder of thisin the
current negotiations on the replenishment of the Asian Development Fund.

With contributions from the United States and other major industrial
countries declining in recent years, the multilateral development assistance
system has been plunged into uncertainty. The ad hoc measures recently
adopted in the context of IDA and the African Devel opment Fund ought not
to be repeated, for fear of triggering areturn to certain forms of bilateralism.

As decisions for the long term should not be taken in a climate of ten-
sion and turmoil, no country should be denied the right to adjust its role
within the multilateral system, insofar as burdens are duly shared and re-
sponsihilities allocated on the basis of objective criteria

The goal, therefore, should be to devise appropriate methods for ar-
riving at suitably objective criteria, while identifying the best way to en-
sure that countries can participate fully in the multilateral effort to the ex-
tent their resources permit, while honoring their future commitments. As
far asthese countries are concerned, it is clear that the fast-growing emerg-
ing economies, which have benefited from trade and market liberalization,
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will be called upon to play an increasingly important role in this process.
Preliminary evidence of this is provided by the fact that some of these
countries are taking part in the New Arrangements to Borrow. This trend
is a precursor of the new international economic order that is expected to
emerge in the next century. The emerging economies, as the chief benefi-
ciaries of economic globalization, can be expected to take on new respon-
sibilities within the framework of international institutions aswell asin the
financing of development assistance. If these countries should refuse to
take their place alongside the traditional donors and lenders, | fear that the
world economic system that will emerge in the next century could well be
less supportive and more dangerous than the system that emerged at the
Bretton Woods conference.

Abiding by a Code of Conduct

In an increasingly interdependent world community, the task of
achieving security and stability will be greatly facilitated if the govern-
ments of all countries of the world can abide by a code of conduct. Thisis
essentia if the development and prosperity of the mgjority are not to be en-
dangered by the irresponsible actions of the few. To be sure, such a code
of conduct would be focused on awide variety of concerns. A random se-
lection—and the list is by no means exhaustive—might be as follows:
proper regard for the environment, nuclear safety, long-term peace, human
rights, effective action against drugs and corruption, and international eco-
nomic cooperation. There is no doubt whatsoever in my mind that last
Sunday, a whole new dimension was added to the code of conduct that |
have just described, a code of conduct that all the world's countries should
agree to abide by. | am referring to the new declaration adopted by the In-
terim Committee. As Michel Camdessus himself said yesterday, this is
more than just another call to action. The adoption of this new declaration
is awatershed for the following reasons:

« First, the declaration sends a universal message; it provides addi-
tional proof that globalization has brought the peoples and govern-
ments of the world closer together in a way that would have been
unthinkable only a few years ago.

 Second, the declaration marks a sharp contrast to the usual “tunnel
vision” approach, reflecting the wide-ranging and invaluable lessons
learned as a result of the IMF's surveillance activity.

 Third, | am convinced that those governments that endeavor to im-
plement the declaration will have chosen the most reliable method
of ensuring the prosperity of their respective countries.

« Fourth, the declaration attaches particular importance to promoting
good governance, ensuring adherence to the rule of law, and adopting
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firm measures to deal with corruption and money laundering. Not so
many years ago, the Fund's “ neutrality” would not have allowed it to
declare that these principles of good governance are the “essential e-
ements of aframework within which economies can prosper.”

« Last but not least, the new declaration entrusts the IMF with the task
of overseeing the efforts that member countries make in these areas.

Thus, in building what Michel Camdessus has referred to as an econ-
omy with “three hands’ (which are law and justice, the market, and a spirit
of community), an environment will be created in which the opportunities
afforded by economic globalization outweigh the potential risks.

STATEMENT BY THE GOVERNOR OF THE BANK FOR
BOsSNIA AND HERZEGOVINA

Hasan Muratovic

| have a great honor to speak to you on behalf of the delegation of
Bosnia and Herzegovina, and | am pleased to say that, this time, our dele-
gation is represented in full, with representatives of the State, of the Fed-
eration of Bosnia and Herzegovina, and of Republika Srpska.

Thus, today | speak on behalf of this delegation of Bosnia and Herze-
govina, a country just emerging from a devastating period of war and de-
struction, and entering atime for reconstruction and for investment in the
future. The war has produced horrible social and economic effects:

< more than 200,000 people were killed;

e over one million people are still refugees abroad, while some
650,000 are displaced and homeless inside the country;

« almost the entire infrastructure was destroyed or heavily damaged;
« more than 30 percent of housing was devastated,;

« the war damage, in a country with 4.5 million inhabitants, exceeds
US$80 hillion;

« the numbers of the disabled, orphans, and people dependent on hu-
manitarian aid are huge; and

« about 75 percent of the workforce is unemployed.

Today, in Sargjevo, capital of Bosnia and Herzegovina, despite all of
the assistance Bosnia and Herzegovina has been receiving from the world,
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with winter nearing, in more than half of the apartments there are no glass
windows in a single room. Those windows are covered only by tattered
plastic sheets. The situation in smaller towns and villages is far worse.

Dozens of factories are ready to restart production, and thousands of
workers might find employment, if credits of relatively small amounts of
funds—totaling not more than a couple of hundred thousand U.S. dol-
lars—could be provided for working capital.

Nevertheless, we are all very happy that, with the efforts of the inter-
national community, and primarily the United States, an agreement for a
fragile peace has been concluded. The first elections were held, as you are
aware, with enormous organizational problems.

We are now entering an extremely important period of setting up of
the state structures, government, and institutions, in accordance with the
Dayton Agreement.

The Dayton Agreement and the €elections have created a chance for
stabilization of peace, and we are determined to continue with the recon-
struction of the country. We here all understand that, without strong, long-
term support, neither stable peace nor economic recovery is possible.

On the other hand, the Dayton Agreement set up the conditions that
must be respected if parties wish to receive international financial support.
Asamgjor tool of the international community it is hecessary to continue
with just distribution of the reconstruction assistance, in proportion to the
extent of destruction and degree of compliance with the agreement, and
not primarily on the basis of ethnic criteria.

Theinternational community has assisted, and continues to render as-
sistance to, Bosnia and Herzegovina. Unfortunately, although this assis-
tance is certainly remarkable from the donor standpoint, it has, nonethe-
less, proved insufficient to bring about significant progress so far.

Of US$1.8 hillion pledged in grants and loans, less than one-haf isin
the implementation stage as of this day. Even for this part, the pace of im-
plementation is slack due to the complexity of procedures and slow deci-
sion making. The world must act in Bosnia and Herzegovina with still
greater determination.

Allow me here to commend most highly the efficiency of the World
Bank. Within a very short period, we succeeded in defining, jointly with
the World Bank, fundamental strategies of our economic reconstruction,
reprogrammed our old debts, and began using new loans. Let me state this
quite clearly: without such efforts of the World Bank, the situation in
Bosnia and Herzegovina would be catastrophic by now. Approximately
one-half of the funds in implementation today in the reconstruction pro-
gram of Bosnia and Herzegovina either came directly from World Bank
loans or were mobilized with their great assistance. The World Bank also
managed preparations for both donor conferences held so far. Here | wish
to express our most profound gratitude and convey our respect to President
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Wolfensohn and the World Bank experts involved in programs for Bosnia
and Herzegovina.

Also, | would use this opportunity here to invite the donor countries
to support projects of the World Bank for the reconstruction of Bosniaand
Herzegovina through the provision of cofinancing of these projects.

We are of the opinion that, in cooperation with the World Bank, we
can make further quality progress through the securing of larger amounts
of International Development Association (IDA) credits aready for this
year. Additional fundswill be best utilized if given in aform of a new tran-
sition assistance credit (TAC).

But | believe that we al here understand fully that the support of the
World Bank alone is not sufficient to ensure full recovery of Bosnia and
Herzegovina. Even stronger efforts must be made to expedite mobilization
of the funds that have already been pledged. In addition, we are fully con-
vinced that the donor conference for 1997 should take place before the end
of this year. The mgjor reason for implementation delays so far is the fact
that this year's conference was held too late—in April 1996.

For its own part, the government of Bosnia and Herzegovina has as-
sumed the obligation to create conditions for using donor money in the
best possible way. In order to ensure transparency, the government, in co-
operation with the World Bank, continues to work on the establishment of
a Procurement Monitoring and Auditing Unit. With the assistance of the
World Bank and IMF, the payment system, Customs and Tax Administra-
tion, Financia Police, Banking Supervision Agency as well as the Privati-
zation Agency, and the systems of pension, disability, welfare and health
care funds, have been set up. For the purpose of coordinating reconstruc-
tion throughout the country, a Reconstruction Cabinet has been established
at the state level, and a complete structure for project implementation has
been put in place.

Here, unfortunately, | have to point out that a huge obstacle in imple-
mentation of the reconstruction program continues to be a lack of proper
institutions at the level of the Federation, due to the existence of the Bos-
nian Corat parastate, the so-called Herzeg Bosnia.

Therefore, we shall need stronger international support so that the
Federation will finally function in full.

On the other hand, on the part of donors, complicated mechanisms of
procurement slow down the process of implementation. Our expectations
are that radical changes will occur in thisfield aswell, in order to acceler-
ate implementation of the projects.

Together with the World Bank, we are working to develop a fund for
banking guarantees in order to attract foreign investors. We welcome the
decision of the Multilateral Investment Guarantee Agency (MIGA) Gov-
erning Board, of September 14 of this year, on the basis of which Bosnia
and Herzegovina succeeded to the membership of this organization. We
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hope that, as soon as next year, a special trust fund for Bosnia and Herze-
govina will be established within this organization’s framework. We also
welcome the recently adopted decision by the International Finance Cor-
poration (IFC) Board concerning the first project in our country, and we
hope that its implementation will soon be under way.

We also expect cooperation with the IMF in the establishment of a
new central bank in the very near future and with swift introduction of a
new single currency for Bosnia and Herzegovina soon afterwards.

In the macroeconomic sphere, we shall implement policiesaimed at re-
inforcing reintegrative trends in the country, at the same time ensuring eco-
nomic growth in keeping with a future IMF program, which we intend to
initiate as soon as possible. Fiscal policy will focus on preservation of mon-
etary stability with avoidance of any borrowing at all government levels.
Budget expenditures will be strictly monitored, with regular review of pri-
orities and reliance on collected revenues with avoidance of any form of do-
mestic borrowing, particularly in the wage and social contributions sector.

Negotiations about the IMF program should start immediately. All
conditions for an Enhanced Structural Adjustment Facility (ESAF) pro-
gram have been fulfilled, and it is hoped that an agreement can be reached
expeditiously. Thisis connected to the pressing need of Bosniaand Herze-
govina for assistance in reducing foreign debts as a precondition for suc-
cessful restoration of the country’s borrowing power and for attracting ad-
ditional funds for the reconstruction. Without significant writing off and
reprogramming of debts under the most favorable conditions, it will beim-
possible to ensure long-term financing of the reconstruction. Very soon,
this may destroy all results of past and present efforts of the international
community in this area.

L et me conclude by reiterating that Bosnia and Herzegovina needs ur-
gent, more intensive and long-term assistance. At thistime, it isindispens-
able to:

« ensure quick reaction credit lines for rehabilitation of existing com-
panies and the development of new ones. Only credit can restart the
economy;

« mobilize formerly pledged grants and loans;

« urgently hold the next donor conference, in any case before the end
of 1996, in order to agree on new priorities and find ways for their
financing;

« encourage foreign investors to invest in Bosnia and Herzegovina,
and open credit lines to support them;

« expedite IMF activities on the establishment of a central monetary
institution and monetary system, and start implementation of an
ESAF program;
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« resolve the issue of old debts; and

* increase technical assistance to facilitate more effective establish-
ment of the institutions.

All this requires assistance of foreign experts and international insti-
tutions. For our part, we shall do everything necessary and everything in
our power to speed up and facilitate resolution of these and other pressing
problems.

Let me reassure you, one more time, that the basic orientation and
policies of the government of Bosnia and Herzegovina, despite the im-
pending transfer of power and establishment of a new structure, will re-
main the same. This reconstruction program is the only hope for our coun-
try, and no government can fail to recognize it. But, even with all our
determination, we shall continue to need and count on you and the inter-
national community as a whole—as much for political support to a united
and sovereign Bosnia and Herzegovina as for funding and expertise
needed in our economic recovery.

I wish to convey to you here, and to all your associates, that we highly
appreciate the enormous efforts and assistance extended to our country so
far in this vastly complex undertaking. Together, we have done a great job,
and | know that we shall all continue to do so. And, it is this knowledge
alone that makes me certain that we cannot fail.

STATEMENT BY THE GOVERNOR OF THE FUND FOR
BoOsNIA AND HERZEGOVINA

Kasim Omicevic

When discussing Bosniaand Herzegovina, either in Sarajevo or in nu-
merous international meetings all over the world, there are at |east two es-
sential factsto be respected. Thefirst is the readiness of the people and cit-
izens of Bosnia and Herzegovina to implement the General Framework
Peace Accord for Bosnia and Herzegovina, including all of its annexes and
elements. The second is the need for significant support of the interna-
tional community to restore peace and renew and reconstruct the country
on the basis of this peace accord.

Since the cessation of hostilities, Bosnia and Herzegovina has di-
rected all its activities and available resources to preserve peace and, par-
alé to the establishment of democratic institutions, to start economic re-
covery and revitalization.
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The key causes of avery difficult postwar economic and social situa-
tion in the country will be alleviated or partly removed only over the
medium term. It isimportant to point out that Bosnia and Herzegovina has
aready taken the first steps toward economic recovery.

Between January and August 1996, industrial production increased
by 82.3 percent, compared with the same period in the previous year.
(This is less than 10 percent, compared with the average in 1991.) It is
estimated that 25 percent of the prewar labor force is employed and that
their wages in July 1996 amounted to some DM 120, on average. Mar-
ket supply of basic agricultural and foodstuff products, as well as rela-
tively low and stable prices, significantly contributes to an easier life for
the citizens, at |east those who are employed or earn some income. Re-
tail prices of goods and services during the same period are lower by 30
percent. Compared with the prices in December last year, they are now
stable. It is more than two years since the government of Bosnia and
Herzegovina borrowed funds from the National Bank of Bosnia and
Herzegovina or from commercial banks, although it has been facing a se-
ries of difficultiesin financing public expenditures, particularly large so-
cial needs.

The exchange rate of DM 1 per BHD 100 was fixed in the summer of
1994 and remains firm. Deviations of the exchange rate in free market op-
erations have been reduced only to severa percent, while the scope of
these transactions is negligible. The National Bank of Bosnia and Herze-
govina has been operating de facto, for more than two years as a currency
board.

Bosnia and Herzegovina quickly joined the international financial
community, becoming a member of the IMF only six days after signing the
peace agreement in Paris. Soon after this, membership in the World Bank
and the European Bank for Reconstruction and Development was ac-
quired. At the end of 1995 and at the beginning of 1996, two international
donor conferences were organized in Brussels, where support of $1.8 bil-
lion was pledged for 1996. The schedule of disbursement of the resources
was rather slow at the beginning of the year, although the flow of funds has
improved during the past months.

The World Bank is leading in the overall activities in Bosnia and
Herzegovina, particularly in various credit arrangements. Bosnia and
Herzegovina has reached agreement concerning 13 projects with the World
Bank in the course of 1996, hasregulated its credit arrears, received avery
soft loan, transition assistance credit (TAC), for supporting its balance of
payments, and continued its work on the economic program, as well as on
the preparation of new projects. Of course, significant help is being re-
ceived, or is about to be received, from the United States, the European
Union, Japan, and I slamic countries, among others. It is expected that soon
specia arrangements with the IMF—probably under the Enhanced Struc-
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tural Adjustment Facility (ESAF)—will be concluded, as well as intensifi-
cation of activities concerning regulation of arrears payment to the Paris
Club and London Club.

In view of the above, | would like to thank the World Bank and the
IMF, and the donor community for their endeavors in this process, and |
would like to express my hope that this cooperation will continue in an
even more intensified manner.

However, when making the final count it can be estimated that during
this year only some 50 percent of funds pledged in Brussels will be im-
plemented, mostly owing to the slow action of some donors, but also be-
cause of the initial difficulties in the process of adjusting to the new chal-
lenges in Bosnia and Herzegovina.

After the elections held on September 14, 1996, the following insti-
tutions will be established: the presidency, parliament, the council of
ministers of Bosnia and Herzegovina, the presidents and vice presidents,
the parliaments, and the governments of both entities (of the Federation
of Bosnia and Herzegovina, and of the Republika Srpska), and cantonal
bodies in the Federation of Bosnia and Herzegovina. It is of special im-
portance that those bodies take over their responsibilities, as determined
in the constitution, as soon as possible; focus their attention and work on
the establishing of the new institutions, primarily the economic and mar-
ket institutions; and establish a consistent economic program and macro-
economic policies (especially fiscal and monetary policies) for the
medium term.

The establishment of the new central bank is among the top priorities.
The central bank will be the only institution in charge of monetary policy
and issuing money. During the first six years of its work, it will function
as a currency board. The central bank, a monetary institution independent
from the government, will be governed by the governing board, consisting
of agovernor and three board members, with a six-year term. The staff of
the IMF and the staff of the High Representative's Office is significantly
supporting technical preparations for the establishment of the central bank
and the steps toward creation of the conditions to start the reconstruction
of commercia banks. This will facilitate the transition process (from an
economy during war to one during peace, and from a socialist to a market
economy, with private property as a dominating factor), which will repre-
sent one of the key factors of economic reconstruction and devel opment of
the country.

Furthermore, it is important to mention the future economic integra-
tion of Bosnia and Herzegovina, which, through the authorities and eco-
nomic institutions, is to be carried out through more efficient mobilization
and direction of international financial support and technical assistance,
especially by the international financial institutions and numerous interna-
tional donors.
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STATEMENT BY THE GOVERNOR OF THE BANK FOR CAMBODIA

Keat Chhon

| am pleased to be here today to represent the Kingdom of Cambo-
dia at this august annual assembly of top-level macroeconomic policy-
makers of the world community. My delegation brings to you all the
warm greetings and good wishes of the people and the Royal Govern-
ment of Cambodia

This is an opportune time to take stock of our past successes and
shortfals in achieving socioeconomic growth with equity and to project
our vision to the next century amerefive years from now. We will all stand
judged by posterity if we do not set in motion measures to ensure a better
twenty-first century for our future generations by policies that we adopt
from now on. It isin this context that | would like to share with all of you
a perspective and a plea from Cambodia as one of the poorer countries.

Asiswidely known, after two decades of war and international isola
tion and neglect, Cambodia began its fresh lease on life three years ago.
We are beset by many daunting tasks and challenges in our earnest en-
deavorsto rehabilitate our war-torn economy; to rebuild our political, eco-
nomic, and social institutions from scratch; and to rapidly usher in an era
of peace, prosperity, and growth for our people. In rebuilding our nation
with one of the lowest per capitaincomesin the world, multifarious initia-
tives are to be launched all at the same time, and everything needs to be
fast-tracked to make up for the lost decades. We are grateful for the inter-
national attention, advice, and generous financial and technical assistance
to help usin our efforts.

Much has happened in Cambodia, all for a better future, in the last
three years, indeed even since we met here last year. Our economy has
commenced a steady and robust growth, reversing the uncertain trends of
the past. Inflation has been contained. Our national currency enjoys rela
tive stability under clear market conditions. Our national monetary institu-
tions have been revamped. Our revenues are growing and becoming di-
versified. We are into a mgjor process of public administration reform to
make the state apparatus more relevant and responsive to a modern mar-
ket-oriented economy. Private investment is vigorous and growing, and
trade is vibrant.

The international community noted and commended us on our
achievements at the first consulting group type meeting held in Tokyo in
July. A month later, ateam of Executive Directors of the World Bank vis-
ited us and held extensive discussions with our two Prime Ministers and
various groups in the society. | believe they were equally impressed and
assured about our progress and commitment for the future.
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Politically, a coalition royal government is stable in spite of
overblown media accounts of day-to-day differences that will exist among
coalition partners anywhere in the world. Also, in a major joint effort
among these parties, the threat of the outlawed Khmer Rouge, already con-
fined to some remote pockets of international borders, has been recently
reduced significantly, as many of them have agreed to atruce and to join-
ing the national mainstream. This takes us one major step towards lasting
peace although some may mistakenly look at only the temporary effects of
concessions that have been made.

Our significant achievementsin a short period are presently being en-
dangered by the heavy flooding along the Mekong River. And there are
many other challenges before us, including new ones still to arise as we
proceed ahead. Theinternal issues include the paramount need to focus on
poverty alleviation and the sustainable management of our natura re-
sources, in particular of our forestry capital; the external factors encom-
pass the need to integrate our economy into the region. We have the polit-
ical determination and commitment to take the country forward speedily.
We are, at the same time, conscious that progress can be stable and sus-
tainable only if thereisadynamic, ever-adjusting equilibrium—politically,
socialy, and economically.

Countries such as Cambodia, which are emerging from long years of
internal and externally imposed instability, need special understanding,
consideration, and support from the international community as they
launch into an era of development. New instruments have to be chiseled to
help them, and new and bold strategies are needed. Let me highlight afew:

First, we need strong assurance from the international community of
continued support over the long haul of, say, a decade or more. We are
therefore disappointed to note that IDA replenishments are now dlight and
slow in coming, leading to new assistance being funded from the interim
trust fund in some cases. We urge the international community to con-
tribute generoudly to this soft window and earmark a specia portion of
funds for countries such as Cambodia so that unpredictable vagaries of in-
ternational situations do not affect assistance to us.

Second, the IMF needs to be more liberal and understanding in apply-
ing criteriafor Enhanced Structural Adjustment Facility (ESAF) assistance.
Thisis because, even as we struggle to adhere to al the strict parameters,
there are inescapable internal political realities and external adjustments to
be made with our neighbors, all necessary for longer-term stability, which
in the short term impose restraints on the pace of our progress.

Third, we welcomethe Bank President’sinitiative to earmark internally
generated Bank funds to aleviate the severity of the external debt situation
of poorer countries. International debt, which was incurred a long time ago
and used during externally imposed conflict situations or the assets of which
were destroyed in such conflict, poses a great burden on the economy. We
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need support and understanding to readjust these loans, mostly by write-off.
Also, it is necessary for ingtitutions like the IMF and the World Bank to per-
suade our creditors to adjust repayment terms to current rates of exchange
rather than the highly illusory rates at the time the debts were incurred.

Fourth, there is a strong case for increasing technical assistance on a
grant basis from international institutions like the IMF and the World
Bank.

Fifth, we are wedded to fostering private-sector-led growth and de-
velopment where individual initiative and enterprise will have full play in
a market-oriented environment. For increased and more rapid private in-
vestment to take place, we urge for the most favorable and sustainable
terms of trade with industrialized nations.

Sixth, we appreciate the International Finance Corporation’s Reach
Initiative, the Mekong Project Development Facility, and the Asian Devel-
opment Bank’s role in the Greater Mekong Subregion or Mekong 6. We
urge that these be aggressively followed to promote private sector invest-
ment in countries such as Cambodia

Distinguished colleagues, | have raised these issues because | believe
that the strong growth of emerging postconflict countriesis anecessary un-
derpinning for sustaining peace, stability, and growth, not only in the im-
mediate region, but globally. Let us make a commitment to solve the prob-
lems of poorer countries to assure a bright world for all of usin the next
century.

STATEMENT BY THE TEMPORARY ALTERNATE GOVERNOR OF THE
FUND AND THE BANK FOR CANADA

Douglas Peters

Global Economic Stuation and Policy Requirements

In recent years, significant progress has been made in addressing
many of the key macroeconomic policy challenges of the global economy,
especially in the larger industrial countries where inflation has been re-
duced substantially and, over the past year, has remained under control.
Commitment to fiscal consolidation has reduced government deficits, with
many deficits now on a clearly downward trend. These achievements have
created the enabling conditions for lower interest rates, higher sustainable
rates of growth and job creation, stronger investment, and improved cur-
rent accounts.
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Despite thisimportant progress, there remain unmet challenges. Many
economies continue to experience arelatively slow pace of economic re-
covery and expansion. The disappointing pace of economic growth in
many industrial countries over the past year has postponed expected drops
in high unemployment rates.

How can we improve our prosperity? The general policy prescrip-
tions—sound public finances, price stability, and structural reforms—em-
bodied in the Interim Committee’'s Madrid Declaration two years ago re-
main the best long-term program for creating jobs and prosperity. Some
policymakers have expressed concern that further fiscal consolidation will
only worsen an economic slowdown. In some countries, however, post-
poning essential deficit reduction has led to financial market turmoail,
which is a prescription for continued economic weakness. Indeed, the
challenge is to balance credible and decisive fiscal consolidation main-
taining needed social programs for the needy and using monetary policy to
offset any short-term contractionary effects. And | would note that thisis
consistent with a medium-term objective of price stability.

The fact that unemployment remains unacceptably high in many
countries highlights the need for more rapid economic growth as well as
for skills to be better matched to employers' needs. If we improve the ef-
fectiveness of labor markets by removing unnecessary regulationsthat dis-
courage hiring and improve the ability of workers to match their abilities
with the skills employers are demanding, a better employment situation
should result.

It is encouraging that the improvement in economic fundamentalsin
recent years has not been limited to the industrial countries. Many transi-
tion economies are benefiting from financial stabilization and structural re-
form through stronger output growth and substantially lower inflation.
Strong growth in a number of African countries has also resulted from ef-
forts at fiscal consolidation, structural reform, and steps toward improved
governance. These visible payoffs for macroeconomic and structural re-
form encourage other countries to follow suit.

Canada’s Policy Approach

Canada is a good example of a country now reaping the benefits of
sound macroeconomic and structural policies. The Canadian government
has committed to macroeconomic targets as well as to structural reforms,
to create an environment conducive to job creation and sustained eco-
nomic growth.

Canada's fiscal policy combines a program of deficit reduction with a
careful evaluation of programs and a setting of priorities. A sequence of
rolling two-year deficit targets has been adopted, and the deficit has been
below itstarget each year. Recognizing that tax increases reduce incentives
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to work, save, and invest, the bulk of deficit-reduction actions have been
expenditure measures. Both the federal and aso all provincia govern-
ments within Canada are committed to deficit reduction.

Explicit targets have also been established in the conduct of monetary
policy. The government and the Bank of Canada have jointly established a
target range for inflation of 1-3 percent that extends through to the end of
1998. Monetary policy isgeared to keeping inflation within thistarget range.

Structural reforms have also been undertaken to improve economic
efficiency. These include the reduction of business subsidies, the privat-
ization of Crown corporations, and the reform of social programs, includ-
ing labor market reforms, to increase work incentives and better prepare
workers for job opportunities.

While Canadian economic performance in 1995 and early 1996, like
that of many other industrial countries, was weaker than expected, the
outlook for 1997 and beyond appears strong. Continued low inflation
and fiscal consolidation in Canada have led to sharp reductions in Cana-
dian interest rates since 1995, which, in turn, are stimulating domestic
demand. Short-term interest rates are presently some 150 basis points
lower than those in the United States, and long-term spreads with the
United States have narrowed by over 100 basis points over the past year.
An increase in Canada’sinternational competitiveness has been reflected
in a surge in exports and a marked improvement in Canada’s interna-
tional current account position. In the second quarter, Canada’s current
account recorded a surplus for the first time since 1984. Further, the pri-
vate sector has created 220,000 new jobs since last November, a 1.9 per-
cent increase, indicating that one of our key objectives, sustained job cre-
ation, is being realized.

International Challenges

We collectively face other challenges in the realm of global gover-
nance. One of theseisthe need to ensure the robustness of the international
monetary system in the face of potential financial crises. We have recog-
nized a need to strengthen the capacity of the international community to
anticipate problems (and, thus, to avoid full-blown financial crises) and to
respond to such situations effectively. | am very encouraged by the
progress we have made, particularly over the past year, with the imple-
mentation of several noteworthy reforms.

* The IMF has introduced the new Special Data Dissemination Stan-
dard for capital market borrowers, to provide moretimely and reliable
economic and financial statistics to institutions and markets. This will
improve surveillance capabilities and make it easier for both markets
and the international ingtitutions to identify problems before they
reach crisis proportions.



CANADA 67

« Final agreement has been reached on the New Arrangements to Bor-
row (NAB), doubling the resources currently available to the Fund
in afinancia emergency. This new agreement reflects the participa-
tion of awide range of countries, extending far beyond the Group of
Ten, with the capacity to support the international financial system.
| am particularly pleased by the important role Canadian officials
played in bringing this about.

Still on the agenda are a couple of important resource issues for the Fund.

« We must ensure that the Fund has adequate resources for regular
lending operations. Accordingly, we must make early progress on
the size of the quota increase in the Eleventh General Review of
Quotas.

* A number of new members did not participate in earlier SDR alo-
cations, leading to the present inequitable distribution of SDRs. We
must reach decisions soon on the size and distribution of a specia
equity SDR allocation.

Let me now turn to issues of importance to Canada regarding the
World Bank and the regiona development banks. First, | am pleased with
the progress President Wolfensohn has already made in his effort to bring
about reform at the World Bank. The Bank has improved cooperation and
coordination with other multilaterals (including regional development
banks and the United Nations); expanded contact with local communities,
nongovernmental organizations (NGOs), and borrowing countries; and es-
tablished new and important links with the business community, private
foundations, the academic community, and others. | am confident that
President Wolfensohn's reforms will significantly increase the Bank'’s ef-
ficiency and its development effectiveness, and | fully support his contin-
ued efforts.

Second, | am delighted that we are now in a position to launch the ini-
tiative to assist heavily indebted poor countries (HIPCs). Excessive in-
debtedness, often compounded by large negative transfers to the interna-
tional financial institutions (IFIs), imposes serious constraints on
economic reform and broader development prospects. Effective develop-
ment strategies for these countries must therefore incorporate debt relief as
well as expenditures on new projects and programs. The HIPC debt initia-
tive, embodying a much-needed comprehensive debt-relief effort by all
major creditors, including, for the first time, the IFls, holds great promise
for those among the poorest, most indebted countries that are committed to
necessary reform.

A third issue of importance to Canada is the improvement of the de-
velopment impact of operations of the World Bank and the regional devel-
opment banks. This was a major focus of the Multilatera Development
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Bank Task Force Report. Improving the development impact is essential to
reducing poverty and fostering sustained development. | believe there are
four priorities here that must be addressed. First, continued efforts are re-
quired to improve the quality of projects, and this must take precedence
over the volume of loan approvals or disbursements.

Second, multilateral banks must work together to establish reliable and
consistent impact indicators that measure the effectiveness of devel opment.
Third, national accountability for results must be further strengthened in
lending decisions, taking into account, for example, unproductive expendi-
tures (particularly excessive military spending). Fourth, lending programs
should better reflect the potential role of the private sector. While responsi-
ble and efficient government is essentia, there are some things that the pri-
vate sector can do better in areas such asthe financial sector, power, telecom-
munications and information technology, industry, and mining. Addressing
these priorities will have a positive impact on development and will help
demonstrate the benefits of international cooperation and coordination. The
poor countries of the world will be the ultimate beneficiaries.

Finaly, | am encouraged by the flows of private capital we have seen
in the 1990s from the industrial economies to the emerging economies, in-
cluding a growing number of developing economies. These flows are of
great importance to the developing world at a time when aid budgets are
under pressure in donor countries. They do pose challenges of their own.
But they also hold the promise of great benefits—not just in the transfer of
capital, but in the transfer of new technologies and new methods of doing
business. We should all do what we can to ensure that these flows of pri-
vate capital are used effectively to improve the well-being of peoplein the
developing world.

STATEMENT BY THE GOVERNOR OF THE FUND FOR THE
PeoPLE’S REPUBLIC OF CHINA

Dai Xianglong

Please let me first congratulate Mr. Camdessus on his being reelected
as Managing Director of the Fund. | believe that, under the leadership of
Mr. Camdessus and Mr. Wolfensohn, the Bretton Woods institutions will
make due contributions to the promotion of international monetary coop-
eration and sustained world economic development.

Since the last Annual Meetings, the world economic situation has
continued to improve, and prospects are broadly favorable. Inflation has
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remained generally low in the industrial world and has significantly decel-
erated in the developing countries, thanks to the improvement in their
macroeconomic management and the deepening of structural reforms.
These developments are conducive to sustained world economic growth.
The impressive economic performance in many developing countries has
made them a powerful engine and a most dynamic element of the world
economy. Particularly encouraging is that Africa's growth prospects have
further improved following their vigorous structural adjustments. Many
developing countries in Asia have adopted prudent financial policies to
avoid overheating and to sustain healthy economic development. Further
progress has also been made in transition countries, with some of them en-
joying arelatively high rate of economic growth. We have noted the con-
tinued economic growth in the United States and the recovery in Japan, de-
spite weak growth in most European countries.

Despite the recent favorable developments, challenges facing the world
economy are till enormous. Many industrial countries are confronted with
high fiscal deficits, and persistently high structural unemployment resulting
from labor market rigidities has increased their fiscal spending and social
costs. The protracted high fiscal deficits and their excessive reliance on
monetary policy have not only been unfavorable to their domestic economic
growth, but have also been a mgjor factor underlying the international fi-
nancial market instability. Industrial countries are urged to strengthen fiscal
consolidation, accelerate labor market reform, and contain fiscal deficits, so
as to create favorable conditions for lower interest rates in the international
markets and minimize uncertainties in the world economic outlook.

Thetask for further structural adjustments and reformsis still tremen-
dous in the developing and transition countries. We are delighted to see
that a growing number of developing countries are making efforts to elim-
inate structural impediments and improve their macroeconomic manage-
ment. For emerging market countries, given the increasing sensitivity of
international capital flows to the macroeconomic conditions in recipient
countries, maintenance of macroeconomic stability is crucial to sustaining
economic growth and withstanding external disturbances. Heavy debt bur-
dens in many developing countries constitute severe impediments to their
economic development. The Bretton Woods institutions are therefore en-
couraged, on the basis of their respective mandates, to play a more active
role in assisting heavily indebted poor countries in alleviating their debt
burdens and promoting economic development. We hope resources for fi-
nancing the interim Enhanced Structural Adjustment Facility (ESAF) can
be secured at an early date. The industrial countries are urged to make due
contributions toward the reduction of poor countries’ debt burdens and to
refrain from cutting official development assistance with various excuses.

The smooth development of world trade is crucial to sustained global
growth. However, the substitution of unilateralism for multilateralism and
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frequent resort to trade sanction measures by some industrial countries
have damaged multilateral trade rules and threatened the order and expan-
sion of international trade. It is essentia for industrial countries to reduce
nontrade barriers and provide greater market access for the developing
countries. The unreasonable demands of certain contracting parties have
delayed China's access to the World Trade Organization (WTO), jeopar-
dizing the universality of its representation and bringing unfavorable con-
sequences for the healthy development of world trade. China has made its
position clear on WTO membership, namely, Chinais prepared to assume
the due rights and obligations consistent with its level of economic devel-
opment based on the Uruguay Round. China has fulfilled all of its com-
mitments and met the WTO membership qualifications. We believe that
China's early accession to the WTO will not only facilitate further progress
in its reform and opening to the outside world, but will also enhance its
trade cooperation with the rest of the world and, consequently, promote
world economic and trade devel opment.

China has made remarkable progress in economic reform and open-
ing to the outside world. At an average rate of 11.8 percent, China's real
GDP growth in the last five years has been the strongest and most stable in
nearly five decades, resulting in a significant improvement in the standard
of living. The reform has aso led to the rapid development of trade and
China’s integration with the world economy. Imports and exports have in-
creased at an average annual rate of 19.5 percent to US$288 hillion in
1995, accounting for 40 percent of GDP. The favorable investment envi-
ronment and the huge size of the market have attracted massive foreign
capital, which has added impetus to the Chinese economy. With years of
effort, China has made a breakthrough in its economic reform and, asare-
sult, the fundamental role of market forces in resource alocation has been
greatly strengthened.

The Ninth Five-Year Plan formulated early this year envisages atarget
of quadrupling China's 1980 per capita GDP by the end of the century and
the virtual elimination of poverty. The Chinese government attaches great
importance to the sustainability of economic development and particularly
to the quality of growth. The year 1996 witnessed a good start to the Ninth
Five-Year Plan. Real GDP increased by 9.8 percent in the first six months
and is expected to stabilize at 9 percent for 1996; inflation, measured by the
retail price index, decelerated to 7.1 percent and is projected to be about 7
percent for the whole year. The summer grain harvest was satisfactory, and
industrial production continued to grow. Investment and consumption de-
mand grew at an appropriate level. Fiscal revenue increased significantly,
and the financial conditions remained stable. The balance of payments con-
tinued to improve, with imports and exports at a balance, and foreign direct
investment amounting to US$19.6 billion in the first six months. Foreign
exchange reserves are expected to reach US$95 hillion at the end of Sep-
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tember. The current macroeconomic environment is significantly better
than a few years ago, with fulfillment of the key economic targets envis-
aged at the beginning of the year—some even better than anticipated.
Macroeconomic adjustment has not been implemented at the expense
of sustained high growth, nor has it caused a substantial rise in urban
unemployment.

We are well aware of the challenges facing the Chinese economy, par-
ticularly the need to enhance the efficiency of the state-owned enterprises,
further strengthen the fiscal position, and improve the quality of the com-
mercial banks' loans. The solution to these problems lies in deepening the
reform and maintaining appropriately tight monetary and fiscal policies.
The interest rate cuts on two occasions this year were mainly responses to
substantial declinesin prices. With controlling inflation asits primary task,
the People’'s Bank of China will maintain an appropriately tight monetary
policy, rely more on indirect instruments in controlling the money supply,
and, together with an appropriately tight fiscal policy, facilitate sound eco-
nomic development.

Since July 1, 1996, China has alowed foreign-funded enterprises to
sell and buy foreign exchange with banks, and has eliminated exchange re-
strictions on payments for trade and trade-related current transactions.
China expects to introduce current account convertibility of the renminbi
by the end of this year, thus meeting the relevant obligations of Article V|
of the Articles of Agreement well ahead of our original schedule.

The sustained high economic growth rate over the past 17 years,
which has far exceeded that of the world average, has significantly en-
hanced China's relative economic strength. However, its share in Fund
quotas has continued to decline, which is contrary to the principle that the
distribution of Fund quotas reflects the relative economic positions of
members. Effective measures are called for to address such anomalies.

China's resumption of its exercise of sovereignty over Hong Kong,
which will take place in nine months, is of great interest not only to the Chi-
nese people, including those living in Hong Kong, but also to the interna-
tional community. The social and economic situation in Hong Kong is gen-
eraly favorable for a smooth transition. China will strictly implement its
commitments made in the Sino-British Joint Declaration on the Question of
Hong Kong; will abide by the Basic Law of the Hong Kong Specia Ad-
ministrative Region; and will, after the return of Hong Kong, adhere to the
principle of “one country, two systems.” Hong Kong will enjoy a high de-
gree of autonomy and be governed by local inhabitants. Its current social
laws and economic systems and lifestyle will remain unchanged. Its exist-
ing laws will also basically remain unchanged. It will retain the status of a
free port and a separate customs territory. The Hong Kong dollar will con-
tinue to circulate as legal tender in the special administrative region. It will
also retain the status of an international trade, financial, and transportation
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center. Foreign interests in Hong Kong will be given due regard. The Chi-
nese government will keep these policies intact for 50 years. We have full
confidence in Hong Kong's long-term prosperity and stability.

The financial relationship between China's mainland and Hong Kong
after the transition will be characterized by the coexistence of two curren-
cies, two monetary systems, and two monetary authorities within one sov-
ereign state. The central government will remain fully supportive of the
Hong Kong Monetary Authority in its endeavors to maintain financia sta-
bility and its status as an international financia center.

Next year’'s Fund/Bank Annua Meetings will be held in Hong Kong.
It will be the first important international meeting to take place in Hong
Kong after China's resumption of the exercise of its sovereignty over
Hong Kong. The Chinese government will have the honor of playing host.
We will do everything possible to make the meetings a great success. | am
looking forward to seeing you all again in Hong Kong next autumn. Wel-
come to the Annual Meetings in China, and see you again in Hong Kong.

STATEMENT BY THE GOVERNOR OF THE FUND FOR THE
REPUBLIC OF CROATIA

Marko Skreb

Following a decade-long stagnation of the former Yugoslavia in the
1980s, the Croatian economy suffered a tremendous supply shock caused
by the disintegration of Yugoslavia and by aggression toward Croatia.
GDP decreased by one-third. However, in 1995, some signs of growth of
the Croatian economy started to show. The 2 percent growth in GDP (the
first since 1990) was moderate compared to expectations. After decades of
high inflation and even periods of hyperinflation, expectations were more
than optimistic, following the implementation of the Stabilization Program
by the end of 1993. During 1995, Croatiaregained control over mgjor parts
of its territory under occupation, and peaceful reintegration of eastern
Slavoniais proceeding well.

Price and exchange rate stability has been maintained for the third con-
secutive year. After 3 percent deflation in 1994, retail prices increased by
only 3.7 percent during 1995, which places Croatia at the top of countries
in transition, and is more in line with trends in developed countries. Fur-
thermore, developmentsin the first eight months of 1996 indicate that Croa
tids inflation over the past three years will continue to average 1 percent
annually. Despite the fact that Croatia’'s domestic currency, the Croatian
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kuna, has been floating, it has shown remarkable stability both in nominal
and in real terms.

These results were achieved in an environment of very rapid remone-
tization of the economy and reverse currency substitution. In 1995, base
money, the main product of the central bank, grew by 43 percent, while at
the same time the broad monetary aggregate, or total liquid assets (M4),
grew by 40 percent. In 1996, these trends have continued, though at a
slower pace. During the first eight months of 1996, money supply has in-
creased by 26 percent. Although monetary policy has not changed since
1993, the main means of creating base money have been interventions by
the central bank in foreign exchange markets. At the end of 1995, net for-
eign assets of the central bank amounted to more than 95 percent of the
total balance sheet. Presently, the amount of international reservesis about
US$2.3 billion, which surpasses the money supply.

These results were achieved not only through radical changes in the
monetary policy instruments (introduced after the establishment of mone-
tary independence), but also through enormous reform efforts within the
fiscal area. Despite lower tax rates, overall central budgetary revenues
have tripled over the past four years, making the central budget share of
GDP about one-third. However, the main stabilization factors included a
budgetary surplus in 1994 and a moderate budget deficit amounting to 2
percent of GDPin 1995.

A similar budget deficit is expected for 1996. More important, the
deficit mentioned was not financed through the central bank, but from ex-
ternal sources. Today, Croatia has one of the lowest profit tax rates of 25
percent and is about to introduce a modern single-rate VAT of 22 percent.

The 1995 current account deficit of around 9 percent of the estimated
GDP has been the main topic of numerous discussions. However, it isim-
portant to note that this deficit wasaresult of theincrease of both importsand
exports. Nevertheless, we should keep in mind that in conditions of relatively
low domestic savings, real growth can be financed only from foreign sources.

In 1995, international reserves of the central bank grew by 35 percent.
By September 1996, the international reserves of the National Bank of
Croatia reached the level of three months’ worth of imports of goods and
nonfactor services.

The past two years have been marked by the resolution of the exter-
nal liquidity problem, i.e., external debt incurred mostly by the former Yu-
goslavia. In March 1995, we reached an extremely important arrangement
with member countries of the Paris Club, and by end-July 1996 an agree-
ment with the London Club was completed as well. Croatia's total exter-
nal debt amounts to US$4.5 billion, which is 23 percent of the estimated
GDP, resulting in a very comfortable debt-servicing ratio of no more than
10-11 percent in the coming years. We do view these numbers as favor-
able, and we regard them as an addition to our overall external credibility.
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At the same time, we expect the international community will assist us, not
only in dividing liabilities of the former Yugodavia, but assets as well.

Relations with the IMF and the World Bank

It can be said without hesitation that Croatia has enjoyed excellent re-
lations with both the Fund and the World Bank Group. The stand-by and
Systemic Transformation Facility (STF) arrangements with the IMF were
carried out successfully, contributing to the overall credibility of the Croa-
tian stabilization program that started a year before the arrangements with
the Fund. At the same time we have benefited from numerous programs
with the Bank, which included an emergency reconstruction loan, health
care sector programs, and road infrastructure facilities. Smaller programs
in public sector management, development of capital markets, and private
farmers' support were greatly appreciated as well. Their total amount
comes to US$280 million.

Needless to say, our plans for the future are even more optimistic. We
repeatedly have emphasized that structural reforms are the key to Croatia's
prosperity. Thus, we are now entering the final phase of negotiations with
the IMF on athree-year Extended Arrangement, and the progress achieved
so far in negotiating several loans, the Enterprise and Financial Sector Ad-
justment Loan (EFSAL), the Public Sector Adjustment Loan (PSAL), and
the Agriculture Sector Adjustment Loan (ASAL), with the World Bank is
substantial as well. Six more projects are being prepared for the future in
regional infrastructure, environment, etc. Croatia has adopted the Special
Data Dissemination Standard (SDDS) to ensure prompt and transparent in-
formation on its economic policies, and supports the continuation of the
Enhanced Structural Adjustment Facility as well.

Economic Policy Priorities for the Future

After achieving stability should we now turn toward development? In
brief, macroeconomic populism has been gaining ground. It seems that
there have been two conflicting goals, namely, a trade-off between stabil-
ity and growth. We do not believe in the long-term Phillips curve, and we
regard stability as a necessary condition for sustainable growth in the fu-
ture. Decision makers in Croatia firmly believe that sustainable economic
growth cannot be achieved without a stable macroeconomic framework.
Achieving and maintaining price stability is considered one of the basic
aims of economic policy. We plan to keep our inflation target at about 3
percent in the future, as speedier and sustainable growth is now a priority.
There are also reliable indications that real growth in 1996 could be 7 per-
cent, and growth rates of 57 percent could be achieved over the medium
term. We plan to pursue a fiscal deficit of no more than 3 percent as the
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long-term goal, without financing it through monetization. Public debt,
now at about 45 percent of GDP, should not surpass 50 percent. The main
objective for growth is to lower the overall fiscal burden from the current
more than 53 percent to about 40 percent.

Needless to say, utopia has not been achieved yet, thus much work re-
mains to be done within the Croatian economy. There are at least four areas
of major importance where substantial progress could be expected.

First, speedier restructuring and privatization of commercia banks
and enterprises is a must. The main problem of the financial system as a
whole since the introduction of the stabilization program has been high
real interest rates and a large interest rate spread. Interest rate spreads are
primarily affected by domestic structural factors such as the high portion
of (inherited) illiquid or dud assets; segmented and oligopolistic markets
of the banking industry (which is reflected in high differences in interest
rates among various deposit money banks); and inadequate financia dis-
cipline, causing high risk premiums (i.e., high total interest charged). Low
labor productivity of our banks (measured by assets per employee) also
contributes significantly to the above tendencies. A high number of banks
that operate domestically—some 60 of them—have not significantly in-
creased competition in this industry. By mid-1996, as the bank rehabilita-
tion process has gained ground, interest rates have started to decrease.
Money market rates have fallen from 30 percent to single-digit numbers.
Lending rates of commercial banks follow that trend, though at a much
slower pace.

Second, domestic savings must increase for medium-term growth to
be sustainable. The following are some of the most important measures to
be carried out in order to increase savingsin Croatia: strengthening finan-
cial discipline and stability of the financial system; reforming the pension
system as a medium-term measure; enhancing fiscal discipline, i.e., in-
creased government savings and credibility of economic and all other poli-
cies; and improving the trust not only in the banking system, but in the
country in general. Decreasing fiscal pressure is essential. Within the area
of pension system reform, we expect significant cooperation with the
World Bank, as mentioned already.

Third, it is of key significance to emphasize the medium term while
planning Croatian economic and financia policies. We should de-emphasize
the short-term (monthly or even daily) results and turn our attention to long-
term trends. The theory and practice of central banking have been developed
around the inflationary pressures arising from the conflict between the
medium-term and long-term effects of monetary expansion. Expectations
among the population at large regarding Croatia's economic future are very
high. In this context, we are redistic in our expectations, keeping in mind
that increasing the money supply cannot produce real goods and services. In
economics one does not always get what one wants. Credibility must be
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earned day by day, but can be lost in a moment. For a central bank with the
power of producing money, thisis an important concept to keep in mind.

Fourth, Croatiais asmall open economy, not atrend setter. The world
has been developing in the direction of forming trade and currency zones.
Globalization, increasing complexity of financial instruments and their
rapid growth are some of the visible sides of financial marketstoday. Croa-
tia has been, and will remain, a part of Europe. It is important to note that
two-thirds of our merchandise exports and imports are traded with coun-
tries of the European Union. By adding the central European free trade
area (CEFTA) countries, this share climbsto around 80 percent. Therefore,
we must be more determined about accepting European and world stan-
dards, especialy in financial operations. It is very important for us to ful-
fill most of the Maastricht criteria (with the exception of interest rates) for
joining the European Economic and Monetary Union (EMU).

Does Croatia have achoicein its economic policies? As any other mod-
ern country, it does, and it will choose the path it wishes to follow. Sur-
rounded by conditions of globalization we know that world markets are be-
coming more cautious and more transparent. Mistakes in the economic
policy of acountry are much more visible, causing stronger far-reaching con-
sequences than ever before, as seen in the case of Mexico. High mobility of
capita has not only enhanced the responsibilities of authorities, but aso has
required the implementation of sound policies. Miracles do not happen, at
least not in economics, and economic success, i.e., sustainable growth, is a-
ways the result of long-term hard work. The political economic aspects of
this development paradigm should not be neglected. In the long run, sound
economic policies are good politics as well, especially in a nonelection year.

The famous Thomas Alva Edison once said, “There is no substitute
for hard work.” Allow me to restate that and say that healthy and credible
medium-term economic policies, directed towards increasing domestic
savings and with a clear European vision, simply have no substitute in
Croatia. If thereis one, let it be said that the marginal rate of substitution
of these policiesis such that no rational decision maker would choose it.

STATEMENT BY THE GOVERNOR OF THE BANK FOR DENMARK

Poul Nielson

I have the honor of addressing this Annual Meeting on behalf of the
Nordic countries. Denmark, Finland, Iceland, Norway, and Sweden.

Allow me first of al to extend a warm welcome to the newest mem-
ber of the Bank, Bosnia and Herzegovina.



DENMARK 77

Over the last couple of years, we have seen both discouraging and en-
couraging developments in the international economic scene. Economic
development has gained ground in many developing countries, thanks
largely to successful stabilization and reform policies. Ultimately, eco-
nomic development depends on these countries’ own efforts. The countries
in economic transition are going through a thorough restructuring process,
and we now see economic growth picking up.

The early 1990s have seen aremarkable increase in private flows to de-
veloping countries, and private flows now far exceed official resources. Also,
trade has become increasingly globalized. The Bank hasto adjust to these fa-
vorable developments in its lending policies. It is encouraging that the
Bank’s initiatives in the transition economies have met with initial success.

However, the poor countries are falling behind and risk being margin-
alized. Special attention must be given to these countries. Therefore, in the
following, | shall concentrate on the plight of these countries. Continued
and increasing poverty in anumber of developing countriesistoday’s most
challenging development problem. Theinternational debt initiativeisan en-
couraging development, indicating willingness in the international commu-
nity to fight poverty and enhance social and economic development.

The poor countries continue to depend on external concessional fi-
nance. However, it is worrying that the international community is not
even able to maintain the previous level of official development assistance
(ODA). Due to fiscal constraints, many countries of the Organization for
Economic Cooperation and Development (OECD) have been forced to cut
down on ODA. The decline in the size of ODA as a percentage of OECD
members’ GNP has now fallen to only 0.27 percent in 1995, the lowest
level since the United Nations adopted the target of 0.7 percent in 1970.
This has created severe difficulties in securing funds not only for the UN
system, but also for the concessional windows of the international finan-
cia institutions (IFls). The Nordic countries have, on average, been ableto
sustain ODA at alevel well above the UN target. We are deeply concerned
about the present trend and hope conditions will soon bein place again for
ODA levels to be restored and effectively used.

Today, private flows cannot compensate for ODA to the poor coun-
tries. Private flows are concentrated on too few countries, none of which
are among the poorest. While it is important to maintain these flows, it is
equally important to broaden their geographic coverage. The World Bank
plays an important role in this respect, and the Nordic countries welcome
further efforts by the Bank in this direction. In addition to non-debt-
creating flows and ordinary private and official lending, the soft windows
of the IFls continue to be important providers of concessional resourcesfor
development. And we believe that their existence makes a great difference.

Burden-sharing mechanisms should help mobilize a high level of
funding for the soft windows of the IFIs. It is, however, unfortunate when
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the valued principle of burden sharing leads to the opposite, due to the fail -
ure of amagjor donor to comply with its responsibility. This happened both
in the replenishment negotiations for IDA and for other development
funds. The Nordic countries were prepared to support alarger IDA-11. The
burden-sharing mechanism, however, did not encourage that. Therefore,
and in order to avoid difficulties in reaching adequate replenishment of
IDA-12, we see a heed to review the existing formula for replenishment
negotiations and to find adequate ways to induce donors to solve the pre-
sent financing problem.

Let me now turn to the debt initiative. The Nordic countries were
among the first to draw attention to the need for a comprehensive solution
to the problem of unsustainable debt. At the initiative of the Nordic coun-
tries, the so-called fifth dimension was established in the late 1980s. Con-
currently, the IDA Debt Reduction Facility was established. These mea-
sures have been successful: year by year it has been possible to transfer
enough net resources to most of the heavily indebted countries to cover
their payment needs. But their total debt has not decreased. On the con-
trary, it increased from US$128 billion in 1988 to US$186 hillion in 1995.
Much of the resources transferred during this period were in the form of
concessional multilateral loans. Also, concessional loans contribute to the
debt burden. The Nordic countries particularly support the heavily in-
debted poor countries (HIPC) initiative, asit addresses the debt problem in
a comprehensive way, covering not only bilateral but also the equally im-
portant multilateral debt.

Why should we worry about the debt overhang of poor countries as
long as the financing gaps are covered by new transfers each year? In our
view, the high and mounting debt of the heavily indebted poor countriesis
both a direct disincentive to development and a cause for uncertainty. A
disincentive because potential investors get discouraged knowing that the
debt will result in future increased taxation. A factor of uncertainty because
the countries depend on the continuation of bilateral and multilateral trans-
fers at very high levels.

Therefore, the Nordic countries welcome the debt initiative and wish
to see the initiative implemented as a matter of urgency. We also believe
that its procedures should be flexible and transparent. Flexibility, in our
view, should also apply to the timetable, so that countries that have pur-
sued successful stabilization and reform policies will be credited for these
efforts.

We redlize that the financing modalities, including the burden sharing
between bilateral and multilateral creditors, is not yet fully in place. These
modalities must now quickly be settled. The decision by the Paris Club
members to provide enhanced debt reduction isimportant, although not as
bold as we had hoped for. There iswillingness among the Nordic countries
to contribute to the initiative through the proposed trust fund, and we ex-
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pect other donors to contribute their share. The Nordic countries have al-
ready, on a bilateral basis, provided assistance to relieve the debt of poor
countries to the multilateral institutions in the amount of US$143 million
during 1995 and 1996.

Allow me, in this context, to extend an invitation on behalf of the
Danish government to host the founding meeting of the trust fund in
Copenhagen. The early convening of afounding meeting will demonstrate
afirm political determination to carry forward the initiative. The initiative
could very well be seen by future generations as the decisive building
block of the international debt strategy, the element that, around the turn of
the century, made it possible for the poorest and most hopelessly indebted
countries to exit from their debt problems.

L et me touch upon three other issues that the Nordic countries regard
as important on the international agenda: the development in the transition
economies, the role of the state, and good governance. We warmly wel-
come the attention that the World Bank and IMF have given during the last
few years to the problems of the transition economies. An overwhelming
majority of the transition economies in central and eastern Europe have
taken impressive steps toward market economies. For example, Russia has
now made considerable progress in bringing down inflation within the
framework of the stabilization programs agreed with the IMF. In parallel
with this achievement, however, many problems remain and create atruly
challenging task for the World Bank in its support for the transition
economies. Therefore, work must continue to assist these economies in
their efforts to reform and restructure. The International Finance Corpora-
tion (IFC) has an important role to play here. The socia effects of transi-
tion and environmental concerns should also be given high priority.

Reforms of the public sector and good governance are important pre-
requisites in the struggle against poverty. The public sector can—and
should—facilitate development of physical and social infrastructure, espe-
cially health and education. It requires planning, financing, and monitor-
ing capacity. At a time of increased globalization, the state should also
have the capacity to address issues of common global concern such as en-
vironmental degradation, climatic change, and migration. Public sector
and civil service reforms should be aimed toward these objectives.

Regarding privatization, it is, in many cases, sensible to break state-
owned monopolies. Theissue is hot so much whether ownership is private
or public. The issue is to enhance, where possible, competition on market
terms and, at the same time, minimize the drain on public resources due to
mismanagement and corruption.

Good governance plays an important role in economic development,
and we welcome increased priority in the Bank to this issue. The public
sector must be credible, transparent, and accountable. There is a need for
improving good governance through enhancing the capacity and institu-
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tional competence of the public sector. By bringing resources and author-
ity closer to those involved, decentralization of government would make it
easier for the priorities of the people to be reflected in decision making.

Finaly, I would like to mention that the Nordic experience has shown
that decentralization can consolidate democracy and contribute to im-
proved service delivery and increased accountability in the use of public
funds. The Nordic experience is nhot unique. Well-implemented public sec-
tor reforms, including decentralization, have facilitated economic and so-
cial development in Africa, Latin America, and Asia. The Nordic countries
wish to encourage the Bank and member countries to give priority to such
governance and reform issues.

STATEMENT BY THE GOVERNOR OF THE BANK FOR FiJl

Berenado Vunibobo

It is an honor to attend the Fifty-First Joint Annual Meetings of the In-
ternational Monetary Fund and the World Bank Group. | welcome Bosnia
and Herzegovina to the membership of the Bretton Woods institutions. |
aso join fellow Governors in warmly congratulating Mr. Camdessus on
his third term as Managing Director of the Fund.

Thereisagenera air of optimism on the immediate global economic
outlook. Many industrial countries appear to have quickly stabilized the
temporary economic slowdown in 1995. | am particularly encouraged by
the economic recovery in Japan and Germany. On the other hand, the de-
veloping countries have put the contagion effects of the Mexican crisis
firmly behind them and have continued to perform well as a group.

| believe that the stable price environment offers us an excellent op-
portunity to establish ahigher sustainable growth path. We should take full
advantage of this rare opportunity and quickly sever the shackles that are
holding us back. In particular, we must renew our efforts on fiscal consol-
idation to give us the necessary elbow room to persevere with the fight
against inflation and, at the same time, keep interest rates down. This will
help us maintain stability on the exchange rate market, providing further
impetus to global trade and financial flows. Ultimately, this economic sta-
bility will create the springboard for better growth prospects among mem-
ber countries, particularly the poorest among us.

Having said that, | note that, while developing countries as a group
continue to perform strongly, the pattern of growth has not changed at all.
The dynamic economies of southeast Asia continue to forge ahead, al-
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though they have to develop contingencies against possible overheating.
The slowdown in the Latin American countries was to be expected in the
aftermath of the Mexican crisis and some economies are now back on track.
However, while there has been significant improvement in the economic
performance of African countries, the region still 1ags behind. In my part of
the world, the Pacific island nations have not performed up to potential. In
my view, this regional growth disparity must be brought to the top of the
agendaof the multilateral institutionsincluding the Fund and the Bank. The
pursuit of abroader-based growth among the developing countries requires
a multipronged approach on many fronts, cutting across the areas of spe-
cialization of the network of multilateral institutions. | would like to see the
multilateral institutions, particularly the Bank and the Fund, adopt this chal-
lenge as a collective mission through a global partnership approach.

Let meturn to the issue of globalization. The world markets are being
unified through technological advancement and innovation. Significant
progress has been made in trade liberalization across the globe. It is en-
couraging to see many countries adopt Article VIII of the Fund. World
trade has increased in leaps and bounds funded by more dynamic capital
flows. The World Trade Organization is now firmly in place.

What does this globalization imply for small member countries of the
Bretton Woods institutions like Fiji? We are fully aware that we are a part of
the global family, and we accept that there is really no other viable alterna
tive but for usto find our niche in the world marketplace. We a so realize that
the key factor to successful integration is competitiveness. Herein, | think, is
where, for reasons mainly beyond our control, we are most vulnerable. The
biggest constraints that we face in the South Pacific islands are our isolation
from major markets and our small resource endowments. These factors ef-
fectively inflate the costs of imported raw materials and the landed costs of
our exports. At a time when we are till trying to search for solutions, our
preferential trade agreements are being dismantled. To make matters worse,
our scarce human resources, particularly those with special skills, continue
to be attracted to more affluent industrial countries. We, therefore, call for bi-
lateral and multilateral assistance in the following areas to help us in this
transition period and allow usto effectively compete:

« First, the development of our human resources through training and
technical support;

« Second, the strengthening of our institutions, procedures, and sys-
tems through technical assistance and advice;

« Third, the development of our physical and social infrastructure;
« Fourth, assistance in establishing new markets for our exports;

« Fifth, the continuation of existing trade agreements;

« Finally, the provision of concessionary financial flows.
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The age of high technology and sophistication has also allowed a high
degree of international financial intermediation. This issue of resource
transfer is critical for the continuing growth of developing countries. Most
of our Asian neighbors have been successful in attracting private equity
capital and portfolio investment. Unfortunately, we in the Pacific islands
have not been as successful, but thisis not entirely because of the lack of
our economic efforts. For instance, in the case of Fiji, the Executive Board
of the Fund has acknowledged that we have been successful in securing
economic stability in the last two years. Economic growth in Fiji has av-
eraged 3 percent in the 1990s, inflation is moderate at 3 percent, the cur-
rent account is expected to be in surplusin 1996, and external debt servic-
ing islessthan 5 percent of exports of goods and services. In addition, we
have recently established the Capital Market Development Authority to
coordinate the development and deepening of our capital markets to assist
us to mobilize savings and to improve the efficiency of intermediation.
However, because of our size and location, it is unlikely that we can com-
pete for private capital flows in a big way. Like many developing coun-
tries, we would rely mostly on official capital flows. At the same time, the
needs of other developing countries, particularly the transition economies,
are significantly larger than ours. | therefore fully share the concern of fel-
low Governors that the expected financial requirements of members may
impose severe strains on the future resources of the Fund and the Bank.

| am therefore happy to note the progress on the Eleventh General Re-
view of Quotas. Likewise, | also note the somewhat faster progress toward
doubling the borrowed resources currently available to the IMF under the
Genera Arrangements to Borrow (GAB). | fully agree that the quota and
the GAB are not substitutes. | would like to see the Fund remain as a
quota-driven institution. The GAB can play a supporting role in helping
out with international emergencies supplemented by other emergency
funding mechanisms. The existing formula for the quota increase appears
broadly appropriate. | would go along with an equiproportionate increase
in quotas and arelatively smaller special increase to address the quotas of
member countries that are seriously out of line. | also support the agree-
ment on the Managing Director’s proposal for an SDR alocation to re-
solve the equity issue. |, therefore, urge the Executive Board of the Fund
to quickly finalize its deliberation and call on all member countries to ac-
celerate the political process needed for the quick ratification of the
eleventh quota increase and the SDR allocation.

On the Bank side, | warmly welcome the el eventh replenishment of the
International Development Association (IDA), which will allow disburse-
ments of $22 billion over the next three years. | join the call for the richer
members of the Bank to fully subscribe to their IDA obligations. In contrast
to official bilateral debt, multilateral debt has been fairly stable at about 30
percent of total debt. In an environment where private capita flowsare gain-
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ing dominance, it is indeed heartening that the Bank is offering a currency
choice for its new and existing loans. | appreciate this initiative because it
offers an alternative to the otherwise expensive currencies in which the mul-
ticurrency debt is usualy recaled. Furthermore, it will reduce the uncer-
tainty and allow us to better project our debt-servicing and financial flows.

| feel that one of the major challenges that face the Fund and the Bank
today is to ensure that the allocation of funds and the modalities of their
facilities are constantly aligned to the needs of member countries. This
would go along way to lifting the effectiveness of the twin institutions and
improving the economic well-being of its members. The special needs of
member countries like those in transition and the heavily indebted call for
bold and innovative approaches. | am therefore pleased to support the con-
tinuation of the Enhanced Structural Adjustment Facility (ESAF) as a per-
manent feature of the Fund's facilities. In my view, the temporary and
monetary features of the Fund’'s mandate are not being compromised by
ESAF. The Fund’sroleis constantly being frustrated by the lack of adjust-
ment and reforms that are prerequisites to the achievement of the Fund's
wider and, | believe, more strategic objectives of growth and prosperity. |
therefore request the Bank and the Fund to work very closely together to
address the special structural needs of member countries.

The South Pacific island nations have their own special needs. In par-
ticular, our countries are regularly devastated by hurricanes, which im-
poses severe strain on our balance of payments position and considerable
cost on infrastructural rehabilitation. While we are grateful for bilateral as-
sistance that we receive at such times, our needs could be further addressed
by afast disbursing emergency facility from the Bank and the Fund. Tech-
nical assistance must take up a major portion of the Bank and the Fund’s
assistance to the region. | would like to take this opportunity to express
Fiji's satisfaction at the attention the Bretton Woods institutions have
placed on the Pacific region. | welcome the setting up of the new division
in the World Bank to address the needs of small South Pacific islands.

In Fiji, we are also fortunate that the Pacific Financial Technical As-
sistance Centre (PFTAC) islocated in Suva. | commend the continued sup-
port for the Centre, which has been granted a second three-year phase, and
gratefully acknowledge the contributions of the donors. We have found
that PFTAC provides the necessary and much-needed technical advice and
training in public expenditure management, tax and customs reform, bank-
ing supervision, and statistics on national accounts and balance of pay-
ments. The PFTAC is helping small island nations in the region undertake
much-needed reforms and conform to the new reporting requirements for
data provision to the Fund. | would also like to specifically thank the Bank
and the Fund for their help and support in the rehabilitation of the National
Bank of Fiji. | conclude by wishing the Bank and the Fund well in their
next year of operation.
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STATEMENT BY THE GOVERNOR OF THE FUND AND
THE BANK FOR FRANCE

Jean Arthuis

Allow me first of all to warmly congratul ate the Managing Director
of the International Monetary Fund on the eve of his unprecedented third
term. The ardor and talent of Michel Camdessus have earned him the ad-
miration of all and the gratitude of many, and | am confident that he will
continue to face up to the heavy responsihilities of his task with rigor and
caring.

I have come away from the preliminary meetings of the last few days
and from yesterday’s speech by the Managing Director of the IMF with a
feeling of confidence and even optimism on the prospects of our
economies. Already, a great number of developing countries have steady
growth with moderate inflation. | welcome the dynamism of the develop-
ing countries, many of which are experiencing a positive progression of
their per capita GDP. The success of many African countries, which are
now achieving growth superior to 5 percent per annum, bears witness to
the fact that there were solid grounds for undertaking the efforts of the last
few years.

We all know that these good prospects will depend on being able to
maintain what has been achieved: inflation kept in check in the industrial-
ized countries and in a growing number of developing ones; the reduction
of fiscal deficits well under way all over the world, even if some danger-
ous situations persist; and the reduction of external imbalances.

However, growth in France and in continental Europe was fairly dis-
appointing at the end of 1995 and in the first half of this year. Neverthe-
less, we now have good reason to believe that the conditions for a recov-
ery are in place; | note that the IMF forecast for France is practically
identical to our hypothesis of 2.3 percent growth for 1997. The absence of
inflationary risk; the high profit margins of private enterprise, and thus
their capacity to finance new investments; the low interest rates following
the sharp reduction observed over the last 12 months; and the relative sta-
bility of the exchange markets after the turbulence of 1995—all these ele-
ments create conditions favoring the return of growth to our countries. |
would add that progress achieved in fiscal consolidation has made possi-
ble a significant reduction in long-term interest rates, which testifies to the
fact that the credibility of our fiscal policy has been restored. The govern-
ment of Alain Juppé had promised that we would reduce the deficit from
6 percent to 5 percent of the GDPin 1995, and we did it. We promised that
we would reduce this deficit to 4 percent in 1996; we are doing it, and |
can guarantee that this target will be met. We have committed ourselves to
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reduce the deficit to 3 percent in 1997. We will keep this commitment as
we have the previous ones.

What then, in this favorable context, are our priority tasks? | sub-
scribe unconditionally to the recommendations in the declaration of the
Interim Committee, but | would like to emphasize two goals. First, the
necessity to reach a new stage of fiscal consolidation. Certainly, we must
pursue the reduction of the fiscal deficit now in progress, but the crite-
rion of 3 percent that France, like several other European countries, has
vowed to attain in 1997, is only a step. The medium-term goal, which we
must now envisage, is to reestablish the balance in public finance. The
high level of public debt in most of the industrialized countries, the aging
populations, the necessity to lower taxes—all these considerations create
the need for more lasting fiscal consolidation; that is, a return to bal-
anced budgets. This certainly does not preclude taking the economic
cycle into account by tolerating some reasonable margins of fluctuation.
Such is the sense of the “Stability Pact” discussions on fiscal policy
within asingle currency now under way in Europe. Control of public ex-
penditure will require great effort, but | am convinced that it will en-
hance the well-being of our people.

The other goal that | want to emphasize is the necessity to promote
international financial stability. This has several aspects. First, exchange
rate stability. We have made progress over the last 12 months. The orderly
reversal that we al hoped for is under way, and the improved economic
environment that we all have observed can in part be attributed to it. The
coming months will be decisive ones for Europe. The deadline for the sin-
gle currency is nearing. We already fulfill many of the conditions, notably
the most important one: most of our countries have achieved convergence
at avery low level of inflation. We can say that price stability in Europe
is presently assured. We need to undertake further fiscal effortsin conti-
nuity with what we have already accomplished. | have previously stated
my determination and my confidence. | am convinced that France and
several other European countries will be ready in time and under the
agreed criteria to participate in the single currency from January 1, 1999
on. This will result in greater monetary stability in Europe, and we will,
of course, have to cooperate with our other partnersin order to strengthen
global stahility.

The second aspect relates to the security of financial markets. Several
recent crises in new financial products, as well as in traditional banking
systems, in the industrialized countries and in the emerging countries or
those in transition, have demonstrated the urgency of this question. The
more our economies integrate, and the more the capital markets globalize,
the greater the need for security in financial markets becomes. This can no
longer be treated separately, country by country. Several initiatives have
been, or are on the point of being, launched as a result of the impetus of
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the Lyons Summit. Many organizations are involved: the Basle Commit-
tee, of course, the International Organization of Securities Commissions
(10SCO), and the International Association of Insurance Supervisors
(IA1S). | consider that the IMF itself will be called upon to play an impor-
tant role in these efforts.

What arethe priorities? Asfor myself, | seefour. First of all, we must
enhance cooperation among prudential authorities in order to adapt their
supervision to the reality of internationally active financial institutions
and conglomerates, whose busi nesses span national borders and the tradi-
tional separations between financial services. Second, we must improve
transparency in financial markets. The better the investor information, the
more reliable their decisions or at least the decisions of those who wish to
be prudent. The third question concerns the financial stability of emerg-
ing economies, which has particular importance for the IMF, the only in-
stitution with aworldwide mandate. It isindispensable for these countries
to create prudential standards that are sufficiently dependable and re-
spected to inspire investor confidence. This task cannot be limited to
transposing to emerging economies the standards developed for interna-
tional banks in the industrialized world. The emerging economies present
different, often higher, risks that call for tailored responses. Finally, we
must reflect on the consequences of the rise of electronic money. It is not
certain that our as yet insufficient arrangements to prevent financial fraud
and to fight money laundering can accommodate the rapid appearance of
these new technologies.

Thelast aspect that | would like to mention is the management of eco-
nomic crises and the prevention of their spread. We all know that a prior-
ity effort must be directed at preventing crises through strengthening the
surveillance of authorities, mostly the IMF, and of the markets themselves.
Whence the importance of the creation of the standard for data dissemina-
tion and, | am delighted at the success with which this initiative has met.
Men are falible and markets will always be unpredictable, so, even with
strengthened surveillance, we cannot hope to protect ourselves from future
crises. It istherefore essential that we have at our disposal the resources to
face up to them. | am happy that we have been able to agree to double the
Genera Arrangements to Borrow (GAB). The first-time participation of a
number of emerging countriesis also asign of the times and accurately re-
flects the new economic and financial world. As Mr. Maystadt, the Presi-
dent of the Interim Committee, reminded us, this exceptional financing
must be rapidly coupled with a strengthening of the normal financing of
the IMF, a quota increase.

In conclusion, | would like to return to the development question,
which is once again at the center of our work, or rather to take up an ex-
pression used at the Lyons Summit and used yesterday by Mr. Camdessus
and Mr. Wolfensohn, that of a new partnership for development. When
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President Jacques Chirac took the initiative to invite for the first time last
June the President of the World Bank and the Managing Director of the
International Monetary Fund, together with the United Nations Secretary
General and the Director of the World Trade Organization, to awork ses-
sion with the heads of state and government, he intended to deliver a dou-
ble message to his colleagues. a message of openness and of attentive-
ness. We all have a voice in this worldwide enterprise, and we will only
prosper together. It was also a message of confidence and support. The
multilateral institutions, and in the economic sphere the International
Monetary Fund and the World Bank, can best channel our cooperation to
build this common prosperity. It is therefore essential that the richest
countries uphold the example of unfaltering support and scrupulously
honor their commitments.

Support, of course, can never be unconditional and each partner has
its responsibility. The developing countries owe it to themselves to imple-
ment good policies, allying economic rigor and social justice. The interna-
tional institutions must prove their capacity to change, to adapt to the new
demands of their members; and the rich countries must remain faithful to
their obligation to stand by them.

It isin this spirit that we have worked together during this assembly.
| want to acknowledge again the agreement that has permitted us, through
common effort, to guarantee the permanent financing of the Enhanced
Structural Adjustment Facility and therefore the future support of the IMF
for the adjustment efforts of the poorest countries.

We are | eft with some issuesto settle. It will be necessary to make de-
cisions that cannot be deferred for too long. | have confidence that the
same spirit of consensus that prevailed during these meetings will allow us
to find a good and solid financial agreement at future ones.

This agreement has made possible the participation of the IMF in the
new debt initiative. It is remarkable that, within three months of the impe-
tus provided by the Lyons Summit, all the partners of the international
community have been able to come to an agreement. The creditors of the
Paris Club are committed to a new effort to increase debt relief from 67
percent to 80 percent for the heavily indebted and poorest countries. |
would like to renew my thanks to Mr. Camdessus and Mr. Wolfensohn for
the exemplary spirit of cooperation that inspired their work and made this
agreement possible. | hope they will participate in the implementation of
thisinitiative to secure the flexibility and pragmatism necessary to its suc-
cess. To my mind, this agreement is a major advance that will permit usto
offer the heavily indebted and poorest countries the prospect of emerging
from debt, and thus the hope of regaining a growth rate that can raise the
living standards of their people. Naturally, they must also do their part in
maintaining tight fiscal policies, openness to trade, and monetary stability,
without which no progressis possible.
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STATEMENT BY THE GOVERNOR OF THE FUND FOR GABON

Marcel Doupamby Matoka

The Global Economic Outlook

As we approach the dawn of a new millennium, global developments
give us cause for renewed optimism. In the last ten years, the advance of
global economic integration has accelerated at a dramatic rate, in step with
an expansion in world trade and flows of private capital to a number of de-
veloping countries. A broadly favorable international economic environ-
ment is thus envisaged for developing countries in the medium term, fu-
eled jointly by a stable industrial country growth, low inflation, and low
world real interest rates. Developing countries as a whole are thus ex-
pected to grow by over 5 percent ayear on average over the next decade.

Huge disparities remain, however, among developing countries, and
this gives us cause for serious concern. The pace of integration into the
global economy has been very uneven among developing countries. The
ratio of trade to GDP has fallen in amost half of all developing countries
in the last ten years, according to World Bank reports. Moreover, two-
thirds of al foreign direct investment flows between 1990 and 1993 were
concentrated in just eight developing countries, while half of all develop-
ing countries, including most of sub-Saharan Africa, received little or no
inflows. Thisin spite of enormous investment opportunities resulting from
the emergence of a more liberal macroeconomic environment.

Sub-Saharan Africa enjoyed growth of more than 3 percent in 1995, a
marked improvement over the 1991-94 average of 0.7 percent ayear. This
growth was partly due to improved commodity prices, but also to the ef-
fect of economic reforms undertaken by a growing number of countriesin
the region. However, regional averages mask significant variations in
growth rates, and, while a small number of countries have continued to ex-
hibit strong performance, many others continue to experience contraction.
Only very modest increases in per capita incomes are envisaged in sub-
Saharan Africa for the foreseeable future, unless the efforts of reforming
countries in the region are rewarded with adequate flows of capital, both
private and official.

Resource Flows

Official Development Assistance (ODA)

Within this context, the poor prospects for aid flows to sub-Saharan
Africa are particularly worrisome. As is well known, for many countries in
the region, official development assistance (ODA) constitutes virtualy the
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only source of external financing and often represents a very significant part
of their revenues. Yet in recent years, ODA has been on a persistently down-
ward trend, falling from 0.35 percent of donors GDPin 1982/83 to just 0.29
percent in 1994, the lowest level in over two decades, according to World
Bank estimates. Almost al donor countries have reduced their ODA contri-
butions in recent years. This trend is expected to continue, and the poorest
countries, most of which are in Africa, may not be able to count on adequate
flows of ODA inthefuture. With limited accessto private capital dueto cred-
itworthiness constraints, and declining levels of ODA, sub-Saharan African
countries risk further marginalization in spite of significant progress with
policy reform. The World Bank Group should assist African countries’ efforts
to promote private sector development and to make them more attractive to
foreign investment. In particular, potential investors must be made aware of
the sizable gains made by African countries in reforming their economies.

IDA-11

In this environment of limited flows of private capital and ODA, the
Bretton Woods institutions will have an even greater role to play in sup-
porting the development efforts of sub-Saharan African countries. The re-
cently concluded eleventh replenishment of the International Devel opment
Association (IDA), while far short of estimated lending requirements and
well below previouslevels, was arrived at only after the exceptional efforts
of some IDA donors. Despite tight budget constraints and competing de-
mands, many donors pledged additional amounts to make up for the sig-
nificant shortfall in IDA resources. We are grateful for their support.

The longer-term outlook for IDA is of serious concern to us. Donor
funding under IDA-11 islower inreal termsthanin IDA-9 or IDA-10. More
important, it is significantly less than what IDA recipients are likely to re-
quire in future years, particularly as the number of claimants is anticipated
to increase, and as lending resumes to currently inactive borrowers. Thiswill
call for substantially higher levels of donor contributions for the year 2000
and beyond, if planned lending programs are to be completed successfully.

The concessional financing needs of sub-Saharan African countries
are certain to remain substantial in the short term, as they pursue vigor-
ously their economic reforms with a view to achieving sustainable devel-
opment. To this end, we would like to reiterate the importance for our
countries to receive an adequate proportion of IDA funding, and we trust
that our region will receive about 50 percent of total IDA-11 resources, as
agreed under previous replenishments.

Enhanced Sructural Adjustment Facility (ESAF)

We strongly support a self-sustained ESAF as a means of solidifying
the work of the Fund in low-income countries. The success of ESAF-
supported programs in the past few years provides firm evidence that the
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best approach to dealing with the balance of payments problem in low-
income countries is to encourage adjustment, structural reform, and in-
creased investment in these countries in the context of along-term strategy
supported by external financing that does not aggravate an already heavy
debt burden. We must build on this success with an ESAF that is ade-
quately funded in order to respond effectively to the needs of the eligible
members. In this connection, we are pleased with the consensus on the
continuation of ESAF operations with its existing features. We, therefore,
appeal to the donor community for bilateral support for both the loan and
subsidy elements. Such support would be a clear signal of a collective
commitment to the efforts of the Fund in helping those of the membership
that are most in need and are making efforts on their part to become €ligi-
ble to benefit fully from the process of global economic integration.

Quotas

We believe that the size of the IMF must keep pace with growth in the
world economy. While we agree that efforts to enhance borrowing arrange-
ments under the General Arrangementsto Borrow (GAB) are a prudent step
in preparing for potential shocks to the international financial system, this
is not a substitute for a quota increase and, therefore, we attach great im-
portance to reaching a timely agreement under the Eleventh General Re-
view of Quotas. Having said this, we must also emphasize the importance
we attach to finding a more equitable approach to the calculation of quotas,
in view of the fact that past reviews have led to successive declinesin the
voting strength of most devel oping countries, especially low-income coun-
tries, most of which are in Africa. This means that our influence in the de-
cision-making process of the IMF continues to decline with each increase
in quotas. Besides having negative implications for the maximum amount
of financing that our countries can obtain from the IMF, this unfavorable
trend threatens the representation of Africain the Board of the IMF. The sit-
uation calls for an examination of the variables in the quota formulas and
the possibility of including new variables. In addition, we feel it opportune
for the Fund to reactivate the system of basic votes so as to compensate for
the weakness in voting power of certain countries or groups of countries,
particularly those representing sub-Saharan Africa in the Fund. The IMF
must be prepared to consider other options, including selective intervention,
in view of the very limited access of many of these countriesto private cap-
ital and much more limited latitude than the rest of the Fund membersto fi-
nance their payments deficits out of their own resources.

Resolving the Debt Problems of African Countries

For many years, the heavy burden of debt has stifled the growth of
many African countries. There is now general agreement that alarge num-
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ber of these heavily indebted poor countries (HIPCs) have debt burdens
that are likely to remain above sustainable levels over the medium term,
even with strong policy performance and full use of existing debt-relief
mechanisms.

The Development Committee, at its spring meeting, endorsed a joint
Bank and IMF initiative on a framework for action to resolve the debt
problems of the heavily indebted poor countries. We would like to express
our appreciation for the joint efforts of Messrs. Camdessus and Wolfen-
sohn and their colleagues in responding to the Development Committee’s
request to develop an action program by the time of the 1996 Annual M eet-
ings. It isimportant that debt relief be comprehensive, provided in a flex-
ible and coordinated manner, and include broad burden sharing and equi-
table participation by all creditors.

The success of the HIPC debt initiative will depend to avery large ex-
tent on the concerted efforts of all the principal creditorsinvolved. Both bi-
lateral donors and the multilateral institutions, as well as other creditors,
must be committed to providing significant levels of funding of an addi-
tional nature in support of the initiative. Paris Club creditors will have a
particularly prominent role to play in this endeavor, and we trust that we
can count on them to make the extra effort required to make thisinitiative
successful by significantly exceeding the Naples terms. Ultimately, credi-
tor and debtor countries alike stand to benefit from an early and success-
ful resolution of this protracted debt crisis. We are encouraged by the
strong support shown for this initiative by the members of the Group of
Seven meeting in Lyons last June.

The Bank has played a lead role in this initiative, and has shown a
willingness to make a sizable contribution to the proposed trust fund. We
trust that the IMF will also play a proactive role by contributing some of
its resources to the proposed fund. We firmly believe that the sale of a por-
tion of its gold reserves would be one way in which the IMF could make
a sizable contribution to the initiative.

We believe that a larger number of countries than currently antici-
pated will need to be included in the initiative, and we would caution
against a rigid adherence to the numerical classifications by which debt
sustainability is being determined. The eligibility criteria used in the pro-
posal to determine access to the Fund may have the effect of excluding de-
serving countries. We also believe that the export growth assumptions in-
herent in the proposal are overly optimistic, and that more realistic
projections should be incorporated in the calculations. A flexible, case-by-
case approach must be followed in determining eligibility and, most im-
portant, a shorter, more realistic time frame must be used to establish a
country’s track record of reform so as to enable eligible countries to begin
to benefit from the initiative as soon as possible and to encourage them to
maintain the momentum of reform.
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Capacity Building in Africa

A key prerequisite for sustainable development, especially in sub-
Saharan Africa, is adequate mobilization of resources for the building of
human and institutional capacity. Without sufficient capacity to ensure the
effective implementation of projects in Africa, our countries are unable to
implement them with commitment and effectiveness. This fact is increas-
ingly being recognized by our development partners and it is gratifying to
note that, more and more, capacity-building concerns are being incorpo-
rated into programs in the region, while the emphasis on traditional tech-
nical assistance is diminishing.

In our discussions with Mr. Wolfensohn during the last Annual Meet-
ings, we, the African Governors, expressed concern about the capacity prob-
lem in Africa and urged the Bank to address it more decisively.
Mr. Wolfensohn has been an active proponent of capacity building and en-
thusiastically supported the African Governors' effortsto improve the Bank’s
approach to capacity building in Africa. Since then, on the recommendation
of the Governors, the African Executive Directors, with the assistance of the
Bank’sAfrica Region, have organized subregional and nationa workshopsin
Africato identify the key capacity needs and possible solutions, and to build
consensus on the key issues. National capacity assessmentsin some countries
to identify strategic capacity gaps, and an assessment to enhance the impact
of Bank poalicies, instruments, and operational practices on capacity building
and capacity utilization in Africa, have also been completed. A working party
has al so been established to assess the impact of Bank-sponsored projects on
capacity building into Bank operations.

Various constructive discussions have led to the preparation of an ac-
tion program for capacity building in Africa. We have thus agreed to
launch a broad initiative in support of partnership and capacity building.
This initiative could be based on the creation of atrust fund, to be funded
by resources from official and private sources. We look forward to seeing
the impact of these changes as soon as possible in the Bank’s operationsin
our countries.

Africa and International Trade

In the aftermath of the Uruguay Round, the volume of trade has con-
tinued to grow at a brisk pace, tariffs have been reduced in many countries,
and the costs of trade, especially communications costs, have fallen. Many
African countries have lagged behind, however, in opening to world trade,
fearful of the formidable adjustment costs and the uncertain benefits asso-
ciated with trade reform. We are concerned that the world markets do not
offer alevel playing field, thus limiting the benefits that could potentially
accrue to African countries from more liberal trade policies. In particular,
antidumping actions are on the increase, and the agriculture of developed
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countries remains highly protected and subsidized. Furthermore, the Mul-
tifibre Arrangement, to be phased out by 2005, continues to distort global
trade, acting as a huge compulsory export tax on developing country ex-
ports of textiles and clothing. In spite of the reduction of tariffs, we have
observed an increase in nontariff barriers, coupled with high transportation
costs, which generally put many sub-Saharan African countries at an eco-
nomic disadvantage. Moreover, the fact that the reduction of customs tar-
iffsislower for manufactured products than for raw materials tends to be
adisincentive for the local processing of our products.

For sub-Saharan Africa, losses are estimated at up to 0.5 percent of
GDP, or some $1.3 hillion, while gains are mostly predicted for al other
developing country regions. African exports face reduced preferential
trade margins, which will lead to export losses for aimost all African
countries. The price effects of the Round will increase Africa’s food im-
port bill significantly, and its agricultural trade balance is projected to de-
teriorate. The final act of the Round, in recognition of these potential
costs, included various provisions for differential obligations, technical
assistance, other financial support, and improved tariff preferences as
compensation for these countries. These commitments should now be
honored. The World Trade Organization (WTO) and especially the Com-
mittee on Trade and Development must play a major role in monitoring
the impact of the Round on the poorest countries, ensuring compensation
commitments are honored, and providing technical and capacity-building
assistance to affected countries. The United Nations Conference on Trade
and Development (UNCTAD), in close cooperation with the African re-
gional and subregional institutions, could act as aforum for analyzing the
relationship between trade and development, coordinating changes in
preference schemes, and setting priorities for technical assistance, espe-
cialy with regard to the new issues currently under negotiation, such
as the multilateral investment agreement, competition, and trade and the
environment.

Regional Cooperation and Economic Integration

We strongly believe that economic cooperation and regional integra-
tion, as provided for in the Abuja Treaty, are a means of promoting sus-
tainable development in Africa, as in other regions of the world; strength-
ening regional peace and political stability; guaranteeing our participation
in international trade; and halting the growing marginalization of our
economies. Thisiswhy, by combining our limited resources, we are striv-
ing to harmonize and to coordinate our countries' macroeconomic policies,
to develop cross-border trade and investment, and to improve the interna-
tional competitiveness of our productive sectors, in particular through the
progressive elimination of obstacles to the free movement of labor, capi-
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tal, goods and services, and through the improvement of the political and
social environment.

This strategy merits support by the international community in the
context of the variousinitiatives already taken by our governments. To this
end, the World Bank and the International Monetary Fund should develop
the appropriate resources and instruments to enable them to contribute
more actively to the attainment of these objectives through constant and
enhanced support of our regional and subregional organizations for eco-
nomic cooperation and integration.

Conclusion

The coming years will be crucia for sub-Saharan African countries. If
their reform efforts, both economic and political, are supported by adequate
donor funding and increased flows of private capital, together with debt re-
duction and a hospitable external environment, then they can look forward
to improved growth prospects. If, however, ODA flows continue to dwindle,
private capital flows continue to bypass the region, and the donor commu-
nity remains tentative about debt reduction, then Africa may be prevented
from sharing in the globa economic expansion and integration that other re-
gions are currently enjoying. While much will depend on our own countries
commitment to reform, Africa’s development must also be a shared respon-
sibility, as the continent’s performance will have implications for the world
at large. In an increasingly integrated world, the decisions that we all make
today will determine the kind of world in which we will live tomorrow.

STATEMENT BY THE GOVERNOR OF THE FUND FOR GERMANY

Hans Tietmeyer

On behalf of Germany, | would first of all like to welcome the new
members of the IMF and the World Bank, Bosnia and Herzegovina and
Brunei Darussalam.

Trends in the world economy have, on the whole, been encouraging
of late. There is steady, and actually quite often buoyant, growth in many
regions at present. World trade continues to expand sharply, and, in alarge
number of countries, inflation appears now to be under better control than
it has been for many years.

Even so, both of the Bretton Woods institutions are faced with new
challenges at the start of their second half-century of existence. Above all,



94 SUMMARY PROCEEDINGS, 1996

tal, goods and services, and through the improvement of the political and
social environment.

This strategy merits support by the international community in the
context of the variousinitiatives already taken by our governments. To this
end, the World Bank and the International Monetary Fund should develop
the appropriate resources and instruments to enable them to contribute
more actively to the attainment of these objectives through constant and
enhanced support of our regional and subregional organizations for eco-
nomic cooperation and integration.

Conclusion

The coming years will be crucia for sub-Saharan African countries. If
their reform efforts, both economic and political, are supported by adequate
donor funding and increased flows of private capital, together with debt re-
duction and a hospitable external environment, then they can look forward
to improved growth prospects. If, however, ODA flows continue to dwindle,
private capital flows continue to bypass the region, and the donor commu-
nity remains tentative about debt reduction, then Africa may be prevented
from sharing in the globa economic expansion and integration that other re-
gions are currently enjoying. While much will depend on our own countries
commitment to reform, Africa’s development must also be a shared respon-
sibility, as the continent’s performance will have implications for the world
at large. In an increasingly integrated world, the decisions that we all make
today will determine the kind of world in which we will live tomorrow.

STATEMENT BY THE GOVERNOR OF THE FUND FOR GERMANY

Hans Tietmeyer

On behalf of Germany, | would first of all like to welcome the new
members of the IMF and the World Bank, Bosnia and Herzegovina and
Brunei Darussalam.

Trends in the world economy have, on the whole, been encouraging
of late. There is steady, and actually quite often buoyant, growth in many
regions at present. World trade continues to expand sharply, and, in alarge
number of countries, inflation appears now to be under better control than
it has been for many years.

Even so, both of the Bretton Woods institutions are faced with new
challenges at the start of their second half-century of existence. Above all,



GERMANY 95

the integrative forces in the world economy—"globalization,” for short—
are having an ever-stronger impact, not only on the institutions themselves
but also on their member countries. All around the globe there are impres-
sive examples of how economic liberalization and integration in the world
economy are opening up stronger growth and welfare prospects than any
other strategy. That isalso true of financial markets. It will therefore beim-
portant for the Bretton Woods institutions to assist their members in ac-
cepting the new economic environment and its challenges and in turning
them to their own advantage.

Serious structural weaknesses continue to exist in many industria
countries. It is surely no coincidence that those countries that responded to
the challenges presented by the global market at an earlier date and with
fewer reservations are now enjoying more favorable conditions for growth
and employment. In its most recent World Economic Outlook (WEOQ), the
IMF rightly noted that, in the vast mgjority of cases, unemployment in con-
tinental Europe is of a structural origin; in other words, it cannot be tack-
led by means of expansionary financial policies. What is heeded are more
flexibility and deregulation of the labor and product markets and the recti-
fication of undesirable developments in the welfare state.

At the same time, it is aso important to continue consolidating budget
deficits and reducing government debt in a vigorous and sustained manne,
50 as to foster the confidence of investors and consumers, and to lower in-
terest rates (which, rightly so, is aso a key subject of the WEO). Monetary
policy cannot make up for shortcomings in structural adjustment. Nor can it
play adirect role in stimulating economic activity. Rather, monetary policy
must be committed to the goal of stability. What it can do is stabilize expec-
tations and generate confidence. That is what offers the best outlook for
long-term growth—an experience emphasized also by the Madrid Declara-
tion. In this context, we notice with some concern the recent revival of the
view that economies might be better off with a certain percentage of infla-
tion than with price stability.

The differences in economic activity reflecting the degree of eco-
nomic opening and liberalization are often even more striking in the de-
veloping countries and countriesin transition than they are in theindustrial
world. In many regions, especially in the emerging markets, growth is
meanwhile noticeably higher than in the industrial countries. There are
even signs of overheating in the Asian region. Also, in the majority of
countries in transition, the economy is reacting more and more to market
forces and its increasing integration into the world economy. Many coun-
tries have realized that economic liberalization releases more productive
energy than any conceivable amount of bilateral or multilateral aid.

By contrast, in many other developing countries and countries in tran-
sition, prevailing structural obstacles have left the growth potential under-
utilized. In most of those countries, large public sector sharesin GNP and the
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scale of government intervention continue to restrain the development of the
private sector. Bearing thisin mind, we welcome the World Bank’s intention
of making the role of the public sector the key topic of next year’s\World De-
velopment Report. Reforms such as the creation of free markets or the liber-
dization of foreign trade and capital movements often founder, not because
of any alleged lack of funds but because of alack of political will or attempts
to maintain “control” over the development of an economy. This prevents a
country’s production potential from being put to full use.

The progressive liberalization and globalization of the financial mar-
kets also pose challenges to al countries. A number of countries have also
been forced to learn in the recent past that international capital marketsim-
pose sanctions on inappropriate policies. Easy access to foreign resources,
for instance, must not tempt capital-importing countries into an undue ex-
pansion of domestic demand. High current account deficits—especialy if
they are financed at short term and are accompanied by a sharp expansion
of the domestic money stock—must be taken as a warning signal.

The unparalleled expansion and integration of the international finan-
cial markets also require more effective supervision of the financial insti-
tutions in order to contain the risk of payment difficulties, domino effects,
or other adverse implications for the real economy. This is, above al, a
challenge for the authoritiesin the emerging markets, whilein alarge num-
ber of countries in transition, banks still have to cope with the inherited
problems posed by the former economic system, namely, large-scale
nonperforming loans.

The overall economic situation in Germany, too, has shown a positive
trend over the past few months. Now that last year’s excessive apprecia-
tion of the deutsche mark has largely been reversed, and given the present
more moderate trend in wages and low interest rates, the government ex-
pects a growth rate above 1 percent this year, which could increase to 24
percent in 1997. Progress in budgetary consolidation and in structural re-
forms has also improved the medium-term outlook for growth. Overall,
however, theimprovement in the situation in itself is not sufficient to guar-
antee high, sustained, and noninflationary economic growth and to solve
our most pressing problem—high unemployment.

With respect to the budget, Germany must and will continue its con-
solidation policies. For next year, the government has the firm intention to
reduce public expenditures again tangibly, which will provide the basis for
areduction of the public deficit to less than 3 percent of GDP so that Ger-
many can fulfill the Maastricht criteria. Consolidation focusing on the ex-
penditure side is a precondition for continued low interest rates and pro-
vides additional scope for investment and consumption and, consequently,
for higher growth rates.

Germany has also recently introduced reform measures to combat the
high level of unemployment. These aim to increase flexibility in the labor
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market and in wage formation, to reduce high nonwage labor costs, and to
cut subsidies that inhibit private initiative. As elsewhere, loosening tradi-
tional structures is very difficult in Germany. However, there is no alter-
native to this approach. Any attempt to avoid or postpone the necessary ad-
justment by short-term stimulation of economic activity would only
increase the price of adjustment to be paid later on.

German monetary policy has aso played its part in creating the nec-
essary conditions for stable growth and successful structural reforms. The
inflation rate and official interest rates in Germany are now at an all-time
low. Long-term interest rates have a'so come down. These successes bear
out the appropriateness of the monetary policy strategy that is being pur-
sued. Obviously, our policy of targeting the expansion of the money stock
has proved its worth.

The IMF and the World Bank have reacted promptly and resolutely to
the new global economic challenges. We welcome, above dl, the IMF's de-
cisiontointensify its surveillance over its member countries’ economic poli-
cies with shorter time lags so that critical developments can be identified at
an early stage. That is aso the purpose of the newly devel oped standards for
the statistical data that member countries are to make available to the mar-
kets. Germany will adopt these standards; however, the flexibility an-
nounced by the IMF for their implementation is necessary to strike a proper
balance between timeliness and reliability of the data to be supplied.

On the other hand, we are viewing with mixed feelings the rise in the
IMF's lending to a record level. First, we note that the IMF has been in a
position to support some of its membersin a particularly difficult situation
in an unconventional manner by providing large amounts of financial as-
sistance. At the same time, however, we have two concerns:

* First, the IMF must not become a lender of last resort for certain
groups of creditors who have entered into excessively large expo-
sures and who, as aresult, have reaped large risk premiums. Bail-out
operations of this kind could undermine the discipline of the inter-
national financial markets to the detriment of global stability.

« Second, building up undue credit exposures financed by central
bank resources is problematic in terms of global anti-inflation pol-
icy and might ultimately undermine the financia integrity of the
IMF.

A greater appreciation of these principles, including the catalytic role
of the IMF, would appear to be warranted.

Even so, Germany remains willing to cooperate in the Eleventh Gen-
eral Review of Quotasin a constructive manner, with aview to meeting the
IMF's need for liquidity as justified by its mandate. The envisaged New
Arrangements to Borrow (NAB) will provide the Fund with additional
credit lines to cope with balance of payments dislocations threatening the
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stability of the international monetary system. Germany will make a sub-
stantial contribution to these arrangements. However, these lines of credit
must not become a substitute for an appropriately sized quotaincrease.

In decisions on financing the IMF, the abundant supply of credit in the
international markets must be taken into consideration. Countries with
sound financial policies can draw there on ample liquidity at favorable
conditions. Hence, there is no global need for an allocation of special
drawing rights (SDRs). Nevertheless, we would support a one-off “equity
alocation” on the basis of an amendment of the IMF Articles of Agree-
ment enabling new members to participate in the SDR system. In this
spirit, we welcome the recent proposals made by the Managing Director as
abasis for further progress in this area.

The debt initiative in favor of afew poor countries has made decisive
progress during the past months. All groups of creditors—the IMF, the
World Bank, regional development banks, and bilateral creditors—must
each contribute broad and equitable shares. We are pleased to note that the
IMF and the World Bank have already declared their participation. Also,
Paris Club creditors are prepared to contribute appropriately and to grant
debt cancellation of up to 80 percent on a case-by-case basis. Germany
supports these decisions fully, even though they come at a time when fis-
cal consolidation places heavy burdens on most of the creditor countries.
However, the debt initiative must be targeted at those countries whose debt
situation is unsustainable according to the joint analysis of the IMF and the
World Bank and that have proved their commitment to strong adjustment.
Given these criteria, only alimited number of countries facing debt prob-
lems will be eligible for the initiative.

The International Monetary Fund and the World Bank must con-
tinue to perform their tasks, under their respective mandates, in a flexi-
ble and constructive manner, while preserving their tried and tested di-
vision of labor. They must avoid “short-termism” and the search for
“free-of-charge” and “free-of-pain” solutions and must deploy the avail-
able resources as effectively as possible. In those terms, both institutions
have our full support. For the IMF, it will chiefly remain important to
make a contribution to macroeconomic stabilization as a precondition
for the successful integration of its members in the world economy.
It will be the task of the World Bank to provide assistance in the neces-
sary process of market-oriented structural adjustment—for instance, in
the areas of good governance; development of human capital; poverty
aleviation; privatization; and the opening up and strengthening of fi-
nancial markets—thereby ensuring that developing countries benefit
from globalization.

Finally, we are pleased that next year’s Annual Meetings will be held
in aregion in which integration in the world economy on the basis of mon-
etary stability has been particularly successful.



GREECE 99

STATEMENT BY THE GOVERNOR OF THE FUND FOR GREECE

Lucas D. Papademos

| am very pleased to address the Joint Annual Meetings of the Inter-
national Monetary Fund and the World Bank Group. | would first like to
express my warm congratulations to Michel Camdessus on his election as
the Managing Director of the IMF for a third consecutive term. | would
also like to join the other Governors in extending a special welcome to the
delegation of Bosnia and Herzegovina, the new member of the Bretton
Woods institutions.

These meetings provide a forum for discussing not only global eco-
nomic developments and policy issues, but also the economic performance
of individual countries. | will devote part of my statement to sharing with
you the progress made in Greece toward attaining stability and sustainable
growth, as well as to explaining the economic policy challenges we face
on the road to European economic and monetary integration in an increas-
ingly globalized world economy.

The consensus assessment of global economic developments is over-
al positive, and medium-term prospects for the world economy remain fa
vorable. Economic growth is strengthening and is projected to accelerate
further next year. Inflationary pressures continue to be subdued in industrial
countries and are moderating in devel oping and transition economies. Con-
siderable progress has been made with respect to exchange rate stability.
World trade continues to expand at a fast pace and international financial
markets have not displayed the volatility experienced in previous years. Fi-
nally, in many countries fiscal consolidation is being pursued with resolve,
and structural reforms that enhance efficiency are being implemented.

Notwithstanding these positive developments, economic performance
across regions and countries is uneven. On the one hand, it is very encour-
aging to note that developing countries on the whole continue to grow
rapidly and that economic recovery is under way in transition economies.
On the other hand, growth has been moderate in some industrial countries,
particularly in Europe. Moreover, many economies still face problems as-
sociated with the restructuring being induced by, inter alia, technological
advances and increasing globalization, as well as by historic developments,
such as the continuing transition of centrally planned to market economies
and the process of European economic and monetary integration.

In the European Union, the weakening of economic activity in early
1996 is expected to be reversed, because conditions favoring a recovery
have improved. Nevertheless, unemployment is projected to remain high.
This is partly attributed to the effects of budgetary consolidation efforts
aimed at meeting the criteria for participation in the single European cur-
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rency area. The unemployment problem in Europe, however, reflects pri-
marily deep-seated structural factors, and any trade-off between fiscal re-
trenchment and economic activity can be expected to be temporary, be-
cause budgetary discipline will ultimately have beneficial effects on
growth. Indeed, fiscal consolidation, and more generally, stabilization
policies need not affect economic activity adversely even in the short run.
An appropriate macroeconomic policy mix combined with structural re-
forms can create conditions conducive to increased investment, partly by
boosting confidence and creating favorable expectations about the future
course of the economy. In today’s integrated financial markets, these ef-
fects can be especially strong in countries that tackle their fiscal imbal-
ances decisively. The experience of my own country supports this view, as
well as the need for further concerted and sustained effortsin order to pro-
mote structural changes that will enhance growth potential.

A key feature of the Greek economy in the last two and a half yearsis
that substantial progress toward stabilization has been accompanied by
faster economic growth. Over this period, inflation has gradually declined
to single-digit levels for the first time in more than 20 years. A tight mon-
etary policy, which has progressively relied more on the exchange rate as
a nominal anchor, has succeeded in stabilizing the drachma's external
value and moderating inflationary pressures. Moreover, the general gov-
ernment deficit has shrunk by more than 5 percentage points of GDP.

The deceleration of inflation, the consolidation of the budget deficit,
and the enhanced credibility of exchange rate policy have led to substan-
tial capital inflows and a significant drop in interest rates. These develop-
ments and improved confidence in the prospects of the economy have
stimulated private investment, which, together with increased public infra-
structure investment, has underpinned an acceleration of growth to an es-
timated 2.5 percent in 1996. Thus, disinflation and budgetary consolida-
tion have been accompanied by an upturn in economic activity. Moreover,
the significant increase in private and public investment is strengthening
the foundations for sustained growth. However, in the short run, the pickup
in production has not proven sufficient to prevent arise in unemployment.

Despite the significant progress achieved in recent years, economic
and monetary policy in Greece continues to be confronted with various
challenges. The still-high budget deficit and public debt constrain the
country’s growth prospects and the effectiveness of stability-oriented mon-
etary policy. In an environment of integrated financial markets, monetary
policy faces difficulties in controlling credit expansion fueled by capital
inflows that are induced by the high differential between domestic and in-
ternational interest rates and a credible exchange rate policy. Since fiscal
imbalances are the fundamental cause of high domestic real interest rates,
effective control of liquidity in the medium term requires an improved pol-
icy mix involving faster fiscal consolidation. At a microeconomic level,
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competitiveness is adversely affected by low productivity growth relative
to competitor countries. Administrative and organizational rigidities ham-
per the flexible adjustment of markets to changing economic conditions
and pressures from globalization.

Consequently, to consolidate the progress achieved and attain sustain-
able growth, it is essentia to pursue a strategy that combines stronger fis-
cal adjustment with the implementation of structural policies that will en-
hance the productivity and competitiveness of the economy. On the fiscal
front, the Greek government intends to place greater emphasis on expendi-
ture cuts by curtailing public employment, improving financial control of
public entities, and reducing state subsidies. In addition, the effort to ex-
pand the tax base and improve the efficiency of the tax collection system
will be continued, given the magnitude of tax avoidance. The structural re-
forms envisaged include: large infrastructure projects, measures to improve
the effectiveness of public administration; policies for enhancing labor mo-
bility and upgrading human capital; acceleration of the privatization
process; and ingtitutional and technological changes to promote the effi-
ciency of financial markets. The government is committed to the imple-
mentation of the convergence program aimed at fulfilling the preconditions
for Greece's participation in the European economic and monetary union,
an objective supported by the mgjority of the Greek people. A consistent set
of policies involving fiscal consolidation, stability-oriented monetary pol-
icy, and structural reformswill be mutually reinforcing in achieving this ob-
jective and in establishing conditions for sustainable growth.

STATEMENT BY THE GOVERNOR OF THE FUND AND THE BANK FOR INDIA

P. Chidambaram

Let me join my fellow Governors in congratulating Mr. Michel
Camdessus for his unanimous el ection as the Managing Director of the In-
ternational Monetary Fund for an unprecedented third five-year term.
Mr. Camdessus has steered the IMF with consummate skill during a
decade of remarkable economic changes. We look forward to his contin-
ued stewardship of the IMF aswe prepare for the challenges of the twenty-
first century. | would aso like to welcome Bosnia and Herzegovina into
the Bank-Fund family.

Several fellow Governors have noted favorable aspects of the world
economic situation, including a pickup in world output growth, a decline
in long-term interest rates, better alignment of exchange rates, and strong



102 SUMMARY PROCEEDINGS, 1996

growth of developing countries. We should recognize that the relatively fa-
vorable economic situation is not a fortuitous outcome, but the product of
many years of hard work and sacrifice in pursuit of sound economic poli-
cies at both national and international levels.

Developing countries have undertaken major restructuring of their
policies, and thisis reflected in improved performance. | am particularly
happy to note that developing countries are increasingly playing a greater
“locomotive role’ in the world economy. Rapid growth in developing
countries is actually strengthening the pace of growth in industrialized
countries. Global economic interdependence is broadly reflected in favor-
able “reverse linkages’ between developing and industrial economies.

The evolution of healthy economic interdependence has been greatly
aided by the progress achieved in moving toward an open, rule-based,
nondiscriminatory world trading system. But we still have along way to
go and threats of protectionism are ever present. The international com-
munity must remain especially vigilant and united against insidious new
forms of protectionism through linkage of trade with labor standards, the
environment, and other issues.

We must also avoid undue complacency about the world economic
situation. Many developing countries have yet to benefit significantly from
world growth and increasing interdependence. Unemployment levels in
many Organization for Economic Cooperation and Development (OECD)
countries remain high, reflecting loss of potential world output and pro-
viding combustible tinder to flashes of protectionist sentiment. The burden
of debt bears heavily on some of the poorest countries, aid flows are de-
clining, and there are serious concerns about the highly uneven distribution
of private capital flows to developing countries and about their potential
volatility.

It is a matter of great satisfaction that we have at last made progress
toward solving the problem of heavily indebted poor countries. We hope
that the remaining details will be sorted out expeditiously.

We al so welcome the progress made in establishing the New Arrange-
ments to Borrow, which would effectively double the resources available
to the IMF under the General Arrangements to Borrow, and thus improve
the Fund’s ability to provide emergency financing to membersin situations
of systemic stress. However, access to borrowed resources cannot be a
substitute for an increase in Fund quotas. The Fund's basic financial
strength must be derived from a substantial expansion of its own resources
through quota increases. There is an urgent need to reach a satisfactory
conclusion on the Eleventh General Review of Quotas.

It is also necessary to act on afresh allocation of SDRs. A fresh general
alocation of SDRs remains, in our view, the best solution. However, asthis
does not have sufficient support, we have, in a spirit of compromise, sup-
ported the proposal for a specia alocation with an agreed benchmark ratio
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to quotas through an amendment of the Articles of Agreement. We welcome
the Interim Committee's conclusion that such an amendment of the Articles
would not in any way affect the power to have a general allocation of SDRs
when there is sufficient support for thislong overdue initiative.

Anincreasingly large number of countries have accepted the obligations
under Article V111 and moved toward current account convertibility. Success
in managing current account convertibility should lead to greater flexibility
in the capital account. However, it is important to recognize that complete
freedom with respect to capital transactions must be approached cautioudly,
since many developing economies may have limited abilities to deal with
volatility of capita flows, and capital flights may occur in crisis situations.

The Madrid Declaration, as modified a few days ago, gives expres-
sion to our common aspirations for the progress of the world. It is a docu-
ment that stresses both growth and social cohesion. It calls for fiscal ad-
justment but at the same time calls upon countries to pay attention to the
quality and composition of that adjustment so that nations achieve sus-
tainable growth along with the development of human resources. This has
always been our approach to fiscal adjustment, and | am happy that this
finds full expression in the Declaration.

Let me now turn to issues relating to the World Bank Group. Itisdis
appointing that official development assistance (ODA), as a proportion of
the GNP of donor nations, fell to 0.27 percent in 1995. Thisis the lowest
recorded level since the United Nations adopted the target of 0.7 percent
in 1970. We do recognize that private capital flows have shown tremen-
dous buoyancy, and many countries, my own included, are taking active
steps to benefit from these flows. However, in the majority of developing
countries, private flows cannot be a substitute for adequate flows of offi-
cial concessional assistance. Against this background, | would like to ex-
press my warm appreciation for the tremendous energy and |eadership that
Mr. Wolfensohn has shown in concluding negotiations on the eleventh re-
plenishment of the International Development Association. IDA remains
central to the global effort to aleviate poverty.

There is also a need to expand the flow of resources from the World
Bank. The level of World Bank lending in FY 1996 remains almost un-
changed from the level ten years ago, evenin nominal terms. And this despite
the fact that alarge number of new members have joined the Bank in the past
few years, and the Bank has the headroom necessary for new lending. There
is a case for increasing the flow of lending from the World Bank to support
critical areas, including especially infrastructure. This is an area where most
developing countries are trying to increase both public and private invest-
ment. | believe the World Bank can help support this effort through a com-
bination of direct lending and imaginative use of guarantee facilities.

I have already welcomed the World Bank role in the joint initiative
to alleviate the debt problems of the heavily indebted poor countries.
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However, | should like to emphasize the paramount importance of pre-
serving the financial integrity and preferred creditor status of multilat-
eral creditors. The present debt initiative must therefore be a one-time
initiative, with clear boundaries. The structural conditions that have led
to the need for this extraordinary initiative have to be addressed in a
forthright manner so that they do not recur. | am happy to know that the
President of the Bank is very conscious of these issues and has launched
a number of initiatives to bring about necessary changes in Bank lend-
ing practices.

Turning briefly to developmentsin India, | am happy to report that the
postcrisis recovery, ushered in by the reform process begun in 1991, is
continuing. Economic growth has averaged 6.5 percent in the past two
years, and inflation has come under control. Industrial growth accel erated
to 12 percent in 1995-96, and a third consecutive year of strong export
performance recorded growth in dollar terms of more than 20 percent. For-
eign investment inflows are steadily increasing, and our foreign exchange
reserves are comfortable. The prospects for 1996-97 are for continued
growth at 6.5 percent. Strong growth has ensured the expansion of em-
ployment and reduction in poverty.

Our four-month-old government has already passed a fiscally pru-
dent budget and taken steps to deepen and widen the process of eco-
nomic reforms. We have aimed to reduce central government’s fiscal
deficit to 5 percent of GDP, continued the process of tax reforms, un-
dertaken new initiatives to encourage foreign investments, and estab-
lished atarget of $10 billion a year of direct foreign investment. We are
also strengthening the institutional structure and trading and settlement
practices in the domestic capital market, and have established a Disin-
vestment Commission and initiated measures for public sector reforms.
The budget has accorded priority to agriculture, social sectors, and in-
frastructural development.

We are hopeful that these and other measures will address the critical
constraints on India' s economic development and ensure sustained, broad-
based growth at about 7 percent a year. We are deeply conscious that the
rapid economic growth with substantial budget allocations for health, ed-
ucation, and basic minimum services, under a caring and compassionate
government, provides the surest route to abolishing the scourge of poverty
from our country.

To achieve this cherished goal, we, like other developing countries,
need a supportive international economic environment. We need sustained
expansion of world trade in an open and nondiscriminatory system. We
also need strong and well-equipped international financial institutions that
are responsive to our needs and the fast-changing global environment. |
believe the World Bank and the IMF are geared and able to fulfill their
mission and, therefore, they continue to have our support.
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STATEMENT BY THE GOVERNOR OF THE BANK FOR INDONESIA

Mar’ie Muhammad

I would briefly like to touch upon two issues of considerable impor-
tance. First, | would like to comment on the framework proposed by the
Bank and the Fund to deal with the external debt problems of the most se-
verely indebted countries. Second, | would briefly touch on the two trends
that mark world trade: the growing role for regional trade associations and
the reliance on multilateral trade.

Before doing so, let me note that Indonesia's per capita income now
stands at about $1,000, a considerable increase from the $550 level we
achieved in 1985. Even two years ago, Indonesia was classified asa“low-
income country.” While this recognition of our progress is heartening, |
think it is more important to note that Indonesia's growth has been ac-
companied by substantial reductions in the number of persons living in
poverty.

This growth has been achieved through the application of a number of
clear policy principles. First, we established and maintained a stable, con-
sistent, and prudent macroeconomic framework. As part of that frame-
work, we steadfastly refused to monetize budget deficits. Second, we en-
sured that our economic activities, particularly in the industrial sector,
achieve and maintain international competitiveness. And third, we have
maintained the free convertibility of the rupiah, which ensures that our do-
mestic investors can borrow at the most competitive rates and that foreign
investors can easily partake of the many opportunities in Indonesia. This
perennial achievement is based on basic principles of our development,
namely stability, growth, and equity.

With some variations, these same policies are followed in all the high-
performance East Asian economies. As a consequence, the global center of
economic activity has shifted. Thisis slowly being recognized in the com-
position of those bodies that have played a leading role in setting global
economic policies and guidelines. For example, the Bank for International
Settlements recently announced an expansion of its membership to include
some of the rapidly growing Asian economies. | welcome this develop-
ment and hope that other international economic bodies will follow suit.
Enlarging the membership of these bodies gives the more dynamic devel-
oping economies a forum to express their legitimate concerns.

Let me now turn to the other important issue at hand. Three years ago
when | had the honor of addressing this body for the first time, | noted that
“the successful resolution of the debt crisisisin the interest of developing
and developed countries alike.” That is still true today. Although some de-
veloping countries have experienced robust growth, such is not the case for
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the most severely indebted countries. If they are to achieve long-run sus-
tainable growth, they require long-term debt relief. In 1966, Indonesiawas
the recipient of long-term debt relief. Such debt relief significantly assisted
us in the early stages of our development program.

Let me stress that Indonesia has honored fully, and will continue to
honor fully, al itsinternational financial obligations. Indeed, | should add
that as part of our prudent debt management we have prepaid, and will
continue to prepay, some of our loans, using proceeds from our privatiza-
tion endeavors and from our budget surplus.

I am encouraged that the Bank, under the dynamic leadership of
Mr. Wolfensohn, together with the Fund, takes breakthrough steps to pro-
vide anew hope to the many poor countries, which desperately need to see
that development can make difference in the lives of their peoples. Long-
term debt relief is an essential element for economic progress, and, with-
out such relief, the severely indebted countries cannot achieve the growth
needed to lift their populations out of poverty.

While Indonesia supports the heavily indebted poor countries debt
initiative, we would note that there are elements of the proposal that need
strengthening. First, Indonesia hopes that the Bank and the Fund can be
more forthcoming in their contributions. Foremost, we would hope that the
Fund would participate in the trust fund that isto be set up. Thisisimpor-
tant because such a fund can be used to reduce the stock of debt, whereas
the proposed IMF contribution in terms of grants and softer Enhanced
Structural Adjustment Facility (ESAF) loans would only provide for debt-
service relief. Second, while Indonesia appreciates the need to monitor
economic reforms for some time to ensure that they are well founded and
effectively implemented, we would hope that the decision point under the
initiative could be shortened. And finally, debt relief must be based on bur-
den sharing. Indonesia hopes that the World Bank, which has already taken
some important steps, could increase its contribution to the trust fund.

Let me now briefly turn to the issues of regional and international
trade relations. World trade is marked by two apparently divergent trends.
On the one hand the Uruguay Round is complete and the World Trade Or-
ganization (WTQO) can now focus on ensuring that the promise of freetrade
is realized. In this regard, we urge the WTO to implement the concept of
“universality of WTO membership,” and not to take up nontrade issues. At
the same time we witness the growing popularity of regional trading
arrangements, such as Association of Southeast Asian Nations (ASEAN)
free trade area (AFTA). We aso have seen the establishment of the Asia-
Pacific Economic Cooperation forum, with its 18 member economies.

We are aware that our economic success continues to depend on our
participation in internationa trade and the global capital market. But the
growing reliance on regional trading associations need not run counter to the
fundamental General Agreement on Tariffs and Trade (GATT) principles of
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nondiscrimination and the creation of atrading system based on multilater-
alism. Indeed, on November 14, 1994 at the conclusion of the Asia Pecific
Economic Cooperation (APEC) conference held under the leadership of
President Soeharto, the Bogor Declaration committed the APEC economies
to actively pursue free and open trade in the Asia-Pacific region.

L et me conclude by expressing the appreciation of the government of
Indonesia to the World Bank and to the International Monetary Fund for
the sustained support they have given to our development efforts. We look
forward to maintaining a constructive dialogue for many years ahead.

STATEMENT BY THE GOVERNOR OF THE BANK FOR THE
ISLAMIC REPUBLIC OF IRAN

Morteza Mohammad-Khan

At the outset, | would like to congratulate Mr. Camdessus on his new
term as Managing Director of the International Monetary Fund. We hope
that under his leadership the Fund will continue to make new contributions
to world financial stability and development in these difficult and chal-
lenging times. | am pleased to see Bosnia and Herzegovina seated for the
first time at these meetings as a member. | hope that thiswill signal an era
of peace and reconstruction in Bosnia and Herzegovina.

The world economy is increasingly being shaped by the processes of
globalization and liberalization. Restructuring of the global economy and of
national economies through structural adjustment has been driven by the
promise that a higher growth rate will translate into improved standards of
living for individuals and the world community as a whole. The current
World Economic Outlook presents an optimistic appraisal of the prospects
of the world economy and reveals that certain countries in the developing
world have made substantial progress in economic development. However,
there is now concern that the convergence and divergence consequences of
the globalization and liberalization are accentuating income disparities in
the world economy, with most of the benefits accruing to the already indus-
tridlized and a relatively small number of newly industrialized economies,
while the weaker developing countries and the least-developed countries
have become poorer and progressively marginalized from the mainstream
of the world economy. The ability of these countries to create a stable
macroeconomic environment is being weakened by declining terms of trade
and susceptibility to fluctuations in international commodity prices and in-
terest rates. The growing reliance of commodity exporting countries on a
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narrow band of commodities being produced by an increasing number of
low-income countries has increased their vulnerability to external shocks
and pressures, a phenomenon that calls for more international support and
particular efforts by the Bretton Woods institutions.

I would like to proceed by acknowledging the commendable joint ini-
tiative by the World Bank and IMF, particularly the personal dedication of
Mr. Wolfensohn and Mr. Camdessus, to relieve the debt burden of the
world’s heavily indebted poor countries. It should be emphasized that sus-
tainable levels will only be achievable by the joint action of bilateral cred-
itors, multilateral financial institutions, and other concerned parties.

| also wish to acknowledge the recent institutional changesin the Bank
as well as the new policies adopted to consolidate its operational thrusts,
particularly its recent philosophy to measure the Bank’s performance in
terms of its efficiency in reducing poverty, rather than sheer number of ap-
proved loans. | would like to express my support in principle for the Bank’s
recent cofinancing strategy and guarantee policy, aiming to increase finan-
cia resource flows to developing member countries, especialy in view of
the huge investment requirements of infrastructure developments. How-
ever, this policy should not affect the net alocations of the Bank’s own re-
sources to developing member countries, or prevent the Bank from dis-
charging its responsibility to finance big infrastructure projects.

One important issue, which has drawn increasing attention in recent de-
velopment debate, is good governance. No doubt the policy environment in
which development takes place should be appropriate, and accountability,
participation, predictability, and transparency issues should be addressed.
Despite constructive intentions that might have been behind the idea of re-
quiring good governance, there is concern regarding its abuse—that it might
serve as atool to impinge on nationa sovereignty. In particular, this could
occur where extraterritorial aspects of certain internal legidations, by trans-
gressing the globally accepted rules and principles, exert undue politica
pressures on other countries that are merely seeking their own freedom and
independence. As a result, the Bretton Woods ingtitutions, by upholding the
notion that is explicitly stipulated in their founding charters, should maintain
their full independence, and elude any discriminatory treatment being forced
by certain members against the others. In our opinion, the Bank, by being af-
fected by the particular political interests of one of its members, has indeed
not adhered to the principles of the Bretton Woods ingtitutions.

We support the IMF's proposed framework for funding continued En-
hanced Structural Adjustment Facility (ESAF) operations that seek to bal-
ance the large uncertainties related to the demand of ESAF resources, in
connection with both ongoing ESAF operations and the debt initiative. We
also support the IMF's proposal to sell a limited amount of gold to raise
the subsidy resources to back up a self-sustained ESAF for an interim pe-
riod. We feel that ESAF operations are the centerpiece of the IMF's strat-
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egy to help low-income countries facing protracted balance of payments
problems, including the most heavily indebted.

Large use of IMF resources during 1995/96, and expected high de-
mand for its resources over the next few years on one side, and the con-
straints of the IMF liquid resources on the other side, call for an increase
in Fund resources. In this regard, a general increase in quotas within the
context of the Eleventh General Review of Quotas enjoys our full support.
We also fully support the proposal of the Managing Director of the Fund
for aone-time specia alocation SDR 26.6 billion through the amendment
of the Articles of Agreement. We give our support in the spirit of compro-
mise to achieve an equitable allocation of SDR quotas for all members. We
expect, as part of this compromise, that the Managing Director of the Fund
will propose a general alocation, should the amendment not be ratified.

Among other issues deserving special attention is the procedure for
compulsory withdrawal pursued by the IMF against certain members with
protracted arrears. Recognizing that nonfulfillment of obligations by these
membersisthe direct consequence of poverty, and that theinternational ef-
forts, particularly the joint debt initiative by the World Bank and IMF, are
directed toward the alleviation of the debt burden of the heavily indebted
poor countries, compulsory withdrawalswill not help the situation but will
further intensify the deteriorating conditions. We believe the IMF should
continue to work closely with countries in arrears to help them resolve
their overdue financial obligations.

Now, | would like to present an overview of economic conditionsin
my country.

The first five-year development plan, which was based on an import
substitution policy and promotion of required infrastructure, cameto asuc-
cessful end in 1994, resulting in an average annual growth rate of 7.3 per-
cent. The second five-year devel opment plan, which commenced in March
1995, pursued the earlier economic reforms, but also addressed the present
challenges in economic, social, and cultural development, and aimed at
further sustainable economic growth and greater social justice. The second
development plan concentrates on the completion of investments already
made in the fields of basic infrastructure, such as energy, water resources,
transportation, and communications. The country’s present power-generat-
ing capacity, amajor recent achievement, not only meets the domestic con-
sumption requirements, but provides exports as well. The existing trans-
portation infrastructure of the country is now capable of providing proper
links between central Asian landlocked countries and other parts of the
world by connecting those countries to international waterways and to Eu-
ropean countries in the West. Opening of the new silk road has been one
of our major achievements.

In light of the political stability and enhanced economic capacities ac-
quired by the country, our current economic strategy was founded on two
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main pillars. First, a self-sustained economy, independent of crude oil ex-
port revenue, aims to minimize the dependence of the government budget
on ail income in the medium term. In this regard, some of the selective
policies are:

« increasing the tax revenues by improving the taxation system;
« diversification and expansion of non-oil exports; and
« reduction of government expenditures.

Second, greater social justice will be attained through the reduction
and containment of inflation, promoting peopl€e's purchasing power, and
enhancing poverty alleviation programs.

In the last two years, the economic policies adopted have emphasized
sustainability, external sector viability, better fiscal discipline, and stronger
commitment to social sectors and human resource development. To date,
the macroeconomic results are encouraging. We have been ableto bring in-
flation down and pursue our economic strategy in a more flexible and sta-
ble macroeconomic environment. Economic stabilization, price stability,
effective control over monetary aggregates, balanced budget, and ex-
change rate stability were among the achievements of the last two years.
All these successes have been achieved despite lack of cooperation from
the international markets and at times a very hostile external environment.

STATEMENT BY THE GOVERNOR OF THE FUND FOR IRAQ

Hikmet M. Al Azawi

Mr. Chairman, | would like to begin my remarks by extending my
congratulations on your being selected to chair the 1996 Annual Meetings
of the Governors of the International Monetary Fund and the World Bank
Group.

During the Annual Meetings in 1992 and 1994, the Iragi delegation
asserted that the economic sanctions imposed upon Irag and the freezing
of its assets were completely incompatible with one of the most important
purposes of the International Monetary Fund, as stated in the Articles of
Agreement, paragraph 4 of Article I, which calls for the elimination of re-
strictions and obstacles to international trade and settlements in order to
achieve economic stability and prosperity. Today | assert for the third time
that this abnormal situation, which opposes and contradicts the philosophy
of the IMF and its Articles of Agreement, remains in effect despite the fact
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that over six years have elapsed. | therefore appeal to the Fund, in accor-
dance with its fundamental purposes, to raise its voice against continuation
of the economic sanctions that have been in effect all these years, particu-
larly in view of the fact that Iraq is one of the founding members who
signed the Bretton Woods Agreement in 1945.

On March 20, 1996, after negotiations that lasted more than three
months, Iraq signed a memo of understanding with the Secretariat of the
United Nations, whereby it would be allowed to export limited amounts of
oil and thus be able to import food, medicine, medical equipment, and
other necessities to meet the humanitarian needs of its citizens, in accor-
dance with Security Council Resolution No. 986 of 1995. It is truly para
doxical that this agreement has still not been implemented more than four
months after it was signed, owing to the position taken by the United
States and supported by Britain, but not by the rest of the international
community. The international community’s objective with respect to this
agreement between Irag and the UN Secretariat, as you know, wasto alle-
viate a small portion of the suffering and pain of the Iragi people caused
by the extended sanctions, whose harshness has never been equaled in the
modern history of mankind and which are in gross contempt of interna-
tional law.

During the 1994 Annual Mesetings in Madrid, the Iragi delegation de-
scribed in detail the effects of the continued sanctions, both economic and
humanitarian, including the direct effect on production and all economic
sectors involving goods and services; spiraling inflation rates and the re-
sultant decline in family incomes; the shortage of medicine and medical
equipment and the resultant increase in death rates in al age groups; and
new epidemics of infectious diseases that had once been totally eliminated
from Irag, including infantile paralysis, cholera, viral hepatitis, and other
infectious diseases; and the contamination of the environment and its di-
rect negative impact on life in lrag.

Despite the efforts of Iraq to implement the Security Council’s resolu-
tions, including its total cooperation with the Security Council and with the
special committee chaired by Mr. Rolf Ekeus, and despite the efforts of the
Iragi delegation to sign a memorandum of understanding with the UN Sec-
retariat, the biased political position of the United States and the United
Kingdom—alone in the internationa community—has prevented the re-
moval of economic sanctions or even implementation of the memorandum
of understanding, notwithstanding the insistence of the international com-
munity that it be implemented without delay. These two countries have not
limited themselves to biased political actions aimed at extending the eco-
nomic sanctions, but have also unilaterally imposed no-fly zones above the
36th and bel ow the 33rd parallelsin northern and southern Irag, based on un-
founded and false pretenses of protecting the rights of Shiite Kurds in these
regions, while it is well known that the Kurds are united in spiritual soli-
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darity with al the citizens of their beloved country. Our citizens in southern
Iraq, just asin the north, center, east, and west, Christian and Muslim alike,
Shiite or Sunni, Kurds and Arabs, are all engaged in the difficult tasks of
producing needed goods and fighting against hunger, disease, and the con-
spiracy aimed at destroying the unity of Irag.

Inlight of al that | have said, | request the International Monetary Fund
and the World Bank, based on the principles set forth in theArticles of Agree-
ment, to call for the removal of economic sanctions and the release of Iraqi
assets held by international banks. | humbly appeal to all Governors present
today, Ministers of Finance, and Governors of Central Banks, to explain our
situation to their respective governments and seek their assistance to end the
suffering and pain of the Iragi people, to restore balance to our relations with
the international community, and to stop the coercion and tyranny being im-
posed on Iragi society, for there is no guarantee that tomorrow it will not be
imposed on other societies. | request your cooperation to help remove the
economic sanctions and no-fly zones, imposed unilaterally without the ben-
efit of a Security Council resolution or international approval.

STATEMENT BY THE GOVERNOR OF THE FUND AND THE
BANK FOR IRELAND

Ruairi Quinn

As Ireland currently holds the Presidency of the Council of the Euro-
pean Union, | am honored to address this meeting on behalf of the Union.

Against a background of slower than anticipated growth in 1995, the
prospects for growth in the international economy in 1996 have improved
since the beginning of the year. Some of the major European economies
experienced a growth pause in the early months of the year, but a stronger
performance during the second half of 1996 is likely to lead to moderate
growth for the year as a whole. Thanks mainly to the persistence of strong
economic expansion in Asia, output growth in the global economy isfore-
cast to reach about 3.8 percent this year, while growth within the industrial
countries area should continue to strengthen to about 2.3 percent. On the
basis of a continuation of current policies, we would expect this rate of
growth to strengthen in 1997.

In the United States, growth has been underpinned by continued
buoyancy in investment and private consumption. Unemployment is now
nearing a 20-year low, while risk of an acceleration of inflation cannot be
excluded. In Japan, the recovery, which began in late 1995, is strengthen-
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ing and broadening, aided in part by strong growth in public investment.
The recovery is forecast to continue, albeit more moderately, in 1997.

In the devel oping world, economic growth remains buoyant, although
unevenly spread among the regions. Economic recovery has continued
within the countries of central and eastern Europe, athough performance
from country to country is uneven. In the Baltic countries, Russia, and the
countries of the former Soviet Union, the progress of reform has not yet
generated economic growth in all successor countries. Nevertheless, there
are good prospects for 1997.

In the European Union, growth is unlikely to reach much more than
1% percent in 1996. However, we expect astronger performancein the Eu-
ropean Union during the second half of this year to continue into 1997, as
business and consumer confidence within the Union recover. The expecta-
tion of a rebound in economic activity is based on the improved funda-
mentals within the European economy, including good investment, prof-
itability, and moderate wage developments, and a favorable international
environment. Average inflation in the Union is expected to continue its
downward trend in both 1996 and 1997, reflecting continued wage moder-
ation and the stahility-oriented stance of monetary policies.

Unemployment within the European Union is a matter of great con-
cern. While the conditions for recovery in Europe are in place, its rate of
unemployment remains unacceptably high. It is clear that creating the con-
ditions for the maximum possible increase in sustainable employment must
be a mgjor priority of economic policy in the Union and for the member
states. Sustainable employment creation requires an approach that, while
taking account of the needs of the environment, involves macroeconomic
stability; structural reforms in the functioning of product and services mar-
kets aswell as|abor markets; and a wide range of labor market policies de-
signed to help, among others, the labor categories particularly hit by unem-
ployment (for example, the long-term unemployed, and, in most countries,
the young, women, and the unskilled). A Single Report on Employment will
be agreed upon by the Council on economic and financia affairs, the Coun-
cil on social affairs and the Commission before the end of thisyear; thisre-
port will review the measures taken in the individual member statesto im-
plement the principles agreed by the European Council in Essen. Other
initiatives related to employment include President Santer’s proposal for a
Confidence Pact on Employment, the Commission’s proposal for establish-
ing an Employment and Labour Market Policy Committee to advise the
Council meeting on socia affairs, and President Chirac’s initiative on the
“European Social Model.” The coordination of member states’ employment
policiesisan important issue on the agendain the I nter-Governmental Con-
ference (IGC). Among other things, the IGC will have to determine whether
and how the Treaty could further help the efforts of governments and the
socia partnersin the field of employment.
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Considerable progress has been made within the Union in respect of
price and exchange rate stability. More limited progress has been made with
respect to the fiscal convergence criteria established within the Maastricht
Treaty. Nevertheless, the general government deficit of the member states
as awhole fell by ¥ of 1 percent of GDPin 1995, despite the adverse im-
pact of the sowdown in economic growth. However, at 5 percent, it re-
mained far too high, and only three member states reported general gov-
ernment deficits not exceeding 3 percent of GDPin that year. Clearly, this
signaled an urgent need for stronger measures to be identified and imple-
mented to reduce government deficits. The response of member states
makes clear their commitment to credible and well-designed reductionsin
budget and social security deficits, although efforts need to be stepped up
in some countries. Despite unfavorable economic conditions in the early
part of 1996, substantial corrective packages have been undertaken, which
are expected to lead to a further significant reduction of budget deficitsin
the Union this year and an even more significant improvement in 1997.

The European Council in Florence confirmed the continued commit-
ment of the member states to strict budgetary discipline on an enduring
basis. There can be no doubt of the importance of this for the Union as a
whole, in terms both of the changeover to the single currency and of the
smooth functioning of the single market. Budgetary discipline, combined
with monetary policy directed at price stability, will enhance growth
prospects—even in the near term—through boosting business and con-
sumer confidence and reducing interest rates, thereby stimulating invest-
ment, growth, and employment. Preparations for the third stage of Eco-
nomic and Monetary Union, which will begin with the introduction of the
single currency on January 1, 1999, are currently focused on developing
appropriate arrangements for securing budgetary discipline (“stability
pact”) and for promoting currency stability between participants and non-
participants in the single currency area.

Maintaining macroeconomic stability in the third stage will be a key
factor in ensuring the success of Economic and Monetary Union. In areport
on preparations for that stage endorsed by the Florence European Council
last June, the Council of Economic and Finance Ministers highlighted anum-
ber of areas where progress could be made in relation to budgetary discipline
within the provisions of the Treaty on European Union. One relates to the
further development of multilateral surveillance procedures, such as effec-
tive early warning procedures, to prevent excessive deficits from happening.
In addition, considerable work is being done to strengthen and accel erate the
excessive deficit procedure, with the aim of making it more of adeterrent and
effective. In the coming months, many details, such asthe definition of sanc-
tions in the event of an excessive deficit, will have to be dealt with.

Another important issue for all member states is the relationship be-
tween the euro and the currencies of member states not participating in the
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single currency area from the outset. A particular concern is the potential
for unwarranted currency movements to cause distortions within the single
market. In thisregard, the Economic and Finance Ministers’ Report in Flo-
rence emphasized the importance of disciplined monetary policies com-
bined with sound fiscal and structural policies for the achievement of ex-
change rate stability. We are also working toward agreement on the
operating features of anew exchange rate mechanism, to bein place at the
beginning of the third stage, which will further support exchange-rate sta-
bility among member states.

The European Union now stands at a crucia juncture in its develop-
ment. The current agenda reflects the continuing concerns and preoccupa-
tions of the Union and of the member states. We are seeking to steer the
Union through a number of major decisions, both in addressing institu-
tional and other issues at the | nter-Governmental Conference and, at Coun-
cil, in tackling some of the critical economic and social challenges con-
fronting the Union's citizens. At the same time, the Union must continue
to ensure balanced economic development in order to realize the full po-
tential of the internal market. It will also equip itself to play a role com-
mensurate with its responsibilities in Europe and in the wider world. It
must therefore prepare to admit other democratic European nations that
wish to become members. Last, but nevertheless of the greatest impor-
tance, the Union must build upon its achievements so that the peace and
prosperity it currently enjoys are consolidated for future generations.

Within the ambit of the Council meeting on economic and financial
affairs, the main priorities, in addition to employment and the preparations
for the third stage of Economic and Monetary Union, include taxation is-
sues and financia services. The development of Community lending to
third countriesis also a significant issue, to which | will return.

The Inter-Governmental Conference is, of course, of magjor signifi-
cance to the development of the European Union. The main topics being
considered by the IGC fall into three categories:

« first, making the Union more relevant to its citizens,

« second, enabling the Union to work better and preparing it for en-
largement; and

« third, giving the Union greater capacity for external action.

Considerable work has been done on each of these issues during the
first half of 1996. The Florence Council has asked that ageneral outline for
a draft revision of the Treaties be prepared for the Dublin Summit in De-
cember, with aview to completing the Conference by mid-1997.

As | have already indicated, there are positive signs for world eco-
nomic growth as a whole. These include relatively low levels of inflation
generally, the fact that interest rates in many industrial countries are at a
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level that is conducive to business investment and economic expansion,
and the continuing expansion of world trade associated with greater glob-
alization. At the level of the world economy, however, there are still many
major problems to be overcome. The value of closer contacts between in-
ternational trading partners is reflected in the plan to hold a meeting be-
tween European and Asian finance ministers next year, when we look for-
ward to discussing matters of common interest.

| am glad that the IMF and the World Bank Group are continuing,
within their respective mandates, to address the problems and to enhance
their effectiveness toward that end. We hope that the World Trade Organi-
zation meeting in Singapore will be successful in further stimulating the
liberalization and expansion of trade. | would like to focus my remarks on
anumber of specific areas, namely financial resources, debt relief, and de-
velopment issues.

The European Union notes that progress has been made on the
Eleventh General Review of International Monetary Fund quotas and that
the Interim Committee has asked the Executive Board to agree on the out-
lines of the next IMF quota increase as soon as possible. The European
Union calls for atimely conclusion of this review.

The Union welcomes the agreement in principle that was reached on
the New Arrangements to Borrow (NAB) for doubling the resources cur-
rently available to the IMF under the General Arrangements to Borrow.
This arrangement will include a broader group of countries with the ca-
pacity to support the international monetary system. The availability of
these additional resources will increase the capacity of the IMF to cope
with exceptional situations that pose athreat to the international monetary
system. Such borrowing arrangements, however, cannot substitute for a
quota increase, which is the main source of IMF liquidity.

The European Union notes the Interim Committee's endorsement of
the consensus reached in the Executive Board of the IMF on away for all
members to receive an equitable share of cumulative SDR allocations,
and now looks forward to the finalization of work by the Executive Board
on thisissue.

The provision and effective use of the Fund’s financial and staff re-
sources are critical to its success. The prevention of balance of payments
disequilibria should remain the focal point of Fund policy. The European
Union therefore welcomes the IMF's continuing review and adaptation of
its surveillance regime. The establishment of the Special Data Dissemi-
nation Standard is a welcome innovation that will, in time, reduce the
likelihood of sudden and disruptive market reactions before manageable
problems grow to crisis proportions. We call on developed and develop-
ing countries to join. We look forward to further progressin this area, no-
tably in establishing a general standard for data dissemination for all
members shortly.
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The progress of recent days with the initiative to address the problems
of alimited number of poor countries with unsustainable levels of external
debt, which maintain sound policies, is a welcome development. We ook
forward to the implementation of the outcome of the deliberations of the
Interim and Devel opment Committees on this issue.

The member states of the European Union are prepared to support the
aleviation of debt burdens in countries with sound economic policies,
through bilateral assistance aswell as through a contribution to the resolu-
tion of the Enhanced Structural Adjustment Facility (ESAF) financing
issue. There is a widespread acceptance that the ESAF plays a meaningful
role as a centerpiece of Fund strategy to help low-income countriesin con-
junction with the International Development Association (IDA) in afully
effective multilateral effort. A joint effort by bilateral donors and creditors
and the Bretton Woods institutions is essential to make a meaningful im-
pact on the problems of these countries.

The IDA-11 and African Development Fund replenishment negotia
tions were a significant achievement this year. We reaffirm our commit-
ments to the principle of multilateralism and the need for each member of
the international institutions to fulfil the financial commitments it has ad-
hered to. It is important that all donors ensure the success of IDA-11 by
fully respecting their commitments on time. However, issues other than
funding must be borne in mind if the IDA and other development funds are
to continue to be valuable development instruments. It isimportant to con-
tinue to improve their effectiveness and developmental impact.

In afast-changing world, al institutions need to conduct a continuous
assessment of their performance if they are to ensure their continued rele-
vance. The recent report of the Task Force on Multilateral Devel opment
Banks was particularly useful in this context. These banks must now act on
the recommendations made to strengthen further their policies and practices.

We consider it desirable that the IMF and World Bank define jointly
with the United Nations and the WTO a medium-term strategy for Africa,
thereby building on the special initiative launched by the UN Secretary
Genera on March 15. This strategy could be described in ajoint document
issued by the four organizations, proposing coordinated action for the de-
velopment of Africa and its integration into the world economy.

For the Union and its member states, support for the Bretton Woods
institutions is just one aspect of a broader commitment to assisting devel-
oping countries. The Union and its member states are actively furthering
the development of less-developed countries through the member states’
bilateral aid programs, the European Community budget, the European In-
vestment Bank, and the European Development Fund. The Union is now
active in the African, Caribbean, and Pacific states through the Fourth
Lomé Convention, in central and eastern Europe, the Mediterranean, Asia,
Latin America, Gaza, the West Bank, and South Africa. A decision on the
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renewal of European Investment Bank (EIB) lending mandates will have
to be taken later this year.

The Union’s relationship with third world countries has often pro-
vided the lead for others to become involved. In the case of transition
economies, we have supported reform through substantial financial con-
tributions. In appropriate cases, it is our policy to continue to do so, sub-
ject to proper burden sharing by other contributors. The European Union
was among the first to pledge a significant amount of money to the re-
construction of Bosnia. Its efforts have been very closely coordinated
with the World Bank and have led to the participation of alarge number
of other bilateral donors. It is important that the “developed” countries
do not become hardened to the needs of those countries recovering from
political and social upheaval. Therefore, the Union and its members call
on donor countries to continue to supply countries in need with bilateral
assistance.

During the last year, much has been achieved by the international fi-
nancial institutions. We are making progress toward improved ap-
proaches to the debt problem, though implementation will take time. We
are in a better position to cope with global financial crises. The member
states have reinforced their commitment to development through the
eleventh replenishment of IDA and the seventh replenishment of the
African Development Fund.

However, we have also had to face considerable challenges. Each of
usisaware of the limitations of national budgets and the limitless demands
on them. A wholehearted commitment to multilateral action is vita if the
international financial institutions are to continue to berelevant in a chang-
ing world. In a complex and rapidly changing world, the choice for gov-
ernments is not between multilateralism and bilateralism; the challenge is
to integrate both in an appropriate way and thus to optimize results at na-
tional and global levels.

On behalf of the member states of the European Union, may | take
this opportunity of congratulating the Bretton Woods institutions on their
achievements this year and reiterate our support for their important role
within the international monetary system and for development.

I would now like to make some comments on developments in the
Irish economy. For most of the last decade, Ireland’s economic perfor-
mance has been exceptional by European and Organization for Economic
Cooperation and Development (OECD) standards. Economic growth has
been about twice as fast as the European Union average. At the same time,
inflation has been below the EU average, and the general government
deficit has been below 3 percent of GDP each year since 1989.

Over the two years 1994 and 1995:

* GNP growth averaged almost 7' percent (well balanced between
domestic demand and net exports);
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« Employment expanded at an annua average rate of almost 3 percent;
« Inflation remained low at about 2.5 percent; and

» Budgetary discipline was maintained—with the general government
deficit comfortably below the 3 percent Maastricht Treaty guideline.

In 1996, for thethird year in succession, the Irish economy will be one
of the fastest growing in the OECD. However, while growth will remain
strong by international standards, it is likely to moderate to around 6 per-
cent in volume terms, reflecting the less favorable EU economic environ-
ment. This year, domestic demand is the major contributor to growth, with
consumer spending and investment growing strongly. Employment will in-
crease by around 34 percent; but the reduction in unemployment will be
smaller than this because of labor force growth. Inflation will be moderate,
at under 2 percent. Export growth will be slower than in 1995, but despite
this, a further healthy current account surplusisin prospect. On the fiscal
side, it is now clear that the general government deficit will be well below
the budget target of 2.6 percent of GDP.

Looking further ahead, Ireland should continue to achieve growth
rates well above the European Union average over the next few years.
Thiswill enable further progress in terms of increasing employment and
reducing unemployment. Fiscal discipline will be maintained, and infla-
tion will remain moderate. However, achievement of all thiswill depend
crucially on continued wage moderation at home and sustained recovery
in Europe.

What have been the reasons for Ireland’s exceptional performance?
There are many factors that could be cited, but let me briefly outline what
| believe are the principal ones:

« the prudent fiscal and economic policies adopted by successive gov-
ernments here since the mid-1980s;

« the consensus among the social partners (government, employers,
trade unions) on the broad parameters of policy—Ilow budget
deficits and moderate nominal pay increases to maintain competi-
tiveness, boosted where possible by tax reductionsto ensure real in-
creases in take-home pay;

* low interest rates, which are in part the reward for prudent policies
enunciated above;

« the rising education and skills level of new entrants into the labor
force, with a consequent increase in productivity;

« strong foreign direct investment, which helps to overcome capacity
constraints and provides the foundation for future growth; and

« the impact of EU structural funds since the late 1980s, which are
also raising the growth potential of the economy.
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Needless to say, this very positive picture does not mean that we do
not continue to face very serious and significant challenges:

« Unemployment remains unacceptably high. While employment
growth has been impressive, it is barely sufficient to keep pace with
the natural increase in the labor force, rising female participation
rates, and the prospect of inward migration in response to improved
employment prospects at home.

« As a small, open economy, we are particularly sensitive to devel-
opments in the world economy, and the slowdown in the major
European economies this year is having an impact on our export
performance.

* We are clearly benefiting from foreign direct investment, particu-
larly in the more modern high-technology sectors. But our more es-
tablished industries are vulnerable to competition from newly
emerging lower-cost locations.

» The Bovine Spongiform Encephal opathy (BSE) crisisand slump in
the demand for beef in Europe is a particular problem for us, since
we export the bulk of our cattle output, and agriculture is still rela
tively more important to us than to most other EU members.

« Buoyant growth can give rise to excessive expectations regarding
public expenditure and taxation.

| am confident we can meet these challenges successfully by main-
taining and developing our current broad policy setting. The demonstrable
success of these policeswill be akey factor in supporting the measures that
will be necessary for continued growth in a rapidly changing world eco-
nomic environment.

STATEMENT BY THE GOVERNOR OF THE BANK FOR ISRAEL

Jacob A. Frenkel

Mr. Chairman, distinguished Governors, delegation members, ladies
and gentlemen, Managing Director of the International Monetary Fund,
President of the World Bank Group: it is a great honor for me to address
you today as Governor for Isradl.

The world economy is in positive shape. This was the message con-
veyed in the discussions to date. World growth has reached 3.8 percent,
whichisthe highest level since 1988. Just recall that afew years ago many
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countries were in the negative territory, and today industrial growth has
reached 2.3 percent and developing countries’ growth for the fifth year in
arow exceeds 6 percent; and for the first time, the countries in transition
are about to leave the minus territory.

Inflation in the world economy is so much lower in the industrial
world; it is between 2 percent and 2.5 percent, one-third of the level just a
decade ago. In developing countriesit is at its lowest level in recorded his-
tory, and it is less than one-half of what it was just a decade ago. Thisis
not the result of an accident. It is the result of strategic policy decisions
guided, aided, and supported by the multilateral organizations that we are
al members of.

Trade in the world economy expands, and just a few years ago, each
Governor concluded his remarks by hoping that the Uruguay Round would
be concluded and the World Trade Organization (WTQO) would be estab-
lished. Well, this is behind us. And budget consolidation is not part and
parcel of the strategy of policymaking in the world economy.

The Managing Director reminded us of the crisis that was with us
three years ago—Africa, protracted decline in per capita income; two
years ago, Russian hyperinflation; ayear ago, Mexico. Those of you who
looked at the proceedings for the previous years, for 10 years, for 20
years, will have found that each year there was another crisis. And yet
the world economy sailed through each crisis, and one of the reasons is
that the policy prescriptions and policy advice shifted from being a strat-
egy of crisis management to being a framework of economic policy
within which, of course, there were ups and downs, but basically the way
is forward.

Just years ago, Governors were standing here and asking about the
mission for the Fund and the Bank and what the agendais in the new era.
| believe that those of us who listened carefully to the statements yester-
day of the Managing Director and of the President found that the key ques-
tions have received satisfactory answers and that the two organizations are
meeting the challenges of the new realities—the reality of new global mar-
kets of open capital account, the reality of a strategy of reducing the size
of government, the reality of changes in the geopolitical picture, and the
reality of democratization as an approach that moves forward. And in this
regard, the International Monetary Fund is now encouraging an Article
VIl1-type arrangement for the capital movement. It is encouraging the de-
velopment of a database that is timely and updated. It is emphasizing the
importance of macroeconomic management and, of course, it is ready to
stand and meet the challenges of emergency situations.

In the World Bank, there is growing emphasis on the role of the pri-
vate sector and cooperation; there is again growing emphasis on structural
reform, and a renewed emphasis, as President Wolfensohn stated yester-
day, on people and on the social dimension of all of what we are saying.
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Basically, in some languages some of you may notice that the concept
of crisisisaconcept that combinestwo elements: an element of danger and
an element of opportunity. And in many languages the notion of crisis and
crisis management appropriately is leading the way from averting dangers
and seizing the path that opportunity presents itself.

In an eraof globalization, anotion that was so well emphasi zed by the
Managing Director yesterday, we are now in the midst of it. Markets such
as goods markets are global, service markets are global, and capital mar-
kets are global. The market for ideas is global, and also migration is now
much more prevalent.

These facts mean that we have much more consensus today about
what it takes to achieve sound economic policy. We no longer have the de-
bate of old times between populism and professional economics but,
rather, it is more and more recognized among policymakers that good eco-
nomics is basically good politics. But because of the fact that we are re-
sponding very rapidly, it therefore requires a renewed focus on multilater-
alism. Thisis the framework that provides the rationale for strengthening
our multilateral organizations, the very fact that borders no longer recog-
nize knowledge, pollution, or terror, as well as good consequences of eco-
nomic policies.

And we are now witnessing the results of the silent revolution that
was coined afew years ago. We see that growth will not be sustainable un-
less it is grounded on structural economic policies. We have learned that
there is no trade-off, that you cannot buy growth by accelerating inflation.
And we have learned that structural policies and macroeconomic policies
are not substitutes but, rather, they are complements that reinforce each
other. It makes no sense to have macroeconomic policies in an environ-
ment full of distortions, and efficacy of macroeconomic policies will be
enhanced through competitive forces that will be brought about by struc-
tural policies.

This brings me, of course, to the point of quality of measures. It is not
only on the quality of people that we must focus but also on the quality of
measures. And it is not good enough, as the IMF now emphasizes, just to
cut down budget deficits; rather, one needs to be much more informative,
maybe a little intrusive in some places, by noting that one should not cut
education spending, infrastructure spending, research development spend-
ing, with the effort of cutting down the budget deficit, but, rather, one
should just focus on the expenditures that are wasteful and the like.

We have |earned—and the Mexican experience has given us another
renewed reminder—that you cannot sustain growth unlessyou rely on do-
mestic savings. And, therefore, savings must be the base for investment,
but you must also enhance the domestic base for your savings so you re-
duce vulnerability. But in order to do this, financial market reform must
be key, because only under these circumstances will we see savings en-
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couraged as the planning horizons of households and entrepreneurs are
being lengthened.

This is the reason that IMF programs as well as the World Bank ori-
entation are cases in a medium-term strategy in a multiyear approach. And
this is the reason that more and more we realize that the unemployment
problem is not a macroeconomic business cycle phenomenon but, rather, a
structural phenomenon that requires handling with and through structural
measures of job retraining and the like.

This, therefore, brings again a renewed emphasis on the need to fight
protectionism as much as one can, especially in aday in which budgets are
tight, and the best way that industrial countries can help the developing
countries and the countries in transition is by opening their markets to the
products of these economies. These are efforts that do not require budgets.
They require political decisions, which isthereal test for the resolve of the
multilateral approach to the world economy.

In my own country, Israel, which is a very small economy and does
not affect importantly the world economy, we were privileged in benefit-
ing from the importation of such ideas and the vast experience that these
multilateral organizations have accumulated over the years. We are a small
country. Growth in the past few years, since the beginning of the decade
especially, has been very robust, at about 6 percent ayear in real terms. We
have absorbed huge numbers of immigrants, primarily from, though not
only from, the Baltic countries, Russia, and the other countries of the for-
mer Soviet Union, immigrants that, asin every case, provide important so-
cial, political, and economic challenges. And the issue was how to meet
those challenges and seize the opportunity.

Today | can say that the strategy of absorption that relies primarily
on the private sector, and not through bloated government, has proven to
be successful. And, indeed, the unemployment rate has diminished to lev-
els that are at the lowest for many years, around 6 percent or 6.5 percent
today, after being more than 11 percent just four years ago—and all of this
while maintaining control of inflation. As a matter of fact, in the past five
years, inflation is about half of its level of the preceding five years. And
| believe that it is fair to say that the three elements that have governed
the shape of the Isragli economy today have been: first, the influx of im-
migrants; second, the geopolitical developmentsin our region; and, third,
the macroeconomic and structural measures that have been facing these
challenges. And here | would emphasize the budget, which was by and
large a very responsible budget, with reducing the size of government and
the budget deficit, monetary policy that looked at inflation, and opening
up the economy through trade liberalization, financial market reform, and
the like. The result has been investments that have grown on an annual
basis at a rate of about 15 percent and exports that each year expanded
faster than GDP.
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Of course, stability has not been an integral part of our region. We all
hope that stability will be restored and will indeed be reinforcing the eco-
nomic processes. |n the Middle East, aswe all know, timeisnot linear, and
things can happen very rapidly, and, therefore, we are all hopeful that wis-
domwill prevail and that determination and resolve will help usto proceed
in this way.

We say we face challenges, and the challenges ahead, with the help of
the advice of the International Monetary Fund and the wisdom that the
World Bank has provided to us and to the entire region, are the challenges
of raising domestic savings, of bringing about balance of paymentsthat is
more sustainable, of reducing the degree of indexation in our economy,
and of moving ahead with the reform program. And thisis one of the ban-
ners that the Israeli government with the new Finance Minister and the
Prime Minister have put on their strategy, namely, globalization. Global-
ization is viewed as a norm—a norm that involves globalization of mar-
kets, globalization of ideas, and globalization of policymaking.

Of course, we are not users of Fund resources, but we benefit from the
Fund’s advice. And for this | would like to express my appreciation. Con-
gratulations to the Managing Director for his vision and reappointment.
Best wishes to President Wolfensohn for the vision and leadership of the
World Bank and the contribution that these two great organizations are
performing not only in the policy advice to Isragl, but for the entire region
that the destiny of Israel depends so much on.

I would like to use this opportunity to thank the Executive Directors,
to thank the staff, to thank the Joint Secretariat, and to wish all of us con-
tinuing success.

STATEMENT BY THE GOVERNOR OF THE FUND FOR ITALY

Carlo Azeglio Ciampi

World Economic Outlook

World economic developments since our last meeting continue to be
encouraging. Growth is accelerating in many areas, while inflation re-
mains subdued or continues to decline. In the developing world, growth is
more evenly spread and more resilient than in the past to external distur-
bances. In the transition economies, the progress already achieved in
macroeconomic stabilization and structural change is helping the resump-
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tion of economic activity. In the industrial countries, overall growth con-
tinues, if at a moderate pace.

Among the industrial countries, improvements in the economic pic-
ture remain incomplete, as growth is not yet broadly based in Europe,
where the unemployment problem has instead been exacerbated. Thereis,
however, ground for optimism. Economic fundamentals in Europe are
good, with broadly consistent exchange rates, budget deficits on the de-
cline, and inflation near historical lows. The external environment is also
quite favorable, as an acceleration of world output and growth is expected
next year.

Structural unemployment remains the mgjor challenge for Europe. It
has heavy negative effects in the economic, social, and political spheres.
Unemployment in our countries is due to several factors: technological
change, the effects of globalization on the location of production and
competition, the new organization of productive processes, and rigidities
in labor markets. There are policy and institutional changes that are
needed to cope with unemployment, some of which require time and sus-
tained efforts. But we are all well aware that resumption of growth in
Europeis also necessary to substantially reduce our unemployment rates.
The full realization of the European Union, and of its potential, isin it-
self critical to increase growth and to permanently lower unemployment.

The united Europe that has been taking shape in the past few years,
and that we want to strengthen through monetary unification, is an im-
portant new reality that is emerging at the global level. Greater economic
and financial weight implies greater regional and global responsibilities
in the economic and political domains. Europe will discharge them,
keeping to its values of international cooperation, openness, and fair
competition.

International capital markets have absorbed the effects of the Mexican
crisis while learning some of its many lessons. The serious adjustment ef-
forts pursued in many Latin American countries, by restoring investors
confidence, have helped stabilize financial markets. Moreover, the Fund's
ability to deal with financial crises of the Mexican typeisin the process of
being strengthened significantly. We must take advantage of these positive
developments and press forward with those adjustments and reforms at the
national level and with the strengthening of our institutions to ensure that
growth continues in a stable global framework.

The Roles of the IMF and the World Bank

In recent years, the Fund’s surveillance has been made more timely
and continuous and has been enlarged in scope and depth. The Fund's con-
ditional support to its members performs both a direct and a catalytic role
in mobilizing means of finance. In the poorest countries, its contributionis



126 SUMMARY PROCEEDINGS, 1996

often fundamental for the resumption of growth. These important func-
tions must be maintained and strengthened.

The smooth functioning of the capital markets, whose disciplinary
role has clearly increased in recent years, can be enhanced through the im-
provement of the statistical information provided to the public. We are
therefore very pleased by the establishment of a set of common standards,
the Special Data Dissemination Standard (SDDS). The relatively large
number of members, including Italy, that have already subscribed to the
SDDS is above expectations. Besides the main industrial countries, the
group now comprises a significant number of emerging-market economies
and some economies in transition. Thisis of great value. We are confident
that this initial group of “subscribers’ will expand rapidly in the months
ahead.

We consider it essential that we preserve the Fund's role and opera-
tional capabilities. This implies not only keeping the Fund's size broadly
in line with that of the world economy, but also preserving itsliquidity and
financial resources at the levels needed to meet the ever-changing needs of
its membership in both ordinary and exceptional circumstances. Although
it will remain comfortable through the end of 1997, the Fund's liquidity
position has gradually weakened, and in the not so distant future it could
fall below safe levels. We must not allow this to happen.

We believe that an increase in overall Fund quotasisin order and that
it should be agreed upon in the context of the Eleventh General Quota Re-
view. We also continue to believe that an overall quota increase should go
hand in hand with a realignment of individual quotas, to make them better
reflect the members' relative weights in the world economy. The coopera-
tive nature of the Fund requires that individual members' responsibilities
and capacity to discharge them be dtrictly interrelated. However, a large
part of the membership has seen its actual quotas depart significantly from
what quotas should be, and it is now time to remedy such a situation.
Given the size of the divergence problem, we cannot favor “ad hoc” solu-
tions aimed at rectifying the positions of only a restricted group of mem-
bers. On the contrary, we continue to believe that it is in the best interest
of the Fund and the Bank to tackle the problem on a general basis and for
the whole membership. For these reasons, we welcome the recent creation
of a working group within the World Bank with the purpose of studying
proposals to harmonize the capital shares of the International Bank for Re-
construction and Development (IBRD).

While the increase in the Fund’s ordinary resources is necessary for
it to operate under normal circumstances, the availability of adequate
supplementary resources (to be called upon in exceptional situations) can
provide an important safeguard in an environment where markets are
global and increasingly integrated. Therefore, we welcome the New
Arrangements to Borrow, which will make available supplementary re-



ITALY 127

sources to cope with exceptional situations posing a threat to the stabil -
ity of the international monetary system. The Italian government,
through the presidency of the negotiating group, has contributed to a bal -
anced solution to the problems of representation and contribution of the
new participants.

Concerning the SDR, we believe that itsrolein the international mon-
etary system must not be diminished. At the same time, we remain con-
vinced that the creation of SDRs should be determined on the basis of
global liquidity needs, a condition that does not seem to be present today.
On the other hand, we have long recognized that a problem of equity ex-
isted, especially for those new members that have never participated in
previous allocations. We are thus ready to support a special SDR aloca
tion aimed at addressing this specific equity problem.

Dealing with the Problems of Low-Income Countries

We fully support the Bank’s and the Fund's role in assisting the poor-
est of our members. For this reason, we continue to support the Interna-
tional Development Association (IDA) within the limits set by our bud-
getary situation. We also favor a continuation of the Enhanced Structural
Adjustment Facility (ESAF). We are thus ready to consider ways to fi-
nance the ESAF in the interim period, using both resources held by the
Fund and bilateral contributions.

We also support reasonable Bank and Fund contributions to the debt
initiative in favor of the low-income countries—the heavily indebted poor
countries (HIPC) initiative—provided that it is restricted to alimited num-
ber of countries, namely, those where the external debt burden is clearly
unsustainable in the medium term, despite serious and sustained efforts to
cope with it. We are also well aware of the risk of moral hazard that ex-
ceptionally favorable debt-exit options carry within themselves.

Regarding the proposed debt initiative, about which we heard reports
at the Interim and Development Committees, we would like to stress just
afew points:

« First, we must recognize that concessional resources, ho matter what
their origin, are scarce and that the external concessional financing
that can be extended to member countriesis useful only aslong asit
brings about the policy changes necessary for establishing sound
and lasting growth.

 Second, the provision of exceptionally favorable financing must be
temporary in nature. If it were offered for an indefinite time, moral
hazard would be enlarged instead of being circumscribed. Besides,
we must recoghize that the Fund has a limited role in development
assistance, for which IDA remains the main avenue.
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« Last, but not least, resource transfers must not be financed by the
use of “core” resources. Thiswould, sooner or later, jeopardize the
financial integrity of our institutions and inevitably result in are-
duction of their creditworthiness. We thus believe that the financ-
ing of the ESAF in the interim period and of any HIPC initiative
must be based on ajudicious use of the Bank’s profits, and a blend
of noncore resources held by the Fund—such as General Resources
Account (GRA) resources for loans and resources from the second
Special Contingent Account (SCA-2) for subsidies—plus addi-
tional contributions, as needed, from countries that wish to avoid
using GRA and SCA-2 funds. Such a blend would be amply suffi-
cient to meet the net present value of the overall financing need.
The burden must, of course, be distributed as broadly and equitably
as possible. The use of other Fund-held resources, particularly the
core ones, should be considered as the last option, after all others
have been pursued and exhausted.

Progress and Policiesin Italy

Since 1992 we have made momentous headway in public finance ad-
justment and inflation reduction, which are the cornerstones of balanced
and sustai nable growth. Progress has continued in 1996, despite an adverse
economic cycle. The current government will persist in these efforts and
quicken their pace.

On September 27, the government adopted the 1997 Budget L aw. For
the goals it pursues, the size of the adjustment that it embodies, this law
marks a key step forward for the future of our country. Since the begin-
ning, the government has embraced, as its main priorities, adherence to a
path of reduced inflation and fiscal consolidation consistent with the
Maastricht criteria and timetable, and the reduction of the unemployment
rate. These goals are mutually reinforcing—higher employment is not
brought about by higher public spending, but rather by lower real interest
rates, which promote private investments and lasting growth. Adherence to
the economic and monetary union (EMU) convergence path is a critical
factor in restoring growth and creating jobs.

These policy principles were the basis of the 1997-99 (three-year)
planning document approved by the government in July. The 1997 Bud-
get Law now implements them, and we are going ahead with our pro-
grams of privatization and deregulation of the economy. Our new bud-
getary target isto reach atotal deficit-to-GDP ratio of 3 percent in 1997.
Compared with 1996, the budget law will determine the ways to reduce
the deficit by about 3 percentage points of GDP. About three-fifths of this
reduction will occur as a direct result of the measures already detailed in
the budget draft approved recently, while the other two-fifths remains to
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be itemized by the end of the year. The primary surplus will be about 6
percent of GDP.

The measures already specified combine expenditure cuts of about
$17 billion and revenue increases of $8 billion. The cuts are concentrated
on central and local government expenditures. They are connected with the
reform of the public administration and of the budget already approved by
the government, and are aimed at increasing the efficiency and decentral-
ization of the public sector. Health and social security expenditures have
also been reduced, together with transfers to public utilities. The increases
in revenue come mostly from the elimination of a number of tax deduc-
tions and from anti-evasion and anti-erosion measures.

Before the end of the year, further measures equivalent to $17 billion
will be introduced. These additional budget savings will be based largely
on a onetime increase in income taxes, on top of the other budget deficit
reduction efforts, which will continue as planned in 1998. An integral part
of our budget adjustment is a substantial package of measures aimed at in-
creasing employment, especially in the south of Italy.

With this action, our budget will be, and will remain, in order. The
structural causes of inflation will have been eradicated by the long-
established and widely agreed income policies; a stability-oriented mon-
etary policy consistently followed by an independent central bank; and
the completion of controlling public expenditure.

Markets reacted favorably to the preparation and presentation of the
1997 budget. Interest rate spreads over our relevant benchmarks narrowed
by over 50 basis points in less than a week. Significantly lower nominal
and real rates are now in sight. Interest rate reduction may prove to be an
important part of our convergence effort, although our quantitative objec-
tives are not predicated on such an occurrence. Reduced interest expendi-
ture from lower rates would therefore constitute additional savingsto those
aready envisaged in the budget.

I am fully aware that my country is undertaking an extraordinary ef -
fort, but equally extraordinary are the motivations. The economic moti-
vations lie in the will to fight budget deficits and to increase employ-
ment. The political motivations are the same as those that guided Italy to
be one of the founding members of the European Economic Community
almost 40 years ago. We intend to be among the founders of the EMU in
1999.

But even more important are our ethical motivations. Our participa
tion in the EMU on January 1, 1999 will represent the final accomplish-
ment of a long, painful, and cathartic process that Italy has undergone
since 1992. It will represent the crowning event of the peaceful revolution
that is deeply changing our country. Italy will by then be ready to be an ac-
tive member of the EU, one of stability and growth that was designed at
Maastricht, and that will be achieved.
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STATEMENT BY THE GOVERNOR OF THE FUND AND
THE BANK FOR JAPAN

Wataru Kubo

Introduction

May | begin by saying what a pleasure it is for me to be able to ad-
dress the Fifty-First Annual Meetings of the International Monetary Fund
and the World Bank Group.

Before turning to my remarks on policy, I'd like to extend a warm
welcome to Bosnia and Herzegovina, which joined the Fund and the
Bank as an independent nation after last year’s meeting. | am sure we all
welcome the increased support of both institutions and member countries
for a nation attempting to recover from the ravages of war, as evidenced
by the recent democratic elections. May | also take this opportunity
to express our congratulations to the IMF Managing Director,
Mr. Camdessus, for his reelection in May, and best wishes to both the
Fund and the Bank.

Sate of the World Economy and Policy Coordination

| want to begin by reviewing the state of the global economy. | think we
can agree that it hit bottom in 1991 and that since then it has seen a steady
recovery. Thisis the result of the continued efforts of our member nations,
despite their own political and economic difficulties, to pursue adisciplined
macroeconomic policy and to promote market-oriented economic reforms.
It is vital that we promote economic structural reforms till further.

In order to sustain noninflationary growth, the industrial nations are
working to reduce fiscal deficits, stabilize prices, and achieve structural re-
form. Clearly, the biggest challenge is the reduction of fiscal deficits.
Without this, the vitality of the private sector will be undermined and the
world’s savings will be put at risk.

Developing countries on the whole are enjoying high economic
growth. This trend is particularly evident in the emerging economies,
whose influence on the world economy as a whole is therefore consider-
able. Ideally, these emerging economies will contribute to sustainable
global growth while guarding against domestic overheating.

Now to the Japanese economy. A steady increase in private demand
has encouraged recovery. Among the positive signs are a rise in private
consumption, private sector investment in plants and equipment, and hous-
ing construction. In the monetary area, the relaxed monetary policy stance
remains unchanged, as evidenced by the current official discount rate of
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0.5 percent, which is an all-time low. For its part, the government of Japan
is determined to oversee the implementation of the budget for FY 1996
while addressing the problem of nonperforming loans as quickly as possi-
ble. We believe thiswill further the momentum and the sustainability of re-
covery. Monetary policy will remain accommodating and responsive
closely watching the economic situation at home and abroad, including the
state of the financial markets.

With Japan’s recovery clearly in place, | believe it istimely for usto
look ahead to the next century, to consider what must be done to address
the economic challenges. Our foremost challengeisto tackle structural fis-
cal reform. Japan’'s fiscal situation is the worst among the industrial na
tions and, indeed, is at something of a crisis point. We face an unprece-
dented wave of population aging and, with it, an enormous burden on the
people. Reform of Japan's fiscal structure is imperative. The mgjor re-
sponsihility of this generation isto limit the burden we pass on to our chil-
dren and to secure a bright future for generations still to come.

We must also take into account the ongoing integration of the world's
financial markets—something that | feel sure will continue into the next
century. Japan is committed to making our financial and capital markets
more liberalized and more efficient, while ensuring the stability and trans-
parency of our financial systems.

Redefining Rights and Responsibilities
in the International Monetary System

Until amost a quarter of a century ago, the world economy and inter-
national trade were supported by the postwar exchange rate system. When
that collapsed, we were launched on an uncharted voyage. Since then, we
have experienced extraordinary changes in the world economy. There has
been adramatic increase in the volume of international capital transfer. In-
creasingly integrated financial markets have created new financial prod-
ucts one after another. There has been regional integration, such aswith the
European Union and other such blocs. And the emerging economies have
started to play a key role in the international economy.

This has meant a considerable expansion of the world economy and
trade. But you could argue that it has also resulted in the heightened risk that
afinancia crisisin one market may have an immediate and contagious effect
on other markets. Similarly, you might point out that exchange rates are now
subject to abrupt fluctuations. To minimize the risks, while promoting policy
coordination among theindustrial nations and close cooperation in exchange
markets, we have anumber of mechanisms, for example, cooperation among
regulatory and supervisory authorities and better settlement systems.

I hope you will agree that the capacity to cope with varied risksin the
international financial markets must be strengthened even further. To that
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end, it is essential that we collaborate with the new players in the interna
tional economy, to redefine both rights and responsibilities so that we can
better manage the international monetary system while promoting interna-
tional policy coordination even further.

It is in this context that | particularly welcome the fact that the
Group of Ten countries, along with new playersin the international econ-
omy, had a hand in creating the New Arrangements to Borrow (NAB).
Japan also strongly supports the call for the earliest possible quota in-
crease under the Eleventh General Review of Quotas in a way that re-
flectsthe relative position of each member in the world economy by fully
respecting the wish of many emerging economies to minimize the gap
between calculated and actual quota shares. Additionally, due attention
should be paid to the fact that many new members of the Fund have not
been allocated special drawing rights (SDRs). This is an inequity that
must be addressed, and | call on member nations to redouble our efforts
so that afinal agreement will be reached by the time of the Interim Com-
mittee meeting next spring.

Both the quota increase under the Eleventh General Review of Quotas
and the alocation of SDRs are challenges that must be addressed to redefine
our rights and responsibilitiesin a new environment characterized by emerg-
ing economies aswell as by economiesin transition. In thisrespect, | believe
that dealing with both issues smultaneoudy and as a package will make
more sense and will also allow membersto win support at home more easily.

The stabilization of exchange rates, at the same time, is of global
concern: it is no longer of interest simply to the industrial nations. It fol -
lows, then, that policy coordination and cooperation in exchange markets
since the Plaza Accord are no longer limited to the industrial nations. The
emerging economies of Asia and other developing countries must also
have a voice. It isin this context that the monetary authorities in Japan
have strengthened collaboration with their counterparts in the Asia and
Pacific region. The foreign exchange reserves of the Asian nations
amount to almost 40 percent of the world's total foreign exchange re-
serves. It istherefore of great significance to the global economy that this
region is working toward a framework to maintain exchange rate stabil -
ity and that it is doing so through meetings of the APEC Finance Minis-
ters and cooperation among monetary authorities in the Asia and Pacific
region. Naturally, Fund surveillance capability could, and indeed should,
play a part in such aregional framework.

Let us not forget that the statistical capability of developing nations
must also be enhanced so that they can subscribe to the Special Data Dis-
semination Standard. Thisiswhy, when considering requests for the use of
the Japan Administered Technical Assistance Account with the Fund, it is
hoped that priority will be given to projects intended to enhance the au-
thorities' statistical capability.
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Support for Developing Countries

Let me now move on to outline Japan’s views on assistance to devel-
oping countries. Today, one cannot categorize the situation of developing
countries by using just one uniform characteristic. The emerging
economies, the poorest countries, the postconflict countries, and the tran-
sition countries are all facing different tasks. Hence, development strategy
should be tailored to the specific circumstances of a given country while
fully drawing on the experiences and lessons we have learned in other re-
gions. To allow us to respond in this way, we must study a variety of de-
velopment experiences, exchange views on them, and share the knowl-
edge. This is an essential process, yet it is still in itsinitial stage. Japan,
together with other countries, would like to make a greater contribution in
this regard. We can transfer our experience of postwar reconstruction and
high economic growth; we can also help systemize the east Asian
economies growth experiences.

In recent years, the industrial nations have faced their own financial
difficulties. Consequently, development assistance has leveled off. It is
therefore all the more necessary to ensure an even more efficient use of as-
sistance. It is to be hoped, especialy, that the multilateral development
banks will continue their efforts at reform based on the March Report of
the Development Committee Task Force on Multilateral Development
Banks. It is also essential that the emerging economies, these new players
in the international economy;, join the donor community. | would also like
to take this opportunity to thank you for supporting Japan’s share increase
at the Governors' vote last June. We are determined to make contributions
commensurate with our increased share.

A few remarks now on the poorest countries. Reducing poverty in these
countries and integrating their economies into the world economy are amajor
challenge that must be addressed. The prioritized distribution of assistance
must be continued. With thisin mind, and despite the severe domestic finan-
cia situation, Japan has made active contributions to both the eleventh re-
plenishment of the International Development Association and the seventh
replenishment of the African Development Fund. | hope most sincerely for
the steady implementation of these two agreements. | also hope that the cur-
rent negotiations on the sixth replenishment of the Asian Development Fund
will reach agreement as early as possible and on alevel sufficient to address
such major challenges as the fight against poverty in Asia, as well as envi-
ronmental destruction. Hand in hand with this, it is vitally important that the
Enhanced Structural Adjustment Facility (ESAF), the Fund's core instrument
of assistance for the poorest countries, continue. Japan is ready to make ac-
tive bilateral contributions in line with the other industrial countries.

With regard to the problems of heavily indebted poor countries
(HIPCs), it is vital that the IMF, the World Bank, and other international
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financial institutions make the most effective contributions. | welcome
President Wolfensohn's willingness to make a contribution. Japan joins the
intention of the Paris Club to go beyond the Naples terms, up to 80 per-
cent, after confirming significant progress made at the international finan-
cia institutions. This action will be applied on a case-by-case basis, for a
limited number of countries that successfully complete their HIPC pro-
grams with stronger modalities.

Turning to postconflict countries, Japan will continue to support their
reconstruction through the Japan Special Fund of the Bank.

Finally, a few words on the emerging economies. For those
economies, primarily in Asia and Latin America, to maintain steady
growth, the public sector will continue to play an important role. It is
equally important, however, to draw on the vitality of the private sector.
To ensure an adequate flow of private capital and to meet the huge de-
mand for financial resources for developing infrastructure, the World
Bank Group must take full advantage of its catalytic and advisory func-
tions to help recipient countries improve their capital markets, as well as
their accounting and legal systems.

For its part, Japan will continue to be active in providing technical as-
sistance by making the most of the Japan Special Fund in the Bank and the
International Finance Corporation (IFC). We would also encourage the
World Bank Group to further strengthen the functions of the IFC and the
Multilateral Investment Guarantee Agency (MIGA). In this context, |
would encourage the World Bank, the IFC, and MIGA to start developing
how they might better contribute to the promotion of private capital flows
for infrastructure development in these emerging economies. | hope that
the World Bank Group will report on its achievements to the next Annual
Meetings to be held in Hong Kong.

Conclusion

A quarter of a century ago, the whole world was launched on an un-
charted voyage, puzzled and concerned. At the time, and from this very
podium, Japan’s Minister of Finance, Mikio Mizuta, called for closer in-
ternational cooperation. Allow me to quote from a statement he made on
September 28, 1971: “The greater the difficulties lying ahead of us the
stronger the need for closer cooperation. | strongly urge that all of us do
our utmost to contribute to forming a solid common front to overcome
the crisis.”

During the 25 years that have followed, the world economy has been
increasingly integrated, and the emerging economies have become the key
engine for the growth of the world economy.

Today, we are faced with the impending new millennium, and the
need for cooperation is far greater than it ever was. Today, everyone, not
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simply the industrial nations but also the emerging economies and other
new players in the international economy, must join hands in redefining
our rights and responsibilities to ensure better management of the inter-
national monetary system and sustainable growth, while strengthening
international cooperation even further.

| strongly hope that the Fund and the Bank will continue to remain at
the heart of such international cooperation, thus ensuring that future gen-
erations inherit a vital world economy.

STATEMENT BY THE GOVERNOR OF THE FUND AND
THE BANK FOR KOREA

Seung-Soo Han

| am very pleased to take this opportunity, on behalf of the Korean
government, to address the Fifty-First Annual Meetings of the Interna-
tional Monetary Fund and the World Bank. In their opening remarks, the
Managing Director of the Fund and the President of the Bank have
shown a keen awareness of the imperatives of global economic change.
| would like to join my fellow Governors in commending them for their
dedicated and enlightened leadership in preparing to deal with these
challenges.

The world economic order has changed substantially since the estab-
lishment of the Bretton Woods institutions half a century ago. During this
period, Korea has achieved a remarkable level of economic maturity.
Once one of the world's poorest countries, Korea managed to transform
its simple agrarian economy into an industrial economy within a short
span of time.

In the process, Korea has benefited greatly from the resources and
expertise provided by the Bretton Woods institutions, for which we are
grateful. The Korean people have come to recognize our country’s in-
creasing responsibilities to the global economy. During the past three and
a half years, the Korean government has been implementing a bold strat-
egy in response to Korea's new place in the globalizing world.

Termed segyehwa in Korean, or globalization in English, this con-
cept extends well beyond conventional economic liberalization. Indeed,
its broader purpose is to fully integrate Korea into the emerging global
civilization of the twenty-first century. In this spirit, Koreawill continue
to contribute to the efforts of the Fund and the Bank to address the chal -
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lenges currently facing the world economy and to prepare for their en-
hanced roles in the twenty-first century.

Policy Directions for the IMF and World Bank

Continued Efforts to Safeguard the International Monetary System

In the aftermath of the financial upheaval in early 1995, the world
financial market stabilized rather quickly, owing to extensive interna-
tional cooperation and the activities of the IMF. However, we share the
view that the possibility remains for similar disturbances in the world fi-
nancial market. Thus, the IMF should continue to implement a compre-
hensive strategy to avoid potential risksin the integrated world financial
market.

For instance, the IMF needs to extend technical assistance to help
member countries subscribe to the Special Data Dissemination Standard
(SDDS) by the end of 1998. In addition, the IMF should develop an ef -
ficient operational plan for the SDDS to function as a key component of
the early warning system.

Asfor managing any future financial crisis, remarkable progress has
been made in reinforcing the Fund’s resource base through the success-
ful creation of the New Arrangements to Borrow (NAB). The Group of
Ten countries and the new participants deserve much credit for their far-
sighted efforts, which made this important initiative possible.

However, the fundamental task of enlarging quotas in the Fund has
not progressed as much as we would have expected. | would like to re-
mind you of two of the key principles that had been agreed in the earlier
stages of the discussion on creating the NAB. First, the IMF should re-
main a guota-based institution. Thus, enlarging the borrowing facility
should not be a substitute for a quota increase. Second, the quota struc-
ture should better reflect the changes in the economic map of the global
economy. Toward this end, the Eleventh General Review of Quotas
should include an ad hoc increase for member countries that have a sig-
nificant gap between their calculated and actual quotas. In this regard,
we welcome the Interim Committee’s call for an early conclusion of the
eleventh review. | urge the mgjor shareholders of the Fund to expedite
the progress of the Eleventh General Review of Quotas in the same co-
operative spirit demonstrated in making the NAB.

Increased International Cooperation in Helping Heavily
Indebted Poor Countries (HIPCs)

There are still more than 1.3 billion people in the world trying to
live on less than $1 a day, and despite their best efforts as well as the aid
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from the multilateral development banks (MDBSs), the HIPCs have not
substantially improved their situation, mainly owing to the heavy burden
of their external debts. In thisregard, we believe that the initiative jointly
taken by the Bretton Woods institutions to ease the debt burden of the
HIPCs was very timely. We welcome the major progress made in the ini-
tiative and support close and extensive consultation with all interested
parties to resolve the remaining concerns.

Korea and the Bretton Wbods I nstitutions

As Korea has now been transformed from a recipient to a donor
country, it is time to review and rethink the relationship between Korea
and the Bretton Woods institutions. | believe that the MDBs should aim
to work out development strategies relevant to their client countries.
They should enlarge nonlending services as well as lending services.

To contribute to the enlargement of the Bank’s nonlending services,
the Korean government will substantially replenish the Korea Consultant
Trust Fund, in response to President Wolfensohn's call. Those funds will
be used to transfer Korea's experience and know-how in development to
other member countries to expedite their development process. This fund
will also be used to promote cooperation by exchanging experts between
Korea and the Bank.

Moreover, as Koreais moving steadily forward in its bid to become
the twenty-ninth member of the Organization for Economic Cooperation
and Development (OECD), we are striving to adapt our economic
systems, including our financial market, labor market, and environmen-
tal regulations to the norms and standards expected of industrialized
nations.

The Korean government wishes to contribute to the world economy
by actively participating in all aspects of international cooperation in
keeping with the globalization drive. In fact, the Korean government has
already made significant efforts in this direction.

For instance, we have contributed to the International Development
Association (IDA) Replenishment and the Enhanced Structural Adjust-
ment Facility (ESAF). We have also actively participated in creating the
NAB and in the establishment of the Middle East and North Africa
Development Bank as a founding member. Just recently, we have de-
cided to join the Central American Bank for Economic Integration,
and we have increased our donations to many regional development
institutions.

I would like to seek the support of the member countries for Korea
to play an even greater role in contributing to the betterment of the world
economy as a new donor country and a country with a unique develop-
ment experience.
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Concluding Remarks

Aswe all know, the world economy is being integrated at a pace and
in a way never experienced before. The technological advance in com-
munications and the coming of an information age will serve to acceler-
ate the integration of the global economy in the twenty-first century.

In this new environment, the IMF and the World Bank will continue
to be just as important to global economic prosperity and stability as they
were in the immediate post-World War 11 years, if not more so. That is as-
suming, of course, that they continue to adapt creatively, and in atimely
manner, to changing circumstances.

Today, | have sought to emphasize Korea's determination to con-
tribute, as best we can, to the global efforts toward free trade and multi-
lateralism in the spirit of economic cooperation. Thisisthe basic rationale
for our participation in the Fund and the Bank and the foundation of our
commitment to these two great institutions.

In closing, | would like to express my gratitude to the Joint Secre-
tariat for its excellent preparatory work, which has done so much to en-
sure the success of these meetings.

STATEMENT BY THE GOVERNOR OF THE BANK FOR THE
LAO PEOPLE'S DEMOCRATIC REPUBLIC

Xaysomphone Phomvihane

The delegation of the Lao People’'s Democratic Republic is very
pleased and honored to represent the government of the Lao People's De-
mocratic Republic at these Annual Meetings of Governors of the World
Bank and the International Monetary Fund. | wish to join other distinguished
Governors in congratulating the chairman of these meetings, the manage-
ment of the World Bank Group, the Managing Director of the Fund, and the
Governors and delegates of al member countries.

The delegation also congratulates James D. Wolfensohn, the President
of the World Bank, and Michel Camdessus, the Managing Director of the
Fund, for their valuable efforts in contributing to the development of mem-
ber countries. We wish the President, the Managing Director, and their man-
agement teams well in continuing their well-expounded and widely publi-
cized objective of reducing poverty in developing countries.

In 1996, world economic growth on average has continued at a satis-
factory rate, and Asia achieved a growth rate of more than twice that of any
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other developing region. The year 1996 also posed big challenges for the
transition economies as well as new opportunities for development, cooper-
ation, and integration with the world economy.

We welcome the continued acceleration over the past decade in the
pace of global integration and the widening and intensification of interna-
tional linkages in trade and finance. M oreover, we wel come the framework
for action, discussed by the Development and Interim Committees at their
spring meetings, for resolving the debt problems of the heavily indebted
poor countries (HIPCs).

We welcome the decision to expand the currency choice of loan prod-
ucts, which allows greater flexibility for borrowers in managing their own
currency risks. As a development ingtitution, the World Bank should con-
stantly aim at minimizing the cost of borrowing for its members.

As for the Lao People’'s Democratic Republic, the real economy per-
formed quite well in 1996, with overall real GDP growth of 7.1 percent.
However, we faced difficultiesin many areas. In mid-1995, our country ex-
perienced severe floods that caused great losses of cultivated crops and
basic infrastructure, and worsened the situation with respect to poverty. On
the other hand, there was a sharp increase in aggregate demand owing to
macroeconomic imbalances.

The government responded to these adverse developments through
tightened financia policies, the implementation of which restored overal
macroeconomic stability.

In the first quarter of 1996, two important events occurred in the polit-
ical life of the multiethnic Lao people: the Sixth Congress of the Lao Peo-
ple's Revolutionary Party and the Eighth Plenary Session of the National As-
sembly (Third Legidature). Both of these events have reaffirmed the strong
determination of our government in pursuing our renovation policy, acceler-
ating the economy’s transformation to a more market-oriented system while
maintaining sustainable economic growth, and steadily leading the country
into the twenty-first century. In particular, our government will resolutely
continue the implementation of our socioeconomic development plan up to
the year 2000, especiadly the eight priority programs aimed at fully exploit-
ing natural resources and using new technology and successful economic ex-
periences for the socioeconomic development of the country, while linking
development with the protection of the environment. On the other hand, the
main focus of the strategy of macroeconomic management will be on con-
taining inflationary pressures and current account deficits, while sustaining
structural reforms, mainly to control public expenditures, broaden the rev-
enue base, and improve the balance of payments position.

One of the important factors contributing to the success of the coun-
try’s socioeconomic and development plan is the continued and increased
support of theinternational community, including bilateral and multilateral
donors, the international financial institutions—in particular, the World
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Bank Group, the International Monetary Fund, and the Asian Development
Bank, and nongovernmental organizations. The government of the Lao
People's Democratic Republic highly appreciates the catalytic role of the
World Bank and the Fund in promoting and facilitating the process of co-
operation and economic development, such as the third structural adjust-
ment credit and the Enhanced Structural Adjustment Facility (ESAF). As
one of the world’'s poorest economies, the Lao People’s Democratic Re-
public continues to need financial assistance on concessional terms to
avoid debt-servicing problems. In this connection, we place utmost impor-
tance on the ESAF and on the World Bank’s structural adjustment loan,
which have made a major contribution to the success of the Lao People's
Democratic Republic in its economic reform efforts. We therefore wel-
come the progress the IMF has made toward financing a continuation of
ESAF and participating in the HIPC initiative. To thisend, we strongly be-
lieve that some gold sales will be necessary as part of the optimization of
the IMF's reserve holdings. Furthermore, we maintain that the self-
sustained ESAF should be financed jointly by bilateral contributions and
returns on the investment of proceeds from gold sales.

On behdf of the Lao government, | would like to express its sincere
thanksto the financial ingtitutions and the friendly countriesfor their valuable
support. We hope that they will increase their financial support for the grow-
ing investment in our country, thus hel ping the Lao People's Democratic Re-
public to overcome its status as a least-devel oped country in a short period of
time, to upgrade its economic conditions, and to join the Association of
Southeast Asian Nations (ASEAN) in the near future.

We not only need to conclude negotiations for the eleventh replenish-
ment of the International Development Association (IDA-11) at an early
date, but also we need to ensure that the size of IDA-11 will not be reduced.
Otherwise, the Bank will not be able to play its role in contributing to the
development of its member countries. Therefore, we wish to urge that ade-
quate concessional funding be made available for countries pursuing eco-
nomic reforms and, at the same time, we appeal to the donors to increase
their contributions.

For our part, the government of the Lao People's Democratic Republic
will mobilize and promote all economic sectors, attaching great importance
to the private sector, and will create favorable conditions for foreign invest-
ment. Meanwhile, together with other countries, we will help make our re-
gion peaceful, stable, and more prosperous. By implementing a consistent
policy of expanding foreign economic relations, we believe that interna-
tional ingtitutions and other donor countries will continue and increase co-
operation in providing grants, concessiona loans, and technical assistance;
promoting private investment; and creating opportunities in trade relations
with our countries. To conclude, we would like to offer our best wishes for
the success of these mestings.
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STATEMENT BY THE ALTERNATE GOVERNOR OF THE
BANK FOR THE REPUBLIC OF LATVIA

Guntars Krasts

On behalf of the Governors for Estonia, Latvia, and Lithuania, | am
pleased to inform you that last year our cooperation with the World Bank
was further strengthened with three projects already completed and an-
other 17 under implementation in all three Baltic states. Our govern-
ments highly appreciate this cooperation and look forward to a further
deepening of cooperation in the future. We are aware that the economic
restructuring currently under way in our countries is along-term effort,
and access to long-term financing by the World Bank is thus a key com-
ponent for its success. | am also pleased to note that, according to the
World Bank, of all agricultural projects granted, the one to Latvia has
been the most successful. In this connection, the Latvian government in-
tends to transform the current Agricultural Development Project into a
Rural Development Project.

The process of political and economic transition in the Baltic countries
is now irreversible. Macroeconomic stabilization efforts and structura re-
forms of recent years have laid the foundations and created the ingtitutions
necessary for the functioning of a market economy. The private sector now
generates over 60 percent of the output in our countries.

During 1995-96, Estonia has made further progress toward becoming a
modern market economy. Growth increased to 3.2 percent in 1995 and an es-
timated 3 percent to 5 percent in 1996, while inflation declined from almost
50 percent in 1994 to 29 percent in 1995, and 22 percent is projected in 1996.
Structura reforms were accelerated, particularly in the area of privatization
of medium- and large-scale enterprises and housing. The regulatory envi-
ronment for the domestic banking system was further improved, and the
government continued to maintain a very open trade regime.

The Latvian economy has recovered quickly from the banking crisis
of 1995; after falling in 1995, output grew by 1.5 percent in the first half
of 1996 compared with the corresponding period of 1995. For the first
time since Latvia regained independence, the rate of inflation has fallen
below 18 percent. Significant progress has also been made in the area of
fiscal consolidation: the deficit in 1996 is expected to be below the bud-
get target of LVL 40 million, while the government has recently submit-
ted to parliament a draft budget for 1997 with a zero deficit. Finally, the
beginning of this year has marked a sharp turning point in our privatiza-
tion policy; al large companies, including the main utilities, are now to
be privatized. We expect that by the end of 1997 this effort will be con-
cluded, leaving nearly all enterprisesin Latviain private sector hands.
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Lithuania has registered an accelerating economic growth in 1994/95.
After growing by 3.1 percent in 1995, real GDP is, despite far-reaching re-
structuring in the financial sector, estimated to grow by 4.5 percent this year,
whiletheinflation rate has further declined from 36 percent in 1995 to apro-
jected 20 percent in 1996. Lithuania has embarked on the second stage of
privatization for cash, and the government is now moving toward further lib-
eralization of the land market, notably allowing foreigners to own land. The
interest rates on government T-bills has decreased significantly as aresult of
macroeconomic stabilization. The credibility of Lithuaniawas officially rec-
ognized by the granting of apositive international credit rating, which paves
the way to international capital markets.

The most important strategic goal for our countries is economic inte-
gration with Europe and accession to the European Union. We consider
this fundamental for our security and for consolidating our tiesto the West.
At the same time, the geographic position of the Baltic countries enables
us to be an important trade link between East and West. This requires up-
grading the physical infrastructure in order to create an effective transport
corridor, both east-west and north-south, and integrating it with acommon
European transport system; as well as eliminating barriers to the flow of
goods, services, and capital between the Baltic countries. This is a tall
order, but we have started taking important steps in this direction. In this
connection, it should be noted that in the Baltic countries, just as in all
other economies in transition, considerable benefits can be derived from
foreign direct investment. Thisis, therefore, one of the chief economic ob-
jectives of our governments.

On behalf of the Governors for Estonia, Latvia, and Lithuania, | am
looking forward to further fruitful cooperation with the World Bank, which
will help us achieve an orderly and successful transition, and realize our
long-term economic objectives.

STATEMENT BY THE GOVERNOR OF THE BANK
FOR THE SOCIALIST PEOPLE’'S LIBYAN ARAB JAMAHIRIYA

Mohamed A. Bait Elmal

| am very pleased to address you on behalf of the Governors of the
Arab member states of the International Monetary Fund and the World
Bank. | would like to begin by congratulating you on being selected to
chair the Board of Governors this year, and by congratulating
Mr. Camdessus on his reappointment to athird term as Managing Director
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of the Fund. | would aso like to welcome Bosnia and Herzegovina as a
new member of our institutions.

We have seen a number of encouraging developments in the world
economy, including asignificant reduction in rates of inflation, which have
provided afavorable environment for continued growth of the global econ-
omy at reasonable rates. As these encouraging developments follow the
unfavorable conditions that characterized world financial markets last year
subsequent to the Mexican financial crisis, we commend the effective role
of the IMF and the World Bank in containing that crisis and limiting its
negative effects on world financial markets. We would also like to express
our appreciation of the effective role of the Bank and the Fund in meeting
the challenges resulting from the fundamental changes that have taken
place in the world economy, and their valuable participation in helping
countries meet these challenges by monitoring economic developments
and providing financial assistance and technical advice.

In view of the generally encouraging prospects of world economic de-
velopments, | would liketo call your attention to the fundamental role of eco-
nomic growth in devel oping countriesin supporting global economic growth,
and to the sustained efforts of these countries, including the Arab countries,
to continue the process of economic reform that has strengthened their mate-
rial and human resources and improved their growth rates. The positive de-
velopments taking place in the devel oping economies encourage usto call on
the developing and transition countries to redouble their efforts at reform, in
order to ensure continued and sustainable improvement in their economic
performance. Naturaly, the success of the economic reform efforts in these
countriesislargely dependent on improved opportunities for marketing their
exports to the industrial countries. Once again we would like to express our
hope that the industrial countries will refrain from adopting any policies or
taking any protective measures aimed at pursuing unjust goals.

Most of the industrial countries have been successful in reducing their
budget deficits and maintaining lower inflation and interest rates, and thishas
had a significant positive effect on the world economy. But the slowdown of
economic growth in the industrial countries, together with the continued need
to further reduce their budget deficits, has made it necessary for the govern-
ments of these countries to adopt appropriate fiscal policies, which, in turn,
affect economic growth, exchange and interest rates, and patterns of tradein
the rest of the world. We hope the IMF will continue to encourage the indus-
trial countries that control the principal traded currencies to coordinate their
policies and make them more transparent. At the same time, we are concerned
about the high rates of unemployment in most of the European countries.

The continuous growth in international commercial and financial ex-
changes has been accompanied by a brisk trend of capita flows to an in-
creasing number of countries. While we welcome the increased openness of
financial markets, we aso note that fluctuations in capita flows have had a
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considerable negative effect on the banking system in both developing and
industrial countries. The banking sector in these countries must be strength-
ened and economic policies must be adopted to control these fluctuations and
alow the flow of capital to play an effective role in economic development.

In view of the increased globalization of the economy and the contin-
uous expansion of economic exchanges between countries, we must strive
to enhance the Fund's ability to meet the challenge of these global eco-
nomic developments. The IMF must have sufficient financial resources to
carry out its role of financing economic reform and transition programsin
an effective manner, to deal with financial crises and emergencies that af-
fect the global economy. We must, first and foremost, ensure that the Fund's
resources are adequate. We look forward to the Eleventh Genera Review
of Quotas of IMF members and wish to stress that any increase in quotas
must be based on the principle of equitable increases for all members. We
must avoid at all costs any distribution of increases that would reduce the
ratio of developing countries’ quotas to the total quotas of all members, to
prevent the marginalization of the role of these countries.

We attach particular importance to ensuring the adequacy of the
Fund’s own resources, thus enabling it both to carry out its traditional
functions and respond to unforeseen emergencies. We also consider it cru-
cial to provide the Fund with additional resources that will enable it to re-
spond rapidly, when required, to requests for exceptional financing. We
welcome the New Arrangements to Borrow, which are expected to be fi-
nalized shortly, and which constitute an important and necessary addition
to the Fund's exceptional resources.

We strongly support your efforts to ensure the continuation of the En-
hanced Structural Adjustment Facility (ESAF) activities, which will alow
the IMF to continue providing concessiona loans to low-income member
countries and to help solve the problems of heavily indebted poor countries.
There is no doubt that these arrangements have a fundamental role in sup-
porting the economic reform policies of these countries. In redlity, the re-
sources required to finance ESAF activities are very small when compared
to their enormous impact on economic growth in these countries. We ap-
plaud the agreement recently reached by the members of the Paris Club con-
cerning debt relief for poor countries, and we hope that afinal agreement can
be reached in the near future on continuation of the ESAF, that will include
the use of a small portion of the Fund's gold reserves for this vital purpose.

Our continued conviction of the need to increase international re-
serves leads us to call once again for a new allocation of special drawing
rights (SDRs). We would till prefer a general allocation, in accordance
with the Fund's Articles of Agreement, and consider it the best way to
carry out a new allocation of SDRs. However, in order to ensure the fair
distribution of SDRs among members, we are prepared to support a new
alocation that would result in a unified ratio of accumulated allocations
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for al members. Nevertheless, we believe that the principle of genera al-
locations should remain the basis for future alocations of SDRs.

| shall now move on to a number of issues related to the World Bank.
We are pleased to note the expanded activities carried out by the World Bank
Group over the past year and the efforts expended to improve performance
standards in the planning and implementation of projects. We note in partic-
ular the expanded activities of the International Development Association
(IDA), the International Finance Corporation (IFC), and the Multilateral In-
vestment Guarantee Agency (MIGA). Although the World Bank increased
somewhat its real expenditures on projects, we regret to learn that over the
past year it has reduced its commitments to heavily indebted countries. We
hope that the poor countries of Africawill receive the attention they require
to help them stimulate their economies and improve their socia conditions.

We also welcome the expanded activities carried out by the Bank and
IDA inthe Arab world during the past year after their activitiesin the region
had been greatly reduced for a number of years, and we applaud the Bank’s
role in helping to reconstruct Gaza, the West Bank, and L ebanon. We urge
the donor countries to fulfill their commitments promptly, thus helping to
achieve the goal's of reconstruction and stability. And we ask the World Bank
and the IMF to expand the technical and financia assistance they provideto
individual countries and regional institutions in the Arab world.

We support the continued efforts of the World Bank Group to provide
debt relief to developing countries, and we endorse the increase in social
development projects and assistance aimed at hel ping countries plan their
transition to greater reliance on the private sector. However, we feel that
additional support is needed to reduce the negative socia effects of reform
programs, especially for low-income sectors of the population.

We also support the World Bank Group’'s determination to place
greater emphasis on project quality and the ability to achieve develop-
ment objectives. We approve of the goals that the Bank’s management
hopes to achieve through changes in work methods and administrative
structure. We hope that these changes will produce tangible results; that
they will help the Bank respond appropriately to the particular circum-
stances of each country, simplify the complicated procedures for granting
loans and credits, improve implementation, and shorten the period of time
required. At the same time, we hope that these trends will not overshadow
the need to increase the size of loans and credits, especially given the fact
that the developing countries are still suffering from the steady declinein
official assistance from the main donor countries.

We applaud the World Bank’s role in developing and monitoring the
debt-relief initiative for a number of poor countries, and its willingness to
allocate US$500 million for this purpose. While we are pleased with the
prospects for implementing this initiative, we feel that the Paris Club
countries should assume greater responsibility to avoid placing the brunt
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of the burden on the World Bank Group and other international institu-
tions, which we agree must maintain their financial positions. It should
also be mentioned that many other devel oping countries that have not met
the conditions of the debt-relief initiative are still suffering from the bur-
den of indebtedness, which consumes a large share of their resources, in-
cluding foreign assistance. A high degree of flexibility is required in ad-
dressing the indebtedness of these countries.

I would like to conclude my remarks by drawing your attention to the
continued efforts made by the Arab countries to reform the various sectors
of their economies, and to the improved economic performance resulting
from these efforts. Yet at the same time, we are fully aware of the impor-
tant challenge we face, to persevere in our reform efforts and help our
countries move forward on the path to development. | would aso like to
draw your attention to the large amounts of financial assistance provided
by the Arab petroleum exporting countries to many developing countries.
As a percentage of their GDP, these countries give the highest amount of
assistance among all the donor countries, despite the austerity measures
they have incorporated into their fiscal policies.

While on the subject of the Arab world, | fed | must avail mysalf of this
forumto invite the international community to fulfill their responsibilities by
insisting that Israel end the suffering of the Palestinian people and remove
the obstacles preventing them from exercising their legitimate rights and de-
veloping their economy. We appeal to donor countries and international fi-
nancia ingtitutions alike to assist the Palestinian people by increasing their
support and helping the Palestinian National Authority raise the standard of
living and build the infrastructure required in the autonomous regions.

Further on the subject of our region, | would like to remind you that the
economy of the great Socialist People's Libyan Arab Jamahiriyahas suffered
for anumber of years from sanctions and other restrictions imposed upon it.
We request that these decisions be reviewed objectively, in accordance with
the Articles of Agreement of the international financial ingtitutions, in order
to facilitate the flow of funds and relieve the suffering of the Libyan people.

STATEMENT BY THE GOVERNOR OF THE FUND AND THE BANK
FOR MALAYSIA

Datd Seri Anwar bin lbrahim

We are all optimistic that the world economy will continue to grow in
the coming years. This has encouraged more countries to liberalize their
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trading systems to meet the requirements of the World Trade Organization.
Thiswill lead to further dismantling of trade barriers. International resources
will be more efficiently alocated and wider opportunities for investments
made available.

Though we cannot overemphasize the beneficial effects of this trade
globalization, we must be wary too of the pitfalls. As market forces will be
the main determinant of economic endeavors, the richer countries will have
the upper hand in making the most of this at the expense of the less-
developed and weaker economies. The more powerful economies will gain
firm control on strategic industries and acquire afurther competitive edgein
all economic and noneconomic endeavors, while the weaker ones continue
to be marginalized.

It is therefore imperative that a meaningful partnership be forged be-
tween the devel oped and devel oping countries to ensure amore equitable so-
cioeconomic distribution of the wealth and opportunities that are to be gen-
erated from this globalization. As the world trade scenario continues to
evolve asaresult of thistrend of liberalization, we would want to see the gap
between the richer and the poorer countries being progressively reduced.

The World Economic Outlook has forecast good growth prospects for
developing countries. But the fruits of the harvest may be denied to alarger
sector of the world’s population due to the unsustainable debt burden of
many developing countries. It is even more unfortunate that despite contin-
uous economic adjustment efforts, growth in heavily indebted poor countries
(HIPCs) is till retarded. This is because HIPCs are diverting resources to-
ward debt repayment, making it almost impossible to expend capital on in-
frastructure and education. Experiences in many countries have proven that
external assistance to relieve repayments was crucia for the undivided pur-
suit of economic policies to promote growth.

We are relieved that the IMF has decided on the modalities to finance
the Enhanced Structural Adjustment Facility (ESAF). Although the under-
standing reached is less than desired, it nevertheless will enable the Fund to
participate in the HIPC initiative. The debt relief will ensure a better chance
of success for IMF programs and lead to sustainable growth over the
medium and long term. But this can only happen if debt relief is compre-
hensive and substantial. The Fund must expedite efforts to ensure adequate
resources for a self-sustaining ESAF. Bilateral contributions cannot be the
only funding source. Eventually the Fund must optimize the management of
itsreserves, including the sale of some of itsgold, to ensure growth with eco-
nomic stability in member countries. More concerted effortsin this direction
are necessary to change the perception in the devel oping world that the Fund
is out to impose unfair socia costs in its adjustment programs and is re-
sponsible for the economic hardship in many poor countries.

We are concerned that over the past few years the Fund has tended to
apply different standards in its treatment of member countries. The Exec-
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utive Board must not be a mechanism to pressure member countriesto ac-
quiesce to demands on noneconomic matters by denying the rights of
members to the Fund's financial and technical assistance. Difficult as it
may be, the Fund must ensure that its decisions and recommendations are
based purely on economic considerations. This is necessary to restore the
credibility of the Fund as an institution that is committed to assisting the
poor countries and improving their economic management to create
growth and employment.

Maaysia, for its part, is prepared to assist and cooperate with the Fund.
We have supported the Fund's effort to improve surveillance via greater
transparency of data. Despite problems and limited resources, Maaysia has
subscribed to the Special Data Dissemination Standard (SDDS). On financ-
ing operations, we are ready to pledge our share of the second Specia Con-
tingent Account (SCA-2) balances to finance the ESAF subsidy, on the un-
derstanding that there will be an equitable burden sharing among all
countries. Malaysiaisalso committed to participate in the New Arrangements
to Borrow (NAB) to play its part to ensure a stable global financial system.

While we continue to provide resources to the Fund through existing
and new financia assistance for the ESAF, the NAB, and regular lending to
the Fund through the operational budgets, we look forward to international
recognition of this effort. This recognition should be reflected in the new
quotas under the quota review to be completed soon. In this regard, we look
forward to representation in the Fund that is more in line with relative eco-
nomic strength.

We also welcome the joint Fund-Bank report on their continuing ef-
fortsto reduce the multilateral debt burden of HIPCsto a sustainable level.
The broad framework of agreed principles should improve on the existing
debt-relief mechanisms, which are clearly inadequate for a number of
HIPCs. However, as time is of the essence, agreement on the specifics
must be expedited so that the HIPC debt initiative can be implemented
without delay. In particular, we would urge for pragmatism and support the
case-hy-case approach to ensure flexibility in the provision of debt relief.
While we agree to the linkage between debt relief and a strong adjustment
program, together with a commitment to reform by recipient countries,
greater flexibility is necessary in determining which countries are more de-
serving of access to the HIPC initiative. This is to avoid the risk of pro-
viding debt relief “too little and too late.” The implementation of the HIPC
initiative must be more forward looking and consider individual country
circumstances in determining country eligibility instead of relying strictly
on narrow numerical classifications. In addition, the evaluation of perfor-
mance should be not only measured in macroeconomic terms, but it should
also take into account the social implications. We must avoid imposing ex-
cessive social costs on the affected populations, which could derail the ad-
justment process in the domestic political economy.
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The success of the HIPC initiative hinges on coordinated and concerted
assistance from all creditors. Bilateral donors and multilateral institutions
must play their respective roles to provide exceptional assistance beyond the
existing mechanisms. In this regard we welcome the World Bank’s commit-
ment to provide a significant financial contribution to the proposed HIPC
trust fund, and its readiness to provide other forms of assistance including
International Development Association (IDA) grants, supplemental credits,
and Bank transfers of net income as needed. We urge the Paris Club and all
creditor countriesto review their positions and to consider debt relief beyond
80 percent.

We welcome the Bank’s continuing efforts at interna reform to maxi-
mize its ability to assist member countries in the most efficient manner. In
particular we support the World Bank’s efforts to promote conditions for pri-
vate enterprise as the engine of growth for less-developed countries, while
continuing to pay due attention to investment in health and education as the
basisfor long-term development. In an environment of declining official de-
velopment assistance contributions and with the increasing importance of
private capital flows, the Bank should continue to pay due attention to the
needs of the poorer member countries to ensure that no country isleft out of
mainstream global economic development.

STATEMENT BY THE GOVERNOR OF THE FUND FOR MALTA

Francis J. Vassallo

It is a great pleasure and honor for me to address the Joint Annual
Meetings of the International Monetary Fund and the World Bank. | would
like, first of al, to join other Governors in extending a warm welcome to
Bosnia and Herzegovina as a new member of the Bretton Woods institu-
tions. | am sure that membership in the Bank and the Fund will hasten the
process of reconstruction in that country, which has experienced such
tragedy and misfortune over the past few years. | would also like to con-
gratulate Mr. Michel Camdessus on his reappointment for a third term as
Managing Director of the Fund. | am confident that he will continue to
provide that sound and capable leadership that has enabled the Fund to
meet the challenges of the new global economic environment.

International economic conditions and prospects this year have gen-
erally been satisfactory and encouraging. Economic growth in the indus-
trial countries has reemerged, after moderating slightly toward the end of
last year. This has been achieved against a background of historicaly low
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