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The agenda of the Sixty-Third Meeting of the Development Committee covers items with
special significance to the World Bank Group such as its strategy in middle-income countries
and in leveraging trade for development as well as its policy in financing global public goods
and enhancing action against HIV/AIDS. As usual, the agenda also covers items related to
World Bank collaboration with the IMF such as supporting low-income and post-conflict
countries within the PRSP/HIPC Framework, and promoting the integrity of the international
financial system. All these issues are also of significance to the Islamic Development Bank
(IsDB) since they are highly relevant to its member countries. Accordingly, the IsDB would like
to share its views on the agenda of this important meeting after briefly assessing the performance
of its member countries during last year and giving some observations on the recent trends in the
transfer of resources to developing countries.

According to available data, during the year 2000, the world economy has continued to
recover its growth momentum after it had slowed down due to earlier financial crises in East Asia
and other emerging economies. The GDP growth rate accelerated in developing as well as in
developed countries to 5.4 per cent and 3.6 per cent respectively.  With the global economic
recovery, world trade also increased by 10 per cent in 2000, which is double the rate recorded for
1999.

This favourable global economic environment helped IsDB member countries improve
their overall economic performance. The GDP of these countries reversed its downward trend
with a growth rate of 4.5 per cent in 2000. In particular, the growth of IsDB least developed
member countries (LDMCs)1 was even higher at 5.2 per cent during 2000. As a result, the trade
balance position of IsDB member countries as a group improved significantly from a surplus of
US$38.6 billion in 1999 to a surplus of US$66 billion in 2000. Regarding the trade balance of the
LDMCs group, its chronic deficit position persisted but decreased to US$7.9 billion in 2000 due,
among others, to better international primary commodity prices.

Despite these improvements, developing countries, including IsDB member countries
continue to face many challenges. In particular, they continue to rely on external flows of
resources for the success of their structural reforms and developmental efforts. The IsDB
welcomes the increase in net long-term resource flows in 2000 resulting from the doubling in the
annual growth rate of world trade as well as better economic performance in terms of GDP
growth in both recipient and donor countries. This increase reflects the growing importance of
resource flows from international capital markets, which continue to constitute the second largest
source of finance for developing countries. During 2000, these flows have increased
significantly,  in terms of commercial bank loans, bonds, and portfolio equity.

Conscious of the importance of these flows for its member countries, the IsDB organized
its last Annual Symposium in conjunction with the Annual Meeting of its Board of Governors
on” Resource Mobilization from Capital Markets for Financing Development” in Beirut,
                                                
1 The LDMCs include 20 countries classified as Least Developed Countries by the United Nations. Twenty-three

LDMCs of IDB are Afghanistan, Bangladesh, Benin, Burkina Faso, Chad, Comoros, Djibouti, The Gambia,
Guinea, Guinea-Bissau, Maldives, Mali, Mauritania, Mozambique, Niger, Senegal, Sierra Leone, Somalia,
Sudan, Togo, Uganda and Yemen.  As a special case, the State of Palestine is also treated as an LDMC by the
IsDB.
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Lebanon, in November 2000. The Symposium stressed the fact that the mobilization of financial
resources at both the domestic and international level will continue to be a major priority issue in
the development process during the coming decade. While recognizing that the traditional
sources of funds cannot meet the increasing investment needs of member countries, it
recommended that an adequate market-oriented strategy for mobilizing resources by these
countries as well as by the institutions supporting them should be adopted. In this regard, the
Symposium concluded that any significant contribution of the IsDB in growth and economic
development in its member countries will ultimately depend on its ability to mobilize resources
at competitive rates from the markets.

However, while welcoming the increase of resource flows from international capital
markets, the IsDB continues to share the deep concern arising from the decline of official
development finance (ODF) for the second consecutive year from US$47 billion in 1999 to
US$39 billion in 2000. In this respect, the IsDB understands that ODF flows may be restricted by
the domestic fiscal situation in donor countries, but it does not fully share the skepticism over
effectiveness of aid which remains crucial for many developing countries, particularly the least
developed ones.

In 2000, foreign direct investment (FDI) to developing countries also decreased slightly
to reach the volume of US$178 billion reflecting mainly less privatization operations in these
countries. Although this is the first decline during the decade, the share of developing countries
in world FDI flows has started decreasing since 1997 from the level of 36 per cent to only 16 per
cent in 2000. In addition, low-income countries, particularly in Africa region, continue to receive
a small portion of FDI flows which are concentrated in very few middle-income countries.

Strategy in Middle-Income Countries

As far as the first item on the agenda is concerned, the IsDB supports the efforts to reduce
poverty not only in low-income countries, but also in middle-income countries where the
proportion of the world’s poor people is high. In this regard, it is to be noted that the IsDB
remains committed to assist its member countries in the middle-income group2.  While the IsDB
believes that the approach should be different from the one adopted for low-income countries, it
considers that more efforts are needed to appropriately operationalize the suggested strategy
because of the important diversity characterizing the group of middle-income countries. It shares
the opinion that this needs, among others, strengthening the Country Assistance Strategy
exercise, systemizing the work at sectoral level, and developing financial products suitable to the
needs of these countries. In particular, it endorses the idea of inviting countries to present their
vision of development in the form of a Letter of Development Strategy which may constitute a
basis for support from all development partners.

However, the IsDB considers that, in middle-income countries, the private sector can also
play an active role, in measures related to reducing poverty and promoting human development.
In this regard, IDB has taken a number of initiatives, particularly introduction of new instruments
                                                
2 IsDB defines its middle-income member countries having per capita income of US$ 726-1500.
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so as to attract private sector participation towards this end.  Specifically, IDB during 2000-01
established an international fund targeted at poverty reduction through provision of relief in the
form of commodities and services, and supporting socio-economic institutions.  In addition, the
Bank initiated a programme during 1999-2000 to finance small and micro-enterprises in IDB
least developed and low-income member countries3, with a view to generating economic
activities at the grass-root level and also to redress poverty in the target group.

Support for Low-Income Countries

PRSP/HIPC Initiative

Concerning the second item on the agenda, the IsDB welcomes the overall approach and
specific proposals of the World Bank Group in favor of low-income countries, as adopted by the
Development Committee on 25 September 2000 in Prague. In this context, it seems that the
changing paradigm for development assistance reflects better the lessons of experience and
responds better to new needs for development services. No doubt, poverty reduction should be
acknowledged as the central objective of development assistance in low-income countries. It is
expected that both the recently launched Poverty Reduction Strategy Paper (PRSP) exercise and
the Enhanced HIPC Initiative will help these countries in adopting adequate policies for reducing
poverty and making more effective use of external financial assistance.

In this area, the IsDB looks forward to enhancing its cooperation with the World Bank
Group and other development partners to strengthen its diagnosis and other economic and sector
work, particularly its Country Assistance Strategy Study (CASS) exercise. This will ensure that
the IsDB assistance is consistent with the needs and objectives of its member countries,
including in the priority area of poverty reduction. Although, in many low-income countries, the
degree of deprivation, reflected in low incomes, low access to safe water and sanitation, low
enrolment rates in primary education and low literacy rates, is very high, an enhanced
partnership may help meeting the international development goal of reducing poverty by half
within a reasonable timeframe.

Within the framework of this partnership for development, the IsDB is keen to learn from
PRSP experience and improve its approach in alleviating poverty in its member countries.
Currently, it emphasizes investment in education and health, capacity building efforts and
promotion of greater access to better quality of basic health services. Participation in poverty-
targeted operations in the form of pilot projects in Social Fund for Development with member
countries such as Yemen and Egypt as well as in other demand-driven activities might provide
operational basis for future alliance with sister development institutions.

As regards the implementation of the Enhanced HIPC Initiative, the IsDB agrees that
more concrete results may be obtained if the Initiative is adequately linked to PRSP exercise. In
order to benefit from the sizeable debt relief, it is vital for beneficiary countries to utilize
resources now available for poverty alleviation and human capital development, and adopt
policies that will create the basis for sustained economic growth. In this context, it is important to

                                                
3 IsDB defines its low-income member countries having per capita income upto US$ 725.
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solve the issue of funding the Initiative and ensure that this funding is actually additional and
does not crowd out other official aid flows of donor countries.

While reiterating its participation in the Enhanced HIPC Initiative, the IsDB will continue
to use re-scheduling as the modality for delivering its share of debt relief on case by case basis. It
has already approved and implemented debt relief for Uganda which is the first member country
to benefit from debt relief. Debt relief package is also approved for Burkina Faso, and it is
expected that the IsDB will consider, during the current year, the cases of Mali, Mauritania,
Benin and Senegal.

Assistance to Post-Conflict Countries

Besides increasing poverty, the IsDB also expresses its profound concern about the
proliferation of conflicts in developing countries in general and in LDCs in particular. No doubt,
these conflicts constitute one of the major constraints to achieving the basic mission of fostering
economic development common to all multilateral financing institutions. It welcomes the joint
efforts by the World Bank Group and IMF aimed at helping these countries breaking the cycle of
violence, low growth and poverty. It understands that greater technical assistance, which these
countries urgently need, will require new solutions for ensuring the necessary funding. Provision
of relevant technical assistance should help post-conflict countries benefit from net positive
transfer of resources for seeding socio-economic recovery and development.

In this context, the IsDB supports the idea to provide special treatment to post-conflict
countries within the HIPC Initiative in terms of ensuring timely and adequate debt relief. Among
others, an early decision point for these countries combined with a relatively longer interim
period may be given.  In addition to debt relief, IsDB is keen to take into account in its
operational programmes urgent needs of member countries related to reconstruction of damaged
facilities of health, education and basic development infrastructure.  Also, IsDB stand ready to
cooperate with IBRD’s specific initiatives to address the needs of such countries.

Leveraging Trade and Development

Regarding trade and development, the IsDB broadly endorses the objectives and
approach of the World Bank. Helping developing countries to use the multilateral system to
expand trade, making greater use of the regional free trade arrangements, and supporting trade
related reforms at the national level are highly desirable objectives to enable these countries to
take advantage of new trade opportunities. Similarly, strengthening trade related capacity
building in the least developed countries (LDCs), and provision of greater market access by
developed countries would certainly assist them in their global integration and poverty reduction
efforts. Therefore, the IsDB welcomes this emphasis on issues related to trade and development
and increased commitment to support LDCs.
However, the IsDB believes that having greater market access to the developed countries is a
matter which interests all developing countries and should not be confined to LDCs only. Hence
some of the instruments identified in the World Bank document would be equally helpful to
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other middle-income developing countries. Similarly, most developing countries are facing
serious problems of preparing themselves for implications of globalization on their economies. A
major challenge for developing countries is to bring about necessary changes in their output and
trade structures in order to meet enhanced competition emanating from trade liberalization.
Their capacity to deal with the multilateral trade disputes is still very low. Therefore, there is a
need to recognize problems related to the implementation of multilateral trade system and to
provide adequate assistance to the developing countries to face the challenge of new trade
regimes.  The multilateral development financing institutions would be required to play more
active role in mitigating some of the these challenges; thus, enabling developing countries to
benefit from the emerging global trade opportunities.

For its part, the IsDB has always given a high priority in its assistance to the issue of
promoting trade and realizing its beneficial impact on economic development in its member
countries. At the regional level, the IsDB is currently implementing a multi-faceted 3-year trade
promotion program designed to achieve an increase in intra-trade among its member countries by
3 percentage points. At the global level, the IsDB embarked upon an extensive programme to
upgrade institutional and human resources of its member countries so as to enable them to
effectively participate in the multilateral trading system. Its WTO-related technical assistance
programme covers two set of activities: (i) those related to preparing member countries for
coordinating their positions on major issues in the context of WTO Ministerial Conferences as
well as the related multilateral trade negotiations; and (ii) other technical assistance activities
aimed primarily at national capacity building.  IsDB’s Technical Assistance Programme is being
implemented in close cooperation with WTO and UNCTAD.

Furthermore, the IsDB has endeavored through its trade financing operations to increase
trade in manufactured goods of its member countries in order to limit their vulnerability to
commodity price shocks and also to improve their terms of trade. In this regard, the IsDB
reiterate its support to the call of the UNCTAD X to formulate international competition policy
in order to increase market efficiency and improve prospects of market access of relatively small
producers of manufactured goods in international trade. In addition, the IsDB supports the
emphasis on removing anti-development bias in trade in services and the instruments envisioned
by the World Bank on promoting trade in services.

Global Public Goods

On this important issue, the IsDB agrees with the definition of global public goods and
stresses the importance of global collective action aimed at facing the emerging challenges. In
this context, the IsDB broadly agrees with the areas presenting several cross border externalities
identified by the World Bank for global collective action. Among these areas, creating and
sharing knowledge may be emphasized since knowledge constitutes a pure public good which is
critical for socio-economic development.

 However, while it is true that support to global collective action is not new, the IsDB
shares the view that new approaches and instruments need to be designed in order to reduce
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poverty significantly. This requires the mobilization of additional resources to participate in
collaborative partnerships at global levels. In this regard, the IsDB feels that the World Bank has
greater role to play in this area because of its comparative advantage in mobilizing and managing
large financial and knowledge resources at international level. However, this role should not be
incompatible with the view that the World Bank as well as each concerned institution should
confine their intervention to activities in areas that are within their mandate. Furthermore, besides
global collective action, the IsDB also stresses the importance of regional collective action.

In general, supporting global collective action is fully consistent with the promotion of
cooperation which constitutes the overarching development theme in IsDB’s Strategic Agenda.
In this respect, many actions have been already undertaken by the IsDB at various levels,
including cooperation with MFIs by maintaining close contacts with several multilateral and
regional financial institutions including the World Bank, the Asian Development Bank, the
African Development Bank, the European investment Bank (EIB), the European Bank for
Reconstruction and Development, FAO, IFAD, etc with a view to further expand its working
relationships and broaden its vision of economic development.

HIV/AIDS Action Program

 On this agenda item, the IsDB expresses its deep concern about the rapid spreading of the
epidemic since the last Spring Meeting of the Development Committee. According to available
data, about 3.8 million people were newly affected in Sub-Saharan Africa in 2000. During the
same year, around 3 million people died of AIDS. It is to be noted that this is happening despite
the growing global awareness and commitment, increased financial assistance, and rapid fall in
HIV/AIDS drug prices.

While the IsDB is fully aware of the negative impact of the rapid expansion of
HIV/AIDS on socio-economic development, it recognizes that greater efforts are still needed in
developing efficient programmes at the national, regional and international levels. To this end, it
is important to take into due consideration the actual factors explaining the deterioration of the
situation such as the increased incidence of sexually transmitted infections which constitutes the
most significant factor in almost all affected countries. In this context, it is hoped that the summit
on HIV/AIDS of the heads of African countries to be held shortly in Abuja, Nigeria, will adopt a
more concrete course of action.

For its part, the IsDB will continue to support its member countries in enhancing their
health infrastructure to deal with various diseases and health problems.  In particular, health
sector has been a priority sector under the LDMC Programme of the IsDB.   In this regard, IsDB
is actively cooperating with the WHO Regional Headquarter for Africa with a view to deepen the
understanding on ways and means to fight various diseases.

Harmonization of Operational Policies and Procedures

The IsDB welcomes the commitment of multilateral and bilateral donors to work together
as well as with countries with a view to reducing transaction costs for all, and particularly for
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LDCs. In this regard, the IsDB agrees that, in the current stage, the emphasis should be on
harmonizing operational policies and procedures. However, in order to achieve this objective, the
IsDB recognizes that more efforts are needed. In particular, stronger partnership requires a clear
division of labor which should inter alia better integrate small MFIs. In particular, since
harmonization will result in adopting good practice standards or common principles, these norms
and principles should not be imposed on small institutions, but rather developed through their full
involvement and participation.

For its part, the IsDB supports any action aimed at streamlining the development
assistance system by enhancing the effectiveness of all the agencies in supporting country
development. Concerning harmonization with MFIs and other international agencies, the IsDB
has already signed memoranda of understanding with the World Bank and other regional
development banks and specialized institutions. It has actively and regularly participated in
Heads of MFIs Meetings organized in conjunction with IMF/World Bank joint Annual Meetings.
The IsDB Group stands ready to actively participate in the existing technical working groups,
including on private sector oriented initiatives through its newly established Islamic Corporation
for the Development of Private Sector (ICD).

Concerning harmonization of operational policies and procedures among Islamic banks,
it is to be noted that the IsDB initiated cooperative efforts with Islamic banks with a view to
strengthening their activities both at national and international levels. This cooperation, among
others, has resulted in establishing new Islamic banks and financial institutions and developing
new financial products. More recently, in order to further activate and stimulate coordination
among Islamic banks and financial institutions, the IsDB has played a leading role in the
establishment of the General Council of Islamic Banks and Financial Institutions in 1999.

Besides establishing new Islamic banks and developing new modes of financing,
cooperation with Islamic banks has also resulted in the development of standards and procedures
for various financial products. In this context, the IsDB has also played a leading role in the
establishment of the Accounting and Audit Organization for Islamic Financial Institutions
(AAOIFI) in 1991. This important institution is playing a critical role in the codification of
accounting principles for the whole range of Islamic banking activities. It is an institutional
arrangement for self-regulating the financial reporting of Islamic banks and financial institutions
as well as the auditing practices of their external auditor. So far, AAOIFI has issued financial
accounting statements relating to the objectives and concepts of financial accounting for Islamic
financial institutions, many accounting and auditing standards, and a code of ethics for
accountants and auditors of Islamic financial institutions.  In addition, the IsDB accords urgent
priority to this matter because, among others, the liberalization of market access envisaged under
the provision of the WTO Financial Services Agreement makes it imperative for Islamic banks to
gain competitive strength vis-à-vis conventional banks.

Accordingly, in order to ensure the success and expansion of Islamic banks in the global
environment and seize the opportunity offered by the launching of new initiatives for
strengthening the architecture of the financial sector in different countries, the IsDB is playing a
leading role in the current wide-ranging consultative process among concerned stake holders to
set internationally acceptable and codified prudential framework for the Islamic banking
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industry. In this regard, establishment of a standard-setting regulatory institution for Islamic
banks, called Islamic Financial Services Board (IFSB), is currently under active consideration
among the central banks of Bahrain, Iran, Malaysia and Sudan, and other institutions, namely
IMF and AAOIFI. It is expected that IFSB will help in developing internationally acceptable
standards, such as prudential regulations and supervision standards, in key areas of the Islamic
banking industry. Obviously, development of regulatory standards for Islamic banks will
enhance the confidence of market participants and supervisory authorities at the international
level.

Promoting Integrity of the International Financial System

The IsDB fully supports the need for reforming 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. The IsDB feels that multilateral institutions with global financial and developmental
involvement have a greater role to play in this area. In this regard, the IsDB broadly agrees with
the areas of reforms identified by the World Bank and IMF. These include, corporate
governance, accounting and auditing, insolvency regimes, social protection, and financial and
corporate restructuring.

In our view, however, an important element to strengthen the international financial
system requires greater discipline in short-term financial flows.  It was 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.  In this context, 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 real or asset-backed transactions and have little room for any speculative
activity.  Therefore, while reforming the international financial  architecture, it may be
worthwhile to consider how widespread use of Islamic modes of financing could lessen the
scope for cross-border speculative transactions.

Public Debt Management

The IsDB supports the thrust of “Guidelines for Public Debt Management” prepared
jointly by the Bank and the Fund. Governments in IsDB member countries should seek to ensure
that their public debt is fundamentally sustainable and serviced at the lowest possible cost and at
a reasonable level of risk. This, naturally entails that stakeholders involved in this process
coordinate their policy actions to make them mutually supportive and conducive to more
efficiency in public debt management. In this regard, the IsDB understands that a good public
debt management system is one that would ensure prudent and efficient fiscal practices, greater
accountability and transparency, an efficient financial market, and a sound risk management
framework. In particular, risks inherent to public debt should be carefully and more regularly
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assessed. For that, an appropriate risk management framework with proper mechanisms for
assessing and controlling both domestic and external exposures and vulnerabilities should be put
in place.

However, in order to ensure sustainability of economic policies, it is also equally
important to keep public finance policies consistent with development objectives. Therefore, the
question is how to maintain the quality of government related services over the long term so that
the methods of raising revenues and allocating public spending promote rather than hamper
growth and poverty alleviation programmes. Since widespread poverty remains a critical
challenge of development policy,  an appropriately designed public finance policy can be a
powerful tool in achieving the objective of growth and to reduce incidence of poverty over time.

In sum, while the IsDB considers that these guidelines would be very useful in building
both institutional and operational capacity for public debt management in its member countries,
it warns against taking them as a “one-size-fits-all” prescription tool, particularly in the context
of its least developed member countries. Such countries would still want to know how they could
better manage their debt, lower issuance costs, minimize inherent risks, improve financial
intermediation, and enhance transparency and accountability. In other words, notwithstanding
their relative importance, these guidelines may be broad or lack the level of flexibility that makes
them suitable to country specifics, such as debt capacity and debt affordability, the ability to
reduce costs and manage risks, the quality of public service, and the level of financial
intermediation. Accordingly, the IsDB believes that technical assistance for capacity building
would help its member countries to better cope with their public debt management difficulties.

In sum, besides specific issues related to the activities of the World Bank and IMF, the
items on the agenda have provided the opportunity for the IsDB to give some thoughts
particularly on the need for better cooperation among development partners in order to reduce
poverty in all countries. The IsDB is confident that the discussion in the 63rd Meeting of the
Development Committee will contribute to enhancing the effectiveness as well as reducing the
transaction costs of development assistance, particularly for least developed countries.
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