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Because we believe in human dignity, America and many nations have acted to lift the crushing
burden of debt that limits the growth of developing economies, and holds millions of people in poverty.
Since these efforts began in 1996, poor countries with the heaviest debt burdens have received more

than $30 billion of relief. And to prevent the build-up of future debt, my country and other nations
have agreed that international financial institutions should increasingly provide new aid in the form of

rants, rather than loans.
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The full debate

The development environment has been changing — both the type and the destination of
flows to developing countries have dramatically evolved over the last decade.
Developing countries themselves have become more diverse. Meanwhile, _the challenge

for achieving the MDGs and the forthcoming completion of the HIPC initiative invites

us to think about the future of development finance.
In responding, development institutions face a major strategic challenge. Some suggest

that specialization might be the answer, arguing that IDA and multilateral development
banks should focus on grants and that there may be no rationale for concessional loans

to indebted developing countries. This seminar would explore the benefits of various

approaches to financial engineering and mixing of available financial instruments such
as grants, loans and guarantees. At issue is the development of new, collaborative

funding approaches that are adapted to the specific environment of individual
developing countries and to the various, public and private, stakeholders involved in
project and program finance.
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Chart 1

Aid and revenue effort
When countries receive more aid in the form of grants, their
domestic revenues decline.
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Sources: IMF, Government Finance Statistics database; OECD,

International Development Statistics database; and authors' estimates.
Mote: Simulations based on a doubling of aid flows.
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