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The OPEC Fund for International Development welcomes, as usual, this annual opportunity to 
discuss issues of vital importance to development cooperation.  The topics earmarked for this 
64th Meeting of the Development Committee adequately reflect the current concerns of the global 
community, especially in the light of the recent events and the exceptional circumstances under 
which we are meeting.  It certainly is pertinent to examine, at this point in time, the impact of 
these recent and unfolding events on low- and middle-income countries.  
 
Each slump or uncertainty in global economic outlook generally bodes ill for the weaker member 
countries of the international community.  There usually is a contagion effect, which impacts 
dramatically on their economies.  Since the poorest members of the developing world are the 
primary development cooperation partners of the OPEC Fund, their concerns are ours as well.  
 
Clearly, the impact of the present slowdown, with its spate of job losses and company closures 
will be dramatic for the South.  It would manifest itself in, among others, low and/or negative 
growth rates in gross domestic product and fewer employment opportunities for teeming 
populations.  Also, globally, it would have major implications for official development assistance 
(ODA) and, more generally, for financing for development, which is the main topic examined in 
this note: 
 
The United Nations Conference on Financing for Development (FfD) scheduled to take place in 
Monterrey, Mexico, March 2002, follows on the heels of the [UN] Conference on the Least 
Developed Countries (LDC III) held in Brussels, Belgium, May 2001.  At LDC III, many issues 
of relevance to the situation of the world’s poorest countries were reviewed, including the issue 
of financing for development.  Participants agreed that there is very limited scope in the 
foreseeable future to meet the multiple development finance requirements of LDCs with 
domestic resources because of sluggish growth or economic stagnation, widespread poverty, and 
a weak corporate sector.  They also agreed that the large investment requirements of LDCs imply 
a need for new and additional resources, including the need to enhance ODA.   
 
However, LDC III did not result in new commitments by the donor community to increase ODA, 
which continues to be the largest component of resource flows into LDCs, and which will remain 
critical if the millennium development goals are to be reached.  This commitment 
notwithstanding, ODA by the member countries of the OECD Development Assistance 
Committee (DAC) fell back to its 1997 level in 2000, dropping to US$53.1 billion, from 
US$56.4 billion in the previous year.  Only five out of the 23 DAC member countries reached 
the ODA target of 0.7% of GNP, despite their collective agreement to secure an expansion of the 
aggregate volume of resources made available to the developing countries.  The decline in ODA 
in 2000 and during most of the 1990s can be attributed to various factors, including the end of 
the Cold War, budget cuts in donor countries, and perceptions that past aid had been ineffective.    
 
Clearly, there is a need to stabilize or reinvigorate development assistance from the developed 
nations for particularly the world’s poorest countries, an issue that only OECD governments and 
parliaments can and should resolve.  More effort ought to be made by DAC members to reach 
the 0.7% ODA target or perhaps surpass it.  Such improvements are critical if the international 
target of reducing absolute poverty by half by 2015 is to be achieved. 
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A more efficient use of scarce resources for development has become increasingly important to 
alleviate poverty and help LDCs face the challenges of the 21st century.  The April 2001 DAC 
Recommendation to untie ODA to the LDCs is to be welcomed as a contribution to improving 
aid effectiveness.  The recommendation entails that about US$5 billion out of the US$8 billion 
provided by DAC countries in bilateral aid will now be provided as untied aid.  
 
In addition to looking into ways to increase the volume of ODA and improve its effectiveness, 
the FfD Conference will review how trade and private capital flows could be made to work better 
for poor countries and poor people.  Although developing countries have increased somewhat 
their share of world trade in the global market in the last three decades, many of them have not 
been able to share in the globalization- related expansion of trade, and hence to participate in the 
growth-inducing, and potentially poverty-reducing benefits of trade.  The overwhelming gains of 
trade liberalization for the world economy as a whole masks losses for the LDCs, which account 
for an insignificant share in world trade.  
 
This is due in part to persistent biases existing in the international trading system against the 
sectors in which many poor countries have a comparative advantage.  On the one hand, the 
implementation of trade liberalization agreements in sectors that are most relevant to LDCs has 
been slow, and many countries of the South continue to face protectionist mechanisms in 
advanced economies such as subsidies and anti-dumping and countervailing duties, which inhibit 
developing country exports and competitiveness.  On the other hand, structural transformations 
such as the gradual disappearance of international systems for commodity price stabilization and 
export earnings compensatory mechanisms are fuelling volatility in international commodity 
markets.  The impact of these structural transformations is felt most by the world’s poorest 
countries. 
 
At LDC III, the LDCs were encouraged by the North to agree with the launch of a new round of 
trade liberalization negotiations in conjunction with the Ministerial Conference of the World 
Trade Organization (WTO) of November 2001, in Doha, Qatar.  However, LDCs officials 
expressed concerns that they will be forced to open up their markets while the North will not 
reciprocate.   

 
LDCs have made various attempts to bring their case to the attention of the WTO.  However, 
their bargaining power is limited, and WTO membership has become increasingly conditional on 
opening up the domestic economy to foreign competition. These countries often find it difficult 
in accession negotiations to gain recognition of their status as developing countries and thus 
entitlement to special and differential treatment, and no LDC has been able to accede to the 
WTO since its establishment in 1995.  The LDCs are disturbed by the exclusion caused by 
current WTO rules, and have stressed that they cannot enter a new round of trade negotiations 
until past commitments made by the North are honored, including those embodied in the 
Uruguay Round agreements. They also argue that “the scope of future multilateral trade 
negotiations will have to take into account the inability of LDCs to participate effectively in 
negotiations on a broad agenda and implement new obligations due to the well-known limited 
capacity of the LDCs."   
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Thus, LDCs appear to be trapped in a corner: neither trade nor aid seems to offer long-term 
prospects to accelerate their economic growth.  If LDCs are to integrate into the world economy 
and become more active participants in the international trading system, strong policy coherence 
will be required between the proposed new round of international trade liberalization and the 
millennium development targets.  In addition, support for LDCs should be strengthened by the 
designated agencies in the areas of trade policy advice and human and institutional capacity 
building, export expansion and diversification, regional integration, and the improvement of 
national and regional infrastructure to promote intra-regional trade and investment flows.  
 
Nevertheless, some progress has been made over market access for LDCs, such as the European 
Union’s  (EU) “Everything But Arms” initiative, which is to be lauded.  Under the Initiative, 
which was approved in March 2001, immediate duty-and quota-free access is granted to EU 
markets for essentially all LDC products, with the exception of arms and ammunition.  A similar 
initiative has been taken by the government of New Zealand, and other developed countries are 
encouraged to follow suit.  The provision of free access to developed country markets for export 
products that matter most to LDCs still remains an effective way to integrate these countries into 
the international trading system and alleviate poverty by allowing them to generate revenues 
from external trade, and to share in world prosperity.   
 
Elsewhere, free market access should not be seen as a substitute for providing ODA, as is 
suggested by the motto “trade, not aid.”  Trade and aid are mutually reinforcing and could, 
together, constitute a powerful combination to enhance resources for development. 
 
Besides discussing the role of aid and trade in development, the FfD Conference will provide 
opportunities to discuss means to arrive at a better distribution and expansion of private external 
capital inflows to developing countries, including the poorest.  In discussing private external 
capital flows, a distinction should be made between foreign direct investment (FDI) and portfolio 
investment, which are motivated by rather distinct incentives.  
 
All countries today recognize the important role in economic growth and development played by 
FDI, which has constituted the single largest source of external financing in developing countries 
in the 1990s.  A number of determinants influence an investor’s decision to invest, the most 
critical of which are profitability, or the rate of return on investment, and risk.  Several 
economic, legal, regulatory and judicial factors also influence the investment decision.  In 
addition, investors differentiate between countries on the basis of market size, economic 
potential, credit profiles and stability.  Consequently, FDI to the developing countries tends to be 
relatively concentrated: FDI inflows to the South have benefited only a few host countries, with 
the top ten developing country recipients receiving more than two-thirds of the total.  The LDCs 
account for only a small share in total FDI inflows to the developing countries, although they 
have taken multiple measures to create an enabling environment for FDI.  
 
As for portfolio investment, these flows depend largely, though not exclusively, on countries 
adopting open capital accounts and establishing free capital markets.  Here the possible benefits 
that a country might derive from portfolio investment must be weighted against the costs of 
surges and sudden reversals of short-term financial flows.  Issues of financial integration, capital 
account liberalization and exchange rate regimes are central to this discussion.  There are 
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dangers to premature capital account liberalization, and it is difficult to determine what the best 
exchange-rate policy could be for a country in the process of financial integration into the world 
economy.  This is because developing countries are particularly prone to sudden shifts in 
investor expectations and subsequent large-scale reversals of short-term inflows, as has become 
clear by a series of financial crises that occurred during the last quarter century, the most recent 
of which was the 1997-98 Asian crisis.  The Asian crisis revealed the weakness of financial 
sectors and the lack of proper financial sector supervision in these countries, as well as general 
problems inherent in today’s international financial system.    
 
In the light of the foregoing, the FfD Conference will also seek to assess means to strengthen the 
international financial architecture in order to allow it to better deal with financial crises and add 
stability and prosperity to the international economy.  There remains a need to address the 
existing weaknesses in the regulatory frameworks of the financial sectors of advanced economies 
in order to better regulate private capital flows to developing countries.  
 
The LDCs have failed to attract long-term international bank finance, and they have largely been 
bypassed by portfolio equity flows.  Multilateral development finance institutions have an 
important role to play in mobilizing private capital flows to particularly the poorest developing 
countries by acting as financial intermediaries, by helping to develop domestic capital markets 
and by facilitating the integration of developing countries into the financial market system.  
 
Finally, the LDCs have not sufficiently participated in the debate on the need for reform of the 
international financial architecture.  The time has undoubtedly come to ascertain that the needs 
and concerns of these poor countries are incorporated in the discussions.  LDCs should have a 
greater say in the functioning of international financial institutions, among which the World 
Bank and the IMF.  To this end, the FfD would need to look into means to enhance the voice and 
representation of particularly the poorest developing countries in the decision-making processes.  
 
 
 


