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The neeting was called to order at 10.10 a.m

FOSTERI NG AN ENABLI NG ENVI RONMENT FCR DEVELOPMENT:  FI NANCI AL FLOAB, | NCLUDI NG
CAPI TAL FLOAS; | NVESTMENT; TRADE (agenda item 2) (E/ 1997/50 and 67)

The PRESIDENT invited the Council to begin the policy dial ogue and

di scussion on inportant devel opnents in the world econony and internationa
econom c cooperation with the heads of the nultilateral financial and trade
institutions in the United Nati ons system

M. DESAI (Under-Secretary-Ceneral in Charge of the Econom c and
Soci al Departnents) said that the results of the high-level segnent shoul d be
encapsul ated in the formof agreed conclusions for further action by the
conpetent bodi es and agencies of the United Nations. It was the Council's
duty to identify its role in the discussion of major global nacroeconom c
i ssues, taking a broad view so that bal anced concl usi ons could be drawn to
clarify the discussions. 1In the report before the Council (E 1997/67), the
Secretary-General had submtted a nunber of topics for discussion by the
Counci| and had nade recomrendati ons for consideration by representatives.

M. CAMDESSUS (Managing Director, International Mnetary

Fund (I MF)) said that he was particularly pleased to participate in the
hi gh-1 evel segnent of the Council since the thene of the neeting lay at the
core of IM's mandate and activities. Wth the advent of gl obalization,
massi ve anounts of private capital had opened up new opportunities for
i nvestnent and rapid growth for an increasing nunber of devel oping countries.
V¢l come though that devel opment was - for the various countries and the world
econony, it nevertheless raised newissues: in the case of the energing
mar ket - econony countries, how to naintain nmarket confidence and deal with the
econonmi c policy conplications that often accompani ed | arge capital inflows;
for the | east devel oped countries (LDCs), often sinply ignored by markets, how
to deal with the opposite problemof narginalization, with all its tragic
human costs; and for the international community, how to cope with econom c
and financial issues that transcended national borders.

Conpared with the previous 10 years, the world econonic situati on was
favourabl e, even if in some European countries it was clouded by high
unenpl oynent. World econom ¢ output had increased by 4 per cent in 1996 and
was expected to continue at that pace, or even a little faster, in 1997 and

over the mediumterm Economic growth in the devel opi ng countries had
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been 6.5 per cent and that of the devel oped countries, 2.5 per cent. d oba
inflation remai ned subdued and prices had been nore stable than at any ot her
time in the post-war era. In addition, fiscal deficits were falling in many
countries - a good onen for reduced interest rates and increased investnent -
and exchange rates anong the najor currencies appeared to be generally
consistent with econom c fundanentals. Many countries around the world had
undertaken significant structural reforns, thereby inproving the prospects for
sustained growh. In that favourable world context, the order of priorities
was yet to be determ ned.

IMF's strategy was ained at hel ping countries re-establish basic
macr oeconom ¢ equilibria and conpl eting the necessary structural reforns.

Two factors heightened the inportance of a sound, stable nacroeconom c
environnent: (a) globalization, which stinmulated conpetition between
countries seeking to attract capital and investnent; and (b) follow ng the
Copenhagen pl edges, the need to accel erate social progress, since it was
undoubt edl y the poor who suffered during periods of high inflation or economc
downturn. Enphasis on macroeconom c stabilization, trade |iberalization

price reform privatization and other reforns that pronoted stabilization

nust be nai nt ai ned.

The “first generation” of reformwas, in itself, not sufficient to give
an adequat e boost to social progress, or to allow countries to conpete nore
successfully in global markets. For that reason, at its Autumm meeting the
previous year, the InterimCommttee of the | M- Board of Governors had laid
down “11 commandnents” ai med at broadeni ng and strengthening the strategy of
the 181 menbers of the Fund. Four of those commandnents, nanely, inprovenent
of the quality of fiscal adjustnent, bolder structural reforns, better
governnent and strengthened financial institutions, constituted a
“second generation” of refornms which were indispensable in significantly
i ncreasing per capita income and creating greater equity in the distribution
of incone. Inprovenent in the quality of fiscal adjustnent consisted in
reducing not only fiscal deficits but also the share of non-productive
expenditure (mlitary expenditure, for exanple) in order to allocate nore
resources to education and training, reformof public pension and heal th
systens, and the establishnent of a well-targeted social safety net.
Structural reforns should be sufficiently bold to produce neani ngful results,

i ncluding reformof the public service, the | abour narket and the regul atory
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framework of private sector activity, in particular. Wth regard to the role
of the State, public institutions nmust develop into a positive force for
growt h and devel opnent, by increasing the transparency of their operations
and establishing the conditions necessary for the snooth functioning of their
econonmes. There was a need to strengthen domestic banking systens, which
presented a particularly acute problemin the energi ng narket countries.

| M= was endeavouring, in various ways, to contribute to the
“second generation” of reformand to adapt its role to the new gl oba
environnent. |In recent years, it had accorded increasing i nportance to
expendi ture on education and health care. 1In the 27 countries with Structura
Adjustment Facility (SAF) or Enhanced Structural Adjustnment Facility (ESAF)
programres, average spendi ng on education had increased by 5 to 6 per cent
annually in real terns over the life of those programmes, and real expenditure
on health had increased by 7.5 to 8 per cent annually. Some countries had
been nore successful than others in protecting and i ncreasing socia
expenditure, and that success should be spread nore widely. [In many
countries, a lack of data on social spending hanpered policy-meking. That was
an area in which M- intended to work in closer cooperation with nenber States
and with other organizations such as the Wrld Bank. As to the role of the
State, the | M- approach was to concentrate on the aspects of “good governance”
that were nore closely related to the surveillance of macroeconom c policies,
nanel y, the transparency of government accounts, the effectiveness of public
resource nmanagemnent, and the stability and transparency of the econonic and
regul atory environnent for private-sector activity.

Lastly, there were three other initiatives ained at hel ping countries
take full advantage of the opportunities of globalization. The first
concerned strengthened surveillance. One of the risks of globalization was
increased financial instability, and so | M- paid close attention to the
soundness of banking systens, the sustainability of financial flows, countries
potentially at risk, and countries where financial markets coul d have
spill-over effects. The second initiative concerned the transparency of
country policies and perfornmance vis-a-vis private narkets. The third

concerned capital -account |iberalization, the benefits of which were widely
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recogni zed. To date, M s nmandate had been |imted, by and |l arge, to current
transactions. Nowadays, there was general agreenent to broaden capita
novenents and restrictions thereon

Fostering an enabling environment for devel opnent al so required
effective international cooperation and solid international institutions. The
devel oped countries could respond to that requirement of enhanced solidarity
by strengthening their national anti-inflation policies, |owering rea
interest rates, pronoting steady growth, opening their narkets, especially
in products in which devel opi ng countries had a conparative advantage, and
granting bilateral aid to | owinconme countries, particularly in the areas of
education and health, basic infrastructure and institutional reform not to
nmention the emergency financing required in war-torn countries. He was not
convinced that official devel opnent assistance (CDA) budgets shoul d be the
first victins of budget constraints. Care must be taken to ensure that
CDA resources were used effectively, but they must al so be regarded as the
hi ghest -yi el di ng i nvestnent that nmankind could nake in its future. A
| arge share of the peace dividends should therefore be allocated to CDA

The devel oped countries should denonstrate their solidarity by providing
I MF, the Wirld Bank and other international institutions with the resources
they needed to performincreasingly conplex tasks. The fight against
mar gi nal i zati on and the reforns needed to assist the poorest countries
to attract nore narket financing would continue for a long tine to cone.
Accordingly, I M- had taken steps to put the ESAF on a pernanent footing.
Moreover, in conjunction with the Wirld Bank, it had recently begun efforts to
resol ve the external debt problemof heavily indebted | owinconme countri es.
Four of those countries (Bolivia, Burkina Faso, Cdte d'lvoire and Uganda) had
al ready been considered under the initiative, and assistance had been granted
to Uganda. That initiative would be financed through the ESAF, which would as
a matter of priority, be endowed with the necessary resources. IM"s ability
to assist menber countries al so depended on regul ar resources or quotas. A
nunber of energi ng narket countries had agreed to participate, along with the
QG oup of 10 countries, in the New Arrangenents to Borrow put in place to
suppl ement | MF resources, if needed, in exceptional situations. That was

an outstandi ng exanple of international solidarity.
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M. RUGAERO (Drector-Ceneral, Wrld Trade O ganization (WO))

said that statistics such as those found in the “Wrld Econom ¢ and Soci a

Survey 1997”, the latest “United Nations Human Devel opnent Report” and the

O gani zation for Econom ¢ Cooperation and Devel opment (OECD) reports reveal ed
a great contrast in the current world situation: on the one hand, much of the
world was living in poverty and the distance between rich and poor renai ned
intolerably great; on the other, virtually worldw de renewed growth neant that
there was a real possibility that devel opi ng countries mght account for half
of world trade by the year 2020.  course, globalization would not solve
probl ens of distribution and could not, on its own, neet essential needs, but
it did provide the nost powerful engine for growh that the world had yet
seen. A new enabling environnent could only be built on an open and

i ntegrated gl obal econony.

Despite the chall enges to be overcome, therefore, resol ute progress nust
be nade in opening markets, not only in devel oped but also in devel opi ng
countries. There was strong evidence that countries which were prepared to
i berate narket forces and to conpete vigorously on the world scene could
expect faster growh and nore rapid devel opnent. Furthermore, an open trading
system encouraged the flow of technol ogy and i nformation around the world,

a process central to the creation of an enabling environnent. Recent WO
agreenents liberalizing global tel ecommunication services and information

t echnol ogy products were building the new infrastructure of the information
age, just as the expansion of railways and shipping in the nineteenth century
had created the necessary infrastructure for industrialization.

In 1997, WO woul d have to reach a successful conclusion to its current
financial services negotiations and exam ne the relationship between the flows
of global trade and investrment. The paradigmof inporters versus exporters,
North versus South, was outdated. Watever the country and its |evel of
devel opnent, sustained growh in a conpetitive world econony had cone to
depend on access to a solid financial systemand to investnent.

Devel opi ng countries therefore had a growing interest in |iberalizing
their financial sectors and deregulating their investment regines. At the
sane time, devel oped countries had an interest in concluding an agreenent
whi ch woul d open the fastest-growing narkets to one of their fastest-grow ng

industries. Al sides had an interest in building a strong gl obal financial



E/ 1997/ SR 10
page 7

system However, as the Managing Drector of | M had pointed out, it was
inmportant to bear in nmnd the risks associated with the |iberalization of
capi tal accounts.

The nultilateral systemalso contributed to the establishrment of an
enabl i ng environment by offering all countries, but particularly the weakest
and nost vul nerabl e ones, an equitable and transparent systemof rules to
use in managing their interdependence. That called for full involvenent by
devel opi ng countries and countries in transition in drawi ng up and using the
multilateral rules rather than limting their focus to exceptions and specia
provisions. He was in fact pleased to note that devel opi ng countries had
beconme far nore active participants in the functioning of the system
Bet ween 1980 and 1994, they had been involved in | ess than 10 per cent of the
di sputes exam ned by the forner GATT. Over the past two years, however, they
had initiated about half of requests for WO consul tations or panels.
Simlarly, the participation of devel oping countries in negotiations
on tel ecommuni cations services and i nformation technol ogy during the
past 12 nonths showed their commtnent to the system

The nultilateral trading systemwas a key elenment in an enabling
environnent for devel opment. However, there was one area in which probl ens
remai ned: in the LDCs, particularly those of Africa, output per head had
continued to decline throughout the 1980s and early 1990s. Despite a reversa
of that trend in 1996, there was still nuch to be done. The WO nenber
CGovernnents had adopted a Plan of Action for the Least Devel oped Countries at
their Mnisterial Meeting in Singapore in Decenber 1996, in order to ensure
that each of those countries had a strong voice in WIQ which was worki ng
closely with UNCTAD and the International Trade Centre (I TC and providing
those countries with technical assistance in building trade policy expertise.
It was al so enpl oyi ng new technol ogi es nore extensively in order to extend the
reach and effectiveness of that assistance; it had, for exanple, opened a web
site for Africa in cooperation with the Wrld Bank

The Mnisterial Conference in Singapore had al so asked WIO to organi ze a
H gh-Level Meeting on Integrated Initiatives for Least Devel oped Countries in
cooperation with UNCTAD, | TC and other major multilateral institutions. A new
integrated strategy should at |east help LDCs to move fromthe nmargins to the

centre of globalization.
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Quite clearly, building human and institutional capacities was
fundanental to realizing those ains. Wile the task began with nationa
Covernnents thensel ves, in a world where econom ¢ opportunities and chal | enges
i ncreasi ngly transcended national borders, new forns of internationa
cooperation and approaches to internati onal governance nust be found. It was
necessary to enbrace the global rule of |law, which extended the ability of
national Covernments to defend their interests in a world w thout borders.
The internati onal policy framework which that would require was not yet fully
in place. However, the choice was clear: the alternative to a returnto a
worl d divided by dangerous econom c and political nationalismwas to inprove
the present international systemthrough greater coherence anong nationa
and international institutions. That was the key to creating an enabling
envi ronnent for devel oprent .

M. RQUPERO (Secretary-Ceneral, United Nations Conference on

Trade and Devel opnent (UNCTAD)) agreed that the dissension and di sagreenent
that had resulted froma whole series of summts - the nmeeting of najor
industrial countries in Denver, the European Union summt in Ansterdam the
annual 1LO conference in Geneva, the WIO M ni sterial Conference in Singapore
i n Decenber 1996 and the special session of the General Assenbly in New York -
gave a very confusing picture of the current world situation. The world
econony was, in sone respects, polarizing nore than it was converging:
growt h had been too slow to generate enough jobs or reduce poverty; there was
i ncreasi ng di vergence between industrialized and devel opi ng countries, and the
gap between the new y-industrialized countries and ot her devel opi ng countries
was w deni ng; wage inequality between skilled and unskilled | abour had becone
a global trend; the “hollowi ng out” of the mddle class was a feature of
i ncorme distribution in many countries; and job and incone insecurity had
becore wi despr ead.

Those trends seened to be a consequence of gl obalization, whose
expansi on was now i nexorable. However, it would be wong to conclude that
mar ket forces nmust be given free rein. Covernnents nust intervene far nore
frequently than in the past in establishing policy and | egal frameworks,
bui I di ng the necessary institutional and human capacities, establishing
i nfrastructures, sponsoring entrepreneurship and creating an enabling

environnent for devel opment. Sone south-east Asian countries had al ready



E/ 1997/ SR 10
page 9

denonstrated that devel opnent did not happen sinply by liberalizing the
econony. Qher countries, particularly in Africa, had liberalized their

i nvestment regi mes and concl uded many bilateral investnent treaties, and yet
Africa still received only 5 per cent of total foreign direct investnent (FD)
flows to devel oping countries, half of its share in the 1980s.

Countries and peopl es had not responded to gl obalization al ong
traditional North/South lines. Three groups of countries could be identified
in that connection. In the first, conmposed primarily of devel oped countries,
a backl ash agai nst globalization had led to pressure for measures to protect
the popul ation fromits adverse consequences, especially in the areas of
enpl oynent, wages and the environment. The second consi sted of fast-grow ng
countries, both industrialized and in a few cases devel opi ng, that had
benefited fromexport-led growth and were increasing their outward investnent
flows. The third group was nostly made up of devel opi ng countries and
countries in transition, with slower-growi ng or stagnant econonies, a clear
majority of the total nunber, which had thus far m ssed out on gl obalization
and liberalization; they had little to sell on the international narket, their
supply capacities were insufficient to neet international demand or they were
wei ghed down by debt - servici ng burdens.

The Governnents of devel oped countries had taken the lead in recent
i nternational forums by urging the integration of devel opi ng countries into
the worl d econony and tradi ng system whether through accession to WQ
through participation in a possible nultilateral agreenent on investnent or
through bilateral trade and investnent flows. But it was their own people who
were nost fearful of the consequences of such decisions. The Governnents of
t he devel opi ng countri es which had been nost successful in taking advantage of
the revol uti onary changes in production, trade and financial flows feared that
sone devel oped countries saw trade as a neans of gl obal governance and were
therefore pursuing integration through regi onal agreements. According to that
view, international norns could not be enforced w thout sanctions, and the
only neani ngful sanctions were trade sanctions.

d ven those perceptions, further liberalization of trade and invest nent
woul d need to take into account the legitinmate aspirati ons of Governments to
protect their financial stability and their right to determ ne the course of

their own devel opnent strategies, ensure the health of their popul ati ons, and
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preserve their cultural identity and physical environment. In structurally
weak devel oping countries, hundreds of mllions of people feared

mar gi nal i zati on and exclusion. Throughout nost of the U uguay Round

negoti ations, it had been painfully apparent that, with few exceptions,

devel opi ng countries had been inadequately prepared. Many of those countries
had only partially realized the inplications of the agreenents they had si gned
at Marrakesh. It nmight be useful for WIO to becone a forumfor continuous
negotiation since it already had a broad, built-in agenda and si nce CECD
menber States, for exanple, had already di scussed new |iberalization
initiatives. The fact that devel oping countries had yet to understand the

i mportance of those natters to themmeant that UNCTAD could play a najor role
in helping themto neet that chall enge and participate effectively in future
negoti ati ons. Those negotiations would, in fact, concern matters of prinary
interest to devel oped countries such as tariff peaks, tariff escal ation,
tropical products, sensitive products such as |eather and frozen and
concentrated orange juice, and many other agricultural products. Negotiations
woul d al so deal with trade rules, including the abuse of anti-dunping
nmeasures. Furthernore, contrary to conventional wi sdom there was still rmuch
scope for liberalization of tariffs, sone of which had becone prohibitive in
highly conpetitive markets. The major industrialized countries faced nuch the
sanme situation with regard to certain products.

Anong the asymmetries of globalization was the fact that |iberalization
of the world econony had thus far been | opsided, proceeding nore slowy in
commodi ty areas where devel opi ng countries were nost conpetitive. It was
therefore in the interest of those countries to participate in a nore
ext ensi ve division of |abour as quickly as possible; however, such integration
shoul d be effected only froma position of sectoral econom c strength.

The recent inprovenent in foreign direct investnent (FDI) flows to sone
parts of sub-Saharan Africa was a sign that donestic policy reforns mght be
begi nning to bear fruit. However, FD was not a universal panacea or a
substitute for CDA. The capital that nost African countries needed in order
to create the basic infrastructure they | acked could, for the tine being, be
met only through CDA, a fact which nade the |ong-termdecline in CDA

particularly regrettable.
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However, in the LDCs, nost of which were in Africa, the threat of
margi nal i zati on was particularly acute, and those countries still needed to
find ways to nake a nmarket econony possible. [International progranmres shoul d
focus primarily on strengthening |ocal capacities through enterprise
devel opnent as part of a programme of foreign investnent, infrastructure
bui I di ng, debt relief, and the acquisition of technol ogi cal and manageri al
skills.

Domestic efforts nust be supported by an international econom c
system capabl e of pronoting equitabl e and sustai nabl e growth worl dw de.

I nternati onal econom c cooperation nust therefore focus on three areas. The
first was the evolution of international trading and financial systens that
ensured stability in global nmarkets, pronoted progressive but bal anced
liberalization of trade and investnent, enhanced the nmobility of other
production factors and gave all countries access to goods and servi ces,

i nvestment and technol ogy. The second was enhancenent of the conpetitive
supply capabilities of structurally weak economes. And the third was the
provi sion of support and incentives. Recent initiatives for Africa showed
that political will could nobilize market forces in the service of

devel opnent, providing incentives for growh, trade and investnent.

But the supply side was only part of the equation; in the case of
sub- Saharan Africa, it was inportant to take into account the externa
environnent and, in particular, the highly indebted poor countries' need
for debt relief. 1In that regard, he welcomed the recent initiative by the
Wrld Bank and | M-

M. RSCHARD (Wrld Bank) said he wi shed to focus on two points:

the forces that were shaping the new world econony, and the programres
i npl enented by the Wrld Bank and ot her devel opnent banks to hel p countries
bui I d the enabling environments which that new world econony required
particularly through pronotion of the private sector.

The new worl d econony was primarily the product of an econom c
revolution. Virtually all countries had enbraced narket-oriented policies,
whi ch invol ved a nmassive shift of economc activity towards the South and
East, with about two thirds of the planet's growth originating in the non- CECD

group. GCountries such as Uganda were entering the group of new players with
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high growth rates. The distribution of world narkets was al so undergoi ng a
massive shift: in the year 2010, the Asian nmiddl e class woul d nunber
about 750 million people.

There was not only an economic, but also a technical, revolution.

I nnovations, initially centred on tel ecormuni cati ons and infornatics, had
reached ot her sectors such as bi ot echnol ogy, robotics and transport, and were
produci ng a genui ne transformati on, sonme of whose effects were not yet known.
It was already clear that that revolution involved a transfornation of tine
and di stance and that know edge had becone the nost inportant production
factor.

It was not surprising that such a revolution had consequences for
busi ness and trade. It had resulted in accel erated busi ness processes and
nore w despread just-in-time production processes, increasingly conplex
transnational business alliances, hyperconpetitive purchasi ng worl dw de,
boundary-1less capital flows, particularly with regard to private capital
and institutional investors, soaring international trade in services, with
i ncreasing tradability of once-untradable services, spectacular growh in
t el eshoppi ng and the introduction of electronic noney systens. That
transformati on woul d al so revol utionalize human organi zations, which were
becom ng | ess hierarchical and nore fluid and decentralized and woul d
radi cal |y change the idea of education, which, thanks to technol ogi ca
progress, nust increasingly be seen as a lifelong process available to anyone.

Those two revol uti ons were conbining to producing a rapidly evol ving and
hi ghly conpetitive new world econony in which the traditional distinction
between rich and poor countries was giving way to new di stinctions between
countries which were slow to adapt and those whi ch knew how to take advant age
of the new opportunities. The many inplications of the ongoing transformation
made the word “globalization” too restrictive because it did not reflect the
fact that devel oping countries mght |eapfrog ahead and i nmedi ately start to
change their way of doing things.

The Worl d Bank could hel p those countries to rapidly acquire an enabling
environnent for the new world econony; special efforts were required for the
poorest countries. The Bank's primary goal was to encourage devel opnent of
the private sector in developing and transition countries through private

sector financing and “system c work” on an enabling environment for that
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sector. The Bank and its rel ated organi zati ons channel | ed about

5 billion dollars a year into catalytic operations of the private sectors

in those countries. System c work, whose critical inportance was becom ng

i ncreasingly clear and on which the Bank was increasingly concentrating, could
be divided into three categories: business environnent, privatization and the
financial sector. In order to inprove the business environnent, the Bank was
hel pi ng countries to inplenent reforns in order to relax and noderni ze
regul ati ons and | egislation, set up support institutions and pronotion
agencies, and carry out prelimnary investnent studies.

The Bank's expertise placed it in a position to assist countries in
setting up their privatization programmes, particularly by establishing an
overall strategy and appropriate |egislative and institutional frameworks,
and in preparing their tel ecommunications sector and infrastructure for
privatization.

In the financial sector, the Bank was hel ping countries to reformtheir
banki ng sectors and to build up capital markets and specialized institutions
(stock markets, pension funds and insurance and nicrofinance systens). |Its
capital markets work was based on the | ong experience of the Internationa
Fi nance Corporation (IFC. However, reformof the banking sector was a
I engt hy and conpl ex task in which the Bank faced nany problens at the
country level; a shortage of experts nmade cooperation with | M- essenti al

Ceneral |y speaki ng, the Bank called on microeconom c rather than
macr oeconom ¢ experts in helping countries to develop their private sector.
Its activities focused | ess on | ending than on advisory work, best practices
di ssem nation and awareness-rai sing. The Bank was convinced that the
pronotion of policy and institutional changes nust be acconpani ed by effective
governnent and a strong civil society, which were essential to a vibrant
private sector.

I'n conclusion, he enphasized that the Wrld Bank was willing to work
closely with all United Nations bodies in order to ensure that the poorest
countries were not left behind and could benefit fromthe grow ng prosperity
of the world econony.

M. DUHR (Luxenbourg), speaking on behalf of the menber countries
of the European Union, asked in what areas the international financia

institutions could becone nore active in order to enable the mcrocredit
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sector to develop its full potential. Wat were the future prospects of the
Wrld Bank-I M- programe for the nost heavily indebted countries, under which
only one country agreenent had been signed to date? Wat neasures did | M-
plan to take in order to strengthen its role of nonitoring the functioning of
the international financial systen? Wat had been acconplished by the speci al
i nter-agency teamset up by the Admnistrative Committee on Coordination to
consi der ways of creating an enabling environment for econom c and soci a
devel opnent, which had been chaired by the Wrld Bank? How did the Wrld Bank
and | MF view the future devel opnent of private capital flows and, in
particular, their inpact on the LDCs? Wat was the inportance of certain
criteria mentioned in the 1997 Wrld Bank report (legal framework, adaptation
of the nacroeconomc structure, etc.) for international cooperation?

What progress was being nmade by UNCTAD in its studies of the |inks
bet ween i nvest ment and devel opnent and by the WO worki ng group established to
consider the interrelationships of trade and investnent? And what neasures
had the two organi zations taken to increase the conpl enentarity of that work?

Whi | e the European Uni on wel comed the willingness of WIO and UNCTAD to
join forces in ensuring the success of the H gh-Level Meeting on an Integrated
Initiatives to address the trade and devel oprment probl ens of LDCs, which woul d
be held in Cctober, it wondered what neasures those bodi es recomended in
order to avoid disruption of the preparations for the neeting. It also
wonder ed whet her the Wirld Bank country teans could be nore closely associ at ed
with the entire process and, if so, how

M. AKRAM (Cbserver for Pakistan) asked whether the tine had not

conme to reconsider the principle of conpensatory financing facilities as part
of the inplenentation of the Wuguay Round Agreenents and whet her UNCTAD coul d
not set up a mechani smfor ongoing study of the effects of those agreenments on
the poorest countries. Wat neasures had the Bretton Wods institutions taken
to pronote greater coherence in the fornulation and inplenentation of their
policies of support for the |iberalization process, as they had been invited
to do in the Marrakesh Declaration? How could UNCTAD be strengthened in
order to make it better able to hel p devel oping countries to evaluate their
interests and forrnulate realistic and constructive strategies so that they
woul d be better prepared to deal with current or future WO negotiati ons?

Lastly, what was being done to nake the public nore aware that attenpts to
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establish a |ink between trade |iberalization and enpl oynent |egislation were
in fact a veiled attenpt at protectionisn? That was a question which could
rai se sensitive political problens in the future

M. AMRIM (Brazil) said he had listened with great interest to
the statenments by the representatives of multilateral institutions, which
had of fered varied but optinistic views of the phenonenon of globalization.
A obalization was an undeniable reality: the problemwas that it was
acconpani ed by the marginalization of the poorest countries and increased the
vulnerability of other countries, even though they were already integrated
into the world econony. It was generally agreed that the world econony was
currently on the upswi ng, but what woul d happen if the industrialized
countries adopted stricter nonetary policies; for exanple, a 1 per cent
increase in interest rates in the United States would entail a reduction of
about 20 billion dollars in capital flows to Latin Anerica? Wat could | M-
do to control decisions with such serious consequences?

M. CAMDESSUS (Managing Director, IM), replying to the questions

addressed to him said that the mcrocredit procedure, which had been put in
place in a particularly short time, had already been fully inplenmented in

one country, Uganda. Three other countries - Bolivia, Cdte d'lvoire and
Mozanbi que - were under consideration, and a total of some 20 countries woul d
be involved. | M was pleased with the functioning of that procedure and

wel comed the cooperation of other nultilateral agencies. He thought that the
process coul d be continued providing that funding fromthe Enhanced Structura
Adjustmment Facility (ESAF) was not bl ocked by the conflicting requirenents of
donor countries.

Wth regard to control of the international financial system he said
that in view of the fickleness and herd nentality which characterized
financial markets, I M- had increased its nonitoring and consi dered the
situation of all at-risk countries on a weekly basis. It had set up energency
financing systens for extreme cases, although that did not nean that countries
whi ch had ignored its warnings could count on it to provide automatic
assi st ance.

There were encouragi ng prospects for the devel opnent of private

financi ng over the next few years provided that all those involved behaved in
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a reasonabl e manner, in other words, that the industrialized countries pursued
sensi bl e financial policies and that the devel opi ng countries continued to
pursue cautious nacroecononm c policies.

The observer for Pakistan had noted the inportance of conpensatory
financing in the context of the liberalization of international trade. Wile
I M= woul d continue to nake use of its conpensatory financing facilities in
unforeseen trade crises, countries which boldly commtted thenselves to trade
l'i beralization nmust be aware that they woul d have access to | M- financing for
their bal ance of payments throughout their period of vulnerability.

Coherent financial, nonetary and trade policies were the subject of
regul ar consultations; I M- had signed an agreenment with WO under which their
gover ni ng bodi es woul d exchange information on all natters of common interest.
In order to ensure that renewed inflationary tension did not put an end to the
worl d econony's current growth phase, it was essential that nonetary policies
shoul d be nmanaged on a cooperative basis and that inflation be attacked before
it appeared.

M. RUIGAERO (D rector-General, WIO inforned the representative

of Brazil that WO s optimstic evaluati on of the phenonenon of gl obalization
was wel | -founded: trade liberalization had encouraged econom c growh and
current devel opnents, while not perfect, were far fromnegative

Mar gi nal i zation was not inevitable, and the H gh-Level Meeting on Integrated
Initiatives for LDCs had been organized in order to conbat it.

There was greater worl dw de coherence than was soneti mes believed;

WO had signed a very encouragi ng agreenment with the Wrld Bank and | M-
which would allow it to participate in some of the meetings of those

two institutions and to exchange information with themon a regul ar basis.
Inreply to the observer for Pakistan, he said that evaluation of the
Uruguay Round in Singapore had been quite positive.

The probl em of | abour norns fell basically within the scope of I1LO WO
could contribute by encouragi ng the opening of econonies in order to encourage
growth. In any case, that problemcould not be solved through protectionist
neasures. Lastly, the WO worki ng group responsi ble for considering the
interrel ationshi ps of trade and i nvestnment had al ready net and that process,

in which the UNCTAD secretariat was cooperating, was well under way.
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M. RQUPERO (Secretary-CGeneral, UNCTAD) said he had attenpted to

show in his evaluation that there were both encouragi ng and di scouragi ng
aspects of the current economic situation. The nere fact that there
were 36 mllion unenpl oyed in the industrialized countries al one showed
that the situation was not perfect. Wile that problemcould not be
attributed to globalization, neither could it be ignored.

It was encouraging that UNCTAD and WO were working in close cooperation
to address the question of the interrel ationships of trade and i nvestnent
and that they planned to consider very sinmlar aspects of that question.
Currently, UNCTAD was preparing a series of technical documents on 24 issues
essential to the negotiation of nmultilateral investnent agreenents and was
hel ping the LDCs to devel op i nvestnent gui des ainmed at attracting increased
investrment flows. The next Wrld Investrment Report, which was to be published
shortly, would focus on investment and conpetition. The two organi zati ons
were al so cooperating closely in their preparations for the neeting on
the LDCs. The probl enrs which had arisen in that regard were the result of the
fact that nost LDCs, which were nmenbers of UNCTAD, had yet to become nenbers
of WIQ

Inreply to the question fromthe del egation of Pakistan, he said that a
procedure had been established, with the cooperation of experts fromthe najor
organi zations, to evaluate the inplications of the Wuguay Round for LDCs and
hel p themto devel op constructive proposals. The probl emof coherence was a
conpl ex one, and it could not be denied that there were still difficult
probl ens, such as those relating to conpetitive deval uation. UNCTAD had no
mandate to deal with social norns because the devel oping countries thensel ves
had not wanted to establish a connection between those norns and trade.
However, the “1995 Trade and Devel opnment Report” considered that question
at |ength.

M. RSCHARD (Wrld Bank) said there were enormous possibilities

for mcrocredit devel opment since only 10 mllion of the current 500 mllion
m croentrepreneurs currently benefited fromthat procedure. The Wrld Bank
had established a consultative group, which dealt exclusively with

mcrocredit, in order to assist the poorest countries and had
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allocated 32 mllion dollars to that programme. At present, it was nost
i mportant to dissem nate best practices and to ensure that national
financial |egislation authorized m crofinancing.

The special inter-agency teamset up by the Admnistrative Conmittee on
Coordi nation (ACC to consider ways of creating an enabling environment for
econom ¢ and soci al devel opnent, which was chaired by a vice-president of the
Bank, was currently working on case studies for certain countries and woul d
present its report to ACCin the autum.

On prospects for the devel opnent of private capital flows, he said that
di spl acenent of growh fromthe North to the South and East, the enornous
i nvestment potential of the major pension funds and the fact that
mul tinational corporations, particularly in the South, were increasing their
direct investrments in devel oping countries nmeant that there would be a steady,
lasting increase in private fl ows towards those countri es.

Lastly, with regard to policy coherence, there was regul ar cooperation
between the Wrld Bank and | M. There had been consi derable progress in
cooperation with WIQ the Bank having signed an official cooperation agreenent

with that organization in April 1997.

The neeting rose at 1.10 p.m




