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 The Role of the MultilateralDevelopment Banks in
 Emerging Market Economies
 Commission on the Role of the MDBs in Emerging Markets
 This report focuses on the role of the World Bank and other multilateral developmentbanks (MDBs) in the emerging market economies – the 20 or so countries of LatinAmerica and East Asia, plus China, India and Russia, with access to foreign privatecapital. It addresses two central questions: Should the MDBs continue to lend to thisgroup of countries or, instead, concentrate attention on poorer countries with little suchaccess? Second, what purposes should this lending serve and under what conditionsshould it take place?
 A 30-person Commission chaired by Jose Angel Gurria and Paul Volcker met on twooccasions to discuss these questions. The report was prepared on the basis of thosediscussions and of extensive comments by Commission members on earlier drafts.Commission members listed on page 20 have endorsed the report, though not allnecessarily agree with every statement and recommendation.
 Preparation of the report was led by Nancy Birdsall (Senior Associate, CarnegieEndowment for International Peace) with Brian Deese (Junior Fellow, CEIP), with thecollaboration of Shahid Javed Burki (CEO, EMP Financial Advisors) and Peter Hakim(President, Inter-American Dialogue), and of Joseph Savitsky (EMP) and Rachel Menezes(IAD). The sponsoring institutions would like to thank the Ford Foundation for helping tosupport this project.
 © 2001 Carnegie Endowment for International Peace, EMP Financial Advisors, LLC, Inter-AmericanDialogue. All rights reserved. The report can be downloaded from the Carnegie Endowment’s web site athttp://www.ceip.org/econ and from the Inter-American Dialogue’s web site at http://www.thedialogue.org.
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 Executive Summary
 Continued Lending to Emerging Market Economies Makes Sense
 The MDBs should continue to lend to the emerging market economies as an integral partof their ongoing role in the years ahead.
 • Given the immaturity of their economic and financial institutions, the small size andvulnerability of their markets, and the volatility of global financial markets, access ofthese countries to private capital can be unreliable, limited and costly for them,exposing them to great insecurity even when their long-run growth prospects arestrong.
 - Loans from MDBs can encourage public investments with high social andeconomic returns – investments in education, health, rural infrastructure, bankregulation, judicial reform, and other areas. These are the investments that, bysupporting equitable growth in open market systems, crowd in productive privateinvestment.
 - In addition, MDB lending can assist EMEs to cope with the insecurity that stemsfrom volatile capital markets. Since crises tend to hurt the poor most, through lostjobs and income and interrupted education for children, assisting countries to copewith crises helps alleviate poverty and constitutes development lending.
 • Lending is a vehicle for policy change and promoting international goals. Servicesthat are bundled with lending also help to support objectives of the global community:poverty reduction, human development, protection of the environment, financialaccountability, and standards of public procurement that curtail corruption and promotecompetition.
 • For the non-borrowing member countries of the MDBs, the benefits of MDB lendingto EMEs are substantial and they are not costly to taxpayers.
 • Lending to emerging markets does not crowd out, but rather indirectly supports,lending to poorer countries.
 Longstanding MDB Approaches Toward the EMEs Should Change
 At the same time, the Commission believes the MDBs should move more aggressively toadapt to the changing needs of the emerging market economies and to ensure that theirlending in those countries advances such agreed international objectives as povertyreduction and increased living standards for all.
 • Graduation should be voluntary, but coupled with incentives to avoid prolongeddependence.
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 - The MDBs should increase further the incentive to graduate by differentiating theirpricing according to borrowers’ per-capita income in a simple and predictablemanner. All the MDBs should develop systematic policies for pricing advisoryservices.
 • The credibility and effectiveness of lending as a vehicle for policy change needs to beenhanced.
 - MDBs should simplify policy conditionality, focus it more consistently on equityas well as growth issues, and desist from lending in the first place when a borroweris not committed to the policy change it is promising. Once conditions are agreedupon the MDBs should be prepared to halt disbursements if governments fail tohonor commitments.
 - To support a sustained reform process, policy conditions under discussion shouldnormally be open to public debate. Once conditions are agreed and a loan isapproved, the relevant documents should be fully available to the public.
 - Shareholders should also create a mechanism for independent, third-partyevaluation of the effectiveness of MDB programs, and whether such programs(including lending and accompanying advice and technical assistance) encourageadequate norm setting, increased attention to poverty reduction, and better policiesand stronger institutions generally.
 • The MDBs should be ready to lend to emerging economies during times of market andeconomic crisis, but should do so in a manner consistent with the design andconsolidation of medium-term development programs.
 • The MDBs should rationalize and strengthen their relationships with the private sector.
 - Shareholders should endorse an expansion of MDB lending to the private sector and othernon-sovereigns, in all cases in a manner that catalyzes rather than substitutes for, privatelending.
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 Introduction
 The World Bank was founded in theaftermath of World War II to transferinvestment capital from capital-rich tocapital-poor countries. The initial ideawas simple, brilliant, and perfectlyadapted to the opportunities andconstraints of the immediate postwarperiod. With private capital flowsrestricted as well as financially risky,many countries were unable to attractforeign private capital to finance sociallyproductive investments. The solutionwas to create an institution backed by thecapital commitments of the United Statesand other capital-rich nations that couldborrow at the lowest market rates andlend economically to those with urgentneeds, first nations ravaged by war andlater those in the early stages of economicdevelopment. Four regional developmentbanks were founded on the sameprinciple: the Inter-AmericanDevelopment Bank (1959); theAfrican Development Bank (1964); theAsian Development Bank (1966) and theEuropean Bank for Reconstruction andDevelopment (1991).1
 Throughout much of the postwarperiod, the capital structure, financingpolicies, and administrative arrangementsof the World Bank and the regional banks(together the multilateral developmentbanks or MDBs) were defined largely bythat original mission. They lent tofinance government-led investments,mostly in transportation, power and otherinfrastructure projects. Over time, themember governments of the banksendorsed additional mandates. In the1980s, the banks began lending tosupport the opening of economies andtheir structural adjustment to the globalmarket. By the 1990’s they had assumed
 a major role in the battle against povertyin developing economies.2 Earlier, theMDBs worked to reduce poverty throughhighly concessional lending to theworld’s poorest countries, mostly inAfrica and South Asia. These loans werefinanced, not by MDB borrowing, butthrough the direct contributions of richcountries to subsidized “soft money”windows of the MDBs. Over time, theregular loans of the banks gave anincreasing emphasis to supportingpolicies and programs to reduce povertyand strengthen health, education, andother programs of human development,including in the emerging marketeconomies.
 In the 1990s, private capital flows tomany middle-income countries, and to afew low-income countries such as Chinaand India, increased dramatically.Private flows to some countries suddenlyoutstripped – by wide margins – theflows from the MDBs (see AnnexSection 1, Table 1), raising the questionwhether the original mission of theMDBs still made sense in thoseeconomies. At almost the same time,critics claimed that MDB lending had notbeen effective at reducing poverty. Otherconcerns about the MDBs were alsoaccumulating: neglect of theenvironmental costs of projects; lack ofcoordination with each other, withbilateral donors, and the IMF; lack oftransparency; excessive and ineffectiveconditionality; and neglect of theirresponsibility for the enormousaccumulation of official debt withoutgrowth in the world’s poorest countries(see Annex Section 2).
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 Concurrently, the rich donorgovernments increased further theirdemands on the World Bank and theregional banks. The MDBs were urgedto provide advice and lending to a largenumber of new countries following thefall of the Soviet Union, and to deal withdebt management, financial crises,corruption in borrowing countries, donorcoordination, and the provision, throughspecial grants, of such global publicgoods (GPGs) as protection ofbiodiversity. The increasing demandsraised the cost of doing business, andhave helped keep staff and administrativebudgets high in relation to lendingvolume. (See Section 2 of Annex).
 As with democracy (recallingChurchill’s point), the relevant parties,though obviously unhappy with thebanks, would be even unhappier withoutthem. The banks’ owners, i.e. theirmember governments, have not identifiedany better institutional alternatives formanaging the growing number ofinternational finance and developmenttasks.
 Growing demands, rising costs, andworries about effectiveness raise realquestions about priorities, both forgovernment members who ultimately setprogram priorities, and for themanagement of the banks who areresponsible for program implementationand effectiveness. This report focuses onone of the issues raised, an issue that isfundamental for the governmentshareholders: the appropriate role, if any,of the MDBs in emerging marketeconomies (EMEs), defined as thoseeconomies with good access to privatecapital markets. (See Section 1 of Annexfor our definition of EMEs and thecountries included in that definition). Itaddresses two specific questions:
 • In light of the needs of the poorestcountries (e.g. the HIV/AIDS and debtproblems of Africa), should the MDBscontinue lending to the emergingmarket economies?
 • If they should, what purposesshould that lending serve and underwhat conditions should it take place?
 The Commission believes that theanswer to the first of these questions isyes. The MDBs should continue to lendto the emerging market economies asan integral part of their ongoing role inthe years ahead. Though lending shouldnot go on indefinitely in every individualcountry, there is no need for an arbitraryor predetermined deadline.
 At the same time, the Commissionbelieves the MDBs should move moreaggressively to adapt to the changingneeds of the emerging marketeconomies and to ensure that theirlending in those countries advancessuch agreed international objectives aspoverty reduction and increased livingstandards for all. The MDBs canenhance their approach toward the EMEsin specific ways that are consistent withsustaining a reasonable level of lendingand MDB income, taking into accountthat the volume of lending to the presentgroup of emerging markets is likely todecline over time.
 The Commission members addressedthe two questions with the objective ofdefining recommendations for theshareholder governments. Therecommendations do not necessarily oradequately cover questions of internalmanagement.
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 I. Continued Lending to Emerging Market Economies Makes Sense
 The MDBs should continue lending tothe EMEs for four reasons.
 1) Given the immaturity of theireconomic and financialinstitutions, the small size andvulnerability of their markets,and the volatility of globalfinancial markets, access of thesecountries to private capital can beunreliable, limited and costly forthem, exposing them to greatinsecurity even when their long-run growth prospects are strong.
 Access to global markets for debt andequity can provide support for the growthof emerging market economies and canhelp them deal with deep-seatedproblems of poverty. Yet, in emergingmarket economies, creditors andinvestors, both domestic and foreign, faceuncertainty about macroeconomicstability, financial sector depth andregulatory capacity, and political risks.This is the case even in countries thathave reduced inflation and dramaticallyderegulated and opened their markets.
 Only time and performance – muchmore than a decade of steady, soundeconomic policies – and visible resilienceof economic and political institutions,will induce domestic and foreigncreditors and investors to accept lowerreturns for their capital in return for lowercountry risk.
 In the meantime, longer-term andcheaper loans from MDBs can encouragepublic investments with high social andeconomic returns – investments ineducation, health, rural infrastructure,bank regulation, judicial reform, and
 other areas – that do not yieldcommercial returns to private agents, andwhich otherwise might not find a place innational budgets. These are theinvestments that, by supporting equitablegrowth in open market systems, create anenvironment that crowds in productiveprivate investment.3
 In addition, MDB lending can assistEMEs to cope with the insecurity thatstems from volatile capital markets.Experience provides ample evidence thatthe cost and availability of funds ininternational markets can changeabruptly, sometimes for reasons beyondthe control of any particular country. Inthe process, growth, development plansand poverty programs may be severelyimpaired. When global turmoil partiallyor completely closes market access,multilateral lending can assist insustaining adequate public spending oneducation and health, restructuring andstrengthening regulatory and supervisorycapacity, and developing social safetynets. Since crises tend to hurt the poormost, through lost jobs and incomeand interrupted education forchildren, assisting countries to copewith crises helps alleviate poverty andconstitutes development lending. (SeeBox 1). Moreover, when the MDBsmaintain and even increase lendingduring periods of stress, they signal theirsupport for responsible developmentpolicies4, and with relatively modestamounts, may help rebuild marketconfidence.
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 Box 1: Mexico 1995 – Emergency lending formedium-term development
 With the financial crisis triggered at the end of 1994,GDP per capita in Mexico contracted 8.2% in realterms in 1995 and open unemployment rose to 7.3%(from 3.7% in 1994). To avoid a high fiscal deficit, thegovernment increased substantially the pricescharged by public enterprises, raised the value-addedtax rate (from 10 to 15%), and reduced expenditures.Budget tightening and increased debt servicing meanta substantial cut in social spending (education andhealth/labor spending contracted by 9.7% and 11.6%respectively in real terms).
 In the context of these budget cuts, the World Bankand the IDB approved loans totaling $ 3 billion forMexico ($1.5 billion each). $ 2 billion went to supportthe restructuring of the country’s financial system, acritical step in restoring market confidence. $1 billionwent to help preserve essential social services for thepoor during the crisis, and support their restructuringto make them more efficient and fiscally sustainable.The quick-disbursing loans were thus tied to politicallydifficult bank restructuring and to agreements onmaintenance and strengthening of the most efficientsocial programs. The financial sector loans helpedthe government implement comprehensive, medium-term reforms to increase the soundness andtransparency of the financial sector. Among thereform measures supported were evaluation of thebanking system, re-structuring of problem banks,reforming accounting standards, and improving thesector’s regulatory framework. The social loanshelped minimize the losses in human capital thatfinancial crises often trigger in developing countries,including child malnutrition and children leavingschool to go to work.
 2) Lending is a vehicle for policychange and for promotinginternational goals andstandards.
 Political and social constraints inemerging markets, as well as technicalcomplications, make it difficult to designand implement many reforms – of health,banking systems, bankruptcy law,unemployment programs, etc. Officialsfrom countries such as Brazil, Mexico,Turkey, Hungary, Thailand, and Korea
 repeatedly cite the services that are‘bundled’ with MDB financing as a keyreason for seeking MDB loans. Theyvalue the detailed, project, and sectoraland economic analysis of MDB staff andthe dialogue on tough internal policy andbudget choices that the lending processcatalyzes.
 These services that are bundled withlending also help to support objectives ofthe global community: poverty reduction,human development, protection of theenvironment, financial accountability,and standards of public procurement thatcurtail corruption and promotecompetition.5 Even if the financing for aMDB-supported project is supportingother government expenditure (becausemoney is fungible, see Box 2), thetechnical and advisory services arespecific to the program or policy beingsupported. The recent emphasis of theMDBs on governance issues –accountability of government, andadequate representation of all citizens ineconomic decision-making – can alsocontribute to the strengthening ofdemocratic systems in emerging marketeconomies.
 Most borrowing member countrieswork with at least two of the MDBs: theWorld Bank and the relevant regionaldevelopment bank. The banks workwithin the same overall policy frameworkset by shareholders (all for example inrecent years making poverty reductionthe explicit priority and increasinglending for social programs). Within thatframework, the banks can improvecoordination – and reduce their andborrower costs by for exampleharmonizing procurement standards andsharing environmental assessments.6
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 Box 2: Fungibility of Money and MDB Bundlingof Financing and Advice
 Money is fungible, and MDB lending for educationand rural roads could end up allowing governmentsto shift their own resources to less desirablespending that the MDB might not have endorsed.For this reason, MDB lending must be linked toborrower commitments to sound policies andoverall sound use of their own resources. TheMDBs can ensure such a link because they havean enforcement mechanism not available to theprivate sector – the promise of future financing atbelow-market rates. They can also formalizeunderstandings about borrower commitments,either by lending only when such commitmentshave already been translated into visible, policysteps, or by conditioning disbursements on agreedfuture steps. Furthermore, MDB lending usuallyconstitutes a so-called "bundle" -- of financing plustechnical and advisory services. Thus even whenthe financing, for a health project for example, isfully fungible, the policy dialogue on allocation ofpublic resources to health, and technical input onreform of health insurance or hospitaladministration, is not.
 At times, MDB lending may "finance" a desirableprogram without adding to total governmentspending. This makes sense; many developingcountries, including most emerging marketeconomies benefiting from private capital inflows,are implementing concerted programs of fiscaldiscipline. Where that is the case, the MDBs areboth supporting the specific program (health reformfor example) and helping diversify the "credit mix"available to emerging markets as they cope withmanaging their overall foreign liabilities and theircurrent account. For countries trying to limit theamount and control the timing of their recourse tothe markets, even relatively small amounts offinancing from the MDBs for programs of highpriority can thus provide critical help.
 The provision of some non-lendingservices can be separated from lending,and some governments have paid directlyfor advice from the MDBs withoutborrowing. However as a practicalmatter, the advice is taken moreseriously, and is more likely to beeffectively enforced if backed by and tiedto a loan. The process of negotiating the
 loan and the borrower’s associatedcommitments to reform generates betterinformation for both parties on feasiblepolicies and institutional capabilities.And the loan commitment gives theMDB itself a greater stake in rigorousanalysis and enforcement.7
 3) For the non-borrowingmember countries of the MDBs,the benefits of MDB lending toEMEs are substantial and are notcostly to taxpayers.
 In an increasingly interdependentglobal economy, the U.S. and other non-borrowing members of the MDBs have asubstantial stake in the policy choicesand institutional resilience of theemerging market economies. Theirfinancial stability contributes to globalfinancial stability. Their social andeconomic decisions affect the health andwell-being of their own peoples,undermining or advancing such globalgoals as poverty reduction. And theirdecisions – on energy use, food safety,efforts to reduce drug trafficking andcorruption and so on – increasinglyaffect the once-insulated residents of richcountries.
 Meanwhile, the cost to the U.S. andother non-borrowers associated withMDB lending to the EMEs is surprisinglysmall. The annual cost of direct newcontributions is tiny. In the case of theU.S. and the World Bank it is zero; nonew appropriations are needed to supportregular World Bank operations.8 There isan opportunity cost of the capital of non-borrowers held in the MDBs, and non-borrowers face the risk – remote as it is –that their guarantee to cover unmet debtsof the banks could be called. These costsare difficult to measure. We estimate the
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 annual opportunity cost of the capital ofthe U.S. in the World Bank to be about$375 million. (Box 3). The cost of a callon the callable capital could be higher,however in more than 50 years, there hasnever been such a call by the World Bankor any of the other MDBs.
 Box 3: The opportunity cost for US taxpayers ofcapital ownership in the World Bank*
 The capital shares of member governments in theMDBs consist of a paid-in and a callable portion. Inthe case of the U.S. capital in the World Bank, about$2 billion is paid in and about $30 billion is subject tocall in the extremely unlikely event of a Bank defaulton its own bonds. Multiplying the $2.1 billion ofpaid-in capital by 7% (the figure the MeltzerCommission used to represent the annual long-termcost of capital) yields an annual opportunity cost (thelost opportunity to use that capital elsewhere togenerate that return), to U.S. taxpayers of about$150 million. There is also an opportunity cost ofretained earnings. The annual “dividends” for theU.S. on its portion (17%) of annual retained earningsof about $3.2 billion would be about $225 million.The annual cost of the callable capital is moredifficult to assess. It is a function of the risk thatsome or all of it would in fact be called in a particularyear. In 50 years, that has never happened. Indeedthe MDBs’ financial policies are highly conservativein order to virtually eliminate that possibility. Even atiny risk – say of .01 % – implies an outlay of someportion of $3 billion (the portion depending on thesize of the call and the outlays of the othermembers). On the other hand, each year that thecapital is not called, the annual cost is zero.
 The total cost to U.S. taxpayers of membership inthe World Bank is thus between $375 million, asmall amount (in the light of the benefits outlined inthis report), and, were there a call on its capital, upto some billions of dollars.
 *This calculation does not include the highly concessional “soft”window, IDA, which does not lend to the EMEs.
 4) Lending to emerging marketsdoes not crowd out, but ratherindirectly supports, lending topoorer countries.
 Commission members also noted thatlending to EMEs does not crowd outlending to poorer countries. The MDBs(possibly excluding the ADB) have asufficient capital base and thus more thanadequate ‘head room’ to financeoperations in both the EMEs and poorercountries. Greater lending to countrieswithout the kind of access to privatemarkets of the EMEs – Egypt, Jamaica,Jordan, Morocco, Bulgaria, Guatemala,Paraguay, and others – is constrained byabsorptive capacity or policyshortcomings, not by insufficient MDBcapital. Loans to the EMEs should not inany event be considered one-for-onesubstitutes. Diversification reducesoverall portfolio risk, stretching to somedegree the amount of lending to the poorthat can be supported by a given capitalbase. A portfolio concentrated only inthe poor countries would be much riskier,requiring more capital per unit oflending.
 To the extent the poorest countriesborrow from the highly concessional“soft” windows of the MDBs (IDA atthe World Bank), there is noopportunity cost because theirborrowing is financed by periodic,separate contributions, primarily by thebilateral donors, not by the MDBs’ ownborrowing on international capitalmarkets.9 Indeed in the case of theWorld Bank and the ADB, net income(“profits”) derived in part from lendingto EMEs has been periodicallytransferred to their soft windows, solending to EMEs has indirectly helpedto support the highly concessionallending to the poorest countries.
 Finally, in a world that is increasinglyinterdependent, MDB support to theEMEs may also indirectly benefit their
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 poorer neighbors. A healthy Brazil notonly reduces the risk of financialcontagion that could be costly forArgentina and Russia, but also provides
 a stable growing market for Ecuadorand Bolivia. Similarly growth in Koreaand Malaysia is likely to benefit VietNam.
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 II. Longstanding MDB Approaches Toward the EMEs Should Change
 While the Commission supportscontinued lending to the EMEs, it alsorecommends changes in longstandingpractices of the banks toward thesecountries. New approaches in four areasare discussed below: Pricing, especiallyas an aspect of graduation policy;conditionality and transparency in EMElending and their links to standard settingand policy change; management ofemergency situations consistent withMDBs’ development objectives; and theMDBs’ relationship with the privatesector.
 1) Graduation should be voluntary,but coupled with incentives toavoid prolonged dependence.
 While Commission members agree thatas countries grow richer and gain morestable access to international capitalmarkets they should borrow less from theMDBs and eventually cease borrowingaltogether, they believe the processshould be voluntary.10 A voluntarygraduation policy, coupled withincentives, gives the MDBs the flexibilityto deal with individual countries’ needs,and reflects the fact that countries tend to“self-graduate” on their own accord(Annex, Table 9).11 Incentives built intothe cost and design of borrowing can helpavoid prolonged dependence andencourage countries to manage their ownfinances to achieve and maintain accessto private capital.
 MDB public sector loans are currentlypriced in a uniform manner known as“cooperative pricing”, i.e. all governmentborrowers face the same interest costs(though the rate varies over time andacross banks) for virtually all loans.12
 With cooperative pricing, emergingmarket economies already have anincentive to reduce or stop borrowingwhen their own credit rating improves,since a lower cost of private capitalreduces the spread between the cost ofMDB and private market credit. Thedeclining spread, combined withpreparation and negotiation tasksinvolved in MDB loans and the delaysMDB borrowing entails, explains thevoluntary “graduation” of Korea andMalaysia in the early 1990s (until the1998-1999 crisis), and the greatlyreduced borrowing of Hungary, Poland,and Chile.13
 The MDBs should increase furtherthe incentive to graduate bydifferentiating their pricing accordingto borrowers’ per-capita income, in asimple and predictable manner.
 Charging higher income countrieshigher rates has been criticized forseeming to penalize success on thegrounds that commercial banks normallycharge more creditworthy borrowers lessrather than more. But the MDBs, unlikecommercial banks, are charging below-market rates to start with, passing on thebenefit of the guarantees of the non-borrowing members against theirliabilities. Rates that rise with per capitaincome would simply reduce that benefitas borrowers grew richer. For borrowersalso benefiting from falling spreads in themarket, the subsidy would decline inpincer-like form, with their MDB ratesrising and their differential with marketrates falling. The result would be tobring MDB rates closer to the marketfaster. Pricing tied to per capita incomerather than to the sovereign credit rating
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 has the additional advantage of ensuringthat relatively poor countries that achievehigh credit ratings (such as Botswana, ElSalvador, and China) are not penalizedfor their success.
 Differential pricing should be keptsimple and predictable, with, forexample, two to three step-ups fromcurrent rates.14 Rates should beannounced, set, and non-discretionary.To the extent higher (though still below-market) rates were to reduce demand forborrowing, self-graduation would beaccelerated. To the extent borrowerscontinued to see benefits in the bundlingof policy dialogue and technicalassistance with the below-market cost ofborrowing, the banks would generatemore income from loans.15
 Obviously middle-income borrowerswould prefer to avoid higher rates, anddefining such a policy would becontroversial. An increase in borrowingcosts for some countries would have tobe built on support from the EMEs andon the understanding that they shouldplay a larger role in setting priorities forthe use of any extra income, and ingeneral in the MDBs’ decisions. Theywould have to have a central role in theconsultations and analysis that lead tonew proposals.
 In the past, a portion of net income hasbeen allocated by shareholders for specialpurpose grants (see Box 4), including for“global” programs such as CGIAR andthe Global Environment Facility. In thefuture, higher income could help fundnewly pressing needs such as tropicaldisease research and control of suchglobal risks as mad cow and foot-and-mouth disease. This would requireagreement of all shareholders; the large
 borrowers, including the emergingmarket economies, would reasonablywant appropriate input in setting theagenda for the allocation of net income,and would no doubt insist on donorcountry contributions to supplementtransfers from net income to supportthese global initiatives.16
 Box 4: The MDBs’ Sources and Uses of Income
 The MDBs generate income from two major sources.First, their paid-in capital and retained earnings areinvested in interest-earning assets, especially in loansto their members. The paid-in capital and retainedearnings are sometimes called “free funds” becausethe MDBs do not have to pay interest or fees whenthey utilize those funds; as a result the net return theyreceive from investing these funds is the same as thefull amount of the interest earned on the assets.Second, the MDBs borrow on world capital marketsand use those funds to support additional assets --loans and liquid assets. On those borrowed funds, theMDBs earn a net interest spread. In the case of theIBRD (the hard-loan window of the World Bank Group)in fiscal year 2000, these two sources amounted toabout $1.8 billion and $800 million, respectively, withthe bulk of the latter amount (attributable to the netinterest spread) due to the spread on loans. A portionof this income is used to cover administrative costs(about $900 million) and credit loss provisions and tomaintain adequate reserves. Another portion isallocated, by agreement among shareholders, tospecial activities. In fiscal year 2000 the World Bankprovided about $125 million in grants through itsDevelopment Grant Facility, including for example foragricultural research through CIGAR. In addition, fromfiscal year 2000 net income, shareholders of the WorldBank allocated about $350 million to the Bank’s highlyconcessional lending window for the poorest countries,IDA, $250 million for debt reduction in the poorestcountries (the Highly Indebted Poor Country Initiative,or HIPC), $30 million for capacity-building in Africa and$35 million to a trust fund for Kosovo.
 Similarly, in the regionaldevelopment banks, the EMEs mightwant to use income transfers to financegrants for the promotion of programs ofregional interest. Coordinated regionalinterventions could minimize the spreadof diseases and pollutants by air and
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 water from one country to another.Regional institutions could be establishedto finance investments in countries withsmall populations or small economies.Promoting regional infrastructureprojects – road, water, rail, andtelecommunications – also falls into thiscategory. Grants funded by incomecould complement investmentsunderwritten by the large countries in aregion.
 As emerging markets reach the point ofself-graduation, some may want tocontinue to benefit from the non-lendingservices of the World Bank and theirrelevant regional bank. Former borrowersand countries that are now reducing theirborrowing substantially have in the pastpaid directly for non-lending servicesfrom the World Bank (see Annex SectionVII on Saudi Arabia and Chile). Butpricing of these advisory services hasbeen ad hoc, negotiated on a case by casebasis, and (as far as we can ascertain)done only by the World Bank. All thebanks should develop systematicpolicies for pricing advisory services –to not only cover real costs but tominimize any implicit cross-subsidy fromlower-income countries that areborrowing, and to minimize any risk ofcreating unfair competition for privatelyprovided consulting services. Such apolicy would accommodate countriesmoving toward self-graduation, whilesupporting a continued policy role forMDBs that would be demand-driven.
 The MDBs have already taken initialsteps in the direction of chargingdifferent rates for different loan productsby charging higher rates for the large andquick-disbursing emergency loans toKorea, Brazil, and Argentina in 1998.There are additional possibilities.
 Linking non-interest rate charges(commitment and other fees) toadministrative costs would giveincreasingly capable EME borrowers anincentive to anticipate and build muchmore of the necessary policy reform,engineering design, environmentalsafeguards, etc. into loan requests. Thiswould reduce delays and increase boththe ownership of programs and theeffectiveness of their implementation.Allowing borrowers a greater range in thematurity of loans (though still for not lessthan 10 years) would increase borrowers’options and encourage more activeoverall management of both their publicand private debt.
 2) The credibility and effectivenessof lending as a vehicle for policychange needs to be enhanced.
 Commission members ground theirsupport for continued MDB lending tothe EMEs in the role that such lendingcan play in encouraging good economicmanagement, investment in institution-building, and policies that reduce povertyand inequity. The institutions havemechanisms to link lending to these kindsof changes. The “enforcement”mechanism of future access to MDBloans is one. It requires that MDBs stoplending when governments fail to honortheir commitments. A second isconditionality, which ties disbursementsof loans to agreed-upon policy changesby governments.
 Conditionality has invoked criticismfrom all sides. Some invoke evidence thatthe policies of the “WashingtonConsensus” supported by the MDBs havenot been associated with growth17 andhave ended up hurting the poor. Otherscriticize conditions that call for more
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 taxes or higher expenditure, and assertthat conditionality has underminedsovereignty and democracy. SomeWorld Bank economists, focusing onAfrica, say conditionality weakenscountry “ownership” of reforms, and isthus ineffectual. They and others call foran approach to conditionality that reflectsgreater humility by MDBs ex ante aboutwhat works and more flexibility ex post,as programs are implemented.18 And theargument that conditionality only worksex post, i.e., as a reward for alreadydemonstrated good performance, iscurrently gaining ascendancy.
 (These criticisms of conditionality havefocused on the policy conditions in largeadjustment loans that disburse relativelyquickly and provide budget support.19
 There are also conditions or triggers ininvestment or project loans, e.g. that newroads will be financed only when abudget commitment to maintain existingroads is made. Conditions are alsoassociated with the standard fiduciaryobligations of the MDB lenders,including on accounting and auditing andincreasingly regarding environmental andother safeguards. These types ofconditions have been less controversial.)
 Commission members are aware of theproblems with policy conditionality. Insome cases, where governments havealready undertaken change on their own,big lending programs can proceedwithout conditionality. But there areinstances where a government needsfinancial support to begin a reformprocess. In these cases, the challenge isto ensure that conditionality focuses onthe fundamental issues of growth thatreduces poverty;20 that the programs andpolicies incorporated in the lendingconditions are home grown, reflecting
 real borrower commitment; and that theprocess is made credible by sensibleenforcement.
 To ensure that conditionality augmentsrather than undermines the effectivenessof MDB lending, the MDBs shouldsimplify policy conditionality, focus itmore consistently on equity as well asgrowth issues, and desist from lendingin the first place when a borrower isnot committed to the policy change it ispromising. Once conditions are agreedupon the MDBs should be prepared tohalt disbursements if governments failto honor commitments.
 Where policy reform is in fact ownedby, rather than forced upon, governments,and where it reflects a reasonable level ofunderstanding by all parts of governmentand indeed by citizens and thus ispolitically viable, it can in fact be a usefulinstrument for the borrower.21 It can behelpful in advancing politically difficultreforms – for example due to resistancefrom a local private elite – that arenecessary for long-run, equitable growth.Conditionality cannot substitute forborrower commitment, but assuming thatcommitment is there – by governmentsthat are accountable to their citizens –conditionality can also help governmentssignal to local and foreign investors theirreadiness and political ability to sustainthe reform program. This has been thecase in many of today’s emerging marketeconomies in Latin America.
 The MDBs are trying to simplify policyconditionality, and reduce the number ofconditions so they are manageable andreflect high priorities. Current WorldBank adjustment loans have far fewertranche release conditions than in the late
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 1980s, when dozens of conditions werenot uncommon.
 But the issue is also design and focus ofconditionality, to include policies toprotect the poor, and its credibleenforcement, including by haltinglending. 22
 Enforcing conditionality may mean thatlending will be much more selectiveacross countries.23 Big lending programswill be confined to countries that arecommitted to equitable growth and havethe institutional capacity and the publicsupport to make them work.24
 To support a sustained reformprocess, policy conditions underdiscussion should normally be open topublic debate. Once conditions areagreed and a loan is approved, therelevant documents should be fullyavailable to the public.25
 Commission members support theargument that conditions ideally flowfrom an open and participatory debatewithin countries regarding the overalldevelopment agenda as well as thespecific loan agreement.26 The mostsensible way to encourage such opendebate is to make the process anddocumentation as transparent as possible.
 Shareholders should also create amechanism for independent, third-party evaluation of the effectiveness ofMDB programs, and whether suchprograms (including lending andaccompanying advice and technicalassistance) encourage adequate normsetting, increased attention to povertyreduction, and better policies andstronger institutions generally.
 A lesson of the last decade is that theMDBs can err in their policyprescriptions. A new approach toconditionality alone will not guaranteegreater effectiveness in supportingsustainable and equitable growth. Anincrease in transparency and acommitment to independent evaluation isalso critical. The World Bank (and theIMF) have already sponsored suchoutside evaluations of adjustmentlending, though on an ad hoc basis.
 A mechanism of outside evaluationwould not substitute for the audit andevaluation work which each bank nowsponsors by separate units that reportdirectly to the boards. However, coupledwith the banks’ own assessments, itwould enhance the MDBs’ capacity toidentify sources of waste, inefficiency,and corruption and evaluate the policyadvice and effectiveness of programs,including their effects on poverty.
 One approach would be for each MDBto develop a system of regular outsidereviews. For example, every few years apanel of eminent persons, withexperience in government, the privatesector, and civil society, wouldCommission and oversee independentperformance audits and evaluations ofMDB programs, with a particular focuson the effects of programs on growth andpoverty reduction. Their mandate wouldinclude but not be limited to review ofthe banks’ own evaluation work.
 The results of independent evaluationsshould be published and open to publicscrutiny, ensuring transparency andaccountability on the admittedly difficultquestion of appropriate policy influence.
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 3) The MDBs should be ready tolend to emerging economiesduring times of market andeconomic crisis, but should doso in a manner consistent withthe design and consolidation ofmedium-term developmentprograms.
 The MDBs should not be viewed onlyas an adjunct to emergency IMFstabilization lending programs, andshould not be called upon solely toprovide loans to round out amountsdeemed desirable for “credible” supportpackages. Emergency lending must bestructured so that it supports the kinds ofprograms referred to above.
 The MDBs could also develop aproduct to provide pre-approved counter-cyclical support to help emergingmarkets anticipate, respond to, andultimately avoid financial shocks.27 Withappropriate eligibility and ex anteperformance standards, the banks wouldapprove financing that countries couldeasily and quickly draw on in the event ofcrisis. A drawdown option of this kind28
 makes particular sense in countries that innormal times have good access to privatemarkets, because of a reasonable policyand institutional environment.
 4) The MDBs should rationalizeand strengthen their relationshipswith the private sector.
 In the last decade, most emergingmarket economies have dramaticallyreduced the role of government in theproduction and the provision of bankingand public services, privatizing industrialand commercial enterprises, and issuingconcessions for long-term privatemanagement of power, water, transport,
 and other services. In many countries,the gains in efficiency and increasedaccess, especially for poorer householdsformerly without public services, havebeen notable.29 However, countries stillface yawning gaps, especially ininfrastructure, which private investorsand creditors have not come close tofilling. A World Bank assessment in themid-1990s suggested Latin Americaneeds an additional $60 billion ininfrastructure investment. The problemis that private lenders and investors areunlikely to finance many otherwiseviable projects whose return is vulnerableto government and regulatory risk, i.e. tochange in local or national governmentpolicies or practices. Indeed, in largeinfrastructure, profitability is dependenton governments honoring agreements.30
 As a result there is considerablepotential for the MDBs to catalyzeprivately led project finance – based ontheir knowledge of the policy andinstitutional environment, their technicaland financial competence ininfrastructure, and their ability to helpgovernments commit to appropriatepolicy because of their interest inmaintaining the support of the officialfinancial community.31
 While each of the MDBs provideslending and guarantees to the privatesector and other non-sovereign borrowers(e.g. to municipal, state and localgovernments) in some form, the overallshare of non-sovereign lending as apercentage of total MDB operations isvery small (see Box 5 and Table 2). Suchlending increases risk for the MDBs sincerepayments are not guaranteed by asovereign member. Shareholders havehesitated to assume too much of thisadded risk on the institutions’ balance
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 sheets. But they have also moved slowlyto change the MDB approaches becauseof the difficulty of overcoming inertia inlarge, international institutions.
 Box 5: MDB private sector lending constraints
 In the case of the World Bank, lending without thesovereign guarantee is prohibited by its charter. Aseparate entity, the IFC, was created by bankshareholders to do only private sector lending. Itscurrent capital base is entirely paid-in, $2.3 billion,compared to the $188 billion of the World Bank,including callable capital (see Table 4). In the IDB,up to 5 % of the outstanding portfolio can becommitted for lending to the private sector, overand above what have been small additionalamounts to other non-sovereign entities such asthe sub-regional development banks. The IDB alsohas a partner, the IIC, that lends to small andmedium enterprises; though often compared to theIFC, its mission is different and its capital base farsmaller ($700 million) than that of the IDB itself($100 billion including its callable capital). To alesser extent, both the AfDB and the ADB haveprivate sector operations, including the use ofequity instruments. In the EBRD, in contrast, about60% of lending goes to the private sector. TheEBRD was founded in 1991 explicitly to help thecountries of the former Soviet Union and of EasternEurope make the transition to market economies.Its capital base is limited ($19 billion), but a highpercent is paid in to strengthen its financial base forrelatively riskier lending.
 However, given the needs of the EMEs,and the increased willingness of privatelenders and investors to acceptcommercial risks if at least some countryor political risks are mitigated,shareholders should endorse anexpansion of MDB lending to theprivate sector and other non-sovereigns, in all cases in a mannerthat catalyzes rather than substitutesfor, private lending. To ensure publiclending does not substitute for private,MDB lending should be restricted to aminority portion of any particulartransaction, and the pricing of loansshould be market-based.
 In the case of the World Bank,shareholders should request a carefulassessment of the advantages anddisadvantages of such options asincreasing the capital of the IFC,allowing the IFC to take a subordinatedloan from the World Bank, or endorsinggreater emphasis on the IFC selling itsown loans in the market, so as to increaseits near-term lending capacity.32 In theIDB and ADB, shareholders shouldreview the possibility of raising thecurrent institutional ceilings on lendingwithout the sovereign guarantee (in theIDB, for example, to above 10%). 33
 The MDBs could also better exploittheir ability to issue guarantees to public(and private) entities as a way to catalyzeprivate lending and private investment.34
 MDB guarantees to public entities can beuseful in two purposes. The first is toextend loans that are currently availableon the market for, say, five years to ten orfifteen years. By guaranteeing the long-term end of loans, the MDBs could helpfinance projects that have high economicreturns but whose long gestation periodsmake them too costly to financecompletely in the market (e.g.infrastructure).35 The second is toguarantee sovereign and other issues that,with a partial guarantee, bring an issue upto investment grade, allowing access to amuch larger pool of institutionalinvestors.
 Guarantees are currently valued likeloans, usually making them unattractiveto borrowing members in comparison.Their increased use is unlikely in theabsence of shareholder review of thecurrent financial and pricing policies thatlimit their appeal.
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 A development financing model for the 21st century?
 For most of the postwar period theWorld Bank and the regional banks havehad two kinds of members, financialbackers (non-borrowers) and financialbeneficiaries (borrowers). The rules,norms, financial policies, and governancestructure of these multilateralmembership organizations reflect thatsimple distinction.
 A development financing model forthe 21st century could include a‘borrower’s club,’ where all of theowners (financial backers) are alsoborrowing members. This is thefundamental logic behind institutionssuch as the Andean DevelopmentCorporation and the Nordic InvestmentBank. The Andean Development Bank’sowners are all borrowers. With highpaid-in capital since 1993, the bank has
 maintained an investment grade creditrating higher than the rating of any of itssovereign members, despite greatvolatility in the region (see Box 6). TheNordic Investment Bank is a borrower’sclub that finances public and privateprojects, focussing on reducing the costof trans-border economic interaction.
 A multilateral EME financinginstitution would not substitute for thelending role of the World Bank and theregional institutions as vehicles topromote policy change, institutionbuilding, and poverty reduction. But anEME borrowers’ club would complementthe existing institutions, providing thisgroup of countries, uniquely situated inglobal capital markets, a mechanism tocompletely ‘own’ investments and settheir own collective development agenda.
 Box 6: The Owners are the Borrowers: the Andean Development Bank
 The Andean Development Bank (better known for its Spanish language acronym CAF, CorporaciónAndina de Fomento) provides development financing to promote sustainable development and integrationin the Andean region. It is currently the leading source of multilateral finance in the Andean region, and itscapital ownership is structured so that the five sovereign Andean shareholders (Bolivia, Colombia,Ecuador, Peru and, Venezuela) contribute over 95% of the paid-in capital and 99% of the callable capitalof the institution. Its owners/shareholders have borrowed nearly $25 billion to date, on terms they wouldnot have enjoyed outside the collective they have formed.
 Unlike the World Bank and the large regional banks, the ratio of paid-in to callable capital is high, nearly50% (compared to about 5% in the IBRD and IDB, and about 35% in the EBRD). The CAF’s high paid-incapital along with prudent financial management give it credibility in international markets that exceedsthat of any of its individual sovereign members.
 In 1993 the CAF received an investment grade rating from Standard & Poor's, Moody's and Fitch ratingservices. Since 1993, the CAF’s rating has continued to improve, and its ‘A’ rating is now higher than thatof any sovereign in Latin America. The strength of its reputation in international capital markets hasallowed the CAF to extend its sources of funds and lower its costs of borrowing. CAF’s unparalleledsuccess in a region that has been characterized by volatility, economic crisis, and political instability hasmuch to do with its unique set-up. Shareholders have clear self-interest in maintaining and increasing theCAF’s institutional credibility, and have opted to keep their obligations to CAF in full despite numerouscrises.
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 Notes
 1 The EBRD from the beginning made loans to the private sector as well. In addition to the World Bank andthe large regional banks, another 15 or so multilateral banks operate at the sub-regional level – including theAndean Development Bank, the Central American Development Bank, the European Investment Bank, andthe Islamic Development Bank.
 2 The EBRD’s major function is to assist countries make the transition to the market, and it has not by itsnature been as directly focussed on poverty.
 3 See Annex section 4 on the catalytic role of MDB financing.
 4 As we discuss later, these policies should not be forced upon governments but should reflect country-specific needs and a reasonable level of agreement with government, and a reasonable level of publicencouragement and support.
 5 Specific goals covering poverty reduction, universal primary education, gender equality, infant-child andmaternal mortality, access to reproductive health services, including HIV-prevention services, and reversingthe loss of environmental resources through sustainable development have been agreed to by all nationsthrough the series of global summits from Rio (1992) to Beijing (1995), by the bilateral donor governmentsin 1996, and by Heads of State at the Millennium Summit of the General Assembly of the United Nations in2000, and have been adopted by the IMF, the World Bank and the UN development agencies as a frameworkfor their activities and for coordination among them. The fact is that on some of these issues, donors andothers apply pressure on the MDBs because, in part, they conclude there are few other more effectiveinstruments for bringing about progress.
 6 Specialization or segmentation of the jurisdiction of each MDB, however, either by sector, by type ofproject or by type of goods financed risks creating an MDB monopoly. Some competition keeps the MDBs,and their staff on the ground level, well honed and attentive to local programs and policies.
 7 Rodrik 1996 argues that in the absence of lending, MDBs have little monitoring incentive, to ensure thattheir advice is being followed, and little incentive to exercise their information function as effectively aspossible.
 8 This is also true in the IDB. Regular World Bank operations refer to the IBRD, the non-concessional “hard-loan” window of the World Bank Group. The U.S. and other non-borrowers do contribute annually to theconcessional IDA window of the World Bank, which does not lend to the EMEs; the contribution of the U.S.to IDA’s Twelfth Replenishment (the three-year period from July 1, 1999 to June 30, 2002) is $2.3 billion, or$766.7 million annually. Total annual capital contributions by the U.S. to the other three MDBs are on theorder of $55 million.
 9 In the IDB, borrowers also contribute to the soft loan window.
 10 Commission members opposed the idea of setting graduation requirements based on per capita income orsovereign credit rating, as was suggested by the Meltzer Commission. An arbitrary rule can create perverseincentives and prevent lending to countries still in need of MDB financing. Moody’s recent upgrade ofBotswana’a sovereign debt to investment grade rating, under the Meltzer criteria would exclude a countrywhere 17 % of the population is HIV infected from receiving MDB support.
 11 As the emerging market economies gain access to international capital markets, they tend to reduce thevolume of borrowing. Some, including Korea, the Slovak Republic, Hungary and Chile, have prepaid MDBloans and ceased borrowing altogether of their own accord. Countries stop MDB borrowing for variousreasons: the lower cost is insufficient to offset the extra time, administrative costs, multiple conditions,reduced flexibility in payment, additional environmental impact hurdles, etc. Countries such as Chile havecontinued relationships with the World Bank and the relevant regional bank even when actual borrowing has
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 been small – primarily to warrant continued dialogue – and have paid for advisory services. Others, likeKorea, have moved back to borrowing status as a result of economic crisis.
 12 One of several recent exceptions is the higher rate Korea paid to the World Bank and ADB for itsborrowing during the 1997-1998 financial crisis.
 13 Chile did not borrow at all from the IDB from 1995-1998, both years inclusive, and accelerated repaymentof some older, more expensive loans (see Annex Section VII).
 14 The details of a new pricing scheme would need to be developed with great care. If the net result were thatmany EMEs ceased borrowing from the MDBs (or ceased during normal times but then came hurtling backin during crises, or shuttled between different MDBs with different pricing policies), the entire purpose couldbe defeated, weakening the ability of the MDBs to support poorer countries and global priorities more andundermining their financial sustainability.
 15 Or, assuming little or no effect of higher costs on the volume of lending, the banks could aim for neutraleffects on their own income from lending by reducing rates for lower-income borrowers.
 16 In the past, middle-income borrowers have resented and in some cases resisted non-borrowers’ support fortransferring income from loans to the concessional window, to HIPC, and to other special programs.
 17 Goldstein, 2000; Rodrik, 2001.
 18 Within countries, the argument goes, ideas, policies and practices that are imported via international loanscannot substitute for local political will. Participation of citizens of developing countries in the developmentand monitoring of the economic reform agenda is key to the viability and sustainability of the reforms. In theabsence of a politically sustainable domestic commitment, programs financed from outside are simplyunlikely to matter. On the problems as seen from the World Bank, see Collier, 2000; and Stiglitz, 1999, whopropose a greater focus on “ownership” and “participation” as opposed to “conditions” per se. A 1998 WorldBank study came to the conclusion that conditionality did not influence the success or failure of structurallending, (World Bank, 1998, Chapter 2 and Appendix 2). On the mixed performance of fast-disbursingpolicy-based loans, see Ranis (2000).
 19 These loans, Structural Adjustment Loans (SALs), were initially a response by the multilateral institutionsin the mid-seventies to provide balance of payments support to the oil-importing countries so they could paytheir bills following a quantum leap in the price of oil. The SAL has become increasingly important in thebanks’ arsenal of instruments and has in much of the 1990s constituted at least 25% of World Bank and IDBlending. Some of the SAL support has been counter-cyclical – disbursed when private capital pulled out ofthe countries where private flows had become important.
 20 The Commission members did not discuss, nor try to define, the right content of conditionality. Theemphasis of the Commission on lending as a vehicle for advancing internationally agreed goals points to thelogic of conditionality that goes beyond such traditional emphases as fiscal discipline and privatization toprotection of social safety nets, reform of tax systems to reduce loopholes and evasion that favor the rich,emphasis on worker rights and so on. Birdsall and de la Torre (2001) propose an alternative agenda,emphasizing equity, to that of the so-called Washington Consensus.
 21 In a meeting of the Carnegie Economic Reform Network (October 30, 2000), Boris Federov explained,“The most terrible thing that the World Bank and IMF could do in Russia would be to remove the conditionson which their loans are based.” (forthcoming in CERN 2001) The debate on conditionality has beeninfluenced by the failure of aid in Africa. In Latin America in the early 1990s, the Brady package, supportedin part by MDB policy loans, seems to have been more effective.
 22 In the poorer countries (not in our set of EMEs), it is likely that lack of enforcement in the past has donemore harm, in the form of more debt accumulation, than good. In Africa there is good evidence thatconditionality was not much enforced. All the donors continued to lend to countries with high multilateral
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 debt, in part to ensure countries could service their debt. The MDBs thus lost any leverage they ever had(Birdsall, Claessens and Diwan, 2001).
 23 Regarding enforcement, the MDBs could define a transparent and systematic process of periodic formalwarnings that would precede recourse to stopping loan disbursements.
 24 In fact, most EMEs are likely to meet these criteria most of the time – the greatest problems of design andenforcement have been in countries where reform ownership has been less clear and policy and institutionalfailures are greater. Nonborrowing shareholders also need to reduce pressure to lend to favored constituentsand to insert conditions on too many “favorite” issues in every loan.
 25 Currently shareholders of the World Bank are discussing its disclosure policy. Under current policy, TheCountry Letter of Intent and Board-approved documents for structural adjustment loans are only madeavailable to the public with the agreement of the borrowing government.
 26 It is not clear, however, that the banks have the ability or the mandate to pass judgement on other societies’political processes (see Birdsall, 2000).
 27 In 1999-2000, Mexico obtained implicit commitments from the World Bank and the IDB for about $10billion in potential future lending, as part of a larger package, amassed in each year, of “blindaje” (armor-plating) against loss of market confidence in the run up to the presidential election. These MDBcommitments, though never formalized in Board-approved loans, were an informal example of a product thatthe banks’ could institutionalize.
 28 The Board of the World Bank is considering a management paper proposing this kind of a “deferreddrawdown option.”
 29 Estache et.al., 2000.
 30 E.g. on rates the private agent can charge for energy, water or (in the case of toll roads) transport services,on access to and cost of government-controlled inputs (in the case of energy); and on reasonableenvironmental and other standards.
 31 The IDB model provides a workable example. Private sector lending is confined to infrastructure, and theIDB cannot take more than 25 % of the value of a transaction. Limiting MDB involvement in private sectorlending to infrastructure is appropriate. It exploits the comparative advantage of the MDBs in reducingcountry risk from the point of view of the private sponsors associated with their exposure to ‘bad’ publicsector behavior. Infrastructure investments have high initial sunk costs and long gestation periods, and theirprofitability is threatened if governments change regulations arbitrarily or undo policies or renege oncommitments regarding the prices of inputs and outputs. Partial risk guarantees can be provided by theMDBs to private sector sponsors to cover specific non-commercial risks, such as government’s reneging onpricing or performance agreements, as well as expropriation and currency inconvertibility. Partial creditguarantees provided by the MDBs can enable sponsors to obtain longer-term or lower cost financing than isotherwise available, ultimately ensuring a more competitive market – be it for energy, transport – and lowerprices for developing country consumers.
 32 Some observers recommend that the board members of the IFC, most of whom also sit on the World BankBoard, be chosen to better represent private sector experience.
 33 IDB shareholders are currently reviewing the size of the private sector window based on the work of anExternal Review Group that reported favorably to the Board of Executives towards the end of 2000. Otheroptions should also be explored, always in the context of maintaining the MDBs’ financial integrity. Forexample some small portion of the callable capital of EMEs might be tapped to borrow in the markets,financing a special (higher-risk and higher-cost) special window for lending to private sector and other non-sovereign entities.

Page 24
                        

23
 34 Guaranties, like loans, should enhance policy reform and encourage countries to move toward internationalstandards.
 35 The World Bank provided a rolling credit guarantee to Argentina in 1998. The Bank guaranteed the firstyear of an Argentine five-year issue; once the Argentine government made payment on the first year, theWorld Bank rolled its commitment over to the second year, and so on.
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 Annex*
 This annex offers additional background and analysis on a number of issues included inthe report. Section I provides background on the set of emerging market economies andtheir evolving relationship with the MDBs. Section II focuses on the combination ofincreasing criticisms and demands on the MDBs in the 1990s. Section III looks at theMDBs as agents in the larger global economic system and addresses issues ofrepresentation and accountability. Section IV looks at the potential for MDB financing asa catalyst for private investment. Section V explores the issue of financing regional andglobal public goods. Section VI outlines the World Bank’s experience with the provisionof fee-based advisory services. Section VII details the evolving relationship of the MDBsin three EMEs; China, Poland and Chile.
 I. The Emerging Market Economies (EMEs)
 We use an informal definition for a set of “emerging market economies” that includesany country that is in the top 20 of all developing and transitional economies in receipt ofnet private inflows in the period 1995-98, either in per capita or in absolute terms. Table 3lists these countries, denoting them by per capita income.1
 The amount of private capital going to these ‘emerging markets’ during the 1990sincreased dramatically (Table 1). Flows from the private sector to these countries in the1980s were six times that of the MDBs (MDB flows in a number of countries, e.g.Colombia, Peru, Panama, were nearly equal to private flows). The ratio of private topublic flows increased in the 1990s, peaking in 1994 when private flows were over 80times greater than MDB flows, before private flows fell and the MDBs began emergencylending to mitigate crises (see Table 7 for detailed country breakdowns). In 1998, theprivate sector was still transferring nearly 20 times more resources, including for directinvestment, to these countries than the World Bank and the other MDBs.
 In absolute terms, private flows have been heavily concentrated, with 70 % in 1994going to 10 large countries. However, in per-capita terms, private flows have been highin some small countries too, including in Uruguay, Croatia, and Panama.
 MDB lending in the 1990s has been heavily concentrated in this group of emergingmarket economies, a point that the Meltzer commission highlights (see Table 6 fordetailed country breakdowns). Over the past seven years, 80% of World Bank lendinghas gone to countries with an international bond rating of B or higher. Between 1993- * This annex was compiled by staff of the sponsoring institutions and is designed to offer factual background.Its specific contents have not necessarily been endorsed by commission members.1 This set includes all of the countries classified as ‘middle income’ by the Meltzer commission (Uruguayranks 21st in per capita net inflows of private capital), as well as countries like Russia and China, which canbe classified as emerging markets because of their large share in the world’s private capital flows. Thefollowing countries from this set had an investment grade rating as of March 23, 2001 (Standard and Poor’s):Chile, China, Croatia, Czech Rep., Estonia, Hungary, Korea, Malaysia, Poland, South Africa, Thailand,Uruguay.
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 1999, 11 countries received 70% of IBRD commitments, all of which are in our set ofemerging market economies.2 (These 11 countries are also home to nearly 80% of thepopulation of IBRD countries and about 80% of all the poor in IBRD countries.3)
 Though of a different scale, (Figure 1) net flows from the MDBs in the 1990s havetended to move counter-cyclically to private flows. MDB lending to emerging marketeconomies appears to decline when these countries can more easily and cheaply tapprivate markets and to rise when, as during the financial crises of the second half of the1990s, they cannot.
 Figure 1: Net Flows to the EMEs in the 1990s ($US Billions)
 Source: World Bank, Global Development Finance, 2001 (CD-Rom).
 The secular trend of increased access to private markets has affected the scope and sizeof MDB lending to these countries. For example, in China, the World Bank and ABDhave continued to lend in areas where they can provide technical additionality; in Chile,borrowing from the World Bank has ceased, but the Government has purchased advisoryservices; and in Poland, World Bank lending in the second half of the 1990s has shiftedtowards support for smaller, more specialized projects and for Poland’s bid to join the EU.(See Appendices).
 II. The MDBs in the 1990s: new criticisms, new demands
 Two big issues in the 1990s were lightning rods for criticism of the MDBs. In thepoorest countries, accumulation of unmanageable debt to the World Bank and the regionalbanks (along with other official creditors) raised serious questions about the effectivenessof multilateral loans.4 Beginning in the 1980s, and increasing during the financial crises in
 2 Meltzer (2000). These countries were: China, 12%; Argentina, 10%; Russia, 9%; Mexico, 7%; Indonesia,7%; Brazil, 7%; Korea, 6%; India, 4%; Thailand, 3%; Turkey, 3%; Philippines, 2%.3 Salop (2000). 78% of the poor in IBRD countries (persons living on less than $1 a day) reside in these 11nations.4 None of the countries with unmanageable debt is in our emerging market category. Most have beencharacterized by low or even negative rates of per capita income growth. Their debt burden has raised thequestion: Why did official lending continue when apparent returns to the resulting investments were too lowfor countries to manage servicing those loans? See Birdsall, Diwan, and Claessens, (2001).
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 Mexico in 1995, East Asia in 1997, Russia in 1998 and Brazil in 1999, the MDBsparticipated in the financing of huge rescue packages. The IMF took the brunt of thecriticism in these cases but the MDBs were also faulted for straying from theirfundamental mission and development task, for kowtowing to U.S. or other majorshareholders’ narrow interests, and for attaching unreasonable conditions to their loans.
 Declining trend in lending and increased costs of doing business
 Throughout the 1990s, the World Bank and the regional banks were in a constantprocess of reforming and adjusting to these various critiques (as well as the host of newdemands and mandates addressed in the introduction of the report). Even with thoseadjustments political capital has been lost. There have been real costs (for example, thecost of severance packages for staff declared redundant) and intangible ones, such asslumping morale and reduced ability to attract and retain staff.
 Meanwhile, the long-term trend of demand for borrowing from middle-incomecountries appears to be declining. In the World Bank. loan commitment for 1999 and 2000were at levels below the early 1980s, and lower as a share of GDP of those countries.World Bank investment lending to middle income countries has been steadily decliningsince 1994. Investment lending to middle income countries grew rapidly in the 1980s andearly 1990s, due primarily to an increase in average project size from $50-80 million in1980 to $120-160 million in 1994. Since 1994, investment lending has sharply declined tomiddle income countries (due to a decrease in both the number of projects and the averageproject size) and the 2000 figure of $6.5 billion in investment lending was the lowest intwenty years.
 The decline has been partly muted by temporary increases in “policy-based” lending(to mitigate financial crises), but may foretell a long-term trend of shrinking demand forMDB financing in volume terms. 5 In addition, the demand for smaller, more specializedloans in areas of non-traditional MDB lending seems to be increasing. These types of loans– for technical and institutional services, the provision and monitoring of environmentaland other global public goods (GPGs), social sector activity aimed at equitabledevelopment etc. – are more costly per dollar loaned for the MDBs to administer andmonitor. Likewise, the demand for MDB non-lending services (e.g., advisory services,best practice expertise, country economic and sector work) is increasing as well.
 As a result, it has become more expensive to be in the MDB business. There are anumber of ways to measure the cost of doing business in the MDBs, all of which areimperfect. One measure is the ratio of administrative costs to the dollar value of annualdisbursements. In the case of the World Bank, this ratio has tended to increase in the1990s, with the exception of the big emergency disbursements in 1997 and 1998. The ratioincreased from 5.5 cents in administrative expenses per dollar disbursed in 1980 to a highof 7.8 cents in 1994, and back to 6.9 cents in 2000 after the crisis period (Figure 2).
 5 The average World Bank project size to upper-middle income countries was less than $100 million in 2000,down from nearly $130 million in 1991. This is due to a dramatic decrease in the average size of investmentloans, while the size of adjustment loans actually grew during this period as a result of large crisis packages.
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 Figure 2: Annual World Bank Disbursements and Administrative Expenses(1980-2000)
 Source: World Bank Annual Reports.
 Another way of gauging the cost of doing business is the ratio high level staff per loan.This measure captures the costs, in staff time, of executing individual MDB loans. Figure2 shows this relationship for the World Bank since 1965. After fluctuating in the late1960s, the number of staff per loan remained steady through the 1970s, and beganincreasing in the early 1980s. The number continued to rise in the 1990s, and despite a dipin 1998 (due to the large outlays from emergency loans) reached its highest level ever in2000 (due primarily to a decline in the number of loan operations).
 Figure 3: High-level Staff per Loan/Credit (IBRD/IDA)
 Sources: Data until 1990 for both loans and “professional staff” comes from World Bank Annual Reports.After 1990, loan data comes from Annual Reports and “high-level staff” data, comparable to “professionalstaff” measure, was compiled from an internal compendium of personnel statistics.
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 At the moment, the MDBs are generating sufficient net income to sustain operationswithout having to alter their underlying capital structures.6 Assuming no change infinancial policies, lower levels of lending ultimately imply either higher costs for thebanks’ borrowers, or reduced administrative spending.
 III. Representation and accountability: the MDBs in the global economic system
 The MDBs are only a piece of a larger system that changed and adapted slowly to theincreasingly globalized environment.7 In the 1990s there was some progress instrengthening what might be called the global system of economic governance. This wastrue on the finance side particularly following the Asian financial crisis (e.g. the creation ofthe Financial Stability Forum), and in development (the donors in 1999 agreed on acommon set of ‘international development goals’ for poverty reduction).8 But given theincreasing stake of the emerging market economies in the global economy, and theirpotential to affect its growth and stability, they are not well represented in decision-makingfora at the global level. Recognition of the problem in the past few years led to increasingefforts to include EMEs in discussion of the international financial architecture, throughcreation of the “G-20” (G-7 plus Argentina, Australia, Brazil, China, India, Indonesia,Mexico, Russia, Saudi Arabia, South Africa, South Korea, and Turkey). (Also head ofWTO; UN Security Council).
 Projections of the future role of the EMEs in the global economy reinforce this point.The OECD estimates that “the big five” (Brazil, Mexico, China, India and Russia) willsubstantially increase their shares of world GDP and world trade by 2020. When globalpopulation levels off at roughly 9 to 10 billion people in 2050, India and China with Africawill constitute the global majority.
 The governance of the MDBs has been relatively effective in terms of its purposes andfoundations, compared to the one-country one-vote system in the UN system. Decision-
 6 An internal World Bank Task Force on Middle Income Countries has defined an informal ‘zone’ for itsannual lending commitments above which would translate into larger net disbursements and more risk for itsexisting capital and below which would not generate adequate net income to cover its administrative costs, itscurrent ability to waive certain charges on borrowers, and its shareholders (mostly non-borrowers) desire touse net income to finance transfers to IDA, HIPC costs, and various other grant-making activities of theBank. During 1998-1999, the World Bank neared the upper level of this zone (estimated at $18-21 billion)and the following year came close to its lower limit ($9-12 billion). If the trend of decreased lendingcontinues this could potentially be a more serious problem.7 The World Bank and the other regional and sub-regional development banks have constituted one of threemain parts of the global economic system in the postwar period. The International Monetary Fund, the twininstitution founded with the World Bank in 1945, has been principally concerned with maintaining financialstability (though increasingly involved in developing countries over the years, where the distinction betweenthe policy and financial demands of domestic stability and growth is difficult to define); and in 1995 theWorld Trade Organization succeeded the General Agreement on Trade and Tariffs as the global institutionsupporting trade. The World Bank and the four large regional banks also constitute a central part of theglobal development system. MDB loans for development purposes are one part of a larger flow of so-called“overseas development assistance” (ODA) to middle-income as well as poor countries. Other ODA includesprimarily loans and grants of governments in Europe and Japan, and technical assistance of the variousagencies of the United Nations.8 See “A Better World For All,” (2000).
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 making is in broad terms aligned with financial responsibility and burden.9 Yet in theWorld Bank in particular, there is a growing distinction between the relatively low costsassociated with capital ownership by the US and other non-borrowers and their power inthe decision-making process.10
 Large borrowing members’ relative lack of influence has created tension aboutfinancial decisions that are seen as priorities of non-borrowers, such as the use of netincome for the HIPC initiative or for the financing of global public goods initiatives suchas the Global Environmental Facility. More generally, there is a difference in emphasisbetween non-borrowers, who emphasize the banks’ role in poverty reduction and otherpriorities such as environment and governance, vs. borrowers, who seek the banks’ lendingand advice in order to accelerate growth. To the extent that ownership of economicreforms supported by MDB lending affects implementation of reform in EMEs, lack ofinfluence of borrowers in general may undermine the effectiveness of the banks in theirlending programs.11 This is less likely to be a problem in the IDB and ADB, compared tothe World Bank, because borrowers as a group control about 50% of the votes (on mostdecisions), and in the IDB the President is by design from a borrowing country.
 IV. MDB Financing as a Catalyst for Private Capital
 The strategic aim of much MDB lending is to strengthen the institutional capacity andpolicymaking tools in developing countries to create an environment that is conducive toincreased private investment. Many emerging market economies still cannot issue debt atmanageable costs or for terms beyond five to seven years, yet development investments—in schools, roads, and municipal reform—have much longer gestation periods. Many ofthese investments have limited financial returns (though high economic returns), and willnot be directly financed by the private sector without a government guarantee. The privatesector is, of course, indifferent to a sovereign government’s use of borrowed funds. Butwhere sovereign borrowing is not possible at reasonable cost, governments without MDBfinancing would have to finance schooling and roads with medium-term money, with aresulting costly and risky mismatch of asset and liability tenors. MDB loans help ensurethat these investments are financed, and, when these investments are successful, theycreate a climate for increased private investment in more commercially attractive sectors.12
 9 In the World Bank, decision-making power is concentrated with the high-income nonborrowing membercountries (non-borrowers control 62 %). In the regional banks borrowers have a higher proportion of shares(about 50%), although the banks borrow only against the capital of the nonborrowers and thus the banks’operations are still fundamentally completely dependent on the nonborrowers financially.10 The political visibility costs of membership for non-borrowers – in terms of the need for legislatures toappropriate budget funds – have virtually disappeared. Many believe in particular that the U.S. has exercisedinfluence in the MDBs (and the IMF) far exceeding its share in the financial burden.11 The problem of representation and governance of the banks may also explain difficulties in a number ofareas. Among them are problems in increasing the transparency of policy-based operations (the documentsof which are, in the World Bank, still not disclosed to the public after approval), and tension over the natureand extent of conditionality (e.g. during the Asian financial crisis whether policy conditionality reflected lackof any accountability to citizens and workers in Korea vs. creditors in the U.S. and Europe).12 [Birdsall, Diwan, Brady deal analysis] Dollar and Pritchett (1998), Collier and Dollar (1999), World BankTask Force Report Annex (Forthcoming). Qualitative assessments (interviews conducted by Sussex 200)
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 With privatization of formerly state-owned enterprises, most governments of the EMEsnow rely on private lenders and investors to finance new investments in power,telecommunications, transportation and increasingly in water and sanitation and wastemanagement and other environmental services. MDB lending in these sectors has shiftedaccordingly from directly building and operating projects to support for enhancing theregulatory structure – in an attempt to attract greater flows of private capital and maintain acatalytic role.
 MDB financing in emerging markets may also encourage private investment byproviding information and a seal of approval for a country’s institutional capacity. This ismost likely to be important in particular sectors (such as water, where the private sectorsees MDB sectoral support as a signal) and in the smaller emerging markets where thecosts to private lenders and investors of acquiring and assessing information are high. Inthese countries, MDB involvement in a particular sector can implicitly endorse a country’sinstitutional capacity and the overall status of its economic management. Middle-incomecountry officials tend to cite this kind of benefit as one reason for continued demand forMDB assistance.13 Rating agencies (most notably Moody’s and Standard and Poor’s)provide a similar service, though usually not at the sectoral level. And even at the countrylevel, they may carry less weight with private investors than do the MDBs, whose lendingactivities mean they have good information and whose balance sheets are at stake.
 V. Financing Regional and Global Public Goods (GPGs)
 The MDBs, and particularly the World Bank, have been under ever-increasing pressureto finance and provide a variety of non-lending services that constitute regional (trans-border) and global public goods.14 Examples at the World Bank include management andpartial financing of the CGIAR (network of agricultural research institutes) since 1971;shared management of the Global Environmental Facility; creation and initial financing ofthe Global Development Network (of policy research institutes around the world); creationand financing of InfoDev to attack the digital divide. The IDB has sponsored suchregional programs as the technical secretariat for the Free Trade Area of the Americasnegotiations; a regional agricultural research consortium (Fonagro); and grants fordevelopment of a sub-regional electricity grid (Central America) and for environmentalassessment of other potential trans-border infrastructure projects (Hidrovia, Parana River).In addition, of course, the research, analytical work, and shared experience on best practice(in agriculture, health, education, finance, etc.) financed in the core administrative budgetsof the banks as the basis for country lending constitute public goods.
 suggest that MDB involvement can facilitate an environment where the private sector operates moreeffectively.13 As reported in World Bank, 2001 (draft).14 GPGs are characterized by non-rivalrous consumption (the consumption of one individual does not detractfrom that of another) and non-excludability (an individual can not be excluded from enjoying the good).Regional public goods, or local public goods, are those that fit the definition of a GPG but are limitedgeographically.
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 Extra-budgetary GPG activities are financed in grant form by special donations ofdonor governments to trust funds managed by the MDBs, or directly by MDB income,including income from lending. Income of the World Bank has been periodicallytransferred to supplement that bank’s concessional window. In the World Bank, the IDBand the ADB, income is being transferred to finance a portion of those banks’ share of debtreduction for the poorest countries (HIPC) – considered a global good (aid and debtreduction for the poorest countries of the world).
 The growing interest in RPGs is evident in the proliferation of regional and sub-regional trade agreements in the 1990s. The regional development banks (RDBs) are alsowell situated to facilitate regional infrastructure projects and harmonize regulatory systemsrelevant to finance, transport, food safety and so on.
 The provision of regional and global public goods by the MDBs is thus not new. Noris it surprising; these are existing institutions with the expertise and infrastructure toundertake “global” tasks. The tasks need to be financed separately from the traditionalloan windows of the banks because the allocation of benefits, and thus the cost ofborrowing is not clear. (No single government is willing to pay borrowing costs forbenefits it cannot fully capture.)
 The challenge for shareholders is to make transparent and systematic the sharing of thecosts of GPGs and RPGs among themselves. From the point of view of the largestborrowers and indeed all the EMEs, use of income from lending operations to financeglobal goods imposes a cost on them (since it works its way back to higher loan charges toreach income targets). From the point of view of the non-borrowers, because the loans aresubsidized by their guarantee of the MDBs’ liabilities, the effect on the cost of borrowingis not a measure of the cost of financing regional or global public goods.
 VI. World Bank Fee-based Advisory Services
 The World Bank has charged for the provision of advisory services, but until this pointit has been done on an informal, ad-hoc, basis. The most prominent example of thisactivity is with Chile (see Section VII), and another is with the oil producing nations of theMiddle East and North Africa.
 Beginning in 1975, the oil-producing nations, suddenly awash in funds as a result ofskyrocketing oil prices, began to seek advisory services from the World Bank to ensurethat these funds were spent wisely. The Bank provided these services on an informal, ad-hoc basis, charging the clients slightly below cost. During the late 1970s, Saudi Arabiapaid the Bank approximately $5 million per year for advisory services rendered. Thatfigure has since fallen to about $2-3 million per year. Kuwait, Oman and the UnitedArab Emirates also pay fees of approximately $200-300 thousand per year to the Bankfor advisory services.
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 The Bank’s advisory services to these countries have been focused on infrastructure,macroeconomic policy and education. Some of the particular advisory services include:(1) an education sector assessment for Saudi Arabia; (2) evaluation of industrial complexesfor Saudi Arabia; (3) supervision of the construction of the Causeway civil works projectconnecting Saudi Arabia and Bahrain; (4) an economic and sector work (ESW) entitled,Vision for the Future, for Kuwait; and (5) advice on the construction of a university inSaudi Arabia.
 VII. The evolving relationship of the MDBs in EMEs: China, Poland and Chile
 China
 In 1980, China was one of the poorest countries in the world; 80 percent of thepopulation lived on less than $1 a day, and two-thirds of the population was illiterate.Three decades of Maoist rule had left China’s economic institutions and physicalinfrastructure in disarray. The focus on state led production in an economy basedprimarily on traditional agricultural production (31.2% of GDP) provided little foundationon which to build a market economy (private sector activity accounted for just 0.9% ofGDP in 1980). The new Chinese leadership under the direction of Deng Xiaopingrecognized that to embark on an economic liberalization program and revive its economy,China would need extensive technical and financial assistance. China became an officialmember of the World Bank in 1980, and of the ADB in 1986 with the hope that thesemultilateral institutions would offer some of the capital, expertise, and credibilitynecessary for this restructuring.
 After surveying the state of the economy, the Chinese government, in collaborationwith the World Bank, identified six crucial areas in which China needed the financial andtechnical assistance. These areas were: macroeconomic policymaking, social sectors(particularly education), project management, environment, physical infrastructure, andpoverty alleviation (particularly rural poverty). The World Bank and the ADB haveconcentrated their activities in these areas of expressed need.
 Since 1980, the World Bank’s support in each of these areas has been rooted inanalytic studies called Economic and Sector Work (ESW). Three multi-volume ESWreports have underpinned the Bank’s macroeconomic policy advice in China. In 1981, theBank produced the first comprehensive description of the Chinese economy, including thefirst estimates of China’s GDP. In 1987, the Bank published a forward-looking analysis ofthe economy, along with projections for performance in the 1990s. Most recently, in 1995,the Bank published the “2020” report, analyzing the factors likely to influence China’seconomic performance from 1995 to 2020.
 Macroeconomic policymaking. In 1980, the Chinese government had essentially noexperience in formulating macroeconomic policy. Bank staff studied the sectoralcomposition of the economy and assembled the nation’s first modern national incomeaccounts. The Bank provided the capital and knowledge required to implement measures
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 for the collection and processing of data and familiarized the Chinese with the guidelinesof managing a market economy.
 Social sectors. With rampant poverty and a sprawling population, China faced severetroubles in its social sectors, particularly university education. With the assistance of theBank, the Chinese crafted a new, comprehensive education strategy, which put emphasison teacher training, writing and production of textbooks and vocational training. The firstoperation financed by the World Bank involved upgrading university education bymodernizing curriculum and introducing new subjects.
 Project management. Both the World Bank and the Asian Development Bank alsoprovided China with expertise in project management. Both banks brought skilledengineers, economists, financial experts, sectoral specialists and managers to help ensurethe technical soundness of projects while cultivating local expertise in these areas.(Chinese officials repeatedly indicated to the World Bank management that one of themost important contributions made by the Bank was the introduction of internationalcompetitive bidding (ICB), which saved the country a significant amount of publicresources. The Chinese went on to introduce ICB in government procurement of projectsfinanced from domestic resources.)
 Environment. China’s state-led drive toward rapid industrialization came at the expenseof considerable damage to its ecological environment. China’s environmental problemswere compounded by its large population and its reliance on coal as a source of energy.The World Bank has supported Chinese efforts to minimize adverse environmentalimpacts. Specifically, the Bank brought clean coal technology to China and re-establisheddistrict heating in some of the larger cities of the country, significantly reducing the levelof sulfur and other pollutants in the air. The Bank also funded a $300 million reforestationproject and cleanup of polluted rivers in Shanghai.
 Physical infrastructure. Physical infrastructure was, and continues to be, one of themost daunting constraints to economic growth in China due to the country’s enormouspopulation and rapid pace of expansion. Domestic, bilateral and private sources werenever able to provide the amount of capital required for infrastructure investment. Boththe World Bank and the ADB have supported investments in modernizing and expandingChina’s ports, roads, bridges, power production and distribution and telecommunicationsinfrastructure to prevent bottlenecks. The ADB has concentrated about two-thirds of itslending to China in the energy/power and transport sectors, and the World Bank about 60%(cumulative lending stands at $35 billion) to infrastructure.
 Poverty alleviation. From 1991-2000, the World Bank lent over $3 billion on projectstargeted to the poor for investments in agriculture, rural health, education, rural roads andrural water supply. The Bank committed considerable resources to improving theefficiency of agriculture and agribusiness primarily through IDA. Since 1981, the WorldBank loaned $9.6 billion to promote market-based, sustainable development of agricultureand agribusiness. China has also drawn on the World Bank’s capital and civil engineering
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 expertise to implement numerous voluntary resettlement projects, without which thecountry could not have implemented large infrastructure projects.
 Twenty years after becoming a member of the World Bank, China is among the fastestgrowing economies in the world, with an average annual growth rate of over 10% since1980. The economy has been greatly modernized. Services now account for 32.9% ofoutput and exports now represent 22.1% of GDP. FDI flows into the country at a rate ofabout $40 billion per year. Since 1978, China has also established a strong record ofpoverty alleviation, reducing by 220 million the number of people living in absolutepoverty. Life expectancy has risen to 70 years and 83% of the population is now literate.
 In July 1999, China officially ceased borrowing from IDA, the highly concessionalwindow of the World Bank. China in recent years has attracted around $40 billion per yearin FDI. Among challenges for which China is likely to continue to pursue financial andtechnical support are: managing China’s entry into the WTO; designing new analyticwork; meeting the near $1 trillion need for additional investment in infrastructure;modernizing the financial sector and pension systems; and transferring resources to theinterior provinces for poverty reduction.
 Poland
 Poland is an example of one of the most successful transitions from a planned tomarket economy. On the heels of a historic transfer of power in 1990, the newlyassembled ‘solidarity’ government, led by Tadeusz Mazowiecki, initiated a comprehensiveset of ‘shock therapy’ reforms that transformed the Polish economy. In 1994, Poland wasthe first transition economy to get back to 1989 GDP levels, and by 1995 was receivinghigh levels of private capital and foreign direct investment (FDI). Aided by a strongmacroeconomic policy strategy, and a quick and successful privatization program, Polandhas sustained high levels of growth and development throughout the 1990s. Despite theRussian financial crisis, Poland managed 4% growth in 1999, due primarily to strongdomestic demand.
 Throughout this period of transition in the 1990s, a number of multilateraldevelopment institutions have played an important role in Poland’s economic growth. Theevolving relationships between Poland and three of these multilateral institutions – theWorld Bank/IFC, EBRD, and EIB – are detailed below.
 Trends in World Bank lending
 Poland was one of the founding members of the World Bank in 1945, but withdrewwith the Soviet Union in 1948. Poland rejoined the World Bank in 1986 and was issued itsfirst new loan in 1990. After committing significant resources to aid the transition in 1991,the World Bank has played a continually decreasing role in Poland throughout the 1990s,as the availability of private capital and FDI have increased (Table). This decrease infinancing is in contrast to sharp increases in financing from other multilateral institutions
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 (explained below). World Bank flows also display a generally counter-cyclical tendency,increasing in 1994 and again in 1999 in response to decreased levels of private capital, anddecreasing in the 1995-1998 period when the level of FDI and private capital nearlydoubled in Poland (the jump in IBRD commitments in 1998 can be partially explained by a$200 million emergency flood relief loan).
 Table: Poland in the 1990s – World Bank activity and Private Capital Flows1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 Total
 IBRD Net financial flows,(current US$ millions)
 54.1 349.3 342.8 317.0 672.3 191.3 266.3 83.6 -22.6 … …
 IBRD lending commitments(millions of US$)
 781 1440 390 900 146 215 181 67 522 327 161 5130
 Private capital flows, nettotal (current US$, DRS)
 71.1 535 723 2158 1244 5058 5333 7302 9653 … …
 Foreign direct investment,net inflows (% of GDP)
 0.1 0.4 0.8 1.9 1.9 2.9 3.1 3.4 4.0
 GNP per capita (constant1995 US$)
 2992 3002 2871 2703 2780 2895 2998 3221 3442 3672 3833
 GNP per capita growth(annual %)
 3.89 0.34 -4.37 -5.85 2.85 4.12 3.56 7.42 6.87 6.69 4.38
 Data Sources: World Bank; World Bank World Development Indicators CD-Rom; World Bank GlobalDevelopment Finance CD-Rom.
 An evolving relationship
 IBRD activity in Poland can be separated into two periods. Between 1990 and 1995,the World Bank committed significant resources to large projects, including forinfrastructure, to help with the massive task of economic restructuring (average projectcommitment size during this period was $183 million). The IBRD’s first approved loan toPoland is indicative of this period; in February 1990, a commitment of $260 million toincrease the volume, quality and value-added of industrial exports to convertible currencymarkets. In 1991, the IBRD followed with its largest commitment of $340 million torestructure Poland’s energy and electric power sector, and committed an additional $240million to help Poland design and implement its privatization program. Between 1990-1995, the IBRD made significant lending commitments ($100 million +) for infrastructuredevelopment in all of the following areas: energy resources (oil and gas),telecommunications, financial institutions, health, housing, and roads.
 By 1995, Poland achieved an impressive level of economic stability, and, was given aninvestment grade rating for the first time since the transition. Poland also concludedLondon Club negotiations to forgive 50% of debt in 1994, which complemented a similarParis Club negotiation in 1991. These and other factors helped Poland make a successfulreturn to the international credit markets.
 In response to both Poland’s increased standing in private capital markets, and thepossibility for EU membership, the World Bank began to shift its activities in Poland frominvestments in structural and macroeconomic reforms, to increased lending for socialsector development and advisory services. The World Bank scaled back its overall lendingcommitments during this second period (1995-2000) and focussed on smaller social sector
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 and environmental loans (average project commitment size during this period was $95million). In 1999, the World Bank initiated its first Adaptable Program Loan (APL) inPoland – designed to offer a more flexible and non-traditional approach to the design andimplementation of long-term projects. (The APL in Poland supports a Rural DevelopmentProject aimed at facilitating private sector investment in less developed rural areas tocreate new off-farm employment opportunities.)
 This change in the scope and size of lending was a response both to Poland’semergence as a hot spot for inflows of private capital and also to its new status with theEU. After the European Commission’s decision to begin the EU enlargement process in1997, the World Bank focused its efforts on helping Poland reach the EU environmentaland social targets. While Poland’s strong macroeconomic policies effectively tamedinflation and stimulated growth, there are still a number of social problems – most notablyunemployment (13% in 2000) and management of environmental issues – that need to beaddressed. In 1997, the World Bank prepared a detailed advisory document titled “Reformand Growth on the Road to the EU” that laid our challenges and strategies for Polish EUascension. In 2000, all three of the World Bank’s approved loans to Poland (totaling $160US million) focused on environmental and social development issues in line with thisstrategy.
 The World Bank’s IFC has also been active in Poland in the 1990s, and its lendingactivity exhibits a similar trend. The first IFC local office was opened in Poland in 1990,and since that time, the IFC has approved over $US 550 million for projects with a totalcost of over US $ 2 billion. In the beginning years, the IFC was heavily involved inprivatization and SME development, usually in partnership with European and otherinternational banks.
 After 1995 when Poland began receiving large inflows of private capital, those types ofservices were less in demand. Poland no longer needed the IFC as a liaison to crowd-inadditional investment. Accordingly, the IFC has turned its attention to non bankingfinancial institutions, focusing in areas of leasing, insurance and private pension fundmanagement. The IFC is also beginning to explore social sector financing for specificprivate sector projects in education and health. The World Bank has traditionally had amandate to provide funding for these areas, so the IFC has been slow and cautious todevelop its social sector lending facilities.
 The IFC has also offered a range of non-lending services. One example of this is thePolish Business Advisory Service (PBAS). Designed to provide advisory services as partof the post-privatization strategy of the World Bank Group, the PBAS completed morethan 150 advisory assignments, generating $24.9 million in project financing between1991-1996.
 The EBRD and Private Sector Development
 Poland has been one of the EBRD’s largest borrowers since 1991, signing 102investment projects involving an investment of over 1.3 billion Euros (Table). The total
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 amount of EBRD financing underestimates the impact of EBRD activities, as many ofEBRD undertakings are joint partnerships (where the bank is providing a small portion ofthe financing as well as a guarantee). It is estimated that EBRD investments havemobilized an additional 575.1 million Euros in investment during the 1990s. Almost 90%of EBRD financing has been provided for private sector projects. About one quarter of theEBRD’s finances have been in equity investments, and about three-quarters in debt.Unlike World Bank commitments, EBRD financing has been somewhat pro-cyclical, andhas increased in the second half of the 1990s to support the rapid inflows of private capitalin Poland. The EBRD’s lending focus has been on the private banking sector and on non-traditional, non-infrastructure sectors like communications, agribusiness and equity funds.
 Table: The EBRD in PolandFinancing per Year (in Millions of Euros) Financing by Sector
 1991-92 88.5 Bank 13.7% Steel 5.0%1993 111.3 Communications 10.1% Cement 3.8%
 1994 165.7 Agribusiness 9.9% Energy 3.7%
 1995 69.8 Equity Funds 9.0% Railways 3.5%
 1996 228.4 Auto 5.7% Paper Products 3.4%
 1997 191.7
 1998 343.2 Composition
 1999 156.3 89% private, 11% public
 Total 1354.5
 Source: Data compiled from EBRD.
 From the beginning, the EBRD has tried to adopt a strategy that is in line with, andprovides additionality to Poland’s strategy for economic development and growth.Because of this, EBRD strategy has changed with the pace and direction of the Polishtransition. Since 1995, the EBRD has placed increased emphasis on assisting the rapidlychanging private investment environment, and has begun to switch its finances from debtto equity, and to move outward from the city of Warsaw to support the outlying provinces.While the EBRD has continued to assist the government in the privatization process, it hasplaced increased emphasis on involving more small-to-medium sized enterprises (SMEs)through a combination of debt and equity. The bank is currently implementing the EC-EBRD SME facility and providing dedicated credit loans to local banks.
 The EIB
 Poland has received significant additional resources from the European InvestmentBank (EIB), the European Union’s financing institution. Since 1990, the EIB’s EUR 3.8billion in project lending to Poland is more than to any other EU candidate (26% of all EIBlending in the 10 CEE EU candidate countries has gone to Poland). More than EUR 2Billion of the EIB’s lending has come since 1998. This financing has come during aperiod of increased private capital flows and decreased World Bank lending.
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 About EUR 1 billion of EIB activity in Poland has financed Poland’s part of the 8-country Trans-European road and rail Networks (TENs). The EIB has also financedtelecommunications, gas and industry projects, and has set up a program to help supportSMEs in the region. The EIB also provided emergency funds to help with reconstructionof infrastructure after the 1997 flood.
 Chile
 In the past 15 years, Chile has become one of Latin America’s great success stories,undergoing profound economic, social, and political change. The important structuralreforms the country maintained and deepened after the 1982-83 crises led to increaseddomestic savings, lower inflation rates, and increased investments—paving the way forremarkable economic growth rates.15 By the early 1990s, high domestic savings rate andcontinued balance of payments surpluses, coupled with ready access to internationalfinancial markets, redefined Chile's relationship with the multilateral development banks.In 1994, the country started to use its own funds to finance the bulk of its publicinvestment programs. A year later, it prepaid $540 million of outstanding debt to theWorld Bank and $727 million to the Inter-American Development Bank. Private capitalflows to Chile also increased significantly. 16
 For the remainder of the decade, the Banks would move away from large loans to afocus on technical cooperation, advisory services and limited financial assistance in areassuch as rural development, technology and the environment.
 Chile and the World Bank
 In 1995, following more than a decade of intense support for economic reforms andother programs, the World Bank’s program of activities for Chile started to decline. TheBank had been a major supporter of reforms undertaken in the latter part of the 1980s,lending close to $ 1.3 billion from 1985 to 1990, of which $ 750 million was quickdisbursing, policy based lending. But by the time the Bank’s country strategy was draftedin 1995, it had become clear that there was far less rationale for lending, and, although notexcluded per se, new lending would be more selective and at a lower level than in the past.
 Nevertheless, the Chilean government remained interest in maintaining its relationshipwith the Bank to benefit from the Bank's analytical capacity. Ongoing loans provided theopportunity for the normal exchange of technical and policy advice to continue (by 1995,there were still 13 projects under implementation, with about $ 535 million undisbursed).In addition, the Chilean government began paying the Bank for advisory work on topicsresponsive to the country’s economic and social priority.
 15 The important structural reforms included trade liberalization, capital and labor market reforms,privatization, the creation of a regulatory framework, and social and pension reforms. In the 1990s, Chileenjoyed one of the world’s highest growth averages, 6.5%.16 In 1995, the flow of private capital to the country (US$ 5.5 billion) was four times what it had been justfour years earlier.

Page 40
                        

39
 Lending
 From 1995 to 1997, Chile did not borrow from the IBRD. In the following two years,the country also selectively reduced undisbursed loan balances by canceling amountswhich it did not anticipate using. In 1998, several new projects were approved,concentrated in education, technology, public sector efficiency, and the environment. Inaddition, Chile became active in the Bank’s GEF mid-size grant program introduced in1998 to provide grants to non-governmental organizations.
 Evolution of Chile’s External Debt and Resource Flow (US$ million)
 1979 1989 1998 1999 Total debt outstanding and disbursed 9,361 18,032 31,691 37,007 IBRD 158 1,618 945 912 IDA 21 15 9 8 Total debt service 2,089 2,668 4,481 3,930 World Bank Program Commitments 0 574 0 5 Disbursements 13 205 71 43 Principal repayments 7 108 106 111 Net flows 6 96 -35 -68 Interest payments 15 116 59 71 Net transfers -9 -20 -94 -139
 As of 2001, the Bank's portfolio stands at four projects under active implementation andone at the point of closing (as compared to 13 projects in 1995). IBRD support has fallenmost sharply for infrastructure, and the Bank has not provided any guarantees for privatesector infrastructure as had originally been envisaged in 1995. In contrast to its lendingduring the 1980s, the IBRD’s program during the 1990s did not contain any quickdisbursing lending for economic reforms.
 The new Government of President Ricardo Lagos (as of March 2000) has indicated thatit may wish to continue to borrow selectively. New operations presently being consideredinclude: public financial management, life-long-learning initiatives, and natural resourcemanagement.
 Advisory Services
 In 1996, the Chilean government and the World Bank entered into a formal agreementof reimbursable advisory services. At the time, there was no overall institutional policy atthe Bank regarding provision of advisory services. The agreement with Chile wasespecially designed and it included procedures for how to respond to the government's
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 requests, duration of assignment, billings, and other details.17 Specifically, the agreementmade provision for: (a) one major study (Economic and Sector Work (ESW)) done at theadministrative expense of the Bank per year with a value of the equivalent of about onestaff year; (b) ad hoc studies and short -term advice by Bank staff and/or Bank-financedconsultants at the request of the Chilean Government.
 The assignments undertaken during 1996-98 were as follows:
 Private Sector Development andRegulation
 Social Policy and Programs Environment
 • Privatization of airport passengerand cargo concessions-- $ 30,900
 • Diagnostic of highereducation-- $ 49,100.(This work led to a newloan request to financeimprovementsrecommended by in thestudy.)
 • Development of a newinstitutional frameworkfor environmental andnatural resourcemanagementregulations-- $21,800
 • Review of toll road concessions andways to relieve constrictions--$36,300
 • Modernization of public serviceregulatory institutions--$ 16,500
 • Inputs to new law of hydrocarbon policy and deregulation--$ 17,300
 In 1996, as the government developed a comprehensive education reform program, itasked the Bank to provide long-term advice. A full time Bank educational specialist wasseconded to the Ministry of Education for 18 months. The Bank paid the staff's salary andbenefits while the Government paid $ 2,500 per month to cover living costs and otherexpenses. After the staff member returned to Washington, the Government continued topay $ 2,500 per month for seven months as a way of ensuring access to continued technicaladvice.
 Regarding ESW, the Bank completed two studies from 1996 to1998: one PovertyAssessment, the Bank's first in Chile (1997), and a Study of Chilean Savings and TaxPolicy (1998).
 Recent Fee-Based Assignments
 In May 1998, following the introduction by the World Bank of a new policy coveringfee-based technical assistance, the agreement with Chile was evaluated. By that time, thegovernment had reimbursed the Bank about US$170,000. Overall, the experience was 17 The advisory services program was intended for assignments of short duration, normally two weeks. Thecosts of these services included staff time (salary and benefits) plus the direct costs of any consultants andtravel. The agreement was to last until the Bank instituted a specific policy on such advisory services and/orup to $200,000 was spent, when it would be subject to review.
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 considered positive by both parties and a number of recommendations were made on whenand how such programs could work in other countries. Since then, Chile’s program hasbeen less active. In the last two years, it included a study on Health Insurance Issues: OldAge and Catastrophic Health, in support of a governmental commission on health (1999), aseries of Policy Notes (2000), and an update of the Poverty Assessment (2000).
 Private Sector: The IFC and MIGA
 Financing from the IFC has followed a similar trend to IBRD lending. As theavailability of both domestic and foreign long-term financing improved dramatically in the1990s, the IFC started to limit its financial assistance to projects in nontraditionalindustries, cross-border operations, large infrastructure projects (requiring longer termsthan those usually available), and projects with complex risk-mitigation provisions thatjustify IFC’s involvement.
 MIGA’s operations in Chile during the 1990s have included guarantees for coppermining facilities such as Minera Candelaria and an Argentina-Chile gas pipelines, whichenabled MIGA to provide multi-country coverage i.e., coverage against actions taken byeither government that would affect the project enterprise in either country. Chileaninvestors also looked for MIGA to seek insurance for their investments in other LatinAmerican countries.
 Chile and the Inter-American Development Bank (IDB)
 Chile’s relationship with the IDB evolved significantly in the past decade. Since itscreation in the 1960s, the Bank has always been a key partner in Chile’s developmentefforts.18 From 1974-1989 for example, it was the leading contributor to domesticinvestments in Chile among multilateral financial institution—helping the countrygradually overcome the severe crises of the early 1980s. By the 1990s, however, as Chilestarted to use its own funds for public investment programs, the Bank’s operational flow tothe country was drastically reduced. The prepayments of loans and cancellation of pendingdisbursements covered most operations in the Bank’s loan portfolio.
 Lending
 For the latter half of the 1990s, greater attention was given to the contributions the IDBcould offer through technical assistance—especially in the development and modernizationof the private sector and civil society. During this time, a number of small national andregional technical cooperation programs were financed. Successful ongoing projects inurban development and planning and reform were continued though the approval of newloans. Private sector participation was actively stimulated, particularly the government’sstrategy of awarding concessions to open public infrastructure to private sector initiative.
 18 For the past forty years, the Bank has approved 104 loans to Chile, totaling almost US$ 4 billion. Of these,Chile has repaid close to US$ 3.5 billion.
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 Net Financial Flows, IDB (current US$ millions)1990 1991 1992 1993 1994 1995 1996 1997 1998
 Concessional -1.31 -1.32 -1.33 -1.33 -1.22 -1.35 -1.33 -1.04 -1.04Nonconcessional 189.2 78.8 100.
 7-39.3 -25 -1115 -403 -
 342.9-42.8
 In 2000, the new government made clear its intention to give new impetus to Chile’soperational relationship with the IDB. For 2000-2006, a basic loan scenario wasestablished totaling US$ 600 million—to be concentrated in the first two years and updatedregularly. The main challenge for the Bank has been to strike a new balance in thecomposition of its products. To support the public and private sectors as well as civilsociety, the Bank must assign equal importance to the development of financial and non-financial instruments.19 Priority is now focused in 4 areas: help increase competitiveness,reduce social and regional inequalities, and enhance citizen participation andmodernization of the state. With better-targeted actions, the IDB hopes to ensure continuityin areas where the government and the Bank have been working together (e.g.,decentralization) and to cooperate in new areas in which the Bank has comparativeadvantage (e.g., support for citizen participation, modernization of governmentmanagement, and reducing social exclusion).
 Non Financial Services
 The Banks’ new strategy for Chile provides for continuing support for thegovernment’s efforts to promote dialogue on issues of economic and social development.In the past year, the IDB designed and co-financed 5 workshops with Chile and promoted ameeting to present its strategy for private sector development. With regards to technicalassistance, the intention is to establish a flexible mechanism to provide the Chileangovernment with advisory services to support specific, short-term undertakings in publicpolicy areas. For this purpose, an Advisory Services Program is now under preparation. Itwill represent a new technical assistance facility offered by the Bank whereby thegovernment can draw upon short-term advisory services (not exceeding 10 days) to beprovided by the Bank’s professional staff or by contracted outside consultants.
 Private Sector: The Inter-American Investment Corporation (IIC) and the Multilateral Investment Fund (MIF)
 The coordination of instruments for private sector development will continue to play akey role in the Bank’s strategy for Chile. In the case of the IIC, between 1989-1999, 10projects were approved in Chile, with funding commitments of nearly US$ 48 million(covering 20% of the total costs of the projects).20 The majority of these projects have been
 19 In designing this new strategy, the IDB has engaged various sectors of Chilean society (e.g., governmentagencies, civil groups, private sector, etc.) in continuos consultation process carried through a series ofdialogue workshops. The results have helped define specific activities for financing by the Bank’s operationprograms –especially in tune with the country’s main development challenges.20 By 2000, 7 out of 10 projects had been executed, representing US$ 37,960 million of IIC funding. Ofthese, US$ 16.5 million have been repaid, and sales and write-offs amounted to US$ 4.1 million.
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 targeted to agribusiness and small and medium size enterprises. In particular, the IFC hasfocused in the export promotion of non-traditional goods helping finance in the mid 1990sexpanded productive capacity and technological improvements for small companiesseeking to export this type of goods. Future projects will deal with the promotion ofexports in areas where Chile has comparative advantages like forestry, fisheries, andmining; the development of basic infrastructure projects such as hydroelectric plants andrails transport; and the creation of new instruments to encourage development of capitalmarkets. Three projects are already under way in forestry development and agriculture andaquaculture processing. Among the programs under consideration for the coming year is anoperation with a local financial institution to create an investment fund and a debt facilityin support for SMEs.
 The MIF has focused its private sector support for Chile in six areas: (a) expandingprivate sector activities, especially in transport and energy sectors, (b) stimulating globalintegration of the Chilean economy, (c) creating dispute settle mechanisms, (d) improvinghuman resources productivity, (e) strengthening environmental regulations, and (f)developing small enterprises by providing access to financial and business services. From1996 to1999, the MIF provided funding to strengthen the National EnvironmentalCommission through staff training in rules and standards. It also financed three successfullabor initiatives with programs to develop the technical skills of low-income youth,provide occupational training for youth with disabilities, and certify the skills of employeesand workers. In the coming years, in light of the government’s priorities and the Bank’sstrategy, the Fund’s efforts will focus on promoting Chile’s competitiveness andintegration into the new economy and on improving the state’s management and itsrelationship with civil society. For 2000-02, MIF’s program of operation includes 9projects, totaling US$ 8,34 million. One of two projects already approved involves thefinancing of a microenterprise expansion plan (US$ 570 thousand). The remaining 6operations focus in sectors such as regulation of electronic commerce, publictransportation, and small and medium size businesses.
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 Tables
 Table 1: Net Resource Flows to the Emerging Market Economies1980-89(Annual
 Average)1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
 Total 41.7 60.4 78.2 108.6 171.9 170.5 212.3 256.0 280.5 265.5 214.9Official Flows 11.7 21.1 23.7 17.8 17.7 11.1 22.1 0.9 15.2 24.0 16.6
 MDB Flows 5.96 7.72 6.25 3.94 6.19 2.15 3.98 4.03 13.69 14.84 12.32Composition
 IBRD 3.61 4.49 2.71 -0.22 2.66 -0.53 0.58 0.99 6.58 6.84 4.29IDA 1.03 1.13 1.43 1.81 1.33 1.41 1.28 1.44 1.24 1.10 1.00RDB Concessional* 0.07 0.20 0.04 0.03 0.09 0.04 0.04 0.01 0.02 -0.03 0.03RDB Non-Concessional* 1.25 1.90 2.07 2.31 2.10 1.23 2.08 1.59 5.85 6.92 7.00
 Private Flowsa30.0 39.3 54.5 90.8 154.2 159.4 190.1 255.1 265.3 241.5 198.3
 Net flows on debt to private creditors 20.2 17.4 19.1 38.0 47.1 49.8 61.7 95.4 90.5 80.9 2.5FDI 9.4 19.2 28.6 39.3 56.5 77.4 94.7 114.4 147.4 146.1 162.4Portfolio equity flows 0.4 2.8 6.8 13.4 50.6 32.2 33.7 45.2 27.3 14.6 33.4
 a Private net resource flows are defined the sum of net flows on debt to private creditors plus net direct foreign investmentand portfolio equity flows. Net flows (or net lending or net disbursements) are disbursements minus principal repayments.* Publicly guaranteed; does not include the EBRD.Data sources: The World Bank, Global Development Finance, 2001; data on MDBs comes from The World Bank, WorldDevelopment Indicators, 2000.
 Table 2: Private sector financing commitments (millions of US $)1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
 IFC commit* 1764 2412 2112 2402 2699 2800 3500AfDB 20 48 146 127 …ADB 203 51 174 263 119 199 153 …EBRD** 9 458 1041 1127 1240 … 1852 1898 1622 …IIC 145.7 198 310.8 556.2 634.6 511.8Source: Annual Reports
 Table 3: The Emerging Market Economies*
 $4000 + $2500-$3999 < $2500‘Top Twenty’ in both absoluteand per capita net inflows ofprivate capital (average 1995-1998)
 Chile, Mexico,Korea, Poland,Hungary, Czech RepArgentina, Brazil
 MalaysiaVenezuela
 Colombia
 ‘Top Twenty’ in absolute netinflows of private capital.
 South AfricaTurkey
 ThailandRussia, China, India,Indonesia, Philippines
 ‘Top Twenty’ in per capita netinflows of private capital
 Croatia, Uruguay Slovak Rep., EstoniaCosta Rica, Panama,Lebanon,
 Peru
 Source: World Bank WDR 2000-2001; Annual per capita income is denoted by 1999 GNPper capita. See Table 5 for rankings.* We include in this group only countries with a population greater than 3 million.
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 Table 4: MDB VitalStatistics
 IBRD IFC IDB IIC AfDB 2 ADB 2 EBRD 3
 Authorized capital 188 220 2 374 100 881 703 22 375 48 456 19 641 Callable -176 825 -24 -96 544 -19 610 -45 042 -14 478
 Paid-in 11 395 2 350 4 338 2045 2 765 3 414 5 163(paid-in/callable capital) 6.4% 4.5% 14.1% 7.6% 35.7%
 Assets 230 808 33 456 64 355 361 12 864 41 653 19 595 of which: Loans Outstanding net ofloans loss provisions
 113 668 6 241 37 385 243 9 026 24 698 4 917
 Liabilities 202 787 28 112 52 582 153 9 039 31 590 14 523 of which: Borrowings 115 739 12 429 39 553 150 7 582 23 744 12 562
 Equity 28 021 5 334 11 774 118 3 825 10 063 5 072
 Total Liabilities and Equity 230 808 33 456 64 355 361 12 864 41 653 19 595
 Income 9 642 1 506 3 194 28 759 1 833 376Expenses1 7 995 1 256 2 626 41 600 1 366 334Operating Income 1 647 249 568 -13 158 467 43 Less contribution to specialprograms
 -129 3 0 0 16 -34 0
 Net Income 1 518 246 568 -13 142 464 43
 Source: Financial Statements of theInstitutions
 1 Includes administrative expenses
 2 1998 Financial Statement
 3 In Euros
 4 Appropriation of guarantee fees to special reserve
 5 Corresponds to subscribed capital
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 Table: 5 The EMEsNet Private Capital Flows 95-98 (Average95-98)Aggregate $US Billions Per Capita
 $USDChina 49.32 Chile 532.0
 Brazil 36.43 Argentina 462.5
 Mexico 21.00 Malaysia 456.6
 Argentina 16.71 Hungary 417.7
 Korea, Rep. 14.76 CzechRepublic
 371.2
 Malaysia 10.13 Panama 352.5
 RussianFederation
 10.11 Korea, Rep. 317.9
 Thailand 8.79 Croatia 317.5
 Indonesia 8.70 Lebanon 255.3
 Chile 7.89 Estonia 249.7
 Poland 6.84 Brazil 219.6
 India 6.13 Mexico 219.1
 Colombia 6.11 Venezuela,RB
 206.5
 Turkey 6.04 SlovakRepublic
 199.1
 Venezuela,RB
 4.80 Poland 176.8
 Hungary 4.22 Latvia 157.0
 Philippines 4.07 Colombia 149.7
 CzechRepublic
 3.82 Costa Rica 149.5
 South Africa 3.76 Peru 148.5
 Peru 3.68 Lithuania 146.7
 The EMEs - 'Top Twenty' in either aggregate or per capita (population > 3 million)
 Argentina Philippines
 Brazil Poland
 Chile Russian Federation
 China Slovak Republic
 Colombia South Africa
 Costa Rica Thailand
 Croatia Turkey
 CzechRepublic
 Venezuela,RB
 Estonia
 Hungary
 India
 Indonesia
 Korea, Rep.
 Latvia
 Lebanon
 Lithuania
 Malaysia
 Mexico
 Panama
 Peru
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 Table 6: MDB Financial flows toMiddle Income Countries
 Net financial flows, IBRD (millions of current$US)Net financial flows are disbursements of loans and credits less repaymentsof principal.
 1990 1991 1992 1993 1994 1995 1996 1997 1998
 Argentina 171.7 109.1 -211.4 1172.8 122.7 682.4 794.8 497.8 1678.4
 Brazil -468.5 -408.4 -684.7 -807.7 -705.6 -539.4 278.2 367.5 245
 Chile 132.2 44.3 32.2 -65.2 -111.2 -621.4 -187.8 -24.7 -34.5
 China 375.6 537.9 356.7 731.9 1065.5 1107.1 943 1210.8 1078
 Colombia -220.6 -190.6 -419.2 -294.4 -525.8 -176.4 -198.2 -248.1 -47.7
 Costa Rica -40 -12.6 -18.4 -37 -45.4 -39 -31.7 -34.2 -20.6
 Croatia .. .. .. -32.6 -28.1 29.4 88.9 100.4 91.5
 Estonia .. .. 1.1 18.9 9.7 18 16.5 10.9 10.3
 Hungary 160.5 262.3 192.8 84.6 -28.1 -63.2 -419 -32.8 -802.3
 India 747.3 703.4 218.6 458.3 -85.6 -354.3 -154.4 -278.1 -307.4
 Indonesia 436.4 790 326.6 430.4 -55.6 89.8 -503.1 -245.2 479.1
 Korea, Rep. -402.2 -331.2 -216.7 -205.8 -306.1 -316.6 -175.6 2797.9 2875
 Lebanon -6.5 -4.2 -4.6 17 22.5 47.1 27.1 31.5 38.4
 Malaysia 40.7 24.3 -43.3 -12.9 -41.4 -106.3 -76.4 -75.1 208.4
 Mexico 2524.4 627.7 370.5 107.3 -122.8 320.8 -358.7 -316.1 25.9
 Philippines 205.8 44 220.7 332.8 -57.8 -20.5 17.7 -112.1 -94.8
 Peru 0 -94.4 -94 401.1 90.7 116.4 29.3 425 207.1
 Russian Federation 0 0 0.9 371.3 282.6 823.6 1097.1 2690.6 1160.3
 Slovak Republic 0 66.6 43.6 39.8 85.6 7.7 6 -2.2 -1.7
 South Africa 0 0 0 0 0 0 0 0 0
 Uruguay 8.4 38.8 129.5 -8.7 -19.2 -46.1 -31.1 -17.5 65.3
 Venezuela, RB 840 329.9 176.9 19.7 20.1 -69.1 -120.9 -81.3 8
 Poland 54.1 349.3 342.8 317 672.3 191.3 266.3 83.6 -22.6
 Thailand -33.7 -46.8 -468.5 -20 -287 -55.5 -58.5 251 319.2
 Turkey 6.2 -215.1 -441.9 -393.5 -457.2 -459.7 -325.9 -426.4 -365.8
 Panama -41.1 -49.2 -117.9 -53.9 -52.2 -40.1 37.1 24.7 65.1
 Czech Republic 0 133.3 87.2 92.9 30 56.7 32.2 -16.7 -20.8
 Total 4490.7 2708.4 -220.5 2664.1 -527.4 582.7 992.9 6581.2 6836.8
 Net financial flows, IDA (current US$Millions)
 1990 1991 1992 1993 1994 1995 1996 1997 1998
 Chile -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7
 China 506.9 611.3 776.8 865.1 671 798.2 790.6 687.1 553.8
 Colombia -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7
 Costa Rica -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2
 India 647.7 812.1 1030.4 495.2 772.5 502.8 671.9 579.9 578.5
 Indonesia -11.2 -13.4 -15.3 -17.6 -19.9 -20.4 -20.4 -20.4 -21.1
 Korea, Rep. -2.4 -2.6 -3 -3.5 -3.5 -3.5 -3.5 -3.5 -3.5
 Philippines -1.1 31.9 33.1 0.5 2.9 8.1 13.1 7.6 6.5
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 Thailand -1.2 -1.1 -1.1 -1.4 -1.7 -1.8 -1.8 -1.8 -2.3
 Turkey -4.2 -4.4 -5.3 -5.9 -5.9 -5.9 -5.9 -5.9 -5.9
 Total 1132.9 1432.2 1814 1330.8 1413.8 1275.9 1442.4 1241.4 1104.4
 Net financial flows, RDB concessional (currentUS$ Millions)*
 1990 1991 1992 1993 1994 1995 1996 1997 1998
 Argentina -1.88 -1.88 -1.88 -1.88 -1.88 -1.88 -1.88 -1.88 -1.88
 Brazil -5.50 -5.10 -5.11 0.10 -0.90 -0.90 -0.45 0.00 0.00
 Chile -1.31 -1.32 -1.33 -1.33 -1.22 -1.35 -1.33 -1.04 -1.04
 Colombia -7.60 -12.68 -12.59 -12.20 -10.44 -10.37 -12.02 -11.47 -12.21
 Costa Rica 4.14 -9.16 -10.35 -10.63 -8.50 -11.16 -11.22 -10.17 -11.13
 Indonesia 107.86 14.88 36.91 45.39 35.42 40.27 22.55 18.87 -1.30
 Malaysia -0.34 -0.41 -0.47 -0.56 -0.63 -0.39 0.00 0.00 0.00
 Mexico -12.61 -11.16 -9.83 -8.32 -6.97 -6.97 -5.93 -4.69 -2.76
 Philippines 118.40 94.51 78.53 94.57 50.08 49.70 45.82 47.87 21.28
 Peru -0.04 -21.79 -13.38 -6.83 -7.21 -8.15 -7.17 -6.60 -6.60
 Uruguay 1.86 5.61 3.52 -0.18 -1.05 -1.74 -1.73 -1.73 -1.73
 Venezuela, RB -3.28 -2.31 -1.34 -1.34 -1.34 -1.34 -1.34 -1.34 -1.34
 Thailand -0.73 -1.20 -1.60 -1.26 -1.45 -1.55 -1.40 -1.64 -1.63
 Panama -0.35 -8.06 -32.85 -7.56 -6.69 -5.60 -9.47 -8.83 -6.54
 Total 198.62 39.92 28.23 87.98 37.23 38.60 14.43 17.34 -26.87
 *Does not include theEBRD
 Net financial flows, RDB nonconcessional* (current US$Millions)
 1990 1991 1992 1993 1994 1995 1996 1997 1998
 Argentina 296.149 248.66 -18 798.479 -32.128 706.708 174.21 554.735 66.88
 Brazil -13.116 -4.887 46.152 58.66 11.991 114.713 468.49 1015.84 1318.3
 Chile 189.212 78.882 100.74 -39.263 -24.811 -1115 -403.04 -342.94 -42.82
 China 52.909 167.62 166.28 352.989 464.321 511.048 653.28 495.582 621.98
 Colombia 265.805 195.28 319.45 21.854 -177.59 -62.634 14.179 -145.21 149.78
 Costa Rica 30.078 32.465 53.596 61.996 62.268 107.888 23.537 77.569 9.855
 Estonia .. 0 0 3.25 6.173 12.7 26.579 -3.402 ..
 Hungary 0 0 11.417 17.182 21.716 109.98 17.29 -29.921 ..
 India 187.901 542.56 360.02 147.627 448.849 250.4 502.36 480.332 490.51
 Indonesia 561.673 431.22 416.07 403.799 -6.132 361.164 -833.58 173.642 873.89
 Korea, Rep. -13.639 46.551 54.154 -35.423 -26.729 -34.967 -93.176 1938.52 1678.3
 Malaysia 16.828 41.986 12.076 -302.85 2.624 -14.703 -21.697 24.165 0.961
 Mexico 97.918 286.47 129.71 108.311 -11.864 641.048 764.85 240.892 290.34
 Philippines 145.023 78.897 74.667 68.796 94.966 -67.968 27.218 90.988 152.5
 Peru 2.92 -213.87 346.5 221.852 125.3 190.646 99.606 476.539 169.96
 Russian Federation 0 0 0 0 8.5 31.9 85.9 38.1 ..
 Slovak Republic 0 0 0 0 49.301 83.046 14.696 -8.276 ..
 Uruguay 18.029 103.73 7.535 115.059 74.361 28.02 59.078 135.506 99.233
 Venezuela, RB 194.316 209.28 409.9 80.057 30.385 146.893 -69.855 -12.941 440.34
 Poland .. .. .. .. .. .. .. .. ..
 Thailand -135.6 -171.43 -81.284 35.106 114.111 14.929 35.121 532.581 493.16
 Panama 0 -0.323 -94.565 -14.333 -17.009 54.051 61.184 115.291 110.42
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 Czech Republic 0 0 0 0.828 8.205 11.619 -20.977 0 ..
 Total 1896.41 2073.1 2314.4 2103.98 1226.81 2081.5 1585.3 5847.6 6923.6
 *Does not include theEBRD
 Table 7: Private capital flows, net total (billionsof current $US)
 1990 1991 1992 1993 1994 1995 1996 1997 1998
 Argentina -0.20 2.90 5.99 12.69 11.12 9.96 18.90 19.08 18.90
 Brazil 0.56 3.61 9.68 16.21 12.33 19.99 31.03 40.33 54.39
 Chile 2.10 1.47 1.79 2.36 5.08 5.51 7.34 9.44 9.25
 China 8.11 7.51 21.30 39.55 44.39 43.67 50.10 60.83 42.68
 Colombia 0.34 0.19 0.72 2.12 4.05 3.36 7.58 9.87 3.63
 Costa Rica 0.02 0.15 0.23 0.20 0.24 0.38 0.40 0.52 0.80
 Croatia .. .. .. 0.11 0.21 0.27 1.29 2.50 1.67
 Estonia .. .. 0.10 0.16 0.21 0.21 0.19 0.34 0.71
 Hungary -0.31 1.01 1.16 4.73 2.78 7.88 1.74 2.60 4.68
 India 1.87 1.54 2.08 5.02 7.14 4.93 6.68 6.78 6.15
 Indonesia 3.24 3.45 4.55 1.06 7.75 11.52 16.17 10.86 -3.76
 Korea, Rep. 1.06 5.53 7.50 8.75 12.87 13.67 19.88 17.85 7.64
 Lebanon 0.01 0.01 0.00 0.00 0.41 0.75 0.74 1.07 1.74
 Malaysia 0.77 4.16 6.07 11.26 8.46 10.10 12.80 9.31 8.29
 Mexico 8.25 12.15 9.23 21.25 20.71 15.94 25.11 19.77 23.19
 Philippines 0.64 0.40 -0.77 3.27 3.87 4.31 4.99 4.41 2.59
 Peru 0.06 -0.07 0.04 2.07 4.52 3.66 5.50 2.85 2.72
 Russian Federation 5.56 0.47 9.33 2.05 0.58 1.21 7.44 12.43 19.35
 Slovak Republic 0.28 0.10 -0.23 0.56 0.56 0.52 1.33 0.96 1.48
 South Africa .. .. .. .. 2.08 7.04 2.10 5.10 0.78
 Uruguay -0.19 -0.14 0.15 0.20 0.34 0.34 0.47 0.60 0.50
 Venezuela, RB -0.13 2.17 1.54 0.96 0.14 1.01 4.59 6.73 6.87
 Poland 0.07 0.54 0.72 2.16 1.24 5.06 5.33 7.30 9.65
 Thailand 4.40 4.99 4.30 7.54 4.43 10.04 13.70 3.61 7.82
 Turkey 1.78 1.07 4.45 7.27 1.64 2.32 7.97 12.22 1.64
 Panama 0.13 0.03 0.22 0.14 0.49 0.30 0.47 1.67 1.46
 Czech Republic 0.88 1.20 0.60 2.10 1.64 5.20 4.89 1.87 3.33
 Total 39.30 54.42 90.75 153.82 159.27 189.13 258.72 270.90 238.15
 Source: World Bank, Global Development Finance 2001.
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 Table 8: Pricing and Tenor of MDB LoansIBRD IDB1 AfDB EBRD ADB1
 Loan Charges (LIBOR Based $US SingleCurrency Loan charges as of January 1, 2000)
 Variablespread
 Fixedspread
 Contractual spread 75 80 502 50 100 602
 Benefit of Sub LIBOR3 Funding Cost -33 -25 -22 -5 - -
 Waivers -25 -25 - - - -
 Net Spread over LIBOR (I) 17 30 28 45 100 60
 Commitment charge 75 854 75 75 50 755
 Waiver -50 -50 - -50 - -
 Net Commitment Fee 25 35 75 25 50 75
 Spread Eqv. of Commitment Fee 6 (II) 21 267 63 21 42 32Front-end Fee:
 Contractual Front-end Fee 100 100 1008 0 100 100Spread Eqv. of Front-end Fee6 (III) 26 26 23 0 26 26
 Total Spread-Equivalent over LIBOR (I+II+III) 64 82 114 66 168 118
 I. II. Typical Loan Tenor (years)
 Maturity 179 20 5-1010 10-1411
 Grace Period 4 9 4Source: Loan charges from World Bank Financial Products and Services, http://www.worldbank.org/fps/newmdbtable.htm, loan tenor from Bank documentation.
 1 Only a small portion of USD lending by IABD and ADB is priced off USD LIBOR.2 This is a variable spread. The spread shown for ADB was changed as of January 1, 2000. The previousspread was 40 basis points.3 The IBRD average cost margin (sub-LIBOR spread) shown is for USD SCL rate settings from January 15,2000 through July 15, 2000. Sub-LIBOR spreads for IADB and AfDB shown are the current sub LIBORspreads for USD.4 For the first four years, an additional commitment charge risk premium of 10bp is charged on theundisbursed amount over and above the contractual commitment charge.5 The commitment charge is applicable to the following proportion of loan amount less the cumulativedisbursements: 15% in the first year, 45% in the second year, 85% in the third year and 100% in the fourthyear and beyond.6 Spread-equivalent computations for commitment charge and front-end fee use an average IBRDdisbursement profile derived in FY99 using historical sector and instrument specific disbursement profiles.The profile so derived does not factor in events such as loan cancellations, prepayments and protracted debtservice problems faced by the Bank. Typical repayment terms used are as follows: Final Maturity: 17 Years;Grace Period: 4 Years; Payment Term: Equal Payment of Principal. Disbursement profiles and paymentterms vary across MDBs and hence spread-equivalent charges would vary based on the disbursement profileand payment terms used.7 To account for the commitment charge risk premium an average spread of 5 basis points was added to thenormal commitment charge spread equivalent.8 The front-end fee is collected over a four-year time horizon: 25% in each year.9 The World Bank sets loan maturities according to three broad categories of ‘low’ ‘middle’ and ‘high’income countries. Our set of emerging market economies falls in the World Bank’s ‘low’ and ‘middle’classification. For emerging market economies, World Bank loans are set with a maturity of 17 or 20 yearsand a grace period of 4-5 years. The World Bank offers 15-year loans with a 3-year grace period to ‘high’income borrowers.10 Longer maturities may be considered on an exceptional basis, for example up to 15 years for infrastructureoperations.11The maturities of the loans extended by ADB are somewhat more flexible, ranging up to 30 years,including grace periods ranging up to eight years.
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 Table 9: IBRD Graduates
 Full GraduatesCountry Last Year
 BorrowedAmount ($m)of last loan
 Years withoutborrowing
 Total borrowed($m)
 France 1947 250 53 250Luxembourg 1948 12 52 12Netherlands 1957 15 43 244Belgium 1958 10 42 122Australia 1962 100 38 463.7Austria 1962 5 38 152.3Denmark 1964 25 36 85Norway 1964 25 36 145Italy 1965 100 35 399.6Japan 1967 100 33 862.9South Africa 1967 20 33 287.8Taiwan (PRC) 1971 70 29 329.4New Zealand 1972 8 28 126.8Iceland 1974 17 26 47.1Finland 1975 20 25 283.8Israel 1975 35 25 284.5Singapore 1975 25 25 181.3Ireland 1977 71 23 223.5Spain 1977 18 23 478.7Greece 1979 25 21 419.8Portugal 1989 90 11 1338.8Slovak Republic 1994 135 6 285
 Graduates that have returnedto borrowing statusCountry Last Year
 Borrowed(beforerelapse)
 Amount ($m)of last loan
 (beforerelapse)
 Year of re-initiated
 borrowing
 Total amountborrowed since
 re-initiation($m)
 Yearswithout
 borrowing
 Totalborrowed
 ($m)
 Costa Rica 1994 22 2000 32.6 5 (1995-99)
 921.5
 Malaysia 1994 120 1998 704 5 (1995-99)
 4150.6
 Korea 1995 275 1998 7048 3 (1996-98)
 15,647
 Chile 1996 15 1999 160.6 3 (1997-99)
 3586.1
 Source: World Bank, 2000. All data refers to Bank commitments.
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