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Mr. Chairman, members of the Board of Reuters, distinguished 
fellow guests. It is an honor to speak in these hallowed halls and a 
privilege to do so at the invitation of such an admired and influential 
organization. 

A great American journalist, Joseph Pulitzer, warned that •one of 
the chief difficulties of journalism is to keep the news instinct from 
running rampant over the restraints of accuracy and conscience.• Reuters 
has demonstrated that this can be done, and your skill has won you well 
deserved acclaim. 

Mindful of these same restraints, I have come to this historic 
place to outline some views on the critical development challenges that are 
shaping our future. 

THE CHALLENGE OF SUSTAINABLE DEVELOPMENT 

The past decade has been very difficult for development. For 
most countries in Latin America and sub-Saharan Africa, the •aos have been 
described as a lost decade. 

The ranks of the poor have actually grown, partly because of 
rapid population expansion. Today, there are over a billion human beings 
who live in absolute, abject poverty. Even in countries that have had 
respectable economic growth, the severity and pervasiveness of poverty are 
a moral outrage. Poverty is a disgrace, not only from an ethical and 
humanitarian standpoint, but from an economic standpoint as well. Poverty 
erodes material well-being and threatens the environment; it undermines 
political stability and gnaws away at democracy. 

The massive development efforts of the past 40 years have not 
been wasted because of one •lost decade•. But we have learned that 
hard-won gains can easily be reversed. The goal for all of us is 
•sustainable development•. 
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The World Bank believes that, to be sustainable, development must 
have five major components: 

First, we must deal more effectively with the growing problem of 
debt. I will elaborate on this important issue later. 

Second, developing countries must deepen and extend their policy 
reform efforts. Without economic reform, persistently and courageously 
implemented, sustained economic expansion will prove elusive. 

Third, long-term investment is vital. Without wise and adequate 
investment, there can be no growth. Whether we look to private direct 
investment, new money from coIIDnercial banks, return of flight capital, or 
donor funds from institutions such as IDA, we must mobilize a sustainable 
level of resources for developing countries. 

Fourth, the remaining distortions in the international trading 
system must be removed. Obstacles to trade constrict economic activity 
throughout the world, but protectionist measures by the industrial 
countries have a parti~ularly adverse impact on the developing world. 

Fifth, development cannot be sustained without sound 
environmental policies. Destructive environmental practices, for whatever 
short-term reason, make long-term progress impossible. Similarly, 
development cannot be sustained unless women are an integral part of the 
process, and unless the benefits of growth are distributed widely. 

In short, . this enormous task, sustainable development, demands 
economic efficiency and ingenuity, the husbanding of scarce resources and 
the preservation of the environment, an open trading system, and long-term 
investment to build infrastructure and support the growth of human capital. 
It also requires doing something about Third World debt. 

The American poet, Robert Frost, described a bank as an 
institution which lends an umbrella on a sunny day and wants you to return 
it when it starts to rain. The World Bank is not that kind of bank. We 
are there for the long haul, in all kinds of weather. We believe in 
sustainable development. 

DEBT 

Tragically, many countries today see their prospects of achieving 
sustainable development. blocked by a massive burden of debt. The debt 
overhang exceeds $1.2 trillion overall, and is equal to 60 percent of GNP, 
on average, in the world's highly indebted middle-income countries. 
Interest payments alone on this debt absorb a quarter of these countries' 
export earnings. 
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Servicing debt has had a devastating effect on Third World 
economies. Most of Latin America and sub-Saharan Africa now have 
per capita income levels lower than they were a decade ago. Poverty in 
these countries has increased. Their imports are lower. and new investment 
has declined. It is often insufficient to replace the wear and tear on the 
capital stock. let alone to take care of the needs of multiplying 
populations. Daily, Reuters reports on social and political strains 
gripping such countries -- strains that threaten political breakdown and 
growing human misery. 

In sub-Saharan Africa, where most of the debt is owed to official 
creditors. debt relief initiatives are already providing tangible 
assistance. Such progress owes much to the initiatives promoted by the 
Chancellor of the Exchequer, Nigel Lawson. It is a pleasure to acknowledge 
again -- on British soil -- his far-sighted leadership on this issue. 

In the highly indebted middle-income countries, countries whose 
debt is primarily owed to private creditors, significant progress in 
reducing the burden of debt now appears possible. Earlier this month the 
ministers of the developed and the developing countries met in Washington 
to pledge new initiatives and new approaches to resolve the debt crisis. 
Debt reduction has now won strong backing as a tool to tackle the overhang 
of Third World debt. 

The World Bank strongly supports this significant change. We are 
determined to act on this mandate and help resolve the high debt/low growth 
crisis that traps so many countries. 

The expectations are very high. They can be met only if all 
parties in the debt crisis -- from governments, to private creditors and 
private investors, to the international - financial institutions such as the 
World Bank -- move with dispatch to do their part. 

LDC ACTION 

What actions can and should we expect from the debtor countries? 

First and foremost, they must devise and carry out far-reaching 
economic reforms. Those countries already embarked on adjustment programs 
must stay the course of reform and deepen and broaden their efforts. In 
implementing debt strategies, we will only help those willing to help 
themselves. To be eligible, a country must commit to, and demonstrate. 
good performance. Otherwise, debt reduction will be a wasted effort. 

The need for structural reform is as urgent as ever. It was not 
external debt that produced massive subsidies. reduced incentives to 
export, drained national budgets, undermined free enterprise. and created 
inefficient public sectors. External debt cannot be made the scapegoat for 
internal deficiencies.· Only with sound policies to back it, will debt 
reduction revive the confidence of the investment community and revitalize 
the private sector. 
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Debtor countries must be prepared to boost domestic savings and 
foster the development of vibrant financial markets. They must encourage a 
rebound in productive investment, and they must create an attractive 
environment for foreign investment -- not capital flight. 

Private investment is voluntary. It must be coaxed into 
existence and then carefully nurtured. The burden of proof lies squarely 
on the shoulders of decision makers in developing countries. 

INDUSTRIAL NATIONS 

• Equally, solutions to the debt crisis require supportive actions 
by decision makers in the industrial countries. 

Open trad·e has a prime place on the agenda. Benjamin Disraeli 
declared that •protection is not a principle, but an expedient.• Today, it 
is an expedient the world just cannot afford. An open trading system has 
powered formidable international growth since the end of World War II, but 
the system is now threatened by unilateral protectionism and bilateral 
pacts excluding the developing world. 

If Third World nations are to grow out of debt, they must have 
the opportunity to export their goods and services. For this reason, it is 
vital that the momentum toward a successful outcome to the GATT's Uruguay 
Round be strengthened when the leaders of the industrial powers meet for 
their summit conference in Paris this July. 

Industrial countries, whose economies are the engines of the 
global economy, have no rational alternative to a sustained commitment to 
non-inflationary growth. This is essential, as debtor nations push ahead 
with domestic policy reform. I applaud those governments of industrial 
nations which have moved with speed to deal with their eGonomic management 
problems -- excessive resource surpluses or deficits, or newly-emerging 
inflationary pressures -- in ways which assure not only domestic stability 
but also sustained growth in the global economy. 

In addition, industrial countries must take actions to encourage 
full co1IDI1ercial bank participation in the provision of resources for trade, 
investment and debt reduction programs. Changes in regulatory practices 
are needed to provide incentives for such participation. This action must 
proceed without delay. 

. A sustainable flow of resources must be secured for the debtor 
·countries. New approaches involving debt reduction can -- . and indeed will 
-- .make an important contribution to the resolution of the ·debt crisis, but 
there must also be new money to support the development process. Japan has 
demonstrated leadership by promising new funds. Other industrial nations 
must likewise be forthcoming in various ways -- from expanded trade credits 
to the upcoming Ninth replenishment of IDA. 
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THE COMMERCIAL BANKS 

What actions are expected from the private banks? How can we get 
bankers to contribute new money for trade and investment and participate in 
the debt reduction process? 

I know how tough and canny bankers can be, but I also know of 
their keen interest in an expanding global economy. I am confident the 
banks will be cooperative and forthcoming, because it also is in their 
enlightened self-interest to break out of the debt trap. 

A successful approach to debt reduction will require close 
collaboration among the banks themselves, for they must seek to set aside 
constraints that could impede debt reduction efforts and limit the 
opportunities available to individual institutions to pursue differing debt 
reduction approaches. The banks have done this before, ln Mexican and 
Bolivian debt workouts. They must be willing to do so again. 

The number of commercial banks involved in each of the 
highly indebted countries is very large ~- sometimes exceeding 400. Many 
of these banks never had a business interest in long-term lending to 
developing countries, while others have changed their corporate strategies 
and have moved away from such lending. In addition, since 1982 banks from 
different countries -- operating under different tax laws and regulations 
-- have had increasingly divergent interests. And for some, exchange rate 
movements have served to reduce the importance of their developing 
countries• exposure. 

In order to maintain a common approach to help meet the external 
financing requirements of the highly indebted countries, it is in the 
interests of all to support the broadest menu possible, including measures 
to reduce debt or debt service. 

The 'World Bank and the International Monetary Fund will be 
prepared to support actively the process of debt reduction for those 
countries making strong and sustained efforts to improve their economic 
management. The banks should understand, however, that direct World Bank 
support and intervention would be justified only if the reduction in debt 
or in debt service enhances significantly the financial prospects of the 

. indebted country. Realistically, every dollar that we deploy for debt 
reduction must provide leverage for several dollars of real relief for the 

.·. debtors. 

PRIVATE INVESTORS 

The resolution of the debt crisis also offers opportunities to, 
and requires actions by, private investors. 

No bu~iness ever got rich by waiting for others to seize the 
opportunities in the market. Investors should now examine with renewed 
interest those developing nations which are moving ahead with adjustment, 
obtaining debt reduction and continued official support. 
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A key factor in debt crisis resolution will also be a return of 
flight capital. This return will be triggered by the same incentives that 
bring direct foreign investment. There's no mystery about this; flight 
capital will return if and when developing country nationals perceive that 
their countries are following economic policies which hold out the prospect 
of an assured and competitive rate of return on domestically invested 
funds. 

Instant results cannot be expected, but when the voluntary 
investors -- foreign and domestic -- start putting up their money, we will 
know the debt crisis is permanently behind us. 

A World Bank priority is to help support private sector 
development in Third World countries. Much of Bank lending already 
benefits entrepreneurs, and the Bank's affiliate, IFC, committed $1 billion 
to the private sector in FY88. This is an all-time record. Also in 1988, 
MIGA (the Multilateral Investment Guarantee Agency) was created to insure 
investors against non-commercial risks in developing countries. We have 
recently examined our operations and have designed a strategy to reinforce 
our existing efforts to support private enterprise development. This 
strategy is now being implemented. 

The creation of a better business environment is the key to a 
flourishing private sector. Excessive controls, regulations, distorting 
subsidies and inadequate incentives still riddle too many developing 
countries and undermine hopes of strong private sector growth. 

Bluntly stated, I believe that a country which fails to make full 
use of private enterprise will fail in its long-term economic development. 
Consequently, a major aim of the Bank's adjustment lending, which now 
accounts for a quarter of our new commitments, is to support policy reforms 
which improve the business climate. 

THE WORLD BANK 

Now, what actions must the World Bank and the other international 
financial institutions take? 

We shall pursue debt reduction -- as well as other methods of 
resource mobilization. Our efforts here need to be seen as part and parcel 
of a large array of financial and policy tools available to debtor nations 
that pursue meaningful adjustment. We will assist the developing countries 
in mobilizing support from commercial and official lenders. We will 
strengthen coordination with other multilateral lenders to multiply the 
level of assistance. And I anticipate continued, significant, expansion in 
World Bank lending in the coming years, thanks to the resources our member 
countries have provided us. 

Debt reduction is an idea whose time has come, an option 
strengthening our support of development, and a concept to be defined 
through implementation. But how will it work? 
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First, it must be flexible. To be available to a wide range of 
countries, it must be readily adaptable to any country wanting to help 
itself. Country resources and the size of commercial debt obligations 
differ widely. Countries are at various stages of structural adjustment. 
We don't need an artificial list of eligible countries -- every country 
embarked on a sound program of policy reform should be eligible to receive 
assistance appropriate to its circumstances. The World Bank's financial 
support for a debt reduction would, however, be based on appropriate burden 
sharing, and on the contribution that we would make toward achieving a 
viable debt workout. 

Second, adequate financing should be available to return the 
debtor country to creditworthiness. Debt reduction, if undertaken, should 
be sufficient to make a sustainable difference in the country's development 
prospects. 

Third, the process must be sufficiently voluntary and market 
related to ensure that long-term investment is not shut off. Development 
requires such long-term investment. To reduce debt but stifle development 
would be to win a battle but lose the war. 

Fourth, the instruments of debt relief must provide more benefit 
than the alternative of new money. 

Fifth, the instruments for debt reduction, and the extent of our 
support, must not affect in the slightest our ability to continue our 
global role as a multinational development institution. 

And, sixth, everyone must do his share. The debtor country must 
have the courage and determination to implement an appropriate policy 
matrix. The bilateral lenders must supplement the resources of the 
multilateral agencies, and must improve the regulatory and tax environment 
t .o facilitate commercial bank cooperation. The commercial banks must be 
willing to prov~de debt or debt service reduction consistent with market 
realities and/or new money as appropriate. And the multilateral agencies 
must provide policy advice, technical assistance, adjustment loans, 
financing to help reduce debt, coodination of available resources and 
instrument design tailored to country circumstance. 

The World Bank will do its part. •Give us the tools,• said 
Churchill, •and we will finish the job.• I can envisage the World Bank 
deploying upwards of $10 billion over the next three years in support of 
such measures. 

I expect that Mexico might well be an early beneficiary of the 
new debt reduction initiatives. Mexico has a proven track record of policy 
reform and a strong commitment to creating conditions for sustained 
economic growth. 
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CONCLUSION 

Mr. Chairman, the World Bank is a global institution, and the 
resolution of the debt crisis is only one of numerous major challenges 
confronting us. 

Many developing countries have managed their external debt 
situations with skill and prudence. Aid flows to them must not be cut 
short or jeopardized because of preoccupation with the heavily indebted 
nations. These countries will continue to be strongly supported by the 
World Bank. Our global responsibilities must have priority. 

•our age,• Arnold Toynbee once said, •will be well remembered not 
for its horrifying crimes nor its astonishing inventions, but because it is 
the first generation since the dawn of history in which mankind dared to 
believe it practical to make the benefits of civilization available to the 
whole human race.• 

In this final decade of the century, we must reach resolutely for 
the goal of sustainable development. Men and women of good will everywhere 
must join in the great effort to replace the pain of poverty with the 
promise of prosperity~ 

Thank you. 
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