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1. DRAFT PROVISIONAI. AGENDA: AND OUTLINE OF PAPERS FOR FAILL 1993 MEETING

The Executive Directors, meeting as the Committee of the Whole
for the Development Committee, considered the draft provisional agenda
(EB/CW/DC/93/3, 5/28/93) and draft outlines for papers on social security
reforms and social safety nets (EB/CW/DC/93/4, 6/4/93) and adjustment
experience in low-income countries and implications for financing needs
(EB/CW/DC/93/5, 6/4/93) for the fall 1993 meeting of the Development
Committee.

The Executive Secretary of the Development Committee made the following
statement:

I would like to take the opportunity of this meeting to brief
you about the chairmanship of the Development Committee. As I
told you in my note of June 10, the Venezuelan Government has
changed. Dr. Hausmann is no longer a Minister, and obviously,
under the rules of the Committee, he cannot remain as Chairman.
I have already circulated his letter of resignation.

Members of the Committee are drawn in alternate two-year
periods from the Boards of Governors of the World Bank and the
Fund. At present, we are in a Fund period, and that is why I have
asked Fund Directors to transmit Dr. Hausmann's letter to their
Members.

It is now for the 24 Members of the Committee to select a new
Chairman from among themselves. In the past, the preferred can-
didate has once or twice been someone who was not at the time a
Member of the Committee, and in those cases, steps were taken
before the formal decision to select that person as a Member in
place of one of the existing Members.

The Committee itself decided, when it was first set up,
that the Chairman should come from a developing country. But, of
course, if there were two or more candidates and there had to be
an election, all Members would have a vote.

‘Also, by convention, the Chairmanship rotates among regions.
The pattern over the life of the Committee has been: Africa,
Asia, Latin America, Asia, Africa, Latin America. Those regions
have never been precisely defined.

Chairmen are appointed for a two-year term. But they can be
re-selected for a second term, as Dr. Chidzero was. Dr. Hausmann
succeeded Mr. Foxley, another Latin American, after two years.
Dr. Hausmann only served for half a year; 18 months of his term
(including three meetings of the Committee) remain to run.
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The pattern in the past has been for the Executive Directors
and their authorities to negotiate among themselves about the
regional rotation, and about a candidate from the selected region.

There is no need to wait for the Annual Meetings. If Exec-
utive Directors, after consulting their authorities, can agree
among themselves on a candidate, all they need to do is to notify
me of the choice. I shall then write or cable to all the Members
of the Committee, asking them to confirm the selection by a given
date, after which (if there is no dissent) the selection will be
announced. I understand that this is the procedure used in the
Interim Committee. Of course, if there were no agreement, there
would have to be an election.

My job is a passive one: only to ensure that everyone knows
there is a vacancy, and that action is in hand to select a new
Chairman.

But we now have the unusual situation of a mid-term inter-
regnum. Dr. Hausmann's resignation leaves me without a chief to
whom I can turn for instructions. And there is a lot of work to
do in preparing for the September meeting. Members may therefore
feel that it would be useful to reach a quick settlement, if pos-
sible before the summer recess. This would give us plenty of time
to brief the new Chairman well before the meeting on September 27;
and, if necessary, I could visit him in his capital first, as I
did with Dr. Hausmann last year.

Turning to the main business of today’s meeting, the first
item is the draft agenda for the Development Committee meeting on
September 27. This is virtually determined for us by the Com-
mittee’s recent decisions about its future work program. As you
will see, there are two main items and one progress report. As in
the recent past, the agenda distinguishes the main items for dis-
cussion from the progress report, which is mainly a "take note"
item.

We have not had two main items on the agenda together for
some time. I shall need to consult the new Chairman about the
best way of structuring the meeting so as to get the best possible
debate; should we, for example, have separate morning and after-
noon sessions, one devoted to each topic? I do not think we need
spend time today on this point, but if any of you have any sug-
gestions, perhaps you would let me know later, so that I can
advise the Chairman. I should report that the majority, but not
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the unanimous, view in the Bank Board was that we should reverse the
order of the two main items, and take the "adjustment” paper first.
That, too, is something the new Chairman will have to consider.

Perhaps I could say something very briefly about the two
outlines.

The first item on the agenda has been given the title "Social
Security Reforms and Social Safety Nets." This was a topic orig-
inally proposed by Dr. Hausmann and agreed by the Committee. I
showed him this outline two weeks ago, and he confirmed that it
was very much along the lines he wanted. Much of this ground was
covered during the Board’s recent discussion of safety nets, and
I am sure the authors will have that discussion very much in mind
in preparing the full draft. Incidentally, the timing of this
item is quite helpful, because it allows the Committee to put on
record its views on an important part of the agenda of next year’s
United Nations Social Summit. When the Bank Board discussed this
on June 18, Directors made a number of detailed suggestions, but
none that change the balance of the outline proposed by the staff.

The second is a paper originally proposed by the institutions
and warmly welcomed by the Committee: "Adjustment Experience of
Low-Income Countries and their Financing Needs." Here the timing
is absolutely crucial. We hope that by then the IDA ratification
process will be almost over in most countries, but the negotia-
tions on the ESAF successor may still be under way, and the
budgetary allocations among donors will certainly not be over.
Finally, the Development Committee meeting falls in the middle of
the negotiations on the Special Program of Assistance for Africa.
So there is a chance for Ministers to influence these important
negotiations, as well as to discuss the adjustment process in more
depth. I discussed this outline with Dr. Hausmann just before his
resignation. His own view was that the outline, perhaps because
it is only an outline, was insufficiently specific. He hoped
that the final version would be much clearer about the successes/
failures of the strategy so far, and would contain some firm
policy recommendations. I hope that although Dr. Hausmann is no
longer Chairman, the authors will bear these comments in mind in
drafting the full version.

Dr. Hausmann was also anxious that on both the main topics
the Committee should have supplementary papers by outsiders to
complement these staff papers. He also recognized that last time
we swamped the Committee with too much paper, so he asked me to
arrange only two or perhaps three outside papers this time. I can
report that I have persuaded Tony Killick of the Overseas Devel-
opment Institute in London, whose name many of you will know, to
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write a paper on the adjustment item. We are still negotiating
with the potential authors of a safety net paper. Of course,
Executive Directors will have a chance to see these papers and
discuss them once they have been circulated.

Mr. Al-Tuwaijri made the following statement:

I can broadly endorse the proposed draft agenda for the fall
1993 meeting of the Development Committee, as well as the draft
outlines for the joint issues papers. Consequently, I will make
only the following remarks.

Regarding the outline for the paper on social security
reforms and social safety nets, I believe that the paper would
benefit from a deeper analysis of the various and seemingly over-
lapping roles of donor agencies, especially the Bank and the Fund.
The proposed outline distinguishes between the roles of the Fund
and the Bank in terms of long-term institution-building objectives
for the latter, and short-term adjustment program-related objec-
tives for the Fund. However, the Bank also provides advice on
social safety nets similar to that provided by the Fund. Hence,
the paper would be enriched if it included a review of the ac-
tivities of each institution in this area and specified more
explicitly, and operationally, the division of labor between the
two institutions. 1In this regard, I would reiterate the position
of this chair, which views with caution the Fund’s increased in-
volvement in areas such as social safety nets, especially in light
of the growing constraints on the Fund's human resources and its
need to focus on its areas of expertise. Therefore, it is the
World Bank that should play the lead role with respect to social
safety nets and other poverty-related issues.

Turning to the outline for the paper on adjustment experience
in low-income countries and implications for financing needs, I
was somewhat surprised to note that no mention is made of the
severe decline in the terms of trade of most low-income countries,
which appears to have offset between 70 percent and 80 percent of
the new financing they received. Clearly, some discussion of this
phenomenon and potential policy actions is required. This high-
lights the crucial interlinkages between robust global economic
activity and the terms of trade of low-income countries. Indeed,
persistent declines in the terms of trade of low-income countries
may render much of their adjustment effort futile.

On a related issue, it appears that only a passing reference
is made to the importance of an open multilateral trading system.
Open access to export markets is imperative if low-income coun-
tries’' outward-oriented policies are to bear fruit. Here, the
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implications of domestic policies of industrial countries, espe-
cially subsidies and nontariff barriers, including regulatory
requirements, should be mentioned. However, it is important

to emphasize that developing countries, be they middle or low
income, are also responsible for an open multilateral trade
system, especially in light of the growing trade among developing
countries.

Finally, Section III(3) of the proposed outline addresses the
role of multilateral institutions and defines the role of the Bank
and the Fund in terms of providing policy advice and concessional
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Bank is more suited to providing concessional assistance in the
long run. More significantly, no mention is made of the Fund's
surveillance role and its efforts to encourage members to adopt
policies that are conducive to a favorable global economic
environment.

Mr. Laux made the following statement

As the items on the agenda reflect basically all the requests
of the Committee, the agenda should be in order. I have a few
remarks on the two papers, starting with the paper on social
safety nets. There are three points I would like to make.

To begin with a general remark, I would hope that the paper
avoids giving the impression that economic reforms are always,
and necessarily, connected with adverse impacts on the poor or on
vulnerable groups. 1 think that the opposite is true, and there
is ample evidence for that. Of course, that does not mean that
some reform measures might not hurt the poor. However, I believe
that it would be useful to put these possible adverse or negative
effects in a broader context, and not pretend that adjustment and
negative impacts on the poor are sort of Siamese twins.

I have two more specific points. First, on Chapter 3C, I
believe one important aspect of the practical considerations in
establishing social safety nets is that these schemes should not
become overcomplicated and attention should be paid to measures
that meet a minimum standard of consistency, in particular in
relation to what are called the permanent social security
arrangements-.

Second, I hope that Chapter 4, on the role of the governments
and donor agencies, reflects the fact that the main responsibili-
ties for financing social safety nets remains with the countries
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concerned, and that donors can play only a limited and mostly
advisory role in this respect.

On the second paper, adjustment experience in low-income
countries, I feel a bit uneasy about the possible prospect that
the Development Committee may become excessively involved in the
evaluation of adjustment programs dealing with issues that, to a
large extent, are the primary responsibility of the Fund. The
Development Committee, of course, is a joint committee. However,
I am concerned that papers like this will further blur the dis-
tinction between the objectives of the Fund and the Bank, partic-
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should give advice on the transfer of resources to developing
countries Therefore 1ike Mr., Al-Tuwaiiri I hore that the final
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chapter of the paper draws a firm distinction between the roles of
the Fund and the Bank. In particular, it should be made clear
that the Fund'’s proper role is not to provide concessional finan-
cial assistance, and any such Fund assistance should be seen as
exceptional and temporary.

The paper on adjustment experience does not support the
popular view that adjustment leads to an increase in financing
needs. It is the underlying imbalances, whether they are caused
or are beyond the control of the country, that are the causes of
both adjustment and financing needs. Therefore, I would prefer
that the proposed title of the paper, "Adjustment Experience in
Low-Income Countries and Implications for Financing Needs," be
used as a heading in the agenda, too.

Mr. Wei made the following statement:

We can generally endorse the proposed agenda for the
Development Committee and the draft outlines for both papers,
namely, "Social Security Reforms and Social Safety Nets" and
"Adjustment Experiences in Low-Income Countries and Implications
for Financing Needs."™ However, we would like to make one comment
on each.

On the first paper, regarding the role of governments, donor
agencies, the Bank, and the Fund, the staff has provided clear
descriptions of the role for each. However, it might need to be
emphasized that when the Fund discusses such reforms with the
national authorities, the member countries should take the main
responsibility in the design of the social safety nets. The other
point is that the coordination between the Fund and other donors,
particularly the World Bank, deserves a paragraph in this paper.
This was well stressed by the Acting Chairman in his summing up of
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On the second paper, regarding the financing implicatiohs,
the staff has correctly stressed the importance of concessional
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assistance, including debt relief, which we fully appreciate.

Most low-income countries are burdened with heavy debts, and
their adjustment efforts could be sustained only if concessional
resources are provided. Some of these countries also have arrears

problems. I wonder how this issue wou

paper.

Mr. Dorrington said that, with respect to the paper on social safety
nets, he agreed with the points made by previous speakers about the rela-
tionship between the Bank and the Fund. In Section II, on adjustment expe-
riences and implications for financing needs, low incomes owing to limited
basic endowment weakness would be examined; to ensure a balanced analysis,
the paper should look at, inter alia, low incomes that were the consequence
of inappropriate policies. He agreed with Mr. Laux that it was important to
have a balanced approach to the assessment of the effects of adjustment on
the poor more generally.

Mr. Solheim said that he had no major problems with the outline of the
paper on social safety nets. However, it could be useful to differentiate
somewhat between the safety net problems in developing countries and the
countries in transition, on the one hand, and the low- and medium-income
developing countries on the other. The problems of those countries could
differ substantially.

Mr. Mwananshiku made the following statement:

1 welcome the proposed agenda. The outlines of the two
issues papers are quite comprehensive and attempt to address many
of the concerns that we have raised here on various occasions.
Therefore, my observations will be very brief.

First, on the paper on social security and social safety
nets, I should point out that for the countries in my constituency
--and I believe for most of the countries in Africa--formal social
security systems are not yet very developed. They are limited in
many cases to provident funds and pensions that cover only a very
small segment of the population. The value of benefits under
those schemes has also been eroded over the years by inflation
and devaluation. It follows, therefore, that for these countries
the development of safety nets during periods of adjustment should
not be considered as just a complement to already existing social
security arrangements. In fact, safety nets might be all that
stands between the more vulnerable groups and increased poverty.
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The study should take this important point into account with a
view to alerting the international community to the need to pro-
vide adequate support for safety nets in low-income countries and

to encouraging greater transparency in such arrangements. In
the end, the usefulness of the study will depend on the extent
to which it addresses the special problems of different country
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groupings. For example, what m1ght be appropriate for one
region may not necessarily be appropriate for another area.

ow-income countries, the
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proposed study could benefit greatly from the recent review of
experience with programs supported by the ESAF. 1I believe that
the issue is no longer whether or not to reform. The focus now
should be on, inter alia, sustaining the adjustment momentum with
appropriate domestic policies, building institutional capacity,
and fighting poverty. For their part, industrial countries have
an important role to play in supporting the adjustment efforts of
developing countries. This includes provision of concessional
support, including debt relief on appropriate terms, and creation
of a more supportive trading environment.

On the adiustment exnerience

Mr. Bonzom said that he hoped that the paper on adjustment experience
in low-income countries and their financing needs would, to the extent pos-
sible, provide a balanced picture of the discussions in the Fund’'s Board on
that subject. The paper should take into account views, in addition to
those expressed by Mr. Laux, on concessional financing by the Fund.

Mr. Sorokos made the following statement:

In the context of the Development Committee's objectives, I
am in broad agreement with both the content of the proposed agenda
and the general thrust of the main papers to be discussed. How-
ever, given the opportunity of today’s consideration by this Board
of this matter, I should like to make one general comment on the
role of the Fund and a few small points on enhancing the content
of the main papers.

With my general comment, I should like to emphasize, as this
chair has often done in the past, the need to keep in mind the
primary role of the Fund, which a number of Directors stressed
during the recent discussion on social safety nets in economic
reform as being the "restoration and maintenance of macroeconomic
balance so as to foster sustainable growth." Given that a number
of us feel that "promoting sound macroeconomic policies and eco-
nomic reform is the best way for the Fund to make its contribution
to a country in achieving sustained economic growth and reducing
poverty," the caution expressed by some Directors and shared by
this chair, about the implications of increased Fund involvement
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in structural policy areas, should, I feel, be always kept in
mind.

With respect to the outline of the paper on social security
reform and social safety nets, I believe that for both sections
dealing with the more permanent arrangements of social security
and the arrangements for transitory safety nets, there is a real
need to ensure that the paper distinguishes clearly between the
different categories of economies involved. For example, in the
case of the transition economies of the former Soviet Union, many
already have in place permanent and very broad, but rather costly,
social programs, which are inefficient for safety net purposes and
which therefore need substantive adaptation. In other developing
countries, the need is to in effect establish such arrangements.
These differences would seem to suggest the possible need for
different approaches, which the paper should stress, in dealing
with the various aspects of such arrangements and the reforms and
policies needed.

I welcome the brief discussion envisaged under the topic of
transitory social safety net arrangements on the extent to which
the short-run adverse impact of economic reforms on the poor can
be minimized through an appropriate mix of adjustment policies.
However, I would hope that in this discussion there will be some
indication of the different types of policy mix that have been
adopted, according to the different types of economies involved
and based on experience to date.

My last point relates to the paper on adjustment experience
in low-income countries and implications for financing needs.
Here, I note the staff will draw on various reviews, including
the recent world economic outlook discussion and the review of
the ESAF. In my view, it would be useful in this case if the
staff, in drawing on these reviews, were to specifically indicate
what the ESAF has achieved for the low-income countries and what
lessons the ESAF experience suggests for such countries.

In particular, and having in mind the Board’'s discussion on
the ESAF review, the staff might wish to deal with a number of
points raised by Directors in that discussion. For instance, how
would the need felt by some Directors to set preconditions and
prior actions for program approval--in order to ensure that ad-
ministrative capacity, a data base, and the political will exist
prior to a program--affect the reforms and policies that need
to be pursued to maintain the momentum in achieving sustained
development and poverty reduction?
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With these few points, I can go along with the proposed draft
agenda and outline of papers.

The staff representative from the Policy Development and Review Depart-
ment said that, in drafting the two papers under discussion, the staff would
be closely guided by the recent Board discussion on the review of the ESAF.
The outcome of that review was consistent with the World Bank’s relevant
work, and particularly a study on the third structural adjustment report.
Thus, the staff of both institutions would be working together closely and
would be drawing on studies that had already been seen by both Boards. Omn
the paper on social safety nets, the staff would also be closely guided by
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the Fund Board’'s recent discussion on that subject, and particularly the
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relative roles of the Bank and the Fund, and coordination with donors.

The Executive Directors concluded their discussion.

APPROVED: December 16, 1993



