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The Development  Committee  has always been an epic development forum 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 Sixty-First Meeting of the Development Committee is taking place against the backdrop of
change in leadership of the International Monetary Fund. Mr. Michel  Camdessus is leaving
behind a rich legacy of assisting  member countries in their periods of economic crisis. Indeed,
the crowning  achievement of Mr. Michel Camdessus tenure at the Fund was leading efforts to a
rapid economic turnaround of East Asian countries affected by financial and economic crisis in
1997. The IsDB extends felicitation to Mr. Horst Kohler to lead the Fund at the dawn of the new
millenium and profound exclusionary implications of globalization on many developing
countries. Mr. Kohler brings a very rich and diverse experience to steer the work of the Fund
towards integrating sustainable macroeconomic policies with the desirable goal of alleviating
pervasive poverty in many developing countries.  The leadership of both the World Bank and
IMF are engaged in spearheading efforts to reform and strengthen global financial and economic
architecture. We at the Islamic Development Bank wish to indicate our willingness to support
such initiatives.

This Meeting is being held at a time when the world economy is in the process of
recovering its growth momentum which slowed down due to sharp fluctuations  in the financial
and capital markets in different parts of the world  in the late 1990s, 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  exploring  ways and
means to preserve the value  of their  exports and maintain market stability for sustaining
positive trends in the  global economy. While most industrial economies in North America and
Europe have shown rapid growth  in the recent past, in several major economies and emerging
markets further growth trends remain uncertain. This is particularly because the pattern  of
growth among industrial countries has been unbalanced and there are concerns about the
eventual slow-down in the US economy which have  grown rapidly over the past few years and
played a major role in moderating the global slow-down.  This is also the time when the major
international trade negotiations are going through  period of implementation and further
refinement for the purpose of realizing the true potentials of global trade.

From the point of view of most developing economies, however, 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 member countries of the Islamic Development Bank (IsDB) has
shown improvement over the past  one year in particular.  As a result, the average GDP growth
rate  of the IsDB member countries went-up significantly from 0.2 per cent in 1998 to 2.0
percent in 1999.  This is expected to increase further to reach at 3.7 percent in 2000. This
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positive recovery has taken place because of recovery in the economies of Malaysia and
Indonesia  from the after-effect of the Asian financial crisis and improved growth in  some of the
major natural resource-based exports of a number of the IsDB member countries. The healthy
growth experienced by most least developed member countries of the IsDB due to better
macroeconomic management  over the past few years have also contributed in the  growth
performance of its member countries as a whole.  Despite these positive development, several
IsDB member countries have continued to be gripped by stagnating growth and high inflation
and persistent balance of payment and debt problems. Slow growth of such member countries is
obviously a source of concern to 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 long term flows to these countries decreased from US$ 344 billion in 1997 to US$
319 billion in 1998 and to US$ 291 billion in 1999 (DC / 2000-03)  The private flows which are
the most  important component of resource flows also declined from US$ 304 billion in 1997 to
US$ 268 billion in 1998. However, net foreign  direct investment increased from US$ 171 billion
in 1998 to US$ 192 billion in 1999.

Of equal concern however is  the low level of the  net concessional flows which are
critically important to IsDB member countries, especially the least developed among them
although total net official development finance (ODF), including official development assistance
(ODA), registered a modest increase from US$ 50 billion in 1998 to  US$ 52.0 billion in 1999.
Total net ODA flows have  also improved during last two years  but they have yet to reach the
level that could adequately address the growing needs for such resources.
The low level of  ODA flows and the limited prospects of major reversal in the 1997 and 1998
resource flow trends is probably due to budgetary difficulties as well as aid fatigue in most donor
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 endeavoured to further 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 Sixty-First meeting of the Development Committee
is of a great significance to the IsDB and its member countries.  It covers highly relevant and
wide-ranging issues of both perennial and current in nature such as progress Report on
Implementation of Poverty Reduction Strategy papers and Highly Indebted Poor Countries
(HIPCs) Initiative, Trade and Development, Task Force on Small States and Intensifying Action
Against HIV/AIDS.
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Let me share with you the views of the IsDB on the agenda of our meeting. I would like
to start with poverty reduction strategies as a number of IsDB member countries are among those
most seriously affected by perennial and complex  problem of poverty.

Poverty Reduction and HIPC Initiative

To begin with, the IsDB joins its member countries in welcoming the approach of making
poverty reduction a more central and explicit goal in lending programmes to poorer members, as
adopted by the Development Committee on 27 September 1999. In this context, the recently
announced poverty reduction and growth facility (PRGF) of the International Monetary Fund
(IMF) is a welcome development in support of poverty alleviation efforts of member countries.
Poverty alleviation is one of most important priority areas of the IsDB strategic focus. Most
recently the Bank has financed  the preparation of a detailed occasional  paper on this subject
with a view to  developing more meaningful poverty alleviation strategies and progrmmes for its
member countries1.  I wish  to acknowledge the cooperation of the IMF and the World Bank in
providing most recent information on poverty in IsDB member countries. Among the major
findings of the paper, it is observed that similar to other regions of the world, the magnitude and
behavior of poverty in IDB member countries vary. Poverty has decreased in IDB member
countries from Asia and a few countries in the Middle East. However, some recent figures show
a sharp reversal in some of the  Asian countries after the financial crisis. This reversal coupled
with the wide spread, deep and severe poverty in member countries from Africa and some Arab
countries has led to rapid increase in the absolute number of the poor in IDB member countries.
In many countries, rural poverty incidence is more deep and severe than the urban poverty. This
high degree of deprivation among the rural poor is reflected in low incomes, low access to safe
water and sanitation, low enrolment rates in primary education and lowest literacy rates,
particularly among women. In these circumstances, meeting the International Development Goal
of reducing poverty by half  by  the year 2015 may prove difficult to reach. In fact, according to
our estimation, it may take these countries a decade longer than desired to reach that goal, with
assistance from their development partners.

In its approach to alleviate poverty in member countries,  the Islamic Development Bank
has emphasized investment in education and health, capacity building efforts and promotion of
greater access to better quality of basic health services. To these ends, the share of financing  to
the social sectors relative to the overall Bank's financing activities have more than doubled over
the past two and a half decades, surpassing 23% at present.

In addition, IsDB is considering participation in poverty-targeted operations in the form
of pilot projects in Social Fund for Development with member countries such as Yemen and
Egypt. If deemed suitable, such demand-driven activities might provide operational basis for
future alliance with sister development institutions in member countries, in the pattern of the
existing arrangement for joint CASS missions of IDB and the World Bank. The operational
issues in the preparation of the CASS include information on strategies, policies, and economic
and social issues to be considered for CASS.

                                                
1 Salih, Siddiq Abd Elmajeed, “The Challenge of Poverty Alleviation in IsDB Member Countries”, Islamic

Development Bank Occasional Paper No.3, Jeddah, Saudi Arabia, October 1999
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To operationalize and further deepen its intervention in this very important area,  the
IsDB has undertaken two major initiatives. It has  established a special facility called Waqf fund
(formerly Special Account), with the objectives, among others, of providing relief to member
countries afflicted by natural disasters and refugees' problems, and targeted financial assistance
with global out-reach. The second initiative was undertaken in 1992 by establishing the Special
Account for the Least Developed Member Countries (LDMCs). The primary objective of this
Account is to finance projects on highly concessional terms, including long repayment periods of
30 years  including  a 10-year grace period and a very nominal service fee. This facility covers
project financing in education, health, water supply, agriculture and transport. 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. Last year, the Account was
replenished by an additional tranche of US$ 150 million.

As regards the HIPC Initiatives, the Islamic Development Bank has at the outset
supported this HIPC Initiative and is  committed to its broad objective. We believe that the
international financial community has embarked on a commendable task to assisting the heavily
indebted poor countries in achieving debt sustainability and more importantly strengthening 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 an 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 oder 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
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will remove obstacles faced by HIPCs that have demonstrated a strong commitment to structural
reforms.

The results of the Initiative will have to be regularly measured and performance
indicators will have to be monitored to ensure that the relief granted is used efficiently and have
the expected desired social outcomes.

Trade and Development

As regards trade and development,  the IsDB broadly endorses the issues raised in the
joint paper of the Bank and the Fund entitled “Trade, Development and Poverty Reduction”
(DC/2000-05; March 31, 2000). We welcome the change in emphasis, reflected in the joint
paper, on the issue of design of trade liberalization. However, it is very essential that the
international community  takes into account the needs and  levels of development of the low
income and least developed countries.  The adverse effects of liberalization of the international
trade regime also in their case need to be carefully examined and mitigated as part of the overall
reform package.

As far as the IsDB is concerned, the issue of promoting  trade and  realizing its beneficial
impact on  economic development in  member countries has always received a high priority in its
financing and other activities. Since the inception of the Bank, the cumulative trade financing
operations constituted about SDR 11.3 billion or over 68 per cent  of  total approved financing.
The IsDB therefore very keenly follows and seeks to address emerging issues related to trade and
economic development, The level of intra-trade among the IsDB member countries amounted to
about US$ 37.6 billion in 1997 or about 10 per cent of their total exports. To further enhance
such trade which falls very much within the overall  framework of South-South trade, the IsDB
is engaged in the implementation of a multi-faceted 3-year trade promotion program designed to
achieve an increase in intra-trade by 3 percentage points.

 At the global level, thirty-three of IDB’s fifty-three member countries are members of
the WTO while nine member countries are at different stages of the WTO accession process. In
this regard, we believe that while IsDB member countries could expect to benefit from the new
multilateral trading system, many of them  have found themselves poorly equipped
institutionally and in terms of human and financial resources to be able to more fully integrate
themselves into the new system. Recognizing this fact, the IsDB embarked upon an extensive
programme to upgrade institutional and manpower  resources of its member countries so as to
enable them to effectively participate in the multilateral trading system.

The WTO-related  technical assistance programme of the Bank 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 capacity
building.  In the  former category, the IsDB has organized consultative meetings of member
countries at Jeddah as well  in Singapore, Geneva, and Seattle in conjunction with the first,
second and the third WTO Ministerial Conference. These consultative meetings greatly helped in
crystalizing the issues relating to the Ministerial Meetings and forging common positions among
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member countries on matters of mutual commercial interest. The second category includes
holding of workshops / seminars on WTO Agreements, conducting trade policy courses for the
trade officials of member countries and undertaking  country specific projects. During the last
one year, 12 such activities including those in which several member countries participated, were
undertaken.  A number of other similar activities, including some sectoral studies on topics such
as on electronic commerce and intellectual property rights for the benefit of the IsDB member
countries have also been  planned. The IsDB also financed the preparations of  studies on
agriculture, services and investment in collaboration with UNCTAD and distributed to all IsDB
member countries. These studies were meant to provide the necessary technical  back-up to the
IsDB member countries in effectively participating in the WTO Ministerial Conference and the
mandated multilateral trade negotiations on agriculture  and services. The purpose of  these
efforts in general  is to upgrade the manpower and institutional capacity of member countries to
meet the challenges of the world trading system in terms of full implementation of WTO
Agreements as  well to reap benefits of the trade liberalization following the conclusion of the
Uruguay Round.

In order to limit the vulnerability of least developed and developing countries to
commodity price shocks and also to improve their terms of trade, the IDB supports the call in the
Bank and the Fund joint paper to consider further facilitate access of  manufactured goods from
member countries in the international market. In this regard, the IsDB’s trade financing
operations,  have endeavored to increase trade in manufactured goods of its member countries.
The IsDB has sought to achieve this objective by designing its trade promotion activities, and
structuring the terms and conditions of its trade financing operations with a view to enhancing
trade in manufactured goods. However, in addressing the broader issue of raising the share of
manufactured goods in trade,  the IsDB  would particularly wish to draw the attention of
development community to the implications of recent spate of mergers and formation of still
larger companies that could potentially extend their global reach over finance, technology and
knowledge, and drive firms from developing countries out of the market. In this regard, we
support the call of the UNCTAD X, held recently in Bangkok, to formulate international
competition policy and on the need to curb oligopolistic trends in order to increase market
efficiency and to improve prospects of market access of relatively small producers of
manufactured goods in international trade.
Actions Related to Small States

  The IsDB welcomes the Report of the Commonwealth  Secretariat / World Bank Joint
Task Force on Small States (DC/2000-04) . In our view, findings and recommendations of the
Report are going to  benefit particularly  four of the IsDB 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$ 87.4 million till  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,  sanitation, water
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supply, and nutrition. Here, the direct improvement in the living standard of the people could be
used as one of the measurements 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. 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. The IsDB has designed a scheme for micro financing which will start this year.  A
special unit has been created to define the operational policy in this regard and help on
identifying  sectors, areas, and prospects of  using the net-work of selected NGOs.

Intensifying Action Against HIV / AIDS

The IsDB fully recognizes the devastating effect of the spread of HIV/AIDs in different
parts of the world.  It also endorses the need for greater efforts to curb the problem  both at the
national and multilateral levels. To this end,. the IsDB response has been to strengthen  capacity
of member countries in the health sector in general as most of its member countries are deficient
in health infrastructure to deal with various  kind of diseases and health problems. Accordingly,
in the health sector, IDB  attempts to support  health programmes that will benefit the rural poor
as well as urban groups in  member countries. In providing basic cost-effective health services to
the poor rural areas and urban slums, IsDB’s  focus has been  on financing primary health care
centers in its member countries.

Other areas within the health sector which have  received special attention  of the Bank
include vocational training centers to train paramedics, nurses and similar health support services
primarily for the rural poor, and provision of clean drinking water and sanitation.

Health sector has particularly been a priority sector under the LDMC Programme of the
IsDB. The major areas focussed under this  Programme are: (i) rehabilitating and upgrading
clinics and health centers as well as veterinary centers in rural areas and poor neighborhoods in
urban centers and the construction of new facilities in areas which presently lack them; (ii)
assisting health establishments to acquire vital and basic equipment and supplies, notably,
medicines, advance medical equipment for diagnosis and treatment hospital  beds, modern
laboratories, etc.
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During the past 26 years, the IsDB has financed 80 operations in health sector. Up to the
end of March 2000, the total financing approved by the Bank for these operations stood at US$
533.6 million.

Strengthening International Financial Architecture

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. We also feel that multilateral institutions with global level financial and developmental
involvement have greater roles to play in this area. In this regard, the IsDB broadly agrees with
the areas of reforms identified in the World Bank document (DC/2000-06, March 30, 2000).
These include, corporate governance, accounting and auditing, insolvency regimes, social
protection and financial  and corporate restructuring. In our view, however, it is equally
important for strengthening the international financial system that there is greater discipline in
the flow of financial resources at the 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  architectures it may be worthwhile to see
how some of the IsDB modes  of financing could contribute in this process.

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.


