
DEVELOPMENT COMMITTEE
(Joint Ministerial Committee

of the
Boards of Governors of the Bank and the Fund

On the
Transfer of Real Resources to Developing Countries)

SIXTIETH MEETING
WASHINGTON, D.C. – SEPTEMBER 27, 1999

DC/S/99-35

September 24, 1999

STATEMENT BY DR. AHMAD MOHAMED ALI

PRESIDENT, ISLAMIC DEVELOPMENT BANK



STATEMENT OF DR. AHMAD MOHAMED ALI
PRESIDENT, ISLAMIC DEVELOPMENT BANK

The Development Committee, as an epic development forum, has always

assumed special significance for development planners and practitioners around the

globe. The meetings of the Committee provide opportunities to interact on issues

related to the direction of the world economy and the efforts needed at different levels

to overcome the challenges of development.

The Sixtieth Meeting of the Development Committee is taking place at a time

when the world economy is gradually adjusting to the effects of sharp fluctuations in

the financial and capital markets in different parts of the world, the emerging markets

are continuing to learn how to deal with the destabilizing effects of globalization, and

major producers of commodities and other natural resource-based exportables are

struggling to preserve their developmental gains that are threatened by frequent price

fluctuations of their exports. While most industrial economies in North America and

Europe have been relatively quick to recover from the after-effects of Asian crisis, the

emergence of similar crises in economies such as Russia and Brazil, poor performance

of stock markets in most parts of the world during 1998, and in the early 1999, the

prospects of slow growth in major economies such as China, and the persistence of the

of the adverse social and economic effects of financial crises in some of the emerging

economies can hardly be overlooked.

From the point of view of most developing economies what is of crucial

significance is the impact of global developmental efforts on poverty, hunger,

malnutrition and the overall level of human development. Lack of any major

breakthrough on any of these issues in the least developed countries and reversal in

earlier gains in some of the emerging economies, call, once again, for having a fresh

look at the global development framework, in particular the trade and investment

relationships, as well as the efforts made at the national and multinational levels to

overcome those challenges. The performance of the member countries of the Islamic

Development Bank (IsDB) has continued to be in low-key as two of its large and

economically vibrant members suffered negative growth during 1998, a trend which is

yet to be adequately reversed in the case of Indonesia. Some other major economies of
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IsDB member countries also experienced low or negative growth in 1998 and have yet

to achieve any meaningful export diversification in order to ensure stable economic

growth. Some other IsDB member countries have experienced further macroeconomic

imbalances due to certain strategic initiatives leading to adverse international reactions.

Consequently, the growth rate of our member countries which was 4.4 percent in 1997

dropped to negative 0.3 percent in 1998. It is, however, expected to be positive again in

1999. This significant downturn in GDP growth of our member countries is obviously a

source of concern for the IsDB. But of greater concern to the IsDB are the poverty in its

member countries in general, and in the Least Developed Member Countries and those

affected by indebtedness, and erosion of resource on account of adverse trade and

financial conditions to sustain their development efforts in particular. Of equal concern

to the IsDB are the issues related to trade and development as a number of its member

countries depend heavily on trade for their economic progress.

As regards the flow of financial resources to the developing countries, it has

been noted that the net private flows, which are the most important component of

resource flows to these countries, dwindled from their level of US$ 139 billion in 1997

to US$ 65.8 billion in 1998. However, they are projected to increase to US$ 116.1

billion in 1999. Net foreign direct investment (FDI) which amounted to US$126.5

billion in 1997, dropped to US$ 108.2 billion in 1998 and is projected to drop even

further to US$ 97.8 billion in 1999.

 While the marked increase in private capital flows to developing countries which,

by the way, is directed mostly to the emerging market economies, is most welcome,

serious concern arises with respect to the steady decline in net concessional flows which

are critically important to IsDB member countries, especially the least developed. Total

net official development finance (ODF), including official development assistance (ODA),

decreased from US$ 71.2 billion in 1995 to US$ 69.5 billion in 1996 and further to US$

67.6 billion in 1997. Total net ODA flows, which represent over 80 per cent of ODF

flows, decreased from US$ 59.2 billion in 1995 to US$ 57.7 billion in 1996 and to US$

56.5 billion in 1997.

The continued decline in ODA flows and the bleak outlook for any trend reversal

in 1997 and 1998 reflect budgetary difficulties as well as aid fatigue in most donor
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countries. This downward trend indeed may almost nullify the commendable structural

adjustment efforts already being undertaken by an increasing number of low-income

developing countries.

In the face of the above situation, the IsDB fully endorses the efforts of the

Ministers of the Group of Twenty Four (G-24) and the Development Committee of the

World Bank and IMF to ensure continuity of IDA lending. For its part, the IsDB has

already taken decisions to increase the level and effectiveness of its assistance to its

member countries and is looking for ways and means of increasing its concessional flows

to the Least Developed Member Countries (LDMCs).

Against this backdrop, the agenda of Sixtieth meeting of the Development

Committee is of a great significance to the IsDB and its member countries. It is very

comprehensive and covers wide ranging subjects of both perennial and current in

nature such as Highly Indebted Poor Countries (HIPC) Initiative, Support to

Strengthening International Architecture, Report of the Small Scale Task Force, and

Developing Countries and the International Trade Agenda.

Let me share with you the views of the IsDB on the agenda of our meeting. I

would like to start with the last item i.e. the Developing Countries and the International

Trade Agenda.

Developing Countries and the International Trade Agenda

In the views of IsDB the basic challenge facing WTO members is to craft an

agenda for the new global trade negotiations that would provide the broadest

participation and the greatest potential for agreement on significant new trade reforms.

Given the diverse and often divergent trading interests of key WTO members, the

agenda will need to be broad ranging. At the end of the global trade talks, developed

and developing countries alike must be able to “take home” some of their negotiating

priorities. In other words, the agenda must hold the promise of something for everyone

so that countries can attract domestic political support for participating in the

multilateral trade talks and for reforming their own trade barriers.
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At first glance, it might be argued that the problem is already solved because the

built-in agenda provides an agreed mandate for new negotiations in critical areas such

as agriculture and services. To be sure, agriculture and services do provide the twin

pillars of new WTO negotiations. However, even with the addition of industrial tariffs,

these subjects would not comprise a “critical mass” of issues that could yield agreement

to liberalize long entrenched trade barriers.

As a practical matter, countries will agree to reduce their hard core trade

barriers only if they receive reciprocal reforms of foreign barriers that provide

substantial benefits to their exporters, thus creating a counter-balancing political force

to their protectionist lobbies. Sectoral talks do not provide sufficient scope for such

trade-offs because policy makers have to match winners and losers within each sector.

Global trade talks would thus need a broad based agenda that may provide cross sector

trade-offs. The Uruguay Round result would have been much more limited, had there

been no broad based agenda of trade reforms.

Accordingly, the international trade agenda for future multilateral trade

negotiations needs to be comprehensive if the new negotiations in the so-called

Millenium Round are to succeed. Developing countries would expect that in the

Millenium Round commitments on the part of developed countries include significant

reduction in hard core trade barriers in areas such as agriculture, textiles, petroleum,

etc.

On this occasion it may be worthwhile to mention that out of 53 member

countries of the Islamic Development Bank, 33 countries are members of World Trade

Organization and 9 others have observer status in the WTO. The IsDB is trying its best

to provide the necessary assistance to its member countries to prepare them for the new

multilateral trading system. The main focus of the Bank’s WTO-related activities

during the recent years has been on assisting the members countries in better

understanding the Uruguay Round Agreements, creating awareness about the

implications of the new multilateral trading system, and in capacity building in these

countries to meet the challenges stemming from the implementation of these

agreements. The Bank has been doing so through organizing seminars, workshops, and

training courses. Since the signing of the Uruguay Round Agreements and the

establishment of the World Trade Organization, the IsDB has organized more than ten
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seminars / workshops covering a wide range of topics. It has also organized Trade

Policy Courses for its member countries in collaboration with the WTO. In addition,

the Islamic Development Bank is also organizing seminars on Technical Barriers to

Trade and Sanitary and Phyto-sanitary Measures. These seminars are being organized

in collaboration with the International trade Centre (ITC), Geneva.

The second major area in which the Islamic Development Bank is helping its

member countries is their preparation for the WTO Ministerial Conferences and future

multilateral trade negotiations. The Bank has organized a number of consultative

meetings of senior officials from the member countries to assist them in preparing for

the First as well as the Second WTO Ministerial Conferences. Work is currently under

way for holding similar meetings before the Third WTO Ministerial Conference. To

assist the member countries for the future multilateral trade negotiations, studies have

been undertaken on selected topics in collaboration with UNCTAD. The reports of

these studies have been made available to the member countries and they will be

discussed in the IsDB Consultative Meeting in October 1999.

In addition to seminars, training courses, and consultative meetings, the IsDB

has received specific technical assistance requests on WTO-related matters from a

number of member countries. Several of these projects are currently under process. It is

hoped that the Bank’s WTO-related Technical Assistance Programme would enhance

the capacity of member countries to derive maximum benefits from the Uruguay Round

Agreements.

It may also be mentioned here that the Islamic Development Bank already has

observer status in the Trade and Development Committee of the WTO and it has

applied for observership in the following WTO Councils and Committees:

 −  General Council
 − Council for Trade in Goods
 − Council for Trade in Services
 − Council for Trade in Intellectual Property Rights
 − Committee on Trade and Environment.

Observer status in these Councils and Committees will enable the IsDB to keep abreast

of the new developments and thus to better serve its member countries.
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Highly Indebted Poor Countries (HIPC) Initiative

The Islamic Development Bank has at the outset supported the HIPC Initiative

and is fully committed to its broad objectives. The international financial community

has embarked on a commendable task to assist the heavily indebted poor countries on

achieving debt sustainability and more importantly strengthen the linkage between the

debt relief mechanisms and poverty alleviation.

The modifications that are being considered to enhance the effectiveness of the

HIPC Initiative are very challenging and far-reaching. This will give a greater impetus

to the commitment of these countries in raising the standard of living of the population

as a whole. The Initiative is of course an integral part of the reform programmes

aiming at reducing the poverty levels in the concerned countries. In terms of faster,

deeper and broader relief, the Enhanced Initiative is a reconfirmation of the firm

commitment of the international financial institutions towards the efforts being

undertaken by the countries in the attempt to redirect their scarce financial resources to

those sectors of the economy which would impact directly on the lives of their people.

We believe that the Enhanced Initiative should avoid excessive conditionality

and allow for greater flexibility particularly for post conflict countries. It should also

avoid the lack of ownership. The eligible countries may be allowed to reach their

decision and completion points with a macroeconomic program that is broadly on

track and is part of the country’s overall development program.

The financial implications of an enhanced Initiative will have to be seriously

considered and quantified. This will call for an equitable debt burden sharing amongst

the various multilateral creditors and a feasible financial framework to be developed

and implemented alongside the enhanced mechanisms of the Initiative. Alternative

financing options will have to be addressed in order to enable the Multilateral

Development Institutions to meet the new challenges and the additional demands on

their resources available to them whilst maintaining the financial integrity of their

institutions. The IsDB is also supportive of such mechanisms that will remove

obstacles faced by HIPCs that have demonstrated a strong commitment to structural

reforms.
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The Islamic Development Bank is committed to combat poverty, promote

human resources development and capacity building and this commitment is reflected

in the Bank's focus on such priority sectors as agriculture and food security, small and

medium scale industries, education and health, and transport and communication. The

IsDB emphasizes investments in education and health with a view to enhancing

national capacity building efforts and to promoting greater access to better quality of

basic health services. The Bank has also established a special account for the Least

Developed Member Countries. The objective of this programme is to help these

member countries in meeting urgent and basic needs of the people, specially those of

the poor by: (i) increasing their productivity, income, and opportunities for

employment;  (ii) providing outlets, specially for the rural poor, so as to enable them to

market their products and secure access to inputs and consumer goods; and

(iii) improving their quality of life through access to education and health facilities. It

is hoped that IsDB’s participation in this Initiative will further strengthen its efforts in

the area of poverty alleviation.

The Islamic Development Bank has, under the present framework of the

Initiative, successfully implemented for Uganda, being the first country to qualify

under the HIPC Initiative, the debt relief which has been agreed upon by the esteemed

country. In this respect we are currently in the process of preparing the final agreement

to deliver the relief. We look forward along with other multilateral creditors to the

country embarking on a sustainable path of economic growth and development.

The results of the Initiative will have to be measured and performance

indicators will have to be monitored to ensure that the relief granted is used efficiently

and having the expected desired social outcomes.

Strengthening International Architecture

The IsDB also feels the need for reform and strengthening the present

international financial architecture particularly after the Asian financial crisis which

seriously affected some of the largest and rapidly growing economies of its member

countries in the region. While it may be true that domestic financial institutions and

policies should be strengthened to avoid such crises in future, the Bank finds it equally

important that there should be greater discipline in the flow of financial resources at the
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international level. The Bank noted that the growth of financial sector in most East

Asian economies was detached from the growth in the real sector and there was an

excessive and unregulated speculation affecting the international portfolio investment

which contributed in sharp fluctuations in the financial and capital markets in these

economies. Therefore, for ensuring stable financial growth and capital movements,

some mechanism and understanding at the international level needs to be developed to

streamline speculative transactions and financial flows. On this occasion it may be

worthwhile to mention that the modes of financing by the IsDB such as leasing,

installment sale, equity financing etc. are designed to finance actual transactions and

have little room for any speculative behavior. Therefore, while reforming the

international financial architecture it may be worthwhile to see how some of the IsDB

modes of financing could contribute in this process.

Actions Related to Small States

  The IsDB welcomes the initiative concerning the small states particularly that  it

would benefit four of its member countries, namely Comoros, Djibouti, Maldives, and

Suriname. The IsDB has already recognized the special needs of Small States among its

member countries and provided financial assistance on highly concessional terms.

Accordingly, of the total financing extended to the said member countries amounting to

US$ 87.43 million till the middle of April 1999, around 60 per cent was either loan

carrying a nominal administrative fee or outright grants.

In term of further steps in this area, the IsDB is of the view that because of

smallness of the states, action plan for them could be made as comprehensive as

possible. The areas of assistance could be selected from sectors such as health services,

education, housing, sanitation, water supply, and nutrition. Here, the direct

improvement of the living standard of the people could be used as one measurement for

the success of the operations of a multilateral development institution.

In addition, for developing the operational plan for any small state, intensive

study and first hand inquiry of the pressing problems facing the majority of the

population would be highly useful. The inquiry should include as broad development

participants as possible from government, non-government organizations, and others.
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Regular evaluation of the impact of the projects on the level of development in the

small states would also be required.

Finally, in the small states, the private sectors usually are also small; some of

them can even be considered as micro-enterprises. In most cases, small private sectors

cannot even have an access to existing financial sectors. Thus, the MDBs could further

extend their role in this area through the facility of micro financing. At the same time,

they could possibly also pave the way, through partnership with the related authorities

for the creation of business friendly environment in these states.

These are some of the thoughts that I wanted to share with you on the agenda of

our meeting. I am sure that, as in the past, the outcome of this meeting will further

strengthen international cooperation for achieving sustainable economic development

and social progress in our member countries.

--------------------------------------------
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