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RECOVERY AT THE CROSSROADS: ROLE AND IMPLICATIONS FOR DEVELOPING COUNTRIES

l. Summary

Leaders of the G20 are meeting in Canada at a critical juncture. While the global economy
shows signs of recovery, it is still fragile and uneven and we are transitioning toward a more mature
phase, in which growth increasingly depends on private investment, and policy impetus including
fiscal stimulus is waning. Excess capacity, high unemployment, ongoing household and banking-
sector restructuring, weak capital flows and persistent financing gaps will also be important factors
determining the shape, pace and sustainability of the recovery. Fiscal sustainability concerns in high-
income Europe pose additional challenges to an already complex situation. At the same time,
policymakers face the challenge of helping to foster sustainable growth in both developed and
developing countries.

Low-income countries (LICs) and lower middle-income countries (LMICs) are particularly
vulnerable to a weak and uneven global recovery, as they remain heavily dependent on
commodity exports, remittances, FDI and ODA. The ability of these countries to maintain core
development spending in the face of a slow recovery is uncertain as fiscal buffers have been drawn
down over the past two years. A scarcity of resources to mount appropriate policy responses can
jeopardize years of progress in combating poverty, undermining progress toward the Millennium
Development Goals (MDGs). Large portions of the populations in many LICs, particularly in Africa,
remain clustered around the poverty line and even mild downturns or weak recovery can have costly
and long-lasting effects on human welfare, as families with few alternative employment opportunities
and little or no access to credit are forced to reduce food intake, even for very young children, and
pull children out of school.

Yet the global economy has also changed in ways that demand a fundamental rethinking.
Developing country performance is increasingly important to the global economy. Supporting
developing countries is not about giving handouts. It is an investment in sustainable global growth.
Developing countries offer abundant opportunities for high-return investments (such as in critical
infrastructure that removes bottlenecks to growth) that can create new sources of growth in global
demand. Developing countries now contribute about half of global growth. And every dollar spent on
investment goods in developing countries can yield 35 cents worth of demand for capital goods
produced in high-income countries, precisely the kind of high-value goods that generate well-paying
jobs. South-South trade is also expanding, now accounting for one-third of global trade.

Promoting multiple growth poles in developing countries can make an important contribution
to the structural rebalancing of global growth so necessary for its sustainability. And the potential
to contribute to global growth and rebalancing is not limited to rapidly growing emerging markets.
Better policies have improved growth performance and opportunities in many LICs, including in
Sub-Saharan Africa, which experienced average annual growth of six percent in the five years
preceding the crisis. These countries offer attractive opportunities for investment, not just
destinations for aid.

More financing is only part of the answer. Improvements in “soft infrastructure”—in governance,
regulation, cost recovery—in developing countries is a core part of the agenda, as are sustained
investments in human capital. Stronger results orientation and improved decisions on strategic
allocation and the management of resources are also essential.



1. Implications of Global Economic Prospects for Development and Poverty Reduction®

Over the last eighteen months, developing and
developed countries have staged a remarkable
recovery from the worst of the crisis.
Advanced economies have emerged from
recession, and for many dynamic emerging
market economies, growth rates are climbing
toward pre-crisis levels. In the first quarter of
2010, global industrial production was expanding
at an 11 percent annualized pace, while
merchandise trade was growing even more
briskly (20 percent annualized).

However, the recovery is now changing.
Growth impetus from the inventory cycle and the
fiscal and monetary stimulus that contributed to
the initial stages of the recovery are now fading.
Increasingly, the pace of the recovery will
depend private-sector activity and on longer-term
structural factors.

Tremors related to Greek fiscal pressures and
fiscal sustainability concerns in other high-
income countries are significant, highlighting
the continuing weaknesses still embedded in
financial markets and the global economy. So far,
the situation in Europe has not had a substantial
impact on global real economic activity, and only
limited effects on financial conditions in
developing countries. The credit ratings of most
developing country sovereigns have not been
affected by the crisis; since the beginning of the
year there have been 22 upgrades and only four
downgrades. EMBI spreads for major developing
countries, after rising by much less than in
September 2008 (Figure 2), have declined again
and are only slightly higher than in January 2010
(less than 10 basis points in the case of Brazil and
Russia, and 27 and 40 basis points in the case of
South Africa and Turkey).
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Figure 2. A limited reaction to the Greek debt
crisis so far
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! This section includes material drawn from the World Bank’s Global Economic Prospects 2010 report.
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The situation in Elfmpe has triggered  Figure 3. Most developing countries are not beset by
market  reevaluations about the concerns about fiscal sustainability
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because both fiscal deficits and debt-to-

GDP ratios are much lower on average. So far, the world has focused on fiscal contraction and debt,
but these are only half the story. The world and Europe also need a return to robust growth. Without
it, fiscal adjustments will be more painful and politics more unmanageable. What we are seeing is
not just “financial crisis, part two”, it is “sustainable growth challenge, part one.”

Close to half of the annual increase in global demand from 2010 through 2012 will come from
developing countries and their rapidly rising imports will be responsible for more than 40 percent of
the increase in global exports. Overall, global GDP is projected to increase 3.3 percent this year and
next and 3.5 percent in 2012. Reflecting higher productivity and population growth, the economies of
the developing world are expected to grow by about 6 percent in all three years, while high income
country growth is limited to 2.3 percent in 2010 and 2.4 and 2.7 percent in 2011 and 2012,
respectively. The uncertainty emanating from Europe and as yet unknown policy reactions to the
volatility that erupted in May, makes projecting short-term growth particularly difficult. In the
Bank’s alternative baseline scenario, global growth expands by 0.2 (2010) and 0.4 (in 2011 and
2012) percentage points more slowly. Most of the slower growth is explained by a weaker expansion
in high-income countries, lower by 0.1 and 0.5 percentage points over the period.

Figure 4. Net private capital inflows will stage a Figure 5. Nevertheless external financing gaps
modest recovery will persist
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Despite relatively robust prospects in developing countries, weak demand in advanced
economies, combined with more modest capital inflows and limited ODA, may place a large
number of developing countries under serious financial strain. Private capital flows to
developing countries are forecast to recover modestly from $454 billion (2.7 percent of GDP) in
2009 to $771 billion (3.2 percent of GDP) by 2012 (Figure 4). As a result, the estimated financing
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gap will halve to $180 billion by 2012 from $352 billion in 2009. Nevertheless, increased borrowing
by high-income sovereigns, which exceeded $2.5 trillion in 2009 (about more than 7 times the net
capital flows to developing countries), raises the risk of higher borrowing costs, potentially
crowding-out developing country borrowers.

For LICs, maintaining growth-enhancing investments in infrastructure and human capital in
the face of lower tax revenues will be particularly challenging, if the current economic and
financial environment results in declining aid (which for some countries accounts for more than 20 of
GDP) and increased competition for global savings. Restoring growth in core spending to pre-crisis
rates will be a challenge, especially in infrastructure and in those countries with limited access to
capital markets.

Figure 6. Core spending at risk
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Source: World Bank staff estimates. “Net acquisition of physical assets” can be interpreted as a measure of government investment spending, of
which infrastructure is the largest component.

The ability of these countries to maintain spending in the face of a slow recovery is uncertain,
as their strong fiscal positions, ample reserves, and capacity to reprogram lower-priority
spending have been depleted by the crisis. While some emerging markets are rapidly regaining
market access, in others with more limited external financing, about half of the deficit increases on
average were financed domestically, mainly through bank borrowing and reserve drawdowns. This
has raised fiscal sustainability concerns in a number of countries. The risk of debt distress has risen
in LICs. In the absence of higher concessional flows, many LICs will be forced to cut spending.

Figure 7. Fiscal strains have increased in developing countries
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The emerging evidence confirms that the crisis has slowed, and could potentially reverse,
recent progress toward the MDGs. Adverse outcomes could persist long after the global economy
rebounds. There will be an estimated 64 million more people living in developing countries on less
than $1.25/day (76 million more on less than $2/day) in 2010 than there would have been without the
crisis. Even by 2015, the number of additional poor attributable to the impact of the crisis would be
53 million and 69 million based on these two poverty lines, respectively. Labor market developments
have been a driving force behind the increase in poverty. The collapse in global demand has also led
to layoffs, particularly from export-oriented industries in many developing countries. The ILO
estimates that, over the 2007-2009 period, unemployment increased globally by 34 million people, of
which 21 million were in developing countries. In addition, there have been sharp increases in youth
unemployment, a troubling development for future employment prospects.

Table 1. Outlook for poverty in developing countries

Scenario 1990 2005 2015 2020
Global level
Percentage of the population living on less than $1.25 a day
Postcrisis 41.7 252 150 128
Precrisis 41.7 252 14.1 1.7
Low-growth 41.7 25.2 18.5 6.3
Mumber of people living on less than $1.25 a day (millions)
Postcrisis 1,817 1,371 918 826
Precrisis 1,817 1371 865 755
Low-growth 1,817 1371 1132 1053
Source: World Bank staff calculations.

Growth collapses are particularly damaging for human development outcomes. As a result of
the crisis, it is estimated that 1.2 million more children under five may die between 2009 and 2015,
and 350,000 more students may not complete primary school in 2015. It is estimated that about 100
million more people may remain without access to safe water in 2015 as a result of the crisis. The
outlook for achieving many of the MDGs was worrisome before the crisis, and the crisis has imposed
a further setback. Significantly increased attention needs to be given to the “neglected” MDGs —
nutrition and maternal health — given the large number of countries not on track to meet these targets
(Box 1). The impact of the crisis on poverty and human development outcomes is not confined to
LICs. A large part of the rise in poverty occurred in MICs, which still account for about two-thirds of
the world’s poor. Many of the MICs are still a considerable way from achieving some of the MDGs.

Figure 8. Impact of slower growth on selected MDGs
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Box 1. Maternal and Child Health

Of all the MDGs, least progress has been made on reducing maternal mortality (MDG5). Worldwide, the average
maternal mortality ratio (MMR), which measures the risk of dying once a woman becomes pregnant, has declined at
an extremely slow rate of less than 1% per year between 1990 and 2005. The majority of the burden is in Sub-
Saharan Africa and South Asia. New findings reported in The Lancet show that maternal deaths have declined from
526,000 in 1990 to 343,000 in 2008. However, progress is fragile and uneven across countries, especially in Africa,
and the rate of decline is far from the global target of a 75 percent reduction in maternal deaths by 2015.

Globally, an estimated 10 to 20 million women develop disabilities every year as a result of poor access to quality
obstetric care for complicated pregnancies and deliveries. Overall, reproductive health-related mortality and
morbidity account for almost one-third of the global burden of disease among women of reproductive age and one-
fifth of the burden of disease overall.

Maternal mortality reveals some of the greatest gaps between rich and poor people, both across and within countries.
Country MMRs vary from as high as 1800 per 100,000 live births in Niger, to as low as 3 per 100,000 live births in
high-income countries (WHO, 2008). Within countries, findings from Indonesia, Peru, and Tanzania show that
women in the poorest households face two to eight times higher risk of dying of pregnancy-related causes than
women in wealthier households.

Twenty-eight countries—mostly in sub-Saharan Africa—continue to have fertility rates in excess of five children. In
these countries fertility has remained virtually unchanged or has declined at a very slow pace. Social and economic
indicators are also generally poor in all these countries, with low levels of educational attainment, high gender
inequalities, high mortality, and high levels of poverty. Several of the high-fertility countries have experienced, or
are experiencing, conflict which has made it difficult to deliver basic health and education services.

Each year about eight million children die before the age of five from largely preventable causes. Thirty-eight
percent of these deaths occur in the first month of life due to infections, low birth weight (because of maternal
under-nutrition), or birth asphyxia. Nearly four million of these deaths are from preventable and treatable illnesses
such as pneumonia and diarrhea. Only about one-fourth of low- and middle-income countries are on track to reach
MDG4. The coverage of many key, cost-effective, child and neonatal interventions in many low-income countries is
extremely low. The Lancet series on child health has estimated that two-thirds of newborn and child deaths could be
prevented with existing low-cost interventions.

Over the past three years, an emerging global consensus has re-focused attention on Maternal, Neonatal and Child
Health (MNCH). In 2007 the UN General Assembly incorporated reproductive health within the MDG framework.
The Consensus for MNCH, signed by 41 countries and organizations including the World Bank and strongly
endorsed by the G8, calls for accelerated and bold action at all levels to make progress towards MDGs 4 and 5. The
Consensus recognizes the need to align behind a commonly agreed set of policies and priority interventions to
deliver MNCH outcomes. The High Level Task Force on Innovative Financing (HLTF) has helped raise awareness
and suggested options for bridging national financing gaps to attain MDG4 and MDG5. New financing includes the
USGo v e r n Glebal Haalth Initiative, BMGF, and commitments to raise up to $5.3 billion. In line with HLTF
recommendations, new platforms are emerging to drive efficiencies in the delivery of health system funds.

Poverty is inextricably linked to these challenges and the social drivers of health are key: housing, water and
sanitation, nutrition and education. As a result, it is critical to reinvigorate the battle against poverty to accelerate
progress towards the MDGs, especially in wake of the economic crises that have reversed progress and left millions
of people in absolute poverty. There is a pressing need to improve social safety nets and develop new approaches to
set up systems where none exist (most of Africa, many fragile and conflict states), create opportunities to foster
economic participation of women including through improving access to finance and employment, and strengthen
coordination of donor efforts in IDA countries, especially in fragile states.




I11. Stronger, Sustainable and More Inclusive Economic Growth

Through trade and finance linkages, economic outcomes in advanced economies have a
significant effect on developing countries. As the recovery matures, the longer-term growth agenda
should move to the center of policy coordination, with a shift in focus from demand to supply
stimulus—fiscal, financial, and structural reforms that enhance medium- to long-term potential
growth.

The impacts on long-term growth in developing countries of a pullback in spending on growth-
enhancing infrastructure and human-capital investments due to the crisis and new, stricter global
financial -sector regulatory regimes may have lasting impacts on financial markets, raising borrowing
costs and lowering credit and international capital flows. World Bank estimates suggest that tighter
financial conditions could lower trend growth in developing countries by up to 0.7 percentage points
annually over the next 5 to 7 years. Potential output in developing countries could be reduced by up
to 8 percent in the long run compared with its pre-crisis path. Even relatively small declines in
growth can have significant effects on poverty. A 0.5 percentage point decline in developing country
growth, perhaps attributable to higher capital costs and lower investment, could mean about 80
million additional people in poverty ($2/day poverty line) a decade from now.

The impact of developing country performance on the global economy is increasing as well.
Growth in emerging markets and other developing countries is playing an increasingly important role
inglobal growth.  Developing countries  gigyre 9. Long-term yields in the United States are
contributed around 40 percent of global rising

growth in the past decade. In 2010, their
projected contribution will approach 50 5
percent. Since 2000, developing countries "
have accounted for more than 40 percent of ;
the increase in world import demand. Every ,
dollar spent on investment goods in
developing countries can yield 35 cents worth
of demand for capital goods produced in
high-income countries. These economies are
leading the recovery in global trade, with
their import demand rising twice as fast as in
high-income countries.

Contribution to world GDP growth
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Linkages among developing countries, or South-South linkages, are further strengthening
regional growth poles. For example, the share of imports originating from developing countries
within their own regions (in 2008) was 29 percent, 20 percent, and 15 percent in Europe and Central
Asia, Latin America and the Caribbean, and East Asia and the Pacific, respectively. South-South
foreign direct investment has accounted for a third or more of such investment going to developing
countries in recent years.

Rebalancing growth needs to look beyond a narrow focus on external balances and
macroeconomic policy adjustments to include structural rebalancing, including supporting
multiple growth poles. Promotion of growth in developing countries offers abundant opportunities
for high return/high growth potential investments (such as in critical infrastructure that removes
bottlenecks to growth) and developing countries have undertaken important reforms in recent years
to improve the development effectiveness of their programs and investments.

Promotion of growth in developing countries through more support for investment that
removes bottlenecks is a global win-win. It would contribute to stronger global growth and to the
post-crisis rebalancing of global growth by creating new markets and investment opportunities and
hence more sources of growth in global demand. Infrastructure investment should be at the center of
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these efforts, due to its potential for spurring growth. For example, research shows that raising
infrastructure services in Africa to Korea’s level could raise the region’s growth rate by up to 2.6
percentage points.

In developing countries, growth prospects will depend not only on investments in
infrastructure but also build on past progress on reforms in macro-fiscal management, investment
climate, governance, and adequacy of investment in human capital. While priorities across countries
will depend on country specific circumstances, the following areas deserve special attention:

Private Sector DevelopmenRecovery in developing countries will ultimately depend on
whether their domestic business sectors can rebound, grow, and create jobs. SMEs are the
foundation of the private sector and will be critical to the eventual resumption of growth and
employment generation. Renewed efforts are needed to create a sound investment climate and to
make financing available, especially to SMEs, for private investment. Governments, working with
development partners, need to move quickly on this front. Increasing provision of a full range of
financial services to SMEs and the poor in a responsible and sustainable way is critical to creating
economic opportunities in developing countries. The SME initiative planned for launch at the
Toronto Summit is a welcome step in this regard.

Agriculture. Dealing with bottlenecks that have constrained agricultural sector growth,
hampered efforts to promote food security, and stranded millions of rural residents in poverty is also
critical. Balance needs to be struck between the need for increasing production, improving
productivity in an environmentally sustainable way, building supply chains, and working on
innovative ways to reduce risk and vulnerability, particularly for small-scale farmers. It is important
to move forward quickly with implementing the pledge made at the G-8 Summit in L’ Aquila of $20
billion for agricultural development, which committed critical support to food security and rural
development priorities in poor countries. The Global Agriculture and Food Security Program
(GAFSP) was set up to help implement the L’Aquila commitment and in response to a request from
the G20 in Pittsburgh in September 2009. It includes both a public sector window, which assists
strategic country-led or regional programs that result from sector-wide country or regional
consultations and planning exercises (such as CAADP in Africa), and a private sector window, which
provides long and short-term loans, credit guarantees and equity to support private sector activities to
improve agricultural development and food security. To date, five donors have pledged $860 million
through the public and private sector windows, and other donors have expressed interest. In response
to the first Call for Proposals, allocation decisions are being made among the country submissions.

Social SpendingPrograms to protect the vulnerable are a priority, whether by protecting
essential programs from expenditure cuts when adjustment is inevitable or expanding them as part of
fiscal stimulus efforts. The decline in spending growth rates due to the crisis has set back
achievement of human development goals, as these depend on the rapid spending increases achieved
in the 1990s and earlier part of the 2000s. While efforts to address short-term vulnerability must
continue to focus on improving the targeting and effectiveness of existing social safety nets so they
can be scaled up (or established where none exist), long-term vulnerability needs to be addressed by
expanding access, quality and affordability of basic public services to enhance opportunities to invest
in human capital, help those facing discrimination, and empower families and communities in
lagging regions and areas. .



IV.  The Agenda Ahead

Looking ahead, there is a risk that, without extraordinary efforts, the achievements of recent
years will be lost, with potentially long-term consequences for the economic and social development
of the world’s poor, along with threats to global security and prosperity more broadly. In this
environment, the development community must fulfill its commitments to provide adequate
international assistance and investment and trade opportunities. These efforts are also an opportunity
to build stronger, more sustainable and balanced global growth.

While developing countries need to increase domestic resource mobilization, increased and
more effective aid remains critical to continued progress on the MDGs in many poor countries.
A recent DAC survey of members’ budget forecasts suggests that the expected ODA level for 2010
will be around $108 billion (in 2004 dollars), an  rigyre 10. Official assistance is declining as a share
increase of $28 billion over 2004, and an  of recipient GDP

increase in the ODAJ/GNI ratio from 0.26 Net ODA donors 2000-2009

percent to around 0.34 percent from 2004-10.
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the recovery and redoubling efforts on the

MDGs in LICs. It is critical that the G20 throws its full support behind the upcoming IDA16
replenishment, which provides essential resources to support the development agenda in the 79
poorest countries in the world.

More can be done to improve aid effectiveness. For over a decade, donors and partner countries,
working together, have made progress on strengthening the effectiveness of development assistance,
with the ultimate goal of eradicating poverty. The Accra Agenda for Action (AAA) marked a clear
shift in the aid effectiveness agenda, not as it went beyond harmonization and alignment to focus
more on strengthening country ownership and creating inclusive partnerships. It underscored mutual
accountability for results and increased transparency, identifying concrete actions for all
development partners in working to improve aid delivery.

The results agenda is important to enhance relevance, effectiveness and accountability.
Countries and donors have always been concerned with the effectiveness of development resources,
but the current economic context calls for a stronger results orientation, improving decisions on
strategic allocation and management of resources. For example, in recent years, IDA has increased
its emphasis on results, developing and implementing a sophisticated Results Measurement System
that helps it track results at the country, sector, and project level.

At a global level, there are clear signs of progress — for IDA countries as a group, GDP per capita
grew by 5.5 percent annually from 2005-08 and 9 percent of the poor were lifted above the poverty
line between 2002 and 2005. Ongoing IDA14 and IDA15 projects have led to an additional 1 million
qualified teachers at the primary level; 600,000 new or rehabilitated classrooms; 400,000 health
personnel trained; 13 million children immunized; 12.000 community water points constructed or
rehabilitated; a third of a million new household water connections; and nearly 6,000 km of roads
constructed or rehabilitated. Underpinning these aggregate outcomes is a broad portfolio of diverse
interventions across sectors and countries (Box 2).
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Box 2. IDA and IBRD project results

Afghanistan Health Sector Emergency Reconstruction and Development. The number of facilities with trained
female health workers rose from 25 percent in 2003 before the project to 85 percent today. Health care for expectant
mothers expanded, with the number of deliveries assisted in facility by trained health workers jumping from 6
percent to 23 percent. The number of pregnant women who received at least one prenatal care visit rose from 8,500
in 2003 to 188,670 in 2008. Around 20,000 community health workers—half of them women—have been trained
and deployed throughout the country, increasing access to family planning and boosting child vaccinations.

Kyrgyz Republic Finance & Private Sector Development. Vitamin A supplements are being provided to 154,000
postpartum women and 550,000 children under age 5 under the Global Food Crisis Response Program.

Benin Malaria Booster Program. During 2006-2010, the IDA project already met the goal of having at least 50
percent of children under five and pregnant women sleeping under insecticide-treated nets. The project distributed
approximately 2 million insecticide-treated nets to children under 5 throughout the country in 2007 and to pregnant
women in 2009.

Djibouti HIV/AIDS, Malaria and Tuberculosis Control Project. HIV/AIDS prevalence among young pregnant
women aged 15 — 24 was reduced from 2.7 percent to 2.1 percent, suggesting the stabilization of the epidemic
during 2004 — 2007. Pregnant women who test HIV positive are offered treatment free of charge to reduce the risk
of HIV transmission to their babies, and then ARV treatment to maintain their own health as needed.

Moldova AIDS Control Project. Mother-to-child transmission of HIV infection decreased by more than 90
percent — from 20 percent in 2002 to 1.7 percent in 2007. All pregnant women were provided access to HIV
screening, as well as pregnant women diagnosed with HIV to prophylactic treatment with anti-retroviral therapy.
Free milk formula was provided for replacement feeding.

Pakistan PPAF Poverty Alleviation Fund I1. More than 87,600 community citizens (75 percent female) benefited
from the establishment of 22 health facilities, and 260 persons were trained to provide quality health services.

Senegal Nutrition Enhancement Project. Malnutrition rates dropped from 20 to 10 percent in the project areas
since 2004. The practice of exclusive breastfeeding during the first six months of an infant’s life nearly doubled to
58 percent; the correct use of bed nets more than doubled to 59 percent. By 2007, the community nutrition program
covered 20 percent of children under five, with most of the activities aimed at children under two.

Sri Lanka Improving Health Services. The proportion of pregnant women screened for anemia increased five-
fold, from 14 percent to 73 percent. The screening of women over 35 years for non-communicable diseases — such
as diabetes, hypertension, breast cancer and cervical cancer — doubled from 1,011 to 2,367 per 100,000. The
proportion of women receiving post-partum care increased from 67 percent to 75 percent.

Uzbekistan Second Health. The proportion of women receiving antenatal care increased from 79 percent in 2004 to
86 percent in 2008.

Argentina Health Insurance for the Poor. More than one million previously uninsured pregnant women and
children were provided with basic health insurance and secure access to services since 2002. The share of expectant
mothers in the poorest northern provinces who receive pre-natal consultations by week 20 rose to 52 percent from 3
percent. Infant mortality began to decline again and has fallen 20 percent since 2002 (to ~13 per 1,000), with the
fastest improvement occurring in the poorest provinces. National immunization rates have reached 94 percent

Brazil (Minas Gerais) Improving Public Services Delivery. Two IBRD Development Partnership Projects have
contributed to improved public sector management, including reduced child mortality to from 21.4 to 19.7 percent
between 2000 and 2008.

India (Bihar State) Public Services. Through Development Policy Lending support to the Bihar province, the
number of babies delivered in healthcare facilities rose sevenfold from 112,000 to 780,000 from 2006 to 2008.

India Community Managed Insurance AP project. Through self-help groups supported by the Andhra Pradesh
Rural Poverty Reduction Project, more than eight million women and their spouses have life and disability insurance
coverage, and more than 800,000 lives are insured against health risks.

Indonesia Improving Development Outcomes through Better Institutions. Through efforts begun in 2004, the
proportion of births now attended by trained health workers rose to 72 percent as of 2007.
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Ensuring adequate financing for development requires innovations in leveraging private
capital and ODA. With growing market perceptions of risk, there will be more demand for
guarantees and insurance mechanisms (multilateral and bilateral) to mitigate the risk faced by long-
term private investors in developing countries. In this context, there is ample scope for exploring new
ways to mobilize resources. Sovereign wealth funds (SWFs) represent a potentially important source
of development financing. Recent investment by several SWFs in an IFC equity fund offer one
innovative example of how these resources can be tapped. New modes of front loading and
delivering development finance for infrastructure, as through the Advance Market Commitment
(AMC) mechanism for vaccines and other mechanisms such as the International Finance Facility for
Immunization (IFFIm), can help reduce uncertainty about financing essential development services.
At about $330 billion annually, officially recorded remittance flows to developing countries are
almost three times as large as ODA, and represent a an invaluable (and often countercyclical) flow of
funds to households. The 5x5 initiative that emerged from the 2008 G8 summit in Hokkaido, which
aims to reduce remittance fees by 5 percentage points in 5 years, could increase remittance flows by
an estimated $15 billion annually. Diaspora bonds are another innovation that could help tap the
remittance pool.

The international community should continue to promote a multilateral trading system more
supportive of development, most notably through renewed commitment to complete the Doha
Round as quickly as possible, to refrain from raising tariff and non-tariff barriers to trade and
investment, and to resist the pressure to impose measures that could distort trade. Conservative
estimates put the global income gains from a successful Doha agreement at $160 billion.

Duty-free and quota free market access for products originating in the poorest countries would
help LICs take fuller advantage of the recovery in the global economy. Given dynamic economic
growth prospects in MICs there is significant potential to expand LIC exports to these markets by
lowering trade barriers. Harmonizing trade preference programs offered by developed and emerging
countries to poor countries would increase the overall benefit. Currently, preference programs
provide high levels of product coverage but with important exceptions, mostly related to agricultural
products and apparel.

G20 countries should also fulfill their Aid for Trade commitments and cooperate to improve
the effectiveness of Aid for Trade programs. For less developed countries, building trade capacity
can be at least as important as improved market access in boosting trade. Strengthening support for
trade facilitation addresses behind-the-border constraints to trade—improvement of trade-related
infrastructure, regulations, and logistics such as customs services and standards compliance.
Research shows that raising logistics performance in LICs to the MIC average can boost trade by 15
percent or more. Aid for trade public-private partnerships can stretch resources further by leveraging
private sector dynamism to strengthen trade capacity.

Despite substantial debt relief under various initiatives, maintaining debt sustainability in the
face of growing fiscal pressures and less favorable international conditions remains
problematic for those countries currently at high or moderate risk of debt distress. But the
circumstances facing such LICs are diverse, and this has implications for the options available to
individual countries to address their vulnerabilities. Such diversity relates to the nature and extent of
their debt vulnerabilities, their HIPC Initiative status, their macroeconomic circumstances, the
composition of their financing, and the term structure of their debt.
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Figure 11. Pre- and post-crisis public debt in LICs
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Source: World Bank staff estimates.

The Bank and Fund have increased the flexibility of the Debt Sustainability Framework for
low-income countries, including debt limits on non-concessional borrowing. Faced with a period of
uncertainty and possible slow growth in the global economy, LICs should exercise caution before
incurring additional non-concessional debt. Maintaining debt sustainability in the face of growing
fiscal pressures and less favorable international conditions remains problematic for those LICs
currently at high or moderate risk of debt distress. LICs as a group will continue to rely heavily on
concessional lending, such as that provided through IDA, in which higher levels of debt distress
trigger increased availability of grant financing. However, such mechanisms are limited in scope by
the availability of grant resources. Stronger fiscal positions to enable faster restoration of policy
space and implementation of reforms aimed at improving countries’ policy and institutional
performance, particularly in the economic and debt management areas are also important to
allow them to address their debt situation. Looking ahead, LICs need to pursue sound borrowing
policies and strengthen their capacity to manage their public debt.
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Annex. The World Bank Group Role

The World Bank Group responded with agility to the global crisis and the development
emergency that unfolded. The WBG’s support has focused on three priorities: (i) stabilizing
markets by providing a coordinated and rapid program of action to avert the collapse of the trade,
banking and private sectors; (ii) assisting poor and vulnerable households by helping
governments create or strengthen safety nets; and (iii) helping developing countries invest in
infrastructure while managing the increased pressures on government resources. Financial
support has been complemented by knowledge services to help countries prepare for and respond
to crises, assess their vulnerability, and strengthen policy and regulatory frameworks. The Bank
continued to provide technical and financial to strengthen governance, efficiency, transparency,
and accountability in public finance.

Table 2. WBG Commitments

FY08 FY09 FY10 Cumulative
estimate FY09-10e

IBRD 13.5 32.9 44.2 77.1
IDA 11.2 14.0 14.8 28.8
IFC* 114 10.5 12.0 225
MIGA 2.1 14 15 29

World Bank Group 38.2 58.8 72.5 131.3

* |FC own account

IBRD lending almost tripled in FY09 to $32.9 billion—a new record—from $13.5 billion in
FY08, with fast-disbursing Development Policy Loans (DPLs) comprising about 47 percent of
the total.> For FY10, IBRD lending is expected to reach $44.2 billion, with demand for another
$55-60 billion projected over the following two years. Beyond FY12, developing countries’
financing gaps are expected to remain high, as some projects have been delayed, and additional
financing will be needed to assist the newly poor in LICs and MICs and accelerate progress
towards the MDGs. Under a reasonable forecast for lending demand, total new commitments are
projected to reach over $130 billion over FY09-12. In a more prolonged recession scenario,
lending demand could be closer to $150 billion over FY09-12.

IDA commitments hit a record level of $14 billion in FY09, 25 percent above a year earlier.
Results were driven by strong delivery to Africa (56 percent) and South Asia (30 percent).
Development Policy Credits and Grants composed about 20 percent of the total. For FY10, IDA
commitments expected to be around $14.8 billion of the $30 billion available in FY10 and FY11.
Despite significant increases in overall replenishment levels, funds available fall short of country
needs as a result of the onset of the food and fuel crises nearly two years ago and the subsequent
global financial crisis.

The Bank has streamlined procedures to speed disbursements through the IDA Financial
Crisis Response Fast-Track Facility. This provides front-loading of up to 50 percent of country
allocations and fast-tracks an initial $2 billion of IDA15 resources, with the potential to increase

2 FY runs from July 1 to June 30.
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the amount in the future. To help tap the potential for commercially-viable and fiscally-attractive
foreign-exchange-earning projects in many IDA countries, the Bank is also developing an
approach to expand the use of IBRD resources for specific projects in IDA countries based on
the IBRD Enclave framework for loans and/or partial risk guarantees for critical infrastructure
and natural resource projects.

IFC provided $14.5 billion in financing for private sector development in FYQ09, including
$4 billion mobilized from other investors through syndications, structured and securitized
products and crisis initiatives. As a result of IFC’s strategic focus on IDA countries, over half of
the projects financed were in IDA-eligible countries in FYQ9, representing a tripling since FY05.
For FY10, IFC commitments from its own resources are expected to be approximately $12.0
billion. To support private-sector access to finance for investment and trade, the IFC, working
with governments and development partners, has focused its attention on access to finance for
small and medium enterprises (SMEs), microfinance, trade finance, bank capitalization, and
infrastructure support.

MIGA issued $1.4 billion in guarantees in FY09 and is increasing its support to systemically
important financial institutions seeking political risk insurance (PRI) for investments in
subsidiaries in emerging markets. While the bulk of this support has been for subsidiaries in the
ECA region, MIGA is beginning to see demand pick up in other regions as well. In FY10, MIGA
will provide broadly similar levels of guarantees but with a different composition, with more
exposure to infrastructure projects as financing for such projects has begun to move forward in
the past few months.

Significant progress has also been made to enhance IBRD/IDA guarantee operations. In
IBRD countries, in particular, there has been increasing interest in the use of guarantee products
since the policy change that counts only 25 percent of the guaranteed amount against country
exposure limits for IBRD guarantees. In Africa, there is a strong interest in the proposed
expansion of the IDA Policy-Based Guarantee to help IDA clients leverage private financing in
support of infrastructure needs.

To realize its full potential, the WBG has initiated reforms intended to create a modern and
more inclusive institution, capable of responding to long-term development financing needs
with sufficient resources and appropriate operational instruments to leverage its comparative
advantages. Accomplishing these results requires effort in a number of interrelated areas.
Important progress has been achieved on: voice and participation, including corporate
governance reforms, to achieve a more legitimate WBG; internal reforms, to achieve a more
effective, efficient and accountable WBG; and financial capacity, to ensure a financially-strong
and flexible WBG.
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