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Statement of H.E. Ibrahim Al-Assaf
MINISTER OF FINANCE & NATIONAL ECONOMY

SAUDI ARABIA

Since our last meeting five months ago, developments in the global economy raise
hopes that the recent economic and financial crisis may soon be behind us.  Asia is on a
rebound; the economic downturn in Brazil and Russia appears to have bottomed out; and
the major industrial countries continue to perform strongly and better than expected.
International trade is picking up, and the financial markets appear to have calmed down.
Despite the encouraging news in the real economy, capital flows to developing countries
remain low.

This nascent recovery in the global economy is the result of the efforts of the
Governments of developing countries in crisis, and the international community,
including the World Bank.

Given the special circumstances triggered by the crisis, the World Bank was
called upon to undertake a large number of tasks.  The Bank did rise to the occasion.  For
this, it deserves our commendations.  However, in doing so, the Bank undertook activities
which overlapped with activities under the mandate of other institutions, in particular, the
IMF.  In the post crisis period, there are additional demands on the Bank to expand
programs in several areas and do even more.

The challenge for the World Bank is to recognize the special circumstances of the
crisis and refocus its resources and energies on what it was mandated to do.  In this
respect, the Bank’s first priority should be to assist developing countries adopt social and
structural policies that are conducive to poverty reduction, and to build institutional
capacities that will enable them to benefit from the global economy while reducing their
vulnerability to economic shocks.  The Bank will also need to manage the remaining
areas of overlap with the IMF in ways that benefit member countries.  Given the Bank’s
limited financial resources, strategic selectivity needs to be applied.

The World Bank’s contribution to strengthening the international financial
architecture goes beyond its limited financial capacity.  For example, the Bank’s
analytical work has helped understand better the causes of the Asian crisis, and its impact
on households and firms.  It has also helped identify the main development policy lessons
for managing the challenges of global integration, and distill best practice in preventing
and responding to economic and social crises.  The value of best practice is to illustrate
policy options available to policy makers, which could be adapted to varying country
circumstances.  The Bank’s efforts in this area are indeed welcome.  In this context, I
strongly endorse Mr. Wolfensohn’s statement in his note to the Development Committee
that the Bank is not a standard-setting body.  The Bank should resist the temptation to
become one.  It should, however, continue to promote better understanding of the
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limitations of setting international norms and standards to countries at varying degrees of
development and institutional capacities.

Improved World Bank collaboration with the IMF in the financial sector also
contributes to further strengthen the international financial architecture.  The
establishment of the Financial Sector Liaison Committee to facilitate early and
continuous agreement on the allocation of work between the Bank and the Fund will help
the two institutions to deliver sound, consistent and timely advice and support to
developing countries.  It will also help them engage the limited expert resources in the
most effective way.  Nonetheless, issues of confidentiality, information sharing and
disclosure need to be handled carefully and sensitively.

While the recent recovery in the global economy is indeed encouraging, the fact
that, this year, developing countries will grow at half the rate before the crisis, and that
many developing regions will experience a fall in per capita incomes and an increase in
poverty, should not escape us.  Indeed, given that the international community has failed
to make a meaningful dent in world poverty over the last decade, a new approach is
needed. We can, therefore, support the new framework for reducing poverty as proposed
by the Bank.

The International Development Goals for 2015 that the new poverty reduction
framework is designed to achieve are very ambitious. While, it is perhaps better to set
one’s sight in fighting poverty too high than too low, the Bank, as well as other donors,
needs to be modest and realistic in applying the framework.

The proposed new framework needs to be applied flexibly and be tailored to the
country circumstances.  How we proceed in an individual country will depend on the
initial conditions.  Where we want to reach by 2015, will also depend on government
ownership, resource availability, and institutional capacity, as well as the external
environment.

Implementation of the framework puts pressure on the Bank to deliver.  There are
at least two challenges for the Bank.  First, there is the challenge within the Bank to move
from sectoral-based analysis and interventions to an overall framework centered on
poverty outcomes.  Second, there is the challenge of defining the role of the Bank and its
comparative advantage vis-à-vis other institutions including the IMF and other UN
agencies, as well as the private sector.  There is a large task to be done if the International
Development Targets are to be achieved by 2015.  Clearly, this task is not just for the
Bank.

While the latest news on international trade is encouraging, the fact is that
commodity prices, especially for agriculture are still falling.  Moreover, current
expectations are for a decline this year of over 11 percent in the World Bank’s index of
non-energy commodities.  Unless reversed, incomes in many developing countries
dependent on few commodities for exports, will continue to fall and poverty will continue
to rise.
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Managing risks in highly volatile commodity markets continues to be a major
challenge of development for many countries. In this context, I welcome the World
Bank’s efforts, as underscored by the recent report of the International Task Force on
Commodity Risk Management in Developing Countries, to explore new market-based
approaches that could assist developing countries manage their vulnerability to
commodity price fluctuations.  The suggestion to create a new international intermediary
that would help bridge the gap between providers of risk management instruments and
potential users who lack access to these instruments has merit and deserves further
exploration.

One reason for the long trend of falling commodity prices is policies pursued in
industrial countries.  This is clearly the case in agriculture where farm support policies
encourage overproduction in the developed countries, which in turn results in depressed
international prices.  The World Bank needs to add to its research agenda an analysis of
the impact of developed country farm policies on developing countries.

The benefits of open trade to developing countries are clear, and many developing
countries have taken strong measures to reduce tariffs and eliminate non-tariff barriers in
the hope of benefiting from their increased integration in the global economy.  At the
same time, however, the multilateral trade agenda has become complex and has expanded
to include issues that were previously considered outside the mainstream of trade policy.
It is important that in future rounds the list of issues be kept manageable, and encompass
the concerns of developing countries.

It is also important that the multilateral institutions, especially the Bank, provide
capacity building as well as research support for developing country negotiators.  The
developed countries should also facilitate the accession of countries that have already
applied to join the World Trade Organization, before the commencement of the new
round in Seattle.

Despite the encouraging news on the real economy, capital flows to developing
countries have remained very low by the standards of recent history.  In fact, gross flows
from the international capital markets to developing countries this year are down by
about 40 percent from the same period in 1998.  In this context we note the new capital
adequacy framework currently being considered with the aim of strengthening the safety
and soundness of the global financial system.  While we broadly support the main
objectives of the framework, we are concerned about the possible increase in the cost of
borrowing for developing countries, which may result in further slow-down in capital
flows to them.  We urge the World Bank to study the potential impact of such proposals
on developing countries.

Finally, on strengthening the role of the Development and Interim Committees,
the recent efforts to streamline the work of the two Committees and avoid overlap is
encouraging.  In this context, the special joint meeting of the two Committees to discuss
the enhanced HIPC initiative, which is an issue common to the two institutions, is a
welcome development.
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