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Ladies and gentleman 

 

It is a great honour for me to address you on the topic “Current and Future Directions 

of the World Bank: A New Zealand Perspective”.  May I say at the outset, that over 

the years I have made very good friends in the Treasury, MFAT, NZAID and other 

Ministries as a result of our shared interest in development banking and making a 

difference by improving the lives of the poorest of the poor in the world.  The 

invitation to give this address is a timely reminder to me of the great privilege it has 

been for me to service as an Executive Director of the World Bank and to express my 

appreciation to those of you who made it possible.   

 

Introduction: 

I am sure to many, the World Bank seems a great enigma.  For some it represents the 

best qualities of the human spirit where all nations come together with a common 

desire to fight the scourge of poverty.  Whereas for others, it is seen as a tool of 

capitalism to facilitate the process of globalisation/internationalisation and to act as an 

extension of foreign policy for the rich donor shareholders.  Somewhere in this 

spectrum lies the truth but New Zealand fights mightily for the interests of the poor, 

particularly for those living in small fragile states.  It keeps an open mind on 

development paradigms and avoids the blind adherence to such movements as the 

“Washington Consensus”.  The strength of New Zealand’s relationship with the 

institution can be measured by its ability to influence the outputs and outcomes of the 

Bank’s work.  The ability to influence depends heavily on the proper application of 

the governance processes guiding the Bank and the observance of the convention of 

multilateralism: 

 

Multilateralism: 

Multilateralism can be variously defined but today I wish only to address its 

applications and how it is evolving as a driver in the formal decision making 

processes of the Bank.   

 

Unlike the UN, where every nation can formally vote their position, the World Bank 

Executive Board, by virtue of the delegated authority of the governors, is in practical 

terms the ultimate decision making body.  The Board of Governors have reserved 

only limited powers such as approving the admission of new members, passing the 
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financial statements at the Annual Meeting, approving the executive directors and 

president’s compensations etc.  The formal delegation of authority is set out in the 

Bank’s Articles of Agreement. 

The Board is composed of 24 members with representation and shareholding as 

follows: 

Slide 1   
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International Bank for Reconstruction and 
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The voting power of each shareholder is based on a formula that is largely determined 

by an IMF’s quota allocation for each country and this is a function of that country’s 

GDP relative to the World’s total GDP.  In suffices to say that over time there will be 

changes to the quota based on differences between countries in their respective 

economic performance.  These differences should be reflected in an adjustment to the 

relative voting power of the Bank’s membership which in turn gets reflected in the 

composition of the executive Board.   

 

 

 

 

 

Voting Power of New Zealand's Constituency Office

Percentage of total 

Australia 1.52
Cambodia 0.03
Kiribati 0.04
Korea 1.00
Marshall Islands 0.04
Micronesia, Fed State 0.05
Mongolia 0.04
New Zealand 0.46
Palau 0.02
PNG 0.09
Samoa 0.05
Soloman Islands 0.05
Vanuatu 0.05

3.45

Voting Power of Executive Directors

1 United States 16.36
2 Japan 7.87
3 Germany 4.49
4 France 4.30
5 United Kingdom 4.30
6 Belgium (et al) 4.80
7 Spain (et al) 4.50
8 Netherlands (et al) 4.46
9 Canada (et al) 3.85

10 Brazil (et al) 3.59
11 Italy (et al) 3.50
12 Korea (et al) 3.45 *
13 Africa (Anglophone) 3.41
14 India (et al) 3.40
15 Nordic (et al) 3.34
16 Algeria (et al) 3.19
17 Switzerland (et al) 3.04
18 Kuwait (et al) 2.91
19 China 2.78
20 Saudi Arabia 2.78
21 Russia 2.78
22 Indonesia (et al) 2.54
23 Peru (et al) 2.32
24 Africa (Franophone) 1.99

100.00 %

* Composition of membership of 
constituency (see slide 2)
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Slide 3, 4, 5, 6, 7, 8,9,10  – IRBD Executive Director Voting Status 

 
INTERNATIONAL BANK FOR RECONSTRUCTION AND 
DEVELOPMENT  
VOTING POWER OF EXECUTIVE DIRECTORS 
  NO. OF Votes PERCENT of Total 

DIRECTORS APPOINTED BY:     
1. UNITED STATES (HOLLAND) 265,219 16.39 

2. JAPAN (OKUBO) 127,250 7.87 

3. GERMANY (DEUTSCHER) 72,649 4.49 

4. FRANCE (DUQUESNE) 69,647 4.3 

5. UNITED KINGDOM (SCHOLAR) 69,647 4.3 

ELECTED DIRECTORS:     
6. ALZETTA (BELGIUM) 77,669 4.8 

AUSTRIA 11,313   

BELARUS 3,573   

BELGIUM 29,233   

CZECH REPUBLIC 6,558   

HUNGARY 8,300   

KAZAKHSTAN 3,235   

LUXEMBOURG 1,902   

 

Cont 

 

However, such changes are not universally embraced.  Just by looking at the table you 

can observe the relative over representation of European executive directors compared 

to Asia and also the unevenness in terms of the number of countries each constituency 

office represents.   

 

Voice: 

The issue of representation is particularly vexing for the Bank’s African membership 

and they have raised their concerns in the context of giving “voice” to their 

membership.  In effect they have focused their efforts on arguing for two additional 

Board seats to more effectively represent African countries.  Our constituency view 

on this has been to support the arguments for voice but not the proposal to increase 

the size of the Executive Board.  The larger the Board the less effective it becomes 

and the associated costs are enormous.  I wrote of my concerns about Board 

efficiency and the price of representation in my valedictory statement to the Board on 

my retirement.  To many, it would be far more logical to re-arrange the existing 
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directorships and in particular to rationalise the European grouping thereby lifting 

developing countries representation and avoiding the need to expand the Board.   

 

An adjustment downwards in New Zealander’s shareholding in the Bank could be 

expected as a result of changes in the allocation of IMF quota, but it would be a 

relatively modest adjustment.   

 

However, our constituency office could expect to be boosted by the relative increase 

in Korea’s Shareholding .  The overall adjustments by way of rebalancing should see 

a significant increase in voting power shifting to East Asia.  The United States in all 

likelihood could argue for an increase in shareholding as its relative GDP has grown 

but any change is likely to be resisted by many shareholders who are intent on 

maintaining the multilateral character of the Bank.  We can expect to see action on 

this issue in the coming year as Japan and Korea have already indicated their strong 

desire to accelerate IMF’s work on quota. 

 

Decision Making Processes: 

Multilateralism, by its nature, involves consensus building around positions and not 

unilateral actions by a shareholder or group of shareholders.  It starts first, by reaching 

agreement among the shareholders of each individual constituency office, because an 

Executive Director can only cast a single vote of the combined voting power of the 

constituency office.  Thereafter, the process of consensus building gradually evolves 

to include all the Board reaching common agreement on a policy position.  The 

process of consensus building manifests itself in interesting ways.  To help explain its 

application, it is useful to look at the different types of decisions made by the Board.  

These can be conveniently divided into policy and operational.   

 

Operational decisions are typically those involving the approval of the Banks budget, 

compensation, loans and technical assistance facilities and are normally voted upon 

by individual Chairs.  A Chair can approve, abstain or oppose a proposal.  Another set 

of decisions require the Board in an informal meeting merely to comment upon and 

thus acknowledge or endorse papers such as Country Assistance Strategies (CAS) as 

these instruments do not require formal approval.  Into this category fall the 

deliberations by the Board in its meetings as a Committee of the Whole.  These 

meetings are deliberately structured as a committee meeting to avoid the possibility of 
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formal voting on an issue and also there are no minutes kept of the debate.  Many 

Chairs (including ours) object to this procedure as it is harder to hold management 

accountable to the Board without the benefit of minuted positions. 

 

Beyond these discussions and deliberations is an extensive list of policy papers that 

require the Board’s formal approval.  The process of approving policy papers is of 

interest as new strategies of engagement are emerging in the Board’s deliberations.    

The acceptability of these new practices should be judged against the convention of 

multilateralism and the process of consensus building.  The starting point for such a 

determination is really quite simple.  Why is it necessary for certain shareholders to 

club together and push new initiatives on the Bank?  The reason is largely because 

there has been a failure in international leadership and a growing impatience with the 

existing machinery of multilateral policy formulation and execution.  This can be seen 

in proposals to change the way in which the UN operates and now at the World Bank 

we are witnessing the emergence of block support by certain Shareholders in respect 

to a range of issues.  The most high profile grouping have been the G7, EU, G11, and 

G20.  Depending on the matter under consideration, representatives of the 

governments of a particular grouping are meeting and formulating positions away 

from the Bank itself.  In the formulation process there is limited consultations or 

interaction with management or other shareholders of the Bank.  The approach has 

proven to be highly efficient but there are disadvantages to those shareholders outside 

the loop.  It impacts adversely on the Bank’s formal governance processes since 

decisions on behalf of the Bank are being made by decree by the major shareholders 

and subsequently ratified by a compliant Board.  The most recent example of this was 

the announcement by the G7 regarding the forgiveness of official debt under the 

HIPC initiative.  Such actions undermine the role of the Board and raise questions 

concerning the legitimacy of the organisation as a representative body and runs 

contrary to the commitment by donors of giving greater voice to borrowing members 

as promised in the Monterray Concenus. 

 

President Jim Wolfensohn expressed his concern about this development in his 

valedictory and saw this as part of a more general dilution in Board power which has 

already been compromised by the directives from International Development 

Association (IDA) deputies.   
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The Agencies of the Bank: 

At this juncture, given the comments I have just made, I would like to elaborate a 

little more on the division of work within the Bank.   

 

The Bank is composed of the following agencies 

Slide -11 The World Bank’s Agencies 

• IBRD (International Bank for Reconstruction and Development 

• IDA (International Development Association) 

• IFC (International Finance Corporation) 

• MIGA (Multilateral Investment Guarantee Agency) 

• ICSID (International Centre for Settlement of Investment Disputes) 

 

As time is limited, I propose to focus my remarks on IBRD, IDA and IFC. 

 

IBRD: 

IBRD is essentially the engine of the Bank.  This agency is capitalised at an amount 

of approx USD$36 billion.  It makes loans and provides TAs to the so called middle 

income countries (MICs).  Lending, in recent years, has had a mixed history and the 

Banks management is very conscious of the need to increase the volume and number 

of loans, while at the same time maintaining their quality and effectiveness.  

Development Banks are often accused of having a “lending culture” which can be 

loosely interpretered to mean that inappropriate lending activity is occurring because 

staff incentives are orientated towards meeting lending targets rather than pursuing 

loan quality and effectiveness.   

 

It is important to get the balance between the delivery of lending and non-lending 

activity right.  A properly structured and developmentally designed loan has benefits 

to the borrower beyond the financing itself.  Recent research by the World Bank 

suggests that the availability of long-term patient capital is a major catalysis in lifting 

the economic performance of a country.  Today, developing countries are accessing 

the international capital markets at an unprecedented rate.  There are risks with this 

strategy insomuch as the money raised is invariably in the form of short-term bonds 

(mostly three years maturities – sometimes a little longer) and at very high margins 
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compared to the financing offered by the World Bank.  If there is an international 

banking crisis or financial contagion such as in Asia in 1997 then there will be a 

diminution in the availability of higher risk capital.  In an environment where capital 

is severely constrained, there can be no guarantee that short-term borrowings will be 

rolled over.  If there is an inability on the part of a country to raise new capital then 

this will lead inevitably to loan defaults and a financial crisis such as that experienced 

recently in Argentina. 

 

Given these risks, you will undoubtedly ask, why is there a waning interest in IBRD 

lending?  

Slide - IBRD – Changing Lending Volumes 

 

 

Lending has waned for essentially the following reasons:-  

Slide 10   IBRD – List of Factors Influencing Lending  

(1) Delays arising from project preparation, 

(2) The high cost imposed by conditionalities  required by the Bank, 

(3) Disagreement between government and Bank on development priorities –       

IBRD/IDA,  FY95-05 

Number of Operations
FY95 FY96 FY97 FY98 FY99 FY00 FY01 FY02 FY03 FY04 FY05 1

IBRD 135 129 141 151 131 97 91 96 99 87 118
IDA 108 127 100 135 145 126 134 133 141 158 160
Total 243 256 241 286 276 223 225 229 240 245 278

Commitments ($ billion)
FY95 FY96 FY97 FY98 FY99 FY00 FY01 FY02 FY03 FY04 FY05 1

IBRD 16.9 14.5 14.5 21.1 22.2 10.9 10.5 11.5 11.2 11.0 13.6
IDA 5.7 6.9 4.6 7.5 6.8 4.4 6.8 8.1 7.3 9.0 8.7
Total 22.5 21.4 19.1 28.6 29.0 15.3 17.3 19.5 18.5 20.1 22.3

IBRD/IDA Commitments by Instrument Type ($b)
FY95 FY96 FY97 FY98 FY99 FY00 FY01 FY02 FY03 FY04 FY05 1

Policy-based/Adjustment 5.3 4.5 5.1 11.3 15.3 5.1 5.8 9.8 6.0 6.2 6.6
Investment 17.2 16.8 14.1 17.3 13.7 10.2 11.5 9.7 12.5 13.9 15.7
Total 22.5 21.4 19.1 28.6 29.0 15.3 17.3 19.5 18.5 20.1 22.3

IBRD/IDA Number of Operations by Region
FY95 FY96 FY97 FY98 FY99 FY00 FY01 FY02 FY03 FY04 FY05 1

AFR 58 53 48 59 54 69 60 65 61 68 76
EAP 43 46 37 45 55 28 24 27 24 30 38
ECA 58 61 67 69 74 47 54 48 54 52 59
LCR 52 54 52 68 51 40 50 53 53 50 58
MNA 14 21 18 20 24 18 14 14 17 11 13
SAR 18 21 19 25 18 21 23 22 31 34 34
Total 243 256 241 286 276 223 225 229 240 245 278

IBRD/IDA Commitments by Region ($b)
FY95 FY96 FY97 FY98 FY99 FY00 FY01 FY02 FY03 FY04 FY05 1

AFR 2.3 2.7 1.7 2.9 2.1 2.2 3.4 3.8 3.7 4.1 3.9
EAP 5.7 5.4 4.9 9.6 9.8 3.0 2.1 1.8 2.3 2.6 2.9
ECA 4.5 4.2 5.1 5.2 5.3 3.0 2.7 5.5 2.7 3.6 4.1
LCR 6.1 4.4 4.6 6.0 7.7 4.1 5.3 4.4 5.8 5.3 5.2
MNA 1.0 1.6 0.9 1.0 1.6 0.9 0.5 0.6 1.1 1.1 1.3
SAR 3.0 2.9 2.0 3.9 2.6 2.1 3.2 3.5 2.9 3.4 5.0
Total 22.5 21.4 19.1 28.6 29.0 15.3 17.3 19.5 18.5 20.1 22.3
1 Includes IBRD/IDA Guarantees and Guarantee Facilities
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e. g. Bank’s past unwillingness to do infrastructure projects 

(4) Assertiveness of independent nations identity and thus avoidance of a 

dependence on an international organisation, and  

(5) Borrower’s desire to develop a reputation in the capital markets for reliability 

and credit-worthiness. 

 

 

The Bank has taken steps to address concerns raised by borrowers and is now 

prepared to look at the use of country owned safeguards (this minimizes the need for 

the Bank to implement its own safeguard measures before a loan is made and avoids 

the duplication of existing safeguards already implemented by the borrower).  This 

saves both costs and time in the processing and implementation of new projects.  In 

addition, the Bank is now prepared to look more favourably at infrastructure projects.  

The renewed interest in infrastructure was confirmed by President Wolfowitz in his 

address to the Board of Governors of the World Bank at the last Annual Meeting in 

late September.   The most recent financial statements issued by the Bank show 

clearly an increase in IBRD lending as can be seen in the table.  However, in real 

terms, lending has declined significantly over the last 10 years.   

 

IDA: 

Moving on to IDA, this is the window of assistance available to the poorest of the 

poor countries.  There is a boundless demand for this form of financing as it is highly 

concessional.  For most borrowers there are few other options and they are prepared 

to borrow despite actual and perceived difficulties in the process of borrowing from 

the Bank.  The level of IDA resources available to a member country is a function of 

population, GDP and performance which is measured on a standardising basis across 

all IDA borrowing countries.  In my view, while I support the idea of rewarding good 

performance, there are certain perverse outcomes creeping into the system.  The 

incentives to encourage improved governance and capacity building are in some 

instances sending confusing messages to the better performing countries (better 

performing countries are eligible for increased financing whereas poor performers get 

grant financing).  The existing incentives are tending to punish those economies 

which are not improving quickly enough (e.g. Mongolia & Cambodia) because the 
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global pool of IDA resources available for allocation according to performance are 

disproportionately to the larger successful economies such as Vietnam and 

Bangladesh leaving less resources for the smaller IDA borrowers.  These practices 

should be reviewed at the mid-term review scheduled next year.   

 

IFC: 

The IFC is the private sector window of the Bank and has recently enjoyed 

spectacular success.  This year its profit was just over $2 billion.  There is an 

increasing demand for IFCs products and services but it is important that its activities 

do not crowd out the private sectors in the countries in which it operates.  Recent 

initiatives in respect of frontier countries particularly in Africa are welcomed as are 

the new products in sub-sovereign financing (local bodies and semi-government 

instrumentalities).  

 

The IFC, as a result of introducing the Equator Principles, is having a positive 

influence on world financiers who are now demanding the same environmental 

standards in respect to projects they are financing.  The standards are derived from 

IFC’s own safeguard policies.  Over 24 financial institutions have now adopted the 

principles and I should imagine this number will continue to grow as financial 

institutions strive to improve their image as good corporate citizens and also wish to 

protect themselves against legal claims for negligence or breaches of law both of a 

domestic and international nature.   

 

Strategic Direction: 

Pulling my observations of IBRD, IDA and IFC together in a strategic sense you will 

observe the emergence of certain agencies within the Bank group as being more 

successful than others in adapting to the changing circumstances of the countries in 

which they operate.  In particular, the success of IFC stands out and highlights the 

desire by borrowing countries to strengthen their private sectors and thus make them 

the engines of growth within their economies  

 

IDA is also a success story in terms of achieving greater developmental impact per a 

dollar of expenditure and per a dollar of loan.  Measures of quality at input and exit 

have gone up and the incentives available for improved performance are much more 
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transparent.  However, it is disappointing to observe that few countries have 

graduated from IDA and those that have are still vulnerable to slipping back. 

 

IDA has improved the range of modalities available to borrowers and has now both 

the capacity to make loans or grants depending on the financial circumstances of the 

borrower concerned.  It has also introduced a comprehensive results based analytical 

framework against which IDA effectiveness can be measured both within and across 

countries.   

 

The big issue facing IDA relates to the G7 proposal to write off loans equivalent to 

approximately half of IDA’s balance sheet.  This action will prove problematic in 

terms of the long-term survival of the Association.  Over the medium-term additional 

resources will be critical to its survival.  Hence the call by many countries for a 

formal commitment to the replenishment of the written-off loans.  As in the past, the 

US has been persuasive in arguing that the question of replenishment be raised in the 

context of actual demand at the time of need..  There is some logic to this but I worry 

that the replenishment is not just about the availability of fresh capital but also the 

need to compensate the Bank for the foregone margin payable annually on the debt 

that has now been written-off.  IDA fees now cover more than 50% of the Bank’s 

administrative budget of $2 billion (including superannuation payments).  

 

I can only imagine that the topping up of fees for the purposes of covering the Bank’s 

administrative budget will result in yet another layer of budget negotiations, this time 

involving donors, and diminish even more the role of the Board.  I would not wish to 

be President Wolfowitz when he is asked to justify on a line-by-line basis his annual 

administrative budget to the French! 

 

IBRD is transferring much of its surplus to IDA (approximately 40% after allocation 

to reserves) and if IBRD’s financial performance can be lifted then it can carry a 

bigger burden of the administrative budget.  However, for this to change significantly 

the Board will need to move assertively and push the importance of lending and at the 

same time agree to a more modest role for the “knowledge Bank”. 

 

For the first time in many years the Bank last year failed to maintain its capital in real 

terms.  It would have required an additional transfer to reserves of approximately 
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$400million for this to be achieved.  It would be of concern if this were to become a 

long-term trend as the work of the Knowledge Bank is financed from this source.  

However , Board and management have agreed a zero real increase in the 

administrative budget over the next 3 years and hopefully this action in combination 

with an increase in interest income will lift the financial performance of the Bank.  It 

is imperative that the Bank focus on its core mandate of providing low cost patient 

capital to its client countries and at the same time uses its considerable knowledge to 

build human and physical capacity to sustain and grow client country economies.  In 

my view, it should avoid mission creep and focus on improving the execution of the 

agenda already approved by shareholders.  In this context, donor shareholders need to 

be more understanding of the constraints facing client countries and allow the Bank to 

take risks in the delivery of its products and services.   

 

In particular, it is important to start supporting the safeguards already existing within 

a country and trust that they will be properly enforced.  Why should there be an 

inconsistency in attitude between say writing-off HIPC debt without conditionality 

and thus placing trust in HIPC countries to do the right thing for their poor and yet at 

the same time not trust MICs to properly apply their own environmental regulations 

or other safeguards where they exist.   

 

Conclusion: 

To conclude, the Bank will be greatly challenged over the next few years as it 

struggles to accommodate in both an operational sense and within the governance 

structure the rapidly growing middle income countries such as Brazil, India, China 

and Russia.  As these economies expand there will be calls for them to have greater 

voice in the Bank.  At the same time the commodity boom will change the economic 

prospects for many African and South American countries and challenge the Bank’s 

capacity to address environmental and, governance issues arising – especially 

corruption – if it involves itself in the financing of such projects.  An added 

complexity here will be the influence of the major shareholders vying for access to 

commodities and using the Bank as a tool for assisting or hindering competition.  In 

addition, it is important for the Bank to find an independent voice from that of the 

IMF.  The Bank’s reputation suffered heavily in the Asian crisis and its reliability as a 

partner during a time of crisis has been closely scrutinised and commented upon.  The 

current build-up of massive foreign reserves by many Asian countries can be 
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attributed in part to the contagion and the perceived failure of the IMF to protect their 

interests.  The Bank needs to establish consistent and enduring relationships with 

member countries on an ongoing basis as the cost of re-engagement is costly to the 

whole of the international community. 

 

On a positive note, the Bank has an enormous capacity and financial strength to 

engage issues on a global basis and if it can remain on tract in the delivery of its 

mission then its future is secure and the world will be a better place.  There are many 

exciting developments in which the Bank can play a major role from trade 

liberalization to environmental management.  In addition, its expertise in such areas as 

its Treasury operations is now sought by the most successful of the Bank’s borrowing 

clients.  This is a model of engagement that will hopefully be scaled up elsewhere in 

the group.   

 

I trust this broad sweep of Bank operations has raised your curiosity and I am looking 

forward to answering any questions you may have.   

 

 

 

 


