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Preface

LOBAL DEVELOPMENT FINANCE WAS

formerly published as World Debt Tables.

The new name reflects the report’s ex-
panded scope and greater coverage of private fi-
nancial flows.

Global Development Finance consists of two
volumes: Analysis and Summary Tables and Coun-
try Tables. Analysis and Summary Tables contains
analysis and commentary on recent developments
in international finance for developing countries,
with particular focus on the global financial crisis.
Summary statistical tables are included for selected
regional and analytical groups comprising 150
countries.

Country Tables contains statistical tables on
the external debt of the 137 countries that report
public and publicly guaranteed debt under the
Debtor Reporting System. Also included are tables
of selected debt and resource flow statistics for in-
dividual reporting countries, as well as summary
tables for regional and income groups.

For the convenience of readers, charts on pages
xi to xiii summarize graphically the relation be-

tween debt stock and its components; the computa-
tion of flows, aggregate net resource flows, and ag-
gregate net transfers; and the relation between net
resource flows and the balance of payments. Exact
definitions of these and other terms used in Global
Development Finance are found in the Sources and
Definitions section.

The economic aggregates presented in the ta-
bles are prepared for the convenience of users;
their inclusion is not an endorsement of their value
for economic analysis. Although debt indicators
can give useful information about developments in
debt-servicing capacity, conclusions drawn from
them will not be valid unless accompanied by care-
ful economic evaluation. The macroeconomic in-
formation provided is from standard sources, but
many of them are subject to considerable margins
of error, and the usual care must be taken in inter-
preting the indicators. This is particularly true for
the most recent year or two, when figures are pre-
liminary or subject to revision.
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moderately indebted low-income country

moderately indebted middle-income country

Medicines for Malaria Venture

multiyear rescheduling agreement

North American Free Trade Agreement

North Atlantic Treaty Organization

nongovernmental organization

net present value

official development assistance

Organisation for Economic Co-operation and
Development
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Countries
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present value

research and development

seasonally adjusted annual rate

special drawing right (of the International
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severely indebted low-income country
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Debt stock and its components

Total external debt

Multilateral Bilateral

banks

(EDT)
Long-term debt Use of IMF
Short-term debt (LDOD) credits
by debtor

Private Public and publicly

nonguaranteed debt guaranteed debt

by creditor
Official creditors Private creditors
Commercial

Bonds

Other
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Aggregate net resource flows and net transfers (long-term) to
developing countries

Loan
disbursements

minus

\

/

Principal
repayments

equals

—plus—

Note: Includes only loans with an original maturity of more than one year (long-term loans). Excludes IMF transactions,

Debt service Net resource flows
(LTDS) on debt
A
minus

Interest payments

equals

Net transfers on

debt

Foreign direct in-
vestment (FDI),
portfolio equity

flows, and official

grants

—equals—

Aggregate net
resource flows

minus

Loan interest
and FDI profits

equals

Aggregate net
transfers




Aggregate net resource flows (long-term) and the balance of payments

Credits

Debits

Current account

* Exports of goods and services
e Income received
e Current transfers

Including workers’ remittances and
private grants

e Imports of goods and services
e Income paid

e Current transfers

e Official unrequited transfers (by foreign
governments)

e Official unrequited transfers (by national
government)

Capital and

financial account

* Official unrequited transfers (by foreign
governments)

* Foreign direct investment (by nonresidents)
(disinvestment shown as negative)

e Short-term capital inflow

e Official unrequited transfers (by national
government)

® Foreign direct investment (by residents)
(disinvestment shown as negative)

* Portfolio investment (abroad by
residents) (amortizations shown as
negative)

 Other long-term capital outflow (by
residents) (amortizations shown as
negative)

e Short-term capital outflow

Reserve account

Net changes in reserves

Aggregate net resource flows

Net resource flows on debt (long-term)
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Overview: Building Coalitions

for Effective Development Finance

Policy highlights

HE STRING OF FINANCIAL CRISES IN DEVELOP-

ing countries in the second half of the 1990s
shook the confidence of many in global financial
markets, At the same time, aid, on the decline
through much of the decade, was increasingly crit-
icized as ineffective. Together these experiences
called into question the long-held view that inter-
national resource transfers—both private and offi-
cial—play a significant and positive role in eco-
nomic development.

This report concludes that, to the contrary, in-
ternational financial flows to developing countries
are perhaps even more valuable than traditionally
thought—and that the prospects for using them
effectively continue to improve. These flows work
to transfer resources across national borders, from
rich countries to poor ones, and to create and real-
ize investment opportunities. But they can have an
even greater influence on development by stimulat-
ing improvements in developing countries’ policies
and institutions and keeping them sound. They can
thus reinforce those countries’ initiatives to step up
productivity and efficiency in the economy.

The report also highlights ongoing interna-
tional initiatives to leverage the far-reaching poten-
tial of international financial flows. Among these
initiatives are, at the global level, the reform of the
international financial architecture and, at the coun-
try level, the World Bank’s Comprehensive Devel-
opment Framework, which emphasizes the critical
importance of a holistic approach to development.
The success of both will depend on effective coordi-
nation among various parties, attention to diverse
local conditions, and a track record of strong and
effective implementation. These, in turn, will re-
quire international and national coalitions to inter-

nalize the evolving lessons—and to give them legiti-
macy. Even then, these and other initiatives will re-
quire a period of strong commitment to produce
the desired results.

In this context the report attempts to identify
the conditions under which international financial
transfers support the development process. And it
considers what public policy—national and inter-
national—can do to foster productive transfers.
Among the key findings:

e The cyclical slowdown of the global economy
that began toward the end of 2000 has been
significant because U.S. equity markets, con-
sumer confidence, and short-term economic
prospects have all dropped sharply and in tan-
dem. A rebound in the course of this year
seems possible due to the available policy in-
struments for stabilization.

s After precipitous declines in 1998 and 1999,
capital flows to developing countries grew
smartly in 2000, but their recovery has still
lagged behind growth of output and trade
since the late-1990s crises.

e For all countries with strong investment cli-
mates, private capital flows reinforce the pay-
offs to good policies and good institutions
through even faster growth. But the volatility
of those flows needs to be managed through
stronger domestic financial systems and, pos-
sibly, larger foreign exchange reserves and
sources of contingent credit.

¢ Aid flows increased in 2000, and the pace of
debt relief was stepped up—but it will take
vigilance to sustain these gains. The increases
in aid effectiveness in the 1990s support the
case for greater aid to achieve the Interna-
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tional Development Goals set by the interna-
tional community.

e International resource transfers provide about
$5 billion a year to finance such international
public goods as health, a clean environment,
knowledge, and peace. To achieve the maxi-
mum dividends from these activities, the inter-
national financial institutions need to take a
flexible and pragmatic approach to coalition
building.

Challenges for developing countries during the
cyclical slowdown
The cyclical slowdown of the global economy that
began in the second half of 2000, brought on by
higher interest rates and oil prices, snddenly inten-
sified toward the end of the year. Shifts in market
sentiment have become more important in deter-
mining short-term output and trade trends,
Chapter 1 of this report argues that a recovery
in the course of this year from the current slow-
down is more likely than prolonged slow growth,
because economic cycles have become shorter and
because the scope for policy adjustments (fiscal
and monetary stimulus) is greater. However, the
possibility of a continued feedback from financial
markets to the real economy may delay the recov-
ery. The slowdown is expected to differ in mag-
nitude across developing countries, creating both
risks and opportunities. A harder-than-expected
landing in the industrial world would have serious
consequences in many developing countries but
could bring some partially offsetting benefits, such
as lower interest rates. Even in the more likely
soft-landing scenario, some sectors and countries

will be hit hard.

Trends in private capital flows
As chapter 2 documents, resource transfers to de-
veloping countries increased in 2000 but remain
well below their 1997 levels, before the series of
crises. In 2000, private capital flows increased
smartly after the precipitous decline in 1998 and
1999, but the recovery of capital flows since the
crises has not caught up with postcrisis growth of
output and trade. This relative decline reflects some
improvement in the “quality” of flows: volatile
short-term debt flows have fallen sharply.

Trends in capital flows to and from develop-
ing countries reflect three forces. The first is the
greater, although still imperfect, financial integra-

tion of the global economy. The second is recent
technological change, which requires increasingly
sophisticated investment environments for effi-
cient business operations. And the third is psycho-
logical factors. Some of the chapter’s findings:

e Although the rise in capital inflows to devel-
oping countries in the first half of the 1990s
received most of the attention, capital out-
flows also increased. And at least a part of the
decade’s increase in capital inflows may reflect
transactions tied to capital outflows, perhaps
to avoid taxes. Those outflows also reflect
greater economic integration with the rest of
the world.

¢ The worldwide boom in cross-border capital
flows has been directed to industrial econ-
omies, especially the United States, reflecting,
in part, optimism about technological trends.
Developing-country shares in capital flows
have declined sharply since the crises. The
greater concentration of capital in a few coun-
tries reemphasizes the importance of a hos-
pitable business climate in attracting and sus-
taining foreign direct investment (FDI) flows,
which, although resilient during the crises, ap-
pear to have plateaued.

¢  Capital market flows were bolstered last year
by modest improvements in perceived credit-
worthiness. But a lack of liquidity and indi-
cations of investor nervousness suggest that
the memory of the crises remains. For coun-
tries with marginal access but significant de-
pendence on international capital markets, the
risk of being unable to roll over their borrow-
ings could be significant. Despite the strong
rise in 2000, international capital flows are
likely to account for smaller shares of develop-
ing countries’ gross domestic product (GDP) in
the next few years.

International capital flows and economic
growth

Private capital was implicated in the severe crises
of the late 1990s, and some have questioned its ef-
ficacy in stimulating long-term growth. Chapter 3
examines how private capital inflows are related
to, and perhaps contribute to, domestic investment
and productivity, but also to volatility. The chapter
concludes that private capital flows bear a signifi-
cant relationship to long-term growth, although in
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general they tend to reinforce an existing positive
growth dynamic generated by domestic efforts and
initiatives. Among the chapter’s findings:

*  On average, private capital inflows raise do-
mestic investment almost one for one. But the
effect is strongest for those countries least in-
tegrated with international financial markets,
where FDI augments domestic saving, identify-
ing and financing new investment opportuni-
ties. The association between greater foreign
inflows and domestic investment is thus strong
in Africa. For developing countries in general,
however, the relationship has declined since the
1980s, because growing financial integration
means that countries’ domestic investment de-
cisions depend less on the availability of exter-
nal financing.

¢ The potential for productivity growth through
private capital flows has probably increased
because of the growing importance of knowl-
edge as a production input. But the benefits
are available mainly to countries that have a
strong capacity to absorb these flows.

e (Capital inflows, through their volatility, can
also impose significant costs. Although the
management of this volatility has improved,
prudential safeguards (through greater liquid-
ity and measures to limit domestic financial
instability) remain high on the policy agenda.

e  There has been no environmental “race to the
bottom™; FDI to developing countries is not at-
tracted primarily by lower environmental stan-
dards. Countries experiencing rapid growth of
FDI have also steadily improved their environ-
ments, because communities in those countries
place a growing value on protecting their en-
vironment, and because foreign investors have
reputations to maintain.

Making aid and debt relief more effective
The achievement of the International Develop-
ment Goals will require a significant rise in aid
flows—and in their effective use. As chapter 4 re-
ports, aid flows did increase in 2000, and the pace
of debt relief was stepped up, but continued com-
mitment is required to ensure that these increases
are not temporary.

The effectiveness with which aid was allo-
cated across countries also increased in the 1990s.
This happened in part because policies in recipient

countries improved, increasing their capacity to
absorb aid, and in part because countries with
weak policies got less aid. But there exists signifi-
cant potential to reduce poverty by directing flows
from middle-income to low-income countries and
by increasing flows to countries with good petfor-
mance that thus far have received little or no in-
crease in aid. More resources can also be effec-
tively deployed for international public goods, as
discussed in chapter 5.

Recent moves toward donor specialization can
also make aid more effective. So can increasing
the commitment to provide assistance through pre-
dictable and medium-term budgetary support to
each country’s chosen development programs, based
on agreed-on policy frameworks and conditioned
on results. The shift to programmatic approaches re-
flects the importance of country “ownership” of the
policy agenda and the long-standing difficulties in
coordinating a host of separate projects, each with
different donor reporting requirements.

The Heavily Indebted Poor Countries (HIPC)
Initiative, which embodies some leading-edge ap-
proaches to aid effectiveness, marks an opportunity
for a new start. The recent enhancements to the ini-
tiative have quickened the pace and increased the
resources for debt relief, although the extent to
which the initiative will increase total donor assis-
tance is unclear. Since weak policies and institutions
are the key constraint on growth in most heavily in-
debted countries, the tie to policy reform is the key
factor for success. At the same time, greater access
to industrial-country markets will help these coun-
tries integrate with global markets and grow.

Financing international public goods

Chapter § attempts a first-ever comprehensive in-
ventory of the use of international resource trans-
fers to fund the creation of international public
goods in developing countries. It finds that, for
all developing countries worldwide, transfers of
about $5 billion a year go to finance international
public goods, and an additional $11 billion fi-
nances the complementary domestic infrastructure
that allows the absorption of these goods. These
resources mainly support activities in health, envi-
ronmental protection, knowledge creation and dif-
fusion, and safeguarding peace. With active sup-
port from private charitable foundations, donors
have been channeling more resources to interna-
tional public goods, even as aid budgets have de-
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