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1. TENTATIVE PROVISTONAL AGENDA; OUTI INES FCR BACKGROUND PAPERS

- The Executive Directors considered the tentative provisinnal agenda
and outlines for background papers for the May 8, 1990 meeting of the Devel-
opment Committee (EB/CW/Dv/89/10, 11/17/89) and a report on procedures and
memorandum on a related matter trom the Executive Secretary of the Develop-

ment Committee (EB/CW/DC/89/11, 12/12/89).

The Executive Secretary of the Development Committee stated that he

t
was pleased that the Fund’s management had scheduled the meeting for an

early review of the draft tentative provisional agenda and the outlines

for the puapers for the Development Committee meeting. Given the ministerial
character of the Committee, he and the Chairman attached the greatest impor-
tance to Directors’' views, since they acted as informal representatives of
the Committee members,

The sumnary of the main understandings which he had reached with World
Banx Executive Directors on July 19, 1969 on the preparatory and follow-up
procedures for the Development Committee meetings had been circulated, the
Executive Secretary went on. The substance of those recommendations had
been brought to the Board's attention at the last meeting of the Committee
of the Whole for the Developmeut Committee in August 1989. The understand-
ings that had been reached with Bank Directors responded to the concerns
that had often been raised about the Committee’s general orientation, the
elaboration of its work program, and the nature of the documentation. He
had visited and spoken with many of the Governors and senior officials who
participated in the Development Committee in the previous 12 months, and he
had concluded that the perception of many participants was that the Commit-
tee suffered from a lack of concreteness and insufficient preparation. More
careful preparation, with the active involvement of Executive Directors,
would be essential to improve the Committee’s policy orientation and to make
the most effic’2nt use of Ministers’ time. Indeed, Ministers should bLe able
to expect that their time would be used productively.

Those aims could be facilitated by giving Directors an early opportun-
ity to review the outlines of papers that were to be prepared for Ministers,
the Executive Secretary pointed out. Papers from the Fund and Bank should
be relatively short--perhaps 10 to 12 pages--analytical, and issues ori-
ented, to provide guidance and assist the Ministers in preparing their
statements. Papers should also reflect the fact that the Committee had
consultative and advisory, but not decision-making, functions. The prepara-
tory process and the quality of the Committee's work would Lenefit from
Directors’ suggestions about the priority which should be attacheu to issues
on the Committee'’s work program, which could be expected for any ministerial
meeting; it should th.refore apply to Development Cummittee .reetings as
well.
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Understandings had been reached with the Bank's Executive Directors on
the procedures for setting the draft provisional agenda and preparing back-
ground papers, the Executive Secretary continued. He hoped that the Fund's
Directors could reach a similar understanding. It was however likely that,
because the Development Committee had a development orientation which was
more within the purviev of the Bank, Bank Directors would take a greater
interest in the procexdural questions.

He and the Chiirman of the Committee therefore hoped that efforts te
improve the preparations for the meetings would bear fruit, the Executive
Secretary went on. The Committee meetings would be come more focused and
issue oriented. The Committee existed by the will of the Fund and Bank
Governors, and the Governors deserved from the Fund and Bank an effective
preparatory process.

The tentative draft provisional agenda for the May 8, 1990 meeting of
the Development Committee had been based closely on the Committee’s com-
munigué of September 1989, and reflected the views of the Committee members,
the Executive Seccetary concluded. An informal report had been circulated
to Fund Directors summarizing the comments of Bank Directors on the outlines
of the papers that Ministers had requested, which the Bank Executive Board
had discussed on December 1, 1989. He would welcome Directors’ suggestions
about items that might be added to the Committee's work program in the
future.

Mr. Noonan made the following statement:

This chair welcomes the relatively early consideration of
the provisionsl agenda of the May Development Committee meeting,
and the revier of the draft outlines of the papers to be prepared
for that meeting. The procedure that has been adopted is a useful
one, in that it facilitates an input by Executive Directors, and
suggestions for ongoing work by the Fund and the Bank relating to
development issues. We are also pleased that our review of the
outline papers is taking place more or less in tandem with the
World Bank’s consideration of Development Committee issues. How-
ever, we have not been convinced that a seminar, rather than dis-
cussion by the Committee of the Whole, is required for the review.

We support the views of the World Bank Directors that the
background papers prepared by the staff should be succinct, and
should focus on key issues of policy. It is suggested that this
objective would be helped if the papers were analytical rather
than descriptive, and if the analysis contained in the papers was
limited o0 that relevant to the policy issues on which it is hoped
the papers will focus. More detailec descriptive and factual
material, which might be useful, could be contained in annexes
to the papers.
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We have no particular problems with the provisional agenda.
The outlines for the three proposed papers strike us as being
perhaps more comprebensive than necessary. We hope that the
papers themselves will have more precise focus, which may be par-
ticularly pertinent in the case of the paper on the debt strategy.
The proposed outline of the latter paper provides for a very broad
coverage of recent developments and the major issues. Presumably,
the debt strategy will also be discussed by the Interim Committee.
We are concerned, therefore, about the risk of overlapping, and
would wish the issues dealt with by the two Committees to be
differentiated to avoid overlapping, or at least to reduce its
extent., Preferably, the work of the two Committees should comple-
ment each other. 1In the case of the paper prepared for the Devel-
opment Committee, we feel that it should focus on the impact of
the heavy debt burden and the operation of the debt strategy on
the economic prospects and the medium-term growth programs of the
developing countries. In our view, all indebted countries should
be included in the review, and, to the extent possible, the les-
sons to be drawn from the differing experiences of countries with
heavy debt burdens should be highlighted. This could facilitate
the preparation of issues for discussion by the Committee.

The question of private sector development, and the possible
support of the Fund and Bank for this element in the development
process, has come very much to the fore as a consequence of the
recent changes Iin Eastern Europe. We would favor inclusion in the
papers of relevant experience relating to East European countries
and the problems faced by centrally planned economies in looking
at the issue of private sector development. However, given that
most of these countries have embarked only very recently on sub-
stantive efforts to move away from centrally planned economies
and to encourage private sector development, it is almost cer-
tainly too early to draw many lessons. One policy issue on which
we would expect the paper to focus is how developing countries in
general can strengthen the responsivenecs of their economies to
appropriate economic signals through a strengthening of the pri-
vate sector, and what might be the best ways for doing so. We
would also feel that it is important for the paper to emphasize
the role which foreign direct investment could play in expanding
the private sector in those countries. Many of those countries
will need to rely on foreign financial resources, as well as
domestic resources, to achieve stronger, more viable, growth.
With the reluctance of banks to lend on a significant scale,
and the increased emphasis in many countries on the private sec-
tor as a source of growth, it would s<em to make sense to increase
efforts to provide an appropriate economic climate for private
direct investment in those countries, and look at ways of encour-
aging such investment.
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Mr. Al-Jasser made the following statement:

I welcome this opportunity to review the tentative provi-
sional agenda and draft outlines for background papers, as well
as the procedures concerning the review of the agenda by the
Executive Directors.

On the procedures, it is not very helpful to present Execu-
tive Directors with an agenda and outlines that cannot be altered
or influenced, as has been the practice in the past. It is impor-
tant for Executive Directors in the Bank and the Fund to have an
early input in the process of formulating the agenda of the
Development Committee meeting. This should allow all Executive
Directors to express their views on the topics that ought to be
discussed by the Development Committee, at the earliest possible
opportunity. The relevance and consistency of papers prepared
by both institutions would thereby be enhanced.

I therefore support the proposal that the Board meet very
early, in a meeting of the Committee of the Whole, to exchange
views on the draft agenda and the draft outlines of the papers,
as well as the future work program of the Committee. It may be
desirable to consider an early meeting between the Secrecaries
cf the Fund and the Bank, the Executive Secretary of the Commit-
tee, and interested Executive Directors from both institutions to
explore international development issues that need to be addressed
by the Development Committee in future meetings.

The private sector development study is a timely one that can
contribute measurably to understanding the dynamics of development
and underdevelopment. Fostering the enabling environment, in its
global context, should be given special attention. Eliminating
domestic distortions, especially in the areas of pricing, trade,
exchange and interest rates, and the institutional environment,
is critical to the efficiency of private sectors. It is, however,
equally critical to ensure that the external environment is not
adverse to private sectors in developing countries, especially
through discrimination against their processed products. Access
to international markets is the key to the viability of all fledg-
ling private sectors around the world, and indeed to the health of
the world economy at large.

The 1990s should be the decade for the integration of the
developing countries into the world economy, which should help
to expand world output and trade, and would effectively help in
resolving the debt problem. It is therefore incumbent upon inter-
national organizations, such as the Fund and the Bank, to ensure
that an environment conducive to such integration is developed.
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The Development Committee is in a good position to enhance the
progress of this process. 1 suspect that some industrial coun-
tries are reluctant to let this Committee address policy reform

AfF hath ind +rial A A 3 4 . 3
of both industrial and developing countries; they want it to

address only developing countries’ policies. It would be more
appropriate to address global development problems even as they
extend into the industrial countries’ policies, and suggest
reforms on both sides. Certainly this is fair, as both sides
will benefit from reform.

Therefore, the major industrial countries and the staff of
the Fund should be more forthcoming in making the Development
Committee a more effective forum for accelerating structural
reform in both developed and developing countries. It is with
this in mind that I regret the absence from the agenda of an item
on the technical follow-up on the improvement of the industrial
policies of industrial countries, to make the impact of those
policies helpful, instead of detrimental, to the process of inte-
gration., Discussions in previous Development Committee meetings
have pone a long way in diagnosing the problem. We still have a
long way to go in doing the technical work necessary for the
structural policy reform and the coordination of such policies to
minimize their costs and maximize their benefits. After all, the
Committee has asked the Bank and the Fund, in its last communiqué,
to keep under review the impact of industrial countries’ trade,
agricultural, and industrial policies on developing countries, as
well as the results of adjustment programs that developing coun-
tries undertake. 1 therefore trust that the agznda for the fall
meetings will resume that review, by addressing the modalities and
all the technical work necessary for the treatment of structural
rigidities in industrial countries.

The elements mentioned in the draft outline of the paper on
the financing of the private sector are important. I would only
add--and this is relevant to the paper on the long-term perspec-
tive for sub-Saharan Africa, incidentally--that there is a need
for more innovative and bolder initiatives for financing private
sector investment, as well as kick-starting these investments,
when necessary. The World Bank, with its expertise and competent
arms--the International Finance Corporation and the Multilateral
Investment Guarantee Agency--has already embarked on some limited
experiments in Africa. It may be time to start thinking in more
global terms. This also may be an idea for future deliberations
of the Comnittee,
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Mr. Ghasimi made the following statement:

We attach importance to the work of the Development Commit-
tee, which, although not as policy oriented as the Interim
Committee, is a useful gathering in which many policy issue.' are
discussed in a less pressing way. We wish to emphasize the joint
character of the Development Committee, which accommodates analy-
sis of all aspects of the problems facing the world economy in a
short-term as well as in a medium-term perspective. Our authori-
ties are grateful to the management and staff of the two institu-
tions, and to the Chairman and the Executive Secretary for the
efficiency of the work of the Committee.

Against this background, it is of paramount importance that
the Executive Boards of the two institutions be involved as much
as possible in the preparation of the meetings of the Committee.
An early input by Executive Directors, as suggested by the Execu-
tive Secretary, is fully warranted. The degree of involvement
of the Executive Board depends of course very much on the actual
choice of topics under review. Debt problems, for example, merit
a close and intensive involvement of the two Boards. Issues
concerning environment, as another example, seem to be handled
more easily by the Bank's Executive Directors.

We have no strong views with regard to the procedural mat-
ters--whether the Board should meet in Committee of the Whole or
in a seminar to discuss the work program of the Development
Committee. We would like to hear comments on the procedural
issues from the Executive Secretary or the Committee Secretary.

On the choice of papers to be prepared by the staff, we can
certainly go along with the arrangements agreed with Bank Execu-
tive Directors. These arrangements imply that the papers would
be short--10-12 pages--and would concentrate on analysis and on
issues of policy significance. We wish to reiterate our position
regarding the need to have background papers attached to these
short papers. We can also go along with the preparation of a
separate paper to assist members in their discussions of each
of the main items of the agenda. We understand that, gererally,
these papers would be joint, but each institution should retain
the possibility of expressing its particular point ol view, in
line with its mandate.

We have no difficulty in supporting the draft agenda. On the
review of the joint debt strategy paper, the analysis should cover
all indebted developing countries and emphasize the lessons to be
drawn from the implementation of the debt strategy. Indeed, our
authorities attach great importance to the needed adaptations of
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the strategy. In this regard, we recall our long-standing posi-
tion that two categories of indebted countries have not been suf-
ficiently covered so far, and thac they certainly merit the full
attention of the international financial community. The first
group is the heavily indebted developing countries that have
striven very hard, despite enormous difficulties and an adverse
international environment, to remain current in servicing their
financial obligations. The second group is the low middle-income
countries, which, by definition, are neither eligible for Toronto
terms nor likely to benefit substantially from the Brady Plan.

We wish to add our voice to those Directors in the World Bank
who feel that the joint paper dealing with private sector develop-

ment should focus on the question of efficiency rather than owner-
ship, and that the role of the public sector, and ways and means
to enhance its efficiency, should also be explored.

We would prefer a joint paper on sub-Saharan Africa, but,
since the Bank has just published a comprehensive report, we would
be content with a separate Fund paper, together with a short joint
policy paper.

We continue to favor further reviews and studies on the
impact of regional trade arrangements on developing countries and
progress in the Uruguay Round. More generally, this chair contin-
ues to attach great importance to the issues of trade and the
economic impact of trade restrictions, and, in this regard, we
would like to see a continuing interest by the Development Commit-
tee in the analysis of the effects of ..ade policies of industrial
countries on developing countries.

Mr. Yamazaki made the following statement:

I welcome this opportunity to discuss the tentative provi-
sional agenda and the outlines for the background papers for the
Development Committee, as I hope that our discussion will provide
important suggestions for the orientation of the Developnent
Committee. I also join other Executive Directors in supporting
the proposed procedure.

The draft provisioral agenda and outlines are broadly appro-
priate. Some of the comments raised by the Bank Executive Direc-
tors will certainly help improve the quality of the background
papers. That being said, I have several comments on the proposals
raised in the Bank seminar on this issue.
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I understand that the policy orientation of the background
papers was generally stressed at the seminar. While I am not sure
what exactly "policy orientation" means in each context, I wonder
whether some topics in the papers might be somewhat premature for
a policy-focused discussion. With respect to the paper on private
sector development, I note the increasing importance attached to
the development of the private sector and competitive markets in
structural reform. However, I am concerned that too much emphasis
is being placed on the roles of the Fund and the Bank, before the
paper analyzes fully the desirable direction of private sector
development in the context of structural adjustment. The paper
should maintain its strong emphasis on macroeconomic adjustment
in developing countries, as this is indeed the most important
condition for enhancing private sector development.

I have serious reservaticns about the proposed pnlicy orien-
tation of the debt strategy paper. Consideration should be given
to the Bank seminar's proposals on the coverage of indebted coun-
tries and the lessons obtained from implementation of the debt
strategy. However, it would be premature, and probably too ambi-
tious, to try to discuss wide-ranging policy issues at the semi-
nar. I am concerned that a too ambitious widening of the paper’s
scope could lead to a deterioration in the quality of the paper.
In this connection, we should avoid the overlapping of discussions
in the Interim and Development Committees. I believe that
forward-looking discussions of the debt strategy are more appro-
priately made in the Interim Committee, as they used to be, in
view of the distinct roles of the two Committees. As the evolu-
tion of the debt strategy is significantly related to wide-ranging
developments in the international payments system, the proposed
policy issues may not be singled out appropriately from the devel-
opment perspective alone, in the Development Committee.

1 am open-minded on the question of the form of the paper
on sub-Saharan Africa. However, I would appreciate the staff’s
comments on whether a joint paper would cause any substantial
difficulty.

Mrs. Hansen stated that her authorities supported the revised proce-
dures to provide the Board with an opportunity to provide earlier and more
substantive input into the agenda and pavers for the Development Committee.
Accordingly, they supported the staff's suggestion that Executive Directors
continue to meet as the Committee of the Whole, but at an earlier stage to
parallel the reviews of the agenda, outlines and papers which take place at
the World Bank. The papers themselves should be short and direct the atten-
tion of Committee members to the policy questions which emerge, and which
are within the Committee’s purview.
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The paper on the private sector’s cortribution to development should
downplay the theoretical, and concentrate on specific actions which member
countries and the Fund and Rank can take to enhance the private sector'’s
contribution to development, Mrs. Hansen added. In the view of her authori-
ties, there was already a broad consensus that the private sector could make
a positive contribution to development; the paper should therefore focus on
what interested parties could do to make this contribution as effective as
possible.

The paper on the review of the debt strategy should be a progress
report on the implementation of the debt stratepy, and the current outline

provided an adequate framework for such a paper, Mrs. Hansen considered.

However, her authorities understood that the focus on severely indebted

1 9
countries identified by a set of objective criteria indicated in section 2

of the outline in no way contradict>d the accepted case-by-case approach of
the debt strategy. They would not expect to see, for example, any implica-
tions drawn from the sccne or form of any possible debt relief.

Mr. Enoch made the following statement:

As the report on procedures notes, there is at present a
notable asymmetry in the process through which papers for the
Development Committee are considered by the Fund and Bank Execu-
tive Directors. The World Bank Directors undertake a substantive
discussion of the agenda and outlines of background papers at the
outset of preparations for the papers. In the normal course of
events, the Fund Board would not undertake such a discussion until
the background papers are fully fleshed out. Today'’'s meeting is
something of an exception to this rule, and - he Directors are
asked to consider whether the Fund Board should also have a pre-
liminary discussion, along the lines of that in the World Bank.

The question is particularly important, as there also seems
to be an asymmetry of views between the two Boards. For example,
on the one hand--according to the informal report on the Bank
seminar--Bank Directors made a number of suggestions on ways in
which the papers should be expanded and made more issues oriented.
Today, on the other hand, Directors have stressed that Development
Committee papers should be primarily factual and explanatory; I am
thinking in particular of the outline on developments in the debt
strategy. This obviously makes life difficult for the staff.

Of course, if there is a disparity of views between the Fund
and Bank Executive Directors, the responsibility really lies with
member countries and the Directors themselves. But one way in
which coordination between the two institutions could be made much
easier would be if Fund and Bank Directors participated in a
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seminar together. A joint seminar might also be a useful compro-
mise between, at one extreme, the Fund having no role in the early
part of the process of producing Development Committee papers,
and, on the other extreme, simply duplicating the seminar already
held by World Bank Directors.

The debt outline seems to strike just about the right note.
Consideration of modifications in the debt strategy is primarily a
task for the Interim Committee. However, if the paper follows the
course set out in the outline, it would provide just the kind of
detailed backgrourd information which Governors need in order to
have a meaningful discussion of the debt problem.

1 hope that the paper on private sector development will
give prominence to the particular role which the Fund and the
World Bank have in fostering private sector development. Apart
from this, the cutline seems to me to be generally good. One
minor point: the outline talks about the importance of govern-
ments providing incentives for the development of an efficient
private sector which can respond flexibly and quickly to changing
market signals. Perhaps the emphasis should be slightly differ-
ent; what is generally needed is not so much for governments to
provide incentives, but rather to remove impediments to private
sector development.

On the outline on the long-tevrm perspective for sub-Saharan
Africa, it was not quite clear to me why the Furd and the Bank
will be producing separate papers for the Development Committee.
Perhaps the staff could explain why.

Mr. Kwon made the following statement:

Like previous speakers, we can support the procedural issues
as agreed upon at the Bank Executive Board Seminar.

This chair has no difficulty with the draft provisional
agenda. On the draft of the debt paper, I note that the main body
of the paper concentrates on Bank and Fund experiences. Nowhere
in the outline is it indicated that the role of the other major
players--i.e., commercial banks and governments of creditor coun-
tries--in the debt strategy will be assessed. I recall that in
Fund Board discussions on debt, the roles and contributions of
banks and creditor governments to the debt strategy are usually
touched upon as well,

It may be that the broader discussion on the overall debt
stra“egy involving all participants is reserved for the Interim
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Committee sessions, while Development Committee sessions would
focus more on specific country experiences. Nevertheless, ic
may still be a good idea to include, as a brief background in the
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borrowing countries, multilateral institutions, creditor govern-
ments, and commercial banks in the strategy, and a summury assess-
ment of how these interrelationships have helped--or delayed--the
realization of the objectives of the debt strategy. The back-
ground paper can also state that a wider treatment of the inter-
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I do not have any major comment on the other two ~raft out-
lines. T!->y both appear to indicate a comprehensire treatment of
their topics. With regard to the paper on private sector duvelop-
ment, I am in full agreement with the paragraph saying that pri-
vatization can be an important tool of restructurin:: but experi-
ence shows that the prcce=as should be trsnsp.rent and that deals
should be structured to support the goals of efficiency and compe-
tition. I must confess, however, that we tend to overlook the
limited capacity of the private sector in low-income developing
countries, vhich in turn impinges on the authorities’ effort to
carry out privatization more effectively. To take over the large
public enterprises, the private sector would require huge initial
amounts of capital, which should be financed either through its
own savings, or channeled through efficient financial intermedi-
aries. Developing countries, especially low-income developing
countries, tend to lack both of these. Moreover, privatization
also requires sophisticated entrepreneurial and managerial skills,
which cannot be attained in a short period of time. I therefore
hope that the paper on this icsue will properly address the prob-
lem as well.

Mr. Posthumus stated that the procedures that had been suggested for
preparing the Development Committee’s documents and agenda had originated on
the World Bank side mainly because the subjects were prepared differently in
the Bank and the Fund, reflecting the fact that the two institutions worked
differently from an organizational perspective. The Fund's Board discussed
the subjects which later came to the Interim Committee’s agenda for a long
time, and thoroughly; from the Fund’s point of view, therefore, there was
not much need for separate discussions to prepare a thorough agenda and sup-
porting documents. However, if such an approach would be of help to Bark
Directors, he would of course cooperate with it. Seminars on the Develop-
ment Committee's agenda, or on subje:ts on the agenda, were not really
necessary, in his view, but if the Bank wished to have them he would not

object.
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Nevertheless, Mr. Posthumus went on, a seminar was too loose a format
for preparing a subject adequately, or for deciding the priorities of
matters which should be dealt with during the Development Committee meeting.
That lcoseness was clearly evident in the results of the World Bank seminar
onl the debt strategy paper, in particular. The outline of the paper on tle
debt strategy was basically a progress report, which, at the present junc-
ture, was probably all that the Development Committee--and perhaps the
Interim Committee as well--needed. There wa: no consensus at present that
the debt strategy would have tc be changed or Legun anew. The report of the
discussion, In presenting the diverse views of various groups of speakers
without attempting a synthesis, showed clearly that lack of consensus. The
zeminar also did not provide the basis for determining what the paper’s con-
tent should be, because the cpinions in it had not been weighed. Further-
more, there were many subjects relating to the debt strategy which would not
be easy to discuss or to resolve in either the Development or the Interim
Committee at present; the issues of the fungibility of the Fund's resources
and of tax and regulatory regimes in industrial countries came to mind, in
particular.

That being said, he wondered whether the seminar format would necessar-
ily be a good way to proceed, Mr. Posthumus concluded. A joint seminar was
not really needed either, in his visw. F‘erhaps seminars between individual
Directors of the same constituency on the Fund and Bank sides would be use-
ful, however, because it had been his impression that ther. wight be some
differences of opinion even within the same constituency.

Mr. Dai obsarved that the forthcoming meeting of the Development Com-
mittee would be the first one of the new decade, and was therefore impor-
tant. Looking back on the decade of the 1980s, it could be seen that,
except for a small number of countries, the developing world had experi-
enced unpropitious economic phenomena. The gap between rich and poor
nations was widening. The discussions in the Development Committee on the
review of past experience should therefore focus from tie 1980s, in order
to determine the efforts that should be made in the 1990s for the tramns-
fer of real resources to promote world development. That, indeed, was the
Development Committee’s central mandate.

The question of which topic should be accorded the highest priority on
the Committee's agenda reriined unresolved, Mr. Dai concluded. He was not
certain whether the first item presented on the draft tentative agenda
should be seen as the highest priority. Perhaps the application of some
imagination and fresu ideas would help to identify the item of highest
priority for the Committee’s discussions in the 1990s.

Mr. Cirelli stated that he had no preference as to whether the Board’s
discussions should take place in a seminar or in the Committee of the Whole.
Even trough the Bank had changed its procedures in that regard, it was
important that the different procedures yield parallel results, especially
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with respect to the rate of progress the Directors of each institution made
on the items that needed to be discussed. Like previous speakers, he
concurred with the idea of having an early meeting for the preparation of
the Development Committee’s agenda.

He understood the specificity in the approaches of the two institutions
in the paper on long-term perspectives for sub-Saharan Africa, Mr. Cirelli
commented. Mr. Landau had already said that the two institutions should

collaborate on a common paper; he hoped that joint background papers could
be prepared.

The debt strategy was clearly within the purview of the Development
Committee, but it was essential that a repetition of the debt discussion in
the Interim and Development Committees be avoided; otherwise, two different
approaches to debt might emerge. However, he was confident in the possi-
bility of reaching an agreement on the exact items to be handled by each
Committee. The Interim Committee clearly had a special responsibility for
specitic aspects of the debt strategy, whereas the Development Committee
needed to fncus on the impact of the strategy on development, and to assess
the consequences for resource flows to developing countries.

Mr. Fernandez Urdonez said that he supported Mr. Kwon'’s comments on the
importance of devoting some attention to the players in the debt strategy in
the paper for the Development Committee. The most important players were
clearly the indebted countries--featured adequately in the draft outline--
put the other players--the multilateral institutions, the Fund and the
Bank, the official creditors, members of the Paris Club, and the bilateral
donors--also needed to be borne in mind. The importance of the macro-
economic policies of industrial countries and their effect on the debt
strategy and on developing countries should not be overlooked. In that
connection, he agreed with Mr. Al-Jasser’'s remarks. The impact of monetary
and fiscal policy and interest rates in the industrial countries on the debt
strategy needed to be investigated, as well as the role of the banks in the
debt strategy; no important player should be overlooked. Discussions in the
Interim and Development Committees should not overlap.

Mr. Goos commented that he agreed with the procedures that had tLeen
suggested and with the format of the papers. He did not attach particular
importance to whether the discussions should take place in a seminar or the
Committee of the Whole. The Board took up the issues for discussion by the
Development Committee on the occasion of the discussion of the work program,
but perhaps the reference to the papers that would be prepared was not com-
plete enougli to initiate the kind of broad discussion that would be needed
to determine the Development Committee’s direction. Perhaps, then, the
three references to the papers that would be prepared for the Development
Committee’'s agenda could be elaborated further in an attachment, and taken
up on the occasion of the Board's discussion of the work program.
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The papers should be short, to the point, and focus the discussion of
tve Ministers on the issues, Mr. Coos continued. He attached varticular
importance to the need for joint staff papers. That notwithstanding, the
specific perspectives of the two institutions on certain issues should not
be painted over in an inappropriate effort to present a streamlined set of
papers.

He agreed that the draft outlines for the background papers should
ensure that a duplication of effort, and of discussion in the Committees,
was avoided, Mr. Goos went on. The description given in the agenda item
itself on the review of the impact of the strategy on development pros-
pects--and not the proposed outline of the paper on that issue--veflected
more accurately what the Development Committee should be requested to dis-
cuss, in his view. To go further in the direction of considering possible
changes to the existing debt strategy in the Development Committee would
not be in keeping with the Committee’s area of competence. The matter of
the evolution and possible reform o the debt strategy should be left to the
Interim Committee. There was a clear risk that conflicting cignals might
emerge if the same issues were discussed in two different bodies. The ques-
tion of using the time of the Ministers and of the staff most efficiently
also arose in that connection.

tle had taken note of the proposal by some World Bank Directors to
include issues confronting Eastern Eurcpean countries in the paper on
private sector development, Mr. Goos concluded. Perhaps those issues could
be explored in a separate paper; he had noted that Mr. Noonan had made a
similar observation. The information available at present on those issues
was insufficient to allow the preparation of an adequate paper, in his view.
Perhaps the topic could be taken up in a future agenda. accordingly, when
more information was available.

Mr. de Groote commented that, like their Ministerc, Directors needed
to ask themselves whether or not attending the Development Committee meeting
would be worthwhile, and whether or not the Development Committee's activi-
ties were different from those of the Fund or of the Interim Committee.

It was important to design agenda items that would encourage Committee
members to attend the meetings, Mr. de Grerote went on. The topic of private
sector development and investment would undoubtedly elicit an interesting
discussion, as the experiences of some East European and Far Eastern coun-
tries would be brought up, and would likely encourage participation.
Distinguishing the market mechanism from private ownership per se might be
an intriguing point of departure in the discussion.

Industrial policy held encouraging prospects for an interesting
discussion as well, as Mr. Al-Jasser had pointed out, Mr. de Groote contin-
ued. In the World Bank, he had proposed that the impact of the policies of
industrial countries on developing countries be discussed, because it would
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be impossible for industrial countries--or the Bank or the Fund, for that
matter--to advise developing countries on the reorganization of their
macroeconomic policies unless--once in a while--industrial countries were
also given similar advice. The staff might analyze the effect of the
policies of industrial countries--including stabilization, inflation, and
commodity price policies--on the debt strategy, and in particular, the
effect on those countries most closely concerned with the debt strategy.
Those issues were within the purview of the Interim Committee as well, of
course.

Mr. Posthumus had made an interesting observation in comparing the
working methods and functioning of the Fund and the Bank, Mr. de Groote
went on, which related to how the Development Committee'’s work could be
integrated with the activities of the Interim Committee and the Fund.

There had never been any problem agreeing to a suitable agenda for the
Interim Committee, because the Committee gave the Fund'’'s political authori-
ties the opportunity to reflect on the Fund's work and what it should do in
the future; the Interim Committee's agenda flowed naturally from the Fund'’s
own activities. In the World Bank, however, there was no direct relation-
ship between the bulk of the Bank’s activities and the topics on the Devel-
opment Committee’s agenda. The Development Committee might be encouraged in
the future to do what it had been intended to do from the beginning, namely,
to provide the Bank’s political authorities with an opportunity to reflect
on all issues related to the Bank'’s activities--and, more specifically at
present, the intervention of the Bank in the issue of debt. That basic
purpose had been lost, because while the Interim Committee was a Fund
Committee, the Development Committee was a joint one, creating the impres-
sion that the same topics should be discussed--which had not been the
original intention. Rather, the principle had been the creation of one
political body to reflect on the Fund’s activities, and another to reflect
on the Bank’'s. Since many of the general topics affected the Fund directly,
it had been thought advisable to include the Fund in the Development Commit-
tee, but the real purpose of that involvement was so that it could provide
information and expertise on issues with which it was most closely con-
cerned, such as the effect of exchange rate policy on development.

The fact that the Development Committee’'s purpose had been forgotten
expressed itself first in the fact that the Bank management did not ask the
Executive Secretary to attend all Board meetings, which was indeed regret-
table, Mr. de Groote commented. Because the Executive Secretary did not
attend, he did not have the opportunity to relate what was happening, at
a very general level, in the Bank'’s discussions, to the Bank's political
authorities. Because Bank management did not assist in the preparation of
the Development Committee agenda, it could not assist Ministers to reflect
on the Bank’s options which may have shown themselves over the preceding few
months. Progress could be made in those areas.
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He supported those Executive Directors who had ;ointed out that it was
the responsibility of the Executive Board to review the documents that would
be submitted to the Ministers, Mr. de Groote stated. It was odd that the
issue of the World Bank’'s capital increase had not been discussed thoroughly
in the Development Committee, although some of the Ministers had chosen to
intervene on that point. Also, the Development Committee had never discus-
sed seriously countries’ development strategies, or the industrial strategy
of industrial countries. Sucb topics might serve to focus the attention of
Ministers more closely on the issues which really mattered.

Mr. Fogelholm commented that Mr. de Groote had raised a number of
fundamental and basic issues. In that respect, he would not object to
returning to the Committee's basic reasons for existence. However, there
might be some resentment on the part of the World Bank were it to be seen
that, through the Development Committee’s deliberations, the Fund was
directing the Bank’s work. It might be useful to consider the issues
Mr. de Groote had raised in a special meeting.

The meetings of the Development Committee should be structured in a way
to ensure that a duplication of the discussion in the Interim Committee was
avoided, Mr. Fogelholm said. The policy issues that might be raised in the
Development Committee should not be of a general character, which should
rather be dealt with by the Interim Committee. The Board should at an early
date review the outcome of the latest Development Committee meeting in order
to achieve such a division of labor. He agreed with Mr. Goos that that
review could take place in conjunction with the Board’'s discussion of the
work program. At the same time, the outcome of the Interim Committee
meeting could be reflected upon, and the work of the two Committees thus
coordinated more effectively. The Fund was in a better position than the
Bank to make such a recommendation, and should take the first step in that
regard, because it had full charge of the Interim Committee, whereas the
World Bank was only half in charge of the Development Committee.

He had no problems with the other procedural propusals that had been
put forward by the Executive Secretary, Mr. Fogelholm concluded. He agreed
with the tentative provisional agenda, on the understanding that the discus-
sion on the debt strategy would not involve policy considerations. He had
no substantive comments on the draft outlines of the papers. However, he
would prefer in principle that joint papers be produced--while retaining the
flexibility in particular cases to have two--the paper on long-term perspec-
tives on sub-Saharan Africa being such a case.

Mr. Montorfano stated that it would be useful to have the draft tenta-
tive provisional agenda for the Development Committee for consideration as
early as possible, because it would allow Directors to express their views
in consultation with their authorities, and consolidate the various ideas
which had come forward as a result.
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The debt strategy and its impact on the development prospects of
severely indebted countries should be placed first on the agenda, not
second, Mr. Montorfano continued. The key issue was to arrive at solutions
to ensure the successful conclusion of the debt problem. .

It was clear that, for the debt problem to be solved, countries would
have to pursue free and competitive markets in order to sustain economic
growith, Mr. Montorfano pointed out. Governments would need to take the
necessary steps to encourage investment, and many countries had already
embarked on programs of privatization of public enterprises. It needed
to be borme in mind, however, that privatizatiom was mnot & panacea, because
private investment in public enterprises would not, in and of itself, ensure
the profitability of those enterprises. Furthermore, it needed to be
assured that private sector investment would contribute to economic
development.

He joined other Directors in supporting the proposed outlines for
the background papers, and the proposed agenda, Mr. Montorfano concluded.

The Executive Directors agreed to continue their discussion in the
afternoon.

APPROVED: February 11, 1991




