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INTERNATIONAL FINANCIAL ARCHITECTURE AND
FINANCING FOR DEVELOPMENT

Bahar Bayraktar

The idea of reforming the international financigstem has been one of the most
heated discussion points in the international conityu The series of financial crises
in the 1990s, which influenced many developing ¢oes as well as OIC countries,
further focused the attention on this matter. lis ttegard, this paper examines the
international financial architecture in the light e financial crises that affected
developing countries in the last decade. More rigefinancing for development
emerged as a major objective of the internatioinainfcial architecture. Thus, the paper
also examines the relevance of the internatiomalnitial architecture to financing for
development. That is, promoting sustained growthdevelopment, within and among
countries, becomes one of the most important dbgstof the new international
financial architecture. Finally, the paper concatgs on the implications of the
international financial architecture for OIC coues and presents policy
recommendations to achieve the desired targetsistied. The OIC and developing
countries have much to benefit from this framewaikce it provides various
opportunities for all of them, irrespective to thgtiage of development.

1. INTRODUCTION

With the rapid advance of global interdependenceyefy and
underdevelopment have become global problems faochavtine world
must exercise with global responsibility. In fagtpbalisation offers
opportunities and poses challenges But the devadomiountries,
including the OIC countries, face special diffioedt in responding to
those challenges and opportunities. In this regacHieving sustainable
economic growth and development should be withintbundaries of a
fully inclusive and equitable global economic systén this respect, the
international financial architecture should be desd to help
developing countries benefit from globalisation,il@hminimising its
risks, and foster an environment conducive to iaseel domestic
investment and higher sustained growth by raisihg financial
resources needed. In the context of economic arahdial challenges
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facing developing countries, the role of internagib financial
architecture should be handled with a view to enlmncoherence and
consistency in support of development.

The link between finance and development is primpakescribed by
the saving-investment mechanism. The principal dirém this regard
during the 1990s was the growing importance ofgtevflows, mainly to
a small number of developing countries. Anotherandgfining feature
of this period was the vulnerability of developiagd transition countries
that received large amounts of private flows tauficial crises and sudden
reversals of resource flows. The peso crisis inibtein 1994/95 and the
series of financial crises that affected Asia, h@merica and the Russian
Federation in 1997 and 1998 are examples. In simbetnational shifts
have taken place in the global financial systentha 1990s which still
have a major impact on development worldwide.

Furthermore, like all other institutions, intermatal financial
institutions are creatures of their past. Theitaoigation and orientation
reflect the economic and political contexts in whtbey were born and
evolved. So too, will their future be shaped bybglotrends and the
ways they respond to them. This suggests thantieeniational financial
architecture will play a more selective role indiitting development in
the 2f' century, focusing on areas not adequately finarficed other
sources. In the progress of the new internatioimaintial architecture,
while providing them with adequate support for depenent, guarding
the vulnerable countries and social groups frometfects of crises is
also essential. The first steps of the new intéwnat financial
architecture are to be constructed by promotingatgre global
macroeconomic stability and reducing volatilitytire exchange rates of
the major currencies. These are also representeifah&lements of an
environment for enhanced and predictable finarftoals to developing
countries. Briefly, the major objective of the firal reform is to
enhance financing for development and poverty eeditin. Moreover,
sound domestic financial institutions are undedirges an important
component of an international financial architeetun supporting
development.

Moreover, financial crises in some countries inergcyears have
given rise to a number of initiatives aimed at refing the
international financial system. Some useful inifjabgress has been
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made, but the strengthening of the internationaaricial architecture
is not an easy process to be implemented. Muchiresnta be done to
strengthen financial systems, promote adherenceinternational

standards of good practice and promote better wavoéent of the
private sector in preventing and resolving cridesthe International
Monetary Fund, the shift to crisis prevention, udihg the timely

detection of external vulnerability, is yet to bempleted. The World
Bank has also accelerated its refocusing to supperhber countries’
long and medium-term structural and social reforpasticularly those
useful for preventing crises and fostering econocamd social recovery
from financial crises, including the constructiohsocial safety nets.
Moreover, it requires full compliance by governngenwith the

implementation of international standards, whicle @axpected to
strengthen the domestic financial system and imprdvwe overall

economic condition of the country. In this contespmpliance with

these standards will change significantly the ratguly and

supervisory framework both in the public and prevaectors of the
country.

On the other hand, the OIC countries have also sigreat interest
in the matter since no meaningful and useful caatpmr could be
carried out in any field without financial arrangemts and co-
ordination. Moreover, the United Nations Internagib Conference on
Financing for Development, held in March 2002 inXi¢e, is a crucial
event in this matter. Thus, this report largely Uses on the topics
discussed at the said Conference. The purposeasafeghort is to review
the relevance of the international financial amttitire to financing for
development. The next section provides informabanthe role of this
architecture in the light of the financial crisést affected developing
countries in the last decade. The third sectionudises the main topics
on financing for development. The fourth sectiomaantrates on the
implications of the new international financial laitecture for OIC
countries. The last section concludes and preseptdicy
recommendations to achieve the desired targetastisd in the report.

2. THE ROLE OF THE INTERNATIONAL FINANCIAL
ARCHITECTURE AFTER THE 1990s FINANCIAL CRISIS

The international structures that govern the gldb@ncial and trade
systems were developed at the end of the SeconddWuar. A
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comprehensive global governance system was desigheitie 1944
Bretton Woods Conference. The creation of the WBHdk (International
Bank for Reconstruction and Development or IBRDyngkide the
International Monetary Fund (IMF) at Bretton Woddsthe summer of
1944 created the institutional means to achievanfiral stability. In the
realm of international monetary and financial rielas, the International
Monetary Fund has been a major forum for discusefomternational
macroeconomic policy, co-ordination issues andritegnational financial
architecture. A joint ministerial committee of IM&nd the World Bank
(the Development Committee), which initially focdsen policies to
promote the transfer of resources to the developmmtries, has today a
broader development agenda. Both committees arfdibstitutions, like
other organisations, have had to respond to maioyaseen challenges.

Indeed, many developments have taken place sircentti-1940s:
the growth of multilateral development finance iingions in the 1950s
and 1960s, the collapse of the fixed-exchange regeme in the early
1970s and the consequent change in the role dMRethe debt crises
of the developing countries during the 1980s ardgiowing need for
debt relief policies, the growth in private capii@aws in the 1980s and
1990s, and the financial crises of the latter bathe 1990s.

The new international financial architecture has ribots in the
financial crisis that shook emerging market ecore®min the 1990s
(Mexico in 1994-95 and East Asia in 1997-98). Thebfems in Russia
in 1998, Brazil in 1998-99, and, more recently, Keyr and Argentina
have only served to underscore the importance reihgthening the
international financial architecture.

Although there are many important lessons thathbmmrawn from
these crises, two are of particular significancéstF the domestic
economic fundamentals, sound macroeconomic andtstall policies,
and notably a sound and properly-regulated findisgstem are as critical
as ever. These crises showed some important betienin those
fundamentals: an easy credit policy, inappropreatehange rate policies,
financial sector deficiencies, limited transparemfyeconomic policy-
making, high fiscal deficits and growing governmdabts. Second, with
the rapid growth and integration of capital markatsy forms of tension
have arisen in the international financial syst@onsequently, there is a
need for processes and practices to bolster thiersy



International Financial Architecture and FinanciogDevelopment 51

Since crises will inevitably continue to erupt,ithmanagement and
prompt resolution represent the key issues of tee mternational
financial architecture. But as important as thesskgs are, promoting
sustained growth and broadly-shared prosperityhivitand among
countries, should be the objective of the finan@ethitecture. This
suggests that the international financial architextwill play a more
selective role in financing development in thé'2&ntury, focusing on
areas not adequately financed from other sourd@s.pgoses a dilemma
for the international financial institutions singke findings on aid
effectiveness suggest that to achieve greater imphey should
concentrate assistance on countries where polameésinstitutions are
reasonably supportive of development. These asdylito be the ones
that are most attractive to private investors tdowever, international
financial aid should be directed towards countviere the conditions
for investment are more difficult, but should a¢ ttame time be more
selective about investing in those countries whitie prospects for
success are poor. The outcome is likely to be rsefective and more
limited, providing a vast range of lending oppoiti@s.

All these developments led to ad hoc changes istiagi institutions
as well as the development of new ones. Groupinfismajor
industrialised countries, especially the "Grougsefien®, were set up to
help coordinate the macroeconomic policies of thedmber countries,
and they have increasingly served as forums for eladoration of
positions and proposals on international economitfanancial policies,
often with profound implications for the rest oéttvorld. As a response
to the financial crises of the 1990s, the Group wgetthe Financial
Stability Forum to bring together several specaidinancial entities,
IMF and the World Bank, with national financial hatities, particularly
of the major industrialised countries.

Developing countries, for their part, have alsolgebver the years
ad hoc intergovernmental bodies with varying maeslab consider
different economic co-operation matters, such asGhoup of Twenty-
Fou? and the Group of Fifteén Also, a sequence oéd hoc

! canada, France, Germany, Italy, Japan, Unitedddngand United States.

2 Algeria, Argentina, Brazil, Colombia, Democratiefublic of Congo, Cote d'lvoire,
Egypt, Ethiopia, Gabon, Ghana, Guatemala, Indlaji& Republic of Iran, Lebanon,
Mexico, Nigeria, Pakistan, Peru, Philippines, SoAfnica, Sri Lanka, Syrian Arab
Republic, Trinidad and Tobago, Venezuela.
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consultative groups on financial issues have betrug to exchange
views among selected developed and developing deant
culminating in the Group of Twentyn 1999. Within the framework of
the Berlin Meeting in 1999, the Group of Twenty Iwgbntinue to

promote the adoption of international standards amdles for
transparency, macroeconomic policy, sound finareéakor regulation
and corporate governance in consultation with #levant bodies and
the private sector, and thereby strengthen thegiitye of the

international financial system. In addition, workn cappropriate
exchange regimes, prudent liability management, aorderly

liberalisation of the capital account will be unidden. These efforts
are critical in the reduction of financial crises.

However, countries still confront the threat of ded crises, and
avoiding them will require prudent policies as wal measures to
implement the financial architecture initiativeso $upport their efforts
and promote a stronger and better-integrated iatemal financial
system, the IMF must remain actively engaged weébheof its member
countries. Reform of the international financiatkatecture is in the
interest of all Fund members. Clearly, it will béh¢éhose that already
have access to international capital markets. Bist, as important, it
will also help those that do not tap this crucalrge of investment and
growth.

In this regard, work on strengthening the intewnai financial
architecture is being undertaken on several frgimtsiltaneously. The
major building blocks encompass transparency ancbuatability,
international standards and codes, strengtheninfinahcial systems,
capital account issues, sustainable exchange egimes, detection and
monitoring of external vulnerability, private sectevolvement in
forestalling and resolving crises, and IMF (noncessional) facilities.
The function that each of these blocks performsiwithe international
financial architecture is briefly reviewed below.

% G15 and emerging south portal: Algeria, ArgentiBeazil, Colombia, Chile, Egypt,

Indonesia, Islamic Republic of Iran, Jamaica, Kealaysia, Mexico, Nigeria, Peru,
Senegal, Sri Lanka, Venezuela and Zimbabwe.

“ Argentina, Australia, Brazil, Canada, China, FegrGermany, India, Indonesia, Italy,
Japan, Korea, Mexico, Russia, Saudi Arabia, Sodtlca# Turkey, United Kingdom,

United States, European Union and Euro Area.
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« Transparency, accountability, and good gover nance

Increased transparency and accountability are tiwat elements of

good governance, which work through several chanmtel promote

financial system stability and better economic perfance. Much of the
effort to strengthen the international financiachatecture involves

heightening transparency by individual countrielse key to an efficient
and stable international financial system is tauemshat all parties have
access to the best available information and toemrsake that decision
making is transparent. The IMF also needs to emptaelf better and to
be more attentive to outside experience and advice.

Since 1997, the IMF and its member countries haaenbmaking
public a vast and still-growing array of Fund aralmtry documents.
All documents are posted on the IMF's website (wvmivorg).
Approximately 145 member countries now issue Publiformation
Notices, which share with the public the ExecuB@ard's assessment
of the annual "economic health check" carried ontlex the Fund
surveillance. In addition, 75 countries releasedstaff reports prepared
for these health checks under a pilot project begurl999. The
Executive Board recently decided to make this ampeent policy,
together with the publication of a broad range dheo country
documents, including staff reports on Fund lending.

Measures are being taken to make regularly availalaita, plus
information about economic policies and practicts,inform both
policymakers and market participants and reduceiskeof crisis.

* [International Standards and Codes

The basic objective of these standards and code® iBster the
development, dissemination, implementation, andessssent of
internationally accepted standards, principles, gulelines of good
practice for economic, financial, and businessvis. Adherence to
those international standards and codes of gooctipea helps ensure
that economies and financial systems function ptpps the national
level. This is a key prerequisite for a well-fucting international
system. Adoption of such standards is voluntary,thay can play an
invaluable role in helping to prevent crises andogtoeconomic
performance.
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The IMF has developed a Special Data Disseming&tandard that
covers key economic data, and codes for transparenmonetary and
fiscal policy. These are already in widespreading@ember countries.
The Fund has also prepared and published threalsoohReports on
the Observance of Standards and Codes with thefalmilding up over
time a comprehensive analysis of individual couptygress. Under the
Financial Sector Assessment Program (FSAP), assessnare also
being carried out of the observance and implemientadf financial
sector standards and codes. These include Coreigteis in banking,
insurance, and payments systems. Guidelines hawebakn initiated to
help countries manage their foreign exchange reseand public debt
effectively.

These serve as a framework that can highlight piatien
vulnerabilities and provide information on enhancearket discipline.
From the perspective of member countries, standandiscodes offer
useful signposts for implementing structural refsrmnd building
policymaking and supervisory capacities. From therspective of
private agents, if information on progress in inmpénting standards is
made public and used as an input in risk assessméniay help
market participants better distinguish between osting
opportunities, thereby contributing to better imi@d investment and
lending decisions. In this way, standards and cegege to reduce the
possibility of market volatility.

» Thestrengthening of financial systems

In the light of the rapid globalisation of financiaarkets, strengthening
financial systems is crucial in the new internadiofinancial architecture
since the emergence of financial sector problertigeisoot cause of crises
over the last decade in a range of countries. Maredhere are important
links between a country's financial sector anawsrall economic health.
A strong financial system can also contribute sicgutly to domestic and
international financial intermediation, helping moobilise savings and
channel them to productive investments. Finandaikty and effective
financial intermediation can thus foster econonangh.

In May 1999, the IMF and the World Bank launchedjoat
Financial Sector Assessment Program (FSAP) to iigethie strengths,
risks, and vulnerabilities in national financiabsyms and ascertain their
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development and technical assistance needs. Caauctmore than
two dozen countries so far, the FSAP aims to cavather two dozen
countries each year, with a bias towards thoseat@aimportant to the
health of the global financial system. The IMF isoabecoming
involved in assessments of offshore financial @ntnd, together with
the World Bank, is exploring how they might contiié to the fight
against financial abuse, particularly money laumdger

» Capital account issues

A key objective in reforming the international fim@al system is to help
countries benefit from international capital flowsile minimising the
risks they create. This requires careful manageraedtsequencing of
financial sector development and capital accoupérdlisation. It is
important to meet certain preconditions before tapital account is
fully opened if instability is to be avoided. TheRF is strengthening its
capacity to provide practical advice and technésalistance as countries
build the necessary institutions. It is paying mateention to capital
account developments in its surveillance, and aisalertaking
additional research and analysis based on indiVichuantry experiences
to help improve the quality of Fund advice.

The potential benefits of free capital flows foruotries are
considerable. These are underscored in the Intefiommittee’s
September 1997 Statement on the liberalisationapftal movements.
The Statement argues that (1) by facilitating tlogvfof savings across
countries to their most productive uses, capitaveneents increase
investment and growth and (2) by freeing capitah8, the international
monetary system can function more efficiently. Rgusing the risks of
volatile capital flows, it emphasises the imporenaf appropriate
domestic macroeconomic and structural policies thiedestablishment
of a multilateral and nondiscriminatory system toderpin capital
account liberalisation. Ongoing discussions ondlggestions centre on
various approaches to achieving orderly capitalbact liberalisation
and on the role of capital controls.

» Sustainable exchange rate regimes

The basic role of exchange regimes is to contribaitéhe efficiency of
resources allocation within and across countriess,wall as to the
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stability of the international financial system.iglssue, which is at the
core of the IMF’'s mandate, has again and again datmethe spotlight
since inconsistencies between the exchange rateneegnd other
economic policies have characterised a numberranfiial crises. In
this context, the IMF advises each member counbrychhoose the
exchange rate regime that best suits its needsndive characteristics
and circumstances of its economy and its stage nsfitutional
development. But no matter what regime a countposhs, ultimately it
is the strength of its financial policies and ingions that is decisive for
sustained growth and financial stability.

» Detection and monitoring of external vulnerability

While good macroeconomic policies and adequateidioreeserves
remain the key to reducing vulnerability, the IM& devoting more
attention to help countries in assessing the ribley face. It is also
developing an analytical framework to assess eateralnerability and

working on early warning systems to monitor th&kgishat may arise
from problems in member countries and conditionsinternational

markets. This work is aimed at strengthening edefection and helping
countries to better manage vulnerabilities to exkshocks, especially in
the face of potentially large and rapid movementisiernational private
capital. The framework aims to promote the use ebtdand reserve
related indicators of external vulnerability, impeothe reliability of early
warning systems, and develop guidelines on pulelat chanagement.

Lack of reliable data (particularly on foreign eaclge reserves) was
critical to the crises in Mexico in 1995 and Thadan 1997. Thus, the
IMF has been emphasising the importance of accutatesly and
comprehensive statistics. Work with individual ctiigs on their data
systems and institutional arrangements will, in yne&ses, take years to
complete. This is an area where technical assistascparticularly
important. Of course, good data and constant maengawill never be
enough. As always, proper macroeconomic policied adequate
foreign exchange reserves remain essential.

* Involving the private sector in forestalling and resolving crises

The international financial system is comprisedpakate and public
actors having complementary roles. Private finaseeks opportunities
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and responds to developments within countries andna the globe,

channelling financial resources in amounts and $orthat vary

accordingly and widely. In this context, the fundaral role of

governments is to establish the policy framewornkstitutions, rules of

law and regulations that provide the infrastructarel norms within

which private finance should operate. Through smetans, the official

sector should facilitate the private-sector processtain its excesses
and complement it with official financial flows.

Involvement of the private sector in crisis prevemt and
management can limit moral hazard, strengthen rhatiseipline by
fostering better risk assessment, and improve paispfor debtors to
secure financial resources and for creditors tovecdebts.

The rapid return of private capital to a numbecaintries following
financial crises highlights the importance of erigggconstructively
with private sector creditors. There has been damable progress in
developing a framework for the involvement of thievgte sector in the
resolution of crises. An important guiding prin@pk that IMF lending
is inevitably limited, and that private investoraush therefore assume
responsibility for the risks they take. While thésdroad agreement that
private sector involvement should as far as posdilel market-oriented
and voluntary, the precise mechanisms are onlywaglgradually. The
aim is to create a framework as predictable as ilplessvithout
sacrificing the flexibility needed to deal with in@lual cases. As well
as dealing with the involvement of bank creditansl #ondholders, the
IMF is also seeking new ways to work out solutitméinancial distress
in the corporate sector. Borrowing countries insiegly recognise that
good investor relations can improve understanding @educe market
volatility in periods of financial tranquillity andtress alike. Further
research is needed on a number of issues, inclgitigver effects and
the factors that determine how fast a country regaiccess to private
finance. The IMF's capacity to pursue these isgibging enhanced by
the creation of an International Capital Marketp&ment.

e [IMFfinancial facilities
The IMF is implementing important changes to helpus its lending on

crisis prevention and ensure a more effective usésofunds. In a
related step, the policy conditions the IMF attactweits loans are being
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reviewed. The aim is to streamline and focus caohdity to improve
the quality of IMF programs.

The IMF revised its non-concessional facilitiedeefive November
2000, and made the terms of a new loan facilitg, @ontingent Credit
Lines (CCL), more attractive. It established thessmmption that
borrowers will repay loans early if their exterpalsition allows it (time-
based expectations). It also imposed a surchargleeolarge use of IMF
resources and strengthened postprogramme monitoring

The initiatives for a new international financiatclitecture are
complemented by initiatives for low-income courgri@cusing on debt
relief and poverty reduction. To the extent that ititernational financial
architecture is a force for macroeconomic stabilityalso contributes to
growth, which is crucial to efforts to fight powerin order to address the
problems of high debt levels and poverty more éffely, the IMF took
two major steps. First, it launched (jointly withet World Bank) the
Initiative for Heavily Indebted Poor Countries (MIP Second, it made
changes to its concessional facilities: the EnhduSteuctural Adjustment
Facility (ESAF) was replaced by Poverty Reductiod &rowth Facility
(PRGF) which aims at strengthening the poorer emiem through
macroeconomic and structural reforms designed ¢mnpte economic
growth and reduce poverty. Financing and technasslistance made
available under economic programs supported byPR&F also help
countries implement components of the internatiorfaancial
architecture. Moreover, several bilateral agen@es the IMF have
introduced an important initiative: the Financiatc®r Reform and
Strengthening (FIRST) Initiative. FIRST will promddyrants for technical
assistance to low and middle income developing tt@snfor capacity
building and policy development.

To sum up, the IMF is also trying to reorient its\&illance, lending,
and technical assistance activities to be moretfiein preventing crises
and promoting financial stability. Much unfinishbdsiness remains, but
the focus has shifted to implementation and assssifthe process of
building a stronger and more resilient internaticir@ancial system is
gathering momentum country by country and sectosdwtor. But the
painstaking work being undertaken by member ceemtmay take years
to come to fruition, underlying the need for wedlecdinated technical
assistance focused on the particular requiremérmgaah country. Despite
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the progress made, the international economic amandial system
continues to face many risks. Moreover, those &ffoeed to be sustained
with greater transparency and the effective padibdn of both
developing and developed countries.

3. FINANCING FOR DEVELOPMENT

Development is not anything abstract. It is readrge in the lives of
people; it means enabling those people to be beft@nd build a better
life for themselves. However, development goalsulsed in various
international conferences will not be reached with@sources: human,
natural and financial. Therefore, the problem isrenthan listing the
goals and content of development. The focus shbaldn addressing
the need for finance to meet these developmengalinements. In fact,
the main goal is to achieve sustained economic tiramd promote
sustainable development to eradicate poverty. Hewethe fulfilment
of these goals relies essentially on efficient atable use of resources
in an inclusive and equitable global economic syst&hat is, the new
discussions on development should turn its focughenprovision of
financial resources to achieve the efficient arghHevel of investment
that fuels economic growth.

Furthermore, in order to foster development, evaryntry should
strive to maintain a set of macroeconomic and firenpolicies and
institutions that can be sustained economically soaally and that are
attuned to the circumstances of the country aritsteelationship to the
global economy. This national imperative is als®idble from the
perspective of the international financial syst&mm this international
perspective, the prudential management of the aapdcount and the
regulation of banks and other financial intermedmralso assume
particular importance. If countries decide to lddexe their external
capital account transactions, they should do so @arefully sequenced
and paced manner. As part of this process, setygr@d of measures can
be applied to volatile capital flows to address gmential risks they
pose for many low and middle income economies.

The objective should be to ensure adequate andisedteconomic
growth in all countries, consistent with existingnamitments to
sustainable development and poverty eradicatiors fEguires, in turn,
an international environment, including dynamiad#&apportunities and
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a substantial, stable and sustained net transiersofirces to developing
and least developed countries. The monitoring asgéssment of world
economic conditions should be undertaken from grspective of these
objectives and should address economic growth, ployment,
inflation, the balance of payments, exchange aterést rates, global
financial flows, international commodity pricesowth of world trade
and global "risk" factorsin order to provide policy makers with a
variety of perspectives, global economic monitorizigd assessment
should continue to be carried out in the intermatlo financial
institutions and in representative global and negidorums.

This section evaluates most of the topics discussedthe
International Conference on Financing for Developtnédneld in
Monterrey in March 2002. There are five key are&xussed here:
mobilising domestic resources, increasing privatet@ investment,
strengthening official development assistance (QDAgreasing market
access and ensuring fair trade and solving the betsten. In fact, all
these issues are associated with the improvemeheafoherence of the
global and regional financial structures and thenmtion of fair
representation of developing countries in globaktiglen making.
Progress in all of them would be a major achievanar would
provide significant benefits to developing courgri@rovided that an
adequate foundation exists on domestic policiesgavernance.

3.1. Mobilising Domestic Financial Resour cesfor Development

The primary responsibility for achieving economicogth and
sustainable development lies with the developingntdes themselves.
This responsibility includes creating the conditothat make it
possible to secure the needed financial resounresfestment. There
cannot be economic growth without investment offisigiht amount
and quality. The domestic economy is virtually ajeahe dominant
source of savings for investment, and the domestonomic
environment is a decisive determinant of the dedwe invest.
Furthermore, the equally crucial concept is theicificy of
investment. Thus, the crucial task is to enhance ¢ifficiency,
coherence and consistency of macroeconomic polgire they play
a major role in promoting domestic resource madilen and
development. Sound macroeconomic policies aim ataging high
rates of economic growth, full employment, povestadication, price
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stability and sustainable fiscal and external badan The purpose of
these policies is to ensure that benefits of grovethch all people,
especially the poor. Along with prudent fiscal amdnetary policies,
an appropriate exchange rate regime is required.reder,
investments in basic economic and social infrastimec social services
and social protection, including education, heattltrition, shelter and
social security programmes, are vital for peopkpeeially the most
needy segment of the population, namely the poor.

Furthermore, sound macroeconomic policies encoureggital
inflows, which can lead to increased productive estwnents, and
discourage outflows (or capital flight). While thbalisation of capital
movements increases opportunities, it also heighteks. Opening of
the capital account should normally be undertaketaing the ground
for properly sequencing capital account liberaisatso that the
resulting financial flows can be adequately abstri#é the same time,
developing countries themselves must create nevwuments to manage
the risks associated with interest and exchangeflattuations in order
to deal with the new circumstances. A key measaresfsuring long-
run stability is to manage macroeconomic policybmom periods in
such a way as to avoid deep recurring cycles.

In this context, a financial system that faciligtefficient
allocation of financing for productive purposes éssential for
domestic resource mobilisation and equitable dgpramt. A diverse,
well-functioning, competitive financial system isucially important
both for mobilising savings and for investing theneductively. Every
country needs a financial system that promotesngavand provides
credit efficiently to small, medium, and large fsras well as to micro-
enterprises, including those owned by the poor. |\Wahctioning
financial markets also facilitate the trading, hiedg diversifying and
pooling of risk and the channelling of externalafiicial resources. In
view of the dominant role of commercial bankingtire delivery of
financial services, strengthening and reforming Hasking system,
including supervision by independent authoritiegseatve priority.
Banks must be competitive, efficient, properly talsed, and well
regulated and supervised. Well-developed and divetisancial
systems are also critical for providing access tedid and other
services to the poor and vulnerable segments dgétyom support of
development and poverty reduction.
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The development of such a system in developing tti@sirequires a
modern framework that progressively incorporates cepted
international standards for capitalisation, accmgyt auditing,
regulation, and supervision, as well as arrangesndéot corporate
governance and bankruptcy that are adapted tootted tulture while
meeting global standards. Building financial sysethat will meet
these specifications is difficult. The internatibm@mmunity needs to
help developing countries in this task.

3.2. Mobilising International Resources for Development: Foreign
Direct Investment and Other Private Flows

The bulk of the savings available for a countryigestment often comes
from domestic sources, whether that country is acpoor. But foreign

capital can provide a valuable supplement to teeurces a country can
generate at home. Nowadays, large sums of capitascnational

borders in the form of foreign direct investmenD(Fand constitute a
further vast pool of funds from which countries chaw.

In fact, the availability of substantial privatecsm flows, both
domestic and external, is a crucial ingredientimaricing development.
A well-functioning private sector and sound markbe&dp the society
invest its scarce resources efficiently and crpatductive employment.
This is not needed just for growth but is also rategral part of poverty
reduction strategies. Poor people will find routes of poverty from the
expansion of activities in farms and enterprigessticularly in rural
areas. Furthermore, competitive markets also peoyidor consumers
with greater choice and better prices.

Private international capital flows, particularlyoréign direct
investment, along with international financial sk are vital
components of national and international developnedforts. Foreign
direct investment contributes toward financing aumgd economic
growth over the long term. It is especially impattéor its potential to
transfer knowledge and technology, create jobs, stbooverall
productivity, enhance competitiveness and, ultilyaeradicate poverty
through economic growth and development. Thusn&ralechallenge is
to create the necessary domestic and internatommalitions to facilitate
direct investment flows to achieve national develept priorities,
particularly for least developed and low-income rioies.
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Besides FDI, developing countries today can hopbeieefit from
inflows of portfolio capital from world capital miagts. It is for this
reason that progressively more developing countieve been
liberalising their capital account in recent yedfauntries with large
foreign debts, particularly short-term and privagector debts
denominated in foreign currencies, have proved dovblnerable to
crises, as herds of investors fled in panic. Tleeef measures that
mitigate the impact of the excessive volatilitysbiort-term capital flows
are important and must be considered. Given eadntgds varying
degree of national capacity, managing national reatedebt profiles,
paying careful attention to currency and liquidiigk, strengthening
prudential regulations and supervision of all fic@ah institutions,
liberalising capital flows in a well sequenced @sg are all consistent
with development objectives.

On the other hand, critical to successful privaetar-led growth is
the climate for investment, which largely deternsirtee opportunities
for entrepreneurship. To attract and enhance irflaf productive
capital, countries need to continue their effodsachieve a stable,
transparent and predictable investment climate, eglidd in sound
macroeconomic policies and institutions that allowsinesses. To have
maximum development impact, special efforts areuired in some
priority areas such as economic and regulatory drmonks for
promoting and protecting investments, including dreas of human
resource development, accounting standards andorbmotion of a
competitive environment.

Moreover, where the investment climate is not hade to private
activity, improving it must be a priority. This Wilaise productivity and
generate opportunities throughout the economy,icuéatly for the
small businesses and farms vital to the incomemof people. Without
such improvements, the impact of donor resourcdsoaioreign capital
flows will be sharply reduced. To complement nadilcgfforts, there is a
need for the relevant international and regionatitations to increase
their support for private foreign investment in radtructure
development and other priority areas. To this @hds important to
provide export credits, co-financing, venture calpand other lending
instruments, risk guarantees, leveraging aid ressyrinformation on
investment opportunities, business developmenticsvand fora to
facilitate business contracts.
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3.3. International Trade as an Enginefor Development

Trade is a vital engine for economic growth and gstw reduction.
Poverty cannot be overcome without sustained rapiwwvth. The
willingness and opportunity to trade liberally asgtical to long-run
poverty reduction. Developing countries that havernsified their links
with the global economy through foreign trade andestment have
tended to grow more rapidly over a sustained persodl have
experienced larger reductions in poverty than otligveloping
countries. Unfortunately, many countries, partidyldeast developed
ones, have not shared the benefits of globalisatmanh still lag behind
both in trade growth and in policies and institnsoconducive to the
integration process.

Developing countries as a whole have been ablexparel their
exports substantially and have made major progreBberalising their
trade regimes since the 1980s. However, tradedliisation should be
approached in a sequenced manner and must be coemkd with
stronger measures to diversify and expand prodeictapacity. Rapid
trade liberalisation can, in the short to mediummig entail heavy
adjustment costs such as reduction in employmethtoaitput, the loss
of industry-specific and firm-specific human capitand potential
macroeconomic instability resulting from balance @ayments
difficulties or reductions in government revenugsspite the aggregate
progress, it is clear that many developing coustriespecially least
developed ones, have not achieved increases in fieeicapita gross
domestic product (GDP) over the last three decadé® overall
economic environment confronting many of the poocesintries makes
it difficult for them to rapidly raise living stamadds, improve or even
maintain export shares in traditional markets, oicoeirage rapid
diversification.

In this regard, expanding market access for dewdpgountry
exports is a clear priority and must be complenttitg a concerted
effort to ensure that all developing countries,luding land-locked,
small island and other countries facing specialllehges, are in a
position to benefit from increasing trade liberatisn. In fact,
improving market access for all developing coustrighould be an
integral part of the international community’s etfoto help achieve the
global development goals. Expanding market accessninufactured
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goods, agricultural commodities and services wogé&herate large
income gains almost in all countries. Such gainsld/ibe greatest if the
very significant barriers to trade in developinguetiies were also
reduced. This suggests the need for a broad-baseipracal
liberalisation of barriers to trade in goods thah de achieved during
the new World Trade Organisation (WTO) round. Irdjefer the key
trade issues facing developing countries a newetradnd with strong
focus on development would offer the best solution.

A universal, rule-based, open, non-discriminatond aequitable
multilateral trading system, as well as a meanihghade liberalisation
can stimulate development worldwide, benefitingriddes at all stages
of development. The establishment or enhancemenappropriate
institutions and meaningful trade liberalisatiorais important element
in the sustainable development strategy of a cgumtr this context,
contribution of trade in generating economic growtid employment
lies at the heart of the work program of the WTO.

Furthermore, enhancing the role of regional and regibnal
agreements and free trade areas, consistent vatmetlitilateral trading
system, is essential in the construction of a betteld trading system.
Therefore, international financial institutions, cliading regional
development banks, should continue to support pi®jéhat promote
subregional and regional integration among devabppbuntries.

Moreover, international financial and developmemistitutions
should expand and coordinate their efforts witlréased resources for
gradually removing supply-side constraints, improvérade
infrastructure, diversify export capacity and sup@n increase in the
technological content of exports, strengthen instihal development
and enhance overall productivity and competitivenes

Within this framework, in reducing vulnerabilityhére should be a
greater diversification of the productive and expdeaise. Both a high
degree of trade openness and a more rigid and coatsd export
structure generate special risks. Traditional aod-tnaditional exports
from developing countries tend to be concentratectitical areas, such
as agricultural products, textiles and clothinguoies with medium
levels of income per capita and a more diversifeeghort mix are
nonetheless vulnerable to arbitrary actions in irtipg markets. The
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evidence is clear that stable and predictable maderess for
developing countries’ exports is crucial for susitag higher levels of
investment in the tradable sector.

3.4. Strengthening Official Development Assistance (ODA)

Official Development Assistance (ODA) is one of tm®st important
issues discussed in various conferences on develdpmcluding the
recent one in Monterrey. On average, ODA as a p&age of donor
countries’ gross national product (GNP) was alretadyng when the
international community first adopted in 1970 theget of contributing
0.7 per cent of GNP. ODA remains crucial for theld&st developed
countries.

Official development Assistance (ODA) plays an esis¢role as a
complement to other sources of financing for depelent, especially in
those countries with least capacity to attractgigvdirect investment.
ODA can help a country to reach adequate leveldoafiestic resource
mobilisation over an appropriate time horizon, whiuman capital and
productive and export capacities are enhancedaBatit can be critical
for improving the environment for private sectotivty. ODA is also a
crucial instrument for supporting education, hegtthblic infrastructure
development, agriculture and rural development aentancing food
security. A major priority in ODA distribution ishat it should be in
support of the neediest and should maximise theegppweduction
impact of ODA. Studies show that aid can have aafliimpact on
poverty when it is targeted to programmes suchhaset for children,
nutrition and emergency relief.

These principles mean that partnership betweenrdarmal recipient
countries is not only to transfer financial res@s,cprovide access to
knowledge and build capacity but also to help engrothe poor.
Moreover, all these efforts should be based on atutespect, shared
objectives and recognition of the common interéstg emerge from
globalisation. In this regard, multilateral, regibnand subregional
development finance institutions play an importeosieé in channelling
both concessional and non-concessional resourcesideelopment.
That role is essential in providing financing fomer-income countries
whose access to private markets is limited. Therivational community
thus needs to continue to support these institsitimd provide them
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with a continuous, predictable and assured flowesburces, adequate
to fully carry out their mandated activities.

The challenge, therefore, is threefold: motivatingreases in ODA
and related resource flows; ensuring that resow@provided in a form
that matches the short and long-term needs of deivgl countries; and
improving the delivery mechanisms, co-ordinationl ather factors that
determine the effectiveness and impact of availedseurces.

3.5. Solving the External Debt Problem

Sustainable debt financing is an important elemiamt mobilising
resources for public and private investment. Big &lso a key element in
reducing national vulnerabilities. External delliefecan play a key role in
allocating resources that can be directed towastigtees consistent with
attaining sustainable growth and development. Maredhe development
of capital markets in many countries in recent yeaais expanded the
range of options available to creditworthy coumstrienderlining the
growing importance of careful debt management. Malgyeloping
countries used debt financing effectively to expatheir level of
investment and this, in turn, led to growth andegated ample resources
to repay debt and support both consumption andsimeant expenditures.
Some countries, however, ended up with unbearattitlairdens.

Many low-income and least developed countries ren@imulated
debts and now face external debt servicing obbgatithat constrain
their ability to support development and povertgugtion programmes.
These accumulated debts also disturbed the fulfitnoé basic human
needs and decreased those countries ability taden&ritical growth-
oriented investments. Moreover, many developingnttes ended up
with unmanageable levels of debt or a serious ntismbetween their
financing needs and the maturity of their borrowingvhile this debt
may be manageable under rapid growth circumstameces in an
otherwise favourable economic environment, theuasion leaves them
very vulnerable to abrupt changes in internal ¢emal factors.

The low income and least developed group of coesthas been
the motivation and target of the Enhanced Heaviigebted Poor
Countries (HIPC) Initiative, which was designedéduce their debt to
sustainable levels. The Initiative provides an aftty to strengthen
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the economic prospects and poverty reduction effoftits beneficiary
countries. Speedy, effective and full implementatad the Initiative,
which should be fully financed through addition@sources, is critical.
The efforts of the Development Committeand the International
Monetary and Financial Commitfeto deepen debt relief and expedite
the HIPC process have been received as welcoms steghe right
direction by the international community. Fully ilementing the
HIPC Initiative is an urgent and important objeetivMany debtor
countries are fulfilling the conditions required @hem by the
international community, and it is imperative foeditors to fulfil their
side of the arrangement expeditiously. Donors neegbrovide the
necessary resources while also ensuring that thigdwnot be at the
expense of other ODA flows.

Moreover, countries that attain debt sustainabilibder the HIPC
initiative will still need further considerable &gance to achieve the
desired goals. Low-income countries with fragil@memies may find
themselves wunable to service debt obligations undertain
circumstances, no matter how skilled their economanagement is.
Such circumstances may include natural calamities economic
catastrophes (such as major drops in the pricegpmrt commodities or
other terms-of-trade shocks). In those circumstanspecial measures
to alleviate the burden of debt servicing obligasoand even debt
cancellation, will be called for. In fact, prevamgithe accumulation of
excessive debt or the "bunching" of debt serviditdjgations over a
short period of time is critical to ensure debffiging since it plays a
constructive role in development finance.

However, most low-income countries face much moantonly a
debt problem. They face a major problem of devekmniinancing. In
the light of the experience of recent decades, Isabon of resources in
an effective way lies at the heart of the developnagenda. The benefits

® Development Committee was established in Octolé@# o advise the Boards of
Governors of the IMF and World Bank on critical deapment issues and on the
financial resources required to promote economiweldgment in developing
countries.

® International Monetary and Financial Committee watablished on September 30,
1999 by a resolution of the IMF Board of Governtwrseplace the Interim Committee
of the Board of Governors on the International Mang System (usually known as the
Interim Committee).
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of efficient mobilisation of resources should targhe most needy
segment of the population, namely the poor. Indgetjate sector
activities, which provide various job and incomeogiunities, is the key
component of this process. Moreover, sound poligresstrengthening of
the financial sector are crucial for development dor attracting
investments. In this context, reform of the intéiow@al financial
architecture is crucial and must be pursued t@fasternational financial
stability and help to build an international fing&c environment
supportive of development. That is, the internatidimancial architecture
should provide a more efficient way in mobilisiresources and give the
required flexibility to all developing countriesathare implementing
growth and poverty reduction-oriented policies.

4. IMPLICATIONSFOR THE OIC COUNTRIES

The recent international crises influenced manyettgnng as well as
OIC countries because of the instability inheritedthin the
international financial system. Although globalisat has brought
various opportunities to the world, its benefitelswas high economic
growth and employment, thus better standards dhdjvwere not
distributed equally among all countries of the WofMoreover, crises
occurring in an individual country became not oaljocal problem for
that country but a problem of the region and theldvd hat is, spillover
effects of different shocks could be felt in vasoeountries. Therefore,
OIC countries should be aware of the possible negatffects of such
international crises.

As discussed in the previous sections of the remlstussions on
the new international financial architecture aceted after the Asian
crises that also affected some OIC member countiiee unease of
these crises is still felt in some developing cdest so various
measures have been taken by international institsitio cure the wound
of affected countries. These efforts include givhigh priority to the
identification and prevention of potential crisesdastrengthening the
underpinnings of international financial stabilityMore recently,
financing for development emerged as a major objecbf the
international financial architecture.

The international crises that occurred in the 1989saled important
lessons. For instance, domestic fundamentals amsbdsmacroeconomic
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and structural policies are as critical as everatTils, exchange rate
problems, financial sector deficiencies and growdegts have shadowed
the economic health of the developing countriesokimnately, most of
the developing countries lack a diverse, well-fiomihg and competitive
financial system. Since the central purpose offil@ncial sector is to
promote savings and channel investible resourcés productive
channels, it plays an essential role in the maibs of both domestic
and international resources for development. Irs thontext, OIC
countries should create a stronger financial seotparticipate in higher
yielding projects and reach the efficient and haghounts of investment
that fuels economic growth. Within this framewolbanks must be
competitive, efficient, properly capitalised and llweegulated and
supervised. Therefore, strengthening and reforntivegbanking sector,
including supervision by independent authoritiesedves priority.

Furthermore, it is important to point out that B&C countries are
not made up of an economically homogeneous groaptiey are all
in different stages of development. Within thisnfi@wvork, financing
needs of OIC countries will be different accordiegcountry-specific
factors. For instance, there are the least devdlapember countries of
the OIC which will be named as the OIC-LDC grougisTgroup is
made up of those members of the OIC which are dategl as least
developed countries by the United Nations. On theemhand, the
group of OIC middle-income countries (OIC-MIC) isade up of those
member countries of OIC which are classified as dieidincome
countries according to their 2000 GNP per capiveiween $756 and
$9266). Also, there are the OIC low-income coustr{®IC-LIC)
which are classified as low income countries acogydo their GNP
per capita, ($755 or less). Altogether, there &r©BC-LDLICs and 14
OIC-MICs.

So far, almost all least developed and low-incornantries have
faced a problem of finance, namely financing tldeivelopment. In fact,
economic growth and development depend essentiallya country’s
ability to invest and make efficient and productivee of its resources.
In this regard, Table A.1 shows the investmentsadng performances
of OIC countries. Of the 43 OIC countries for whitie data are
available, 17 countries experienced a rise in tiaesof investment in
GDP during the period under consideration. In tst of the countries it
stayed constant or declined according to the cmsitsocial, political
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and economic environment and the responses tohtheks they faced
within the last decade. Moreover, all the group©UE countries, except
the group of OIC transition countries (OIC-TCs)perenced a rise in
their GDI as a percentage of GDP in the first lodlthe 1990s. Yet, in
the second half of the 1990s, coinciding with tlegative effects of the
Asian crisis to economically-large OIC-MICs, theertd in GDI
reversed. Only OIC-LDCs as a group increased coatisly their share
of investment in GDP. On the other hand, develogingntries also
experienced a higher percentage of investment if?,GI%.8 per cent,
compared with 22.2 per cent in developed countinef000. In fact,
developed countries followed a quite flat pattemntheir investment
behaviours during the 1990s. In addition, althoutjle share of
investment in developing countries’ GDP was 25.8qant in 2000, in
the OIC countries this percentage was 20.5 per. dérthe required
financing, which comes from domestic savings, i$ aaailable, the
measures to boost investment will not succeedadt) aving rates play
a crucial role in mobilising domestic sources. Dgrihe last decade,
although gross domestic savings as a percentagé&Di® in OIC
countries has been lower than the average of dewgaountries, this
percentage reached the same amount as that oéteéoding countries
in 2000. In fact, all subgroups achieved a risirend in their saving
performance (See Table 1).

TABLE 1: INVESTMENT AND SAVING RATES

(%)

Gross Domestic Capital | Gross Domestic Savings

Formation (% of GDP) (% of GDP)

1990 1995 2000 1990 1995 200p
OoIC-LDC 16.5 18.3 22.2 7.3 7.8 15.5
oIC-MIC 26.4 27.8 21.8 20.7 21.4 21.4
OIC-OEC 22.5 22.7 18.3 26.2 28.6 38.1L
OIC-TC 32.3 23.4 16.2 22.5 19.4 21.
OIC Countries 24.6 25.4 20.5 21.6 229 266
Developing Countries 25.8 28.8 25. 263 2712 24.5
Developed Countries 21.7 21.5 22. 201{9 21.4 21.6

Source: Table A.1 in the Annex.

Although the principal trend in the 1990s was th@agng importance
of private flows, particularly foreign direct inwesent, the distribution of
FDI inflows has been concentrated in a small nundfe®IC member
countries. In this context, FDI flows to OIC coues$r accounted for
around 3.7 per cent of the world in 1990 as shawFable 2.
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TABLE 2: FDI INFLOWS TO OIC COUNTRIES

FDI Inflows to OIC Countries
(million US $)
1990 1995 2000
Total OIC-LDCs -76 249 1176
Total OIC-MICs 5358 13553 5453
Total OIC-OECs 2346 -21 2959
Total OIC-TCs 1695 2467
Total OIC Countries 7628 15476 12055
OIC as % of World 3.7 4.6 0.94
Developing Countries
As % of world 14.8 23.4 15.6

Source: Table A.2 in the Annex.

However, after the slight increase in the firstf ledlthe last decade,
the trend was dramatically reversed in the secaitl ihe two major
OIC countries attracting the bulk of FDI flows té@countries over the
last two decades, Indonesia and Malaysia which wsegatively
affected by the Asian crisis, composed the sourfcdealine in OIC
countries’ share in FDI flows. Although FDI inflom® those two
countries were US$ 4.3 million and US$ 5.8 million 1995
respectively, they ended up with a decline in 2(®€e Table A.2 in the
Annex). Moreover, FDI outflows from Indonesia inased following
the crisis years. Being an economically large cgurhis outflow also
affected the OIC countries’ share in world FDI fowhich was 0.9 per
cent in 2000. Consequently, distribution of priveiteincial flows does
not follow a fully equitable and steady path. Tliere, the central
challenge is to attract FDI flows and other prividdevs to a much larger
number of countries and sectors. Key to this effothe emergence and
consolidation of transparent, stable and predietaishmeworks for
private activity as well as institutions, corporag@vernance and
infrastructure that allow businesses, both domeatid foreign, to
operate efficiently.

Moreover, for OIC-LDCs and OIC-LICs whose access to
international markets is limited, official developnt assistance (ODA)
plays an essential role as a complement to otheces of financing for
development. However, the net ODA received by Ol@untries
declined in the last decade as illustrated in TableOnly net ODA
received by OIC-TCs increased during the same gekilmreover, ODA
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received by OIC countries as percentage of devedpmiountries
declined from 50 per cent to 41 percent in the $99%herefore, the
declining trend in ODA flows should be reversed fdeveloping
countries to finance their development. In thisarelg multilateral,
regional and subregional development finance unsdihs play an
important role in allocating both concessional amth-concessional
resources for development.

TABLE 3: NET ODA RECEIVED BY OIC COUNTRIES

Net ODA received by OIC Countries
(million US $)

1990 1995 2000
Total OIC-LDCs 8966 7448 5563
Total OIC-MICs 14415 7955 6413
Total OIC-OECs 892 949 588
Total OIC-TCs 11 829 1222
Total OIC Countries 24284 17181 13786
OIC Countries as % of
Developing Countries 50.6 49.8 41.7

Source: Table A.3 in the Annex.

Developing countries that intensified their linksttwthe global
economy through trade and investment have tendedrdov more
rapidly over a sustained period and have expercifeger reductions
in poverty than other developing countries. Unfodiely, many
countries, particularly low-income ones, includ@yC-LDCs have not
shared the benefits of globalisation. Although ltaaports of OIC
countries doubled in the last decade, OIC couritséare in world
exports has shown a negligible improvement. Amohg OIC
subgroups, OIC-MICs and OIC-TCs experienced a laige in their
exports (See Table A.4 in the Annex). In this fraragk, primary
commodity exports with exogenously-determined gicenstitute an
important source of macroeconomic instability iegl countries since
international prices of primary commodities tendfltecctuate sharply.
In this context, 15 OIC countries are classifieceaporters of primary
commodities and 13 OIC countries has fuel as thén rsaurce of
export earnings (IMF, World Economic Outlook May02Q p. 159).
Therefore, many OIC countries, particularly OIC-L®&nd OIC-LICs,
need to diversify their economies to achieve sostdilevels of
economic performance and decrease their vulnerahiti external
shocks.
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Also, external debt relief can play a key role ibefating resources
that can be directed towards activities consisteith attaining
sustainable growth and development. However, whencensider the
external debt of the OIC countries, the picture obees worse. In
reference to the World Bank’s classification of etbnomies according
to their indebtedness, 23 OIC countries are claskifis severely -
indebted countries and another 15 are classified@derately-indebted
(World Bank, Global Development and Finance 2002, p30-131).
Furthermore, as presented in Table A.4 in the Antiex total external
debt of OIC countries increased in the last dec@bs rise was largely
experienced by all subgroups except the OECs group.

The majority of the OIC countries will benefit frorthe new
international financial architecture in financingeir development. As
discussed in the above paragraphs, OIC countrifer duom various
macroeconomic problems. In fact, all those probledisturb the
efficient and stable resource allocation that seatial for development.
The main objective of the new international finaheirchitecture should
be to refresh and create resources for developmehts way, yielding
various opportunities for developing countries, luding the OIC
countries. Moreover, financing for development umds measures for
prevention and management of financial crises. s tcontext,
international institutions and regional developmbahks are the most
important supplements to achieve the desired targ€hus, OIC
members should concentrate their efforts on trecation and efficient
use of Islamic resources for the to benefit oh@imber countries.

5. CONCLUSION

The new international financial architecture wasederated with the
Asian crisis and its objective and the new pathhef financial system
were shaped with a new title, that is Financing Bavelopment. The
OIC and developing countries have much to benef@dmf this

framework since it provides various opportunities &ll developing
countries, including OIC members, irrespective teeirt stage of
development. In this respect, OIC and developingint@es can
collaborate on regional cooperation matters rel&tethe strengthening
of the international financial system and on toptwst are of particular
concern to them. Shortly, the new internationahficial architecture
connects all development goals under the umbrellafimance as
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discussed in Section 3. Within this new framewankbilising domestic
and foreign resources composes the new way of thandial
architecture.

In this regard, particular attention was focusedtmm impediments
to growth, development and poverty reduction cidty the trade
barriers and subsidies of developed countries stheerevenue that
developing countries could realise will be higheart the existing level
if such measures are abolished. Within this frantewsome additional
measures in dealing with the external debt probdee needed since
reduced debt service obligations are seen as trémiaallocating
additional domestic resources to development atigpamerty projects
such as health and education. In addition, severderences elaborated
on the potential contribution of the private sedmrdevelopment and
poverty eradication. In this context, developingmimies, including OIC
members, need to create the necessary conduciwktioos to support
entrepreneurship, particularly in small and medisized enterprises,
including farms, and to encourage private investiriaoluding FDI.

The operation of a financial system is dependent owerall
economic activity, and financial institutions argnificantly affected by
certain macroeconomic developments. This suggdsas financial
system stability assessments need to take intoideyasion the broad
macroeconomic picture, particularly factors thaeetf the economy’s
vulnerability to capital flow reversals and currgrarises. These facts
hold useful lessons for the OIC countries. Consetiye all these
financial activities should aim to ensure the hmsisible outcomes for
the peoples in these countries in terms of growid development,
including employment and social protection.

However, constructing an international financiadteyn in a globalised
and interdependent environment is the most paenfdl vital part of the
development agenda. This system should be opériertfand innovative.
That is, it should be just and reasonably stablg strould spread the
opportunities to all. In addition, managing crisffectively is the key step
in the international financial system. It also sdlhr increased efforts to
build the capacity of the developing countriesatphlthem participate fully
in international trade and finance. Moreover, sodlothestic financial
sectors are underlined as an important componerdanofnternational
financial architecture in supporting developmentportant international
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efforts are under way to reform the internationabrcial architecture.
Those efforts need to be sustained with greatersparency and the
effective participation of developing and leastaleped countries.

Furthermore, as economic integration increases, dees the
importance of international institutions. EXxistingpstitutions are
receiving expanded mandates and new institutiomisdiscussion fora
are created. In this context, as a response toalipaion-related
challenges, there has been a resurgence of interestonomic and
financial cooperation among regions and countriesthe areas of
international trade, investment, monetary issued fmancial sector
oversight. More specifically, financial institutisnare seen to offer
opportunities for macroeconomic consultation andordmation,
provision of liquidity during crises, developmerarking, etc. Regional
and subregional arrangements can be very effedtisguments for
promoting development, and the opportunities ftensified integration
should be explored by interested countries and tggp by the
international community.

To strengthen economic cooperation among OIC mestaées, the
international financial architecture plays an intpaot role in facilitating
the diversification of trade and production of ge@hd services in order
to increase complementarities and facilitate acdessnternational
markets. Financial activities, in the promotion afustainable
development, should be handled in a more effectiay in OIC
economic cooperation activities in order to introella new dimension
and dynamism into cooperation efforts among Islaroientries. That is:

1. Expanding and intensifying monetary and financialbmeration
among the OIC member countries in order to allowdo optimal
use of resources that already exist in the OIC conity

2. Strengthening direct cooperation among financistiiations in the
member countries in the area of effective and staidbilisation of
domestic and foreign resources.

3. Utilizing resources under various forms of finargciior investment
in economic and social infrastructure projects amderprises in
member countries through the provision of mediurd Emg term
financing for investment projects.
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4. Encouraging joint-venture investments and deeperfingncial
markets on the basis of mutual benefits by prongotand
developing capital markets and also promoting verioneans of
financial intermediation, such as insurance conmgmm@nd mutual
funds.

5. Strengthening the banking sector of member cownirieresearch,
capacity building and resource mobilisation, whishcrucial for
fruitful future cooperation.

6. Encouraging trade promotion activities among th€ @buntries and
benefits from trade and orienting them towards rfaiag
development.

7. Economising on utilisation of foreign exchange ress and
fostering a more economical use of financial resesir

Consequently, to finance these development needsatey
coherence and coordination are essential. Effortsutld a more stable
and participatory international system must be yens In this regard,
reform of the international financial architectusecrucial and must be
pursued to foster international financial stabiliyd help build an
international financial environment that is supp@tof development.
Within the boundaries of the new international fio@l architecture, it
is essential to ensure the effective and equitgideticipation of
developing countries in the formulation of finan@tandards and codes
taking into account the readiness of the domesistitutions in each
country. Finally, all activities including the thenof coherence and
consistency of the international monetary, finaharad trading systems,
should be in support of development.
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ANNEX

TABLE A.1: SHARE OF INVESTMENT AND SAVINGS
IN OIC COUNTRIES (AS % OF GDP)

Gross Domestic Capital Gross Domestic Savings
Formation (% of GDP) % of GDP)
1990 1995 2000 1990 1995 200¢

Bangladesh 17 17 23 10 8 18
Benin 14 20 20 2 9 6
Burkina Faso 21 22 28 8 6 9
Chad 16 9 17 0 -10 1
Comoros 20 17.6 13 -3.2 -10.( 1.9
Djibouti 14 8.6 12.9 -10.2 -9.2 -0.2
Gambia 22 21 17 11 5 4
Guinea 18 15 22 18 11 17
Guinea-Bissau 30 16 18 3 -5 -9
Mali 23 26 23 6 10 7
Mauritania 20 15 30 5 11 15
Mozambique 16 60 34 -12 5 10
Niger 8 6 11 1 1 3
Senegal 14 16 20 9 10 11
Sierra Leone 9 6 17 8 -9 -8
Sudan 15 17 14 15
Togo 27 14 21 15 9 6
Uganda 13 16 18 1 7 3
Yemen 15 12 19 4 10 28
OIC-LDC average 16.5 18.3 22.2 7.3 7.8 15.5
Cameroon 18 15 16 21 21 20
Cote d'lvoire 7 13 12 11 20 19
Egypt 29 17 24 16 6 17
Guyana 27.7 31.7 28.7
Indonesia 31 38 18 32 36 26
Jordan 32 26 20 1 3 -6
Lebanon 18 29 18 -64 -22 -7
Malaysia 32 41 26 34 37 47
Morocco 25 21 24 19 13 18
Pakistan 19 19 16 11 16 12
Syria 15 27 21 16 24
Tunisia 32 24 27 25 20 24
Turkey 24 25 24 20 20 17
OIC-MIC average 26.4 27.8 21.8 20.7 21.8 21.8
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TABLE A.1: (continued)

Gross Domestic Capital Gross Domestic Savings
Formation (% of GDP) % of GDP)
1990 1995 2000 1990 1995 200¢

Algeria 29 32 24 27 29 44
Bahrain 16 18
Gabon 22 26 26 37 48 28
Iran 29 29 20 27 34 34
Kuwait 18 12 11 4 18 37
Libya 18 15
Nigeria 15 23 29 34
Oman 13 17 35 27
Qatar 18 35
Saudi Arabia 20 20 16 30 30 40
U.AEE. 20 27 45 27
OIC-OEC average 225 22.7 18.3 26.2 28.6 38.1
Albania 29 16 19 21 -8 -3
Azerbaijan 16 26 4 28
Kazakhstan 32 22 14 30 19 25
Kyrgyzstan 24 16 16 4 10 4
Tajikistan 17 20 18 16
Turkmenistan 40 40 28 49
Uzbekistan 32 23 11 13 24 17
OIC-TC average 32.3 234 16.2 225 19.9 216
OIC average 24.6 254 20.5 216 229 26.6
Developing
Countries 258 28.8 258 26.3 27.2 26.5
Developed
Countries 21.7 215 222 20.9 214 216

Source: World Development Indicators 2002, and @sfini Development Indicators
2002
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TABLE A.2: FDI INFLOWS TO OIC COUNTRIES
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FDI inflows to OIC countries (million US $)

1990 1995 2000
Bangladesh 3 2 170
Benin 1 13 30
Burkina Faso 1 10 12
Chad - 13 50
Comoros - 2 2
Djibouti - 3 5
Gambia - 8 14
Guinea 18 24 33
Guinea-Bissau 2 1 5
Maldives 6 7 12
Mali -7 123 56
Mauritania 7 7 2
Mozambique 9 45 139
Niger -1 16 11
Senegal -3 35 107
Sierra Leone 32 -2 3
Somalia 6 1 20
Sudan -31 392
Togo 18 38 60
Uganda -6 121 254
Yemen -131 -218 -201
Total OIC LDCs -76 249 1176
Cameroon -113 7 45
Cote d'lvoire 268 290
Egypt 734 598 1235
Guyana 8 74 67
Indonesia 1093 4346 -4550
Jordan 38 13 300
Lebanon 6 35 180
Malaysia 2333 5816 5542
Morocco 227 335 201
Pakistan 244 719 308
Surinam -43 -21 -12
Syria 71 100 84
Tunisia 76 378 781
Turkey 684 885 982
Total OIC MICs 5358 13553 5453
Algeria - 5 6
Bahrain -4 431 500
Brunei 3 13 -19
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TABLE A.2: (continued)

FDI inflows to OIC countries (million US $)

1990 1995 2000
Gabon 74 -113 90
Iran -362 17 36
Iraq - 2
Kuwait -6 7 16
Libya 159 -107 -128
Nigeria 588 1079 1000
Oman 141 29 62
Qatar 5 94 303
Saudi Arabia 1864 -1877 1000
UAE -116 399 100
Total OIC-OEC 2346 -21 2966
Albania - 70 92
Azerbaijan - 330 883
Kazakhstan - 964 1249
Kyrgyzstan - 96 19
Tajikistan - 15 24
Turkmenistan - 100 100
Uzbekistan - 120 100
Total OIC-TCs - 1695 2467
Total OIC Countries 7628 15476 12062
All-LDCs 154 2016 4414
All-DCs 30248 77489 199395
World 203812 331068 1270764

Source: World Investment Development Report, varigeiars. United Nations. New
York and Geneva.
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TABLE A.3: NET ODA RECEIVED BY OIC COUNTRIES
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Net ODA received by OIC countries (million US $)

1990 1995 2000
Bangladesh 2100 1292 1171
Benin 268 280 211*
Burkina Faso 331 491 336
Chad 316 236 131
Comoros 45 42 21*
Djibouti 194 105 75*
Gambia 100 47 49
Guinea 296 417 153
Guinea-Bissau 132 119 80
Mali 487 541 360
Mauritania 240 230 212
Mozambique 1008 1064 876
Niger 398 274 211
Senegal 823 666 423
Sierra Leone 63 206 182
Sudan 827 242 225
Togo 261 192 70
Uganda 671 835 819
Yemen 406 169 265
Total OIC LDCs 8966 7448 5563
Cameroon 447 444 380
Cote d'lvoire 689 1213 352
Egypt 5438 2015 1328
Indonesia 1747 1391 1731
Jordan 888 540 552
Lebanon 259 187 197
Malaysia 469 109 45
Morocco 1051 495 419
Pakistan 1130 824 703
Syria 684 359 158
Tunisia 393 71 223
Turkey 1220 307 325
Total OIC MICs 14415 7955 6413
Algeria 263 312 162
Gabon 132 144 12
Iran 105 191 130
Kuwait 7 3 3
Libya 20 6 15
Nigeria 250 212 185
Oman 66 59 46




84 Journal of Economic Cooperation

TABLE A.3: (continued)

Net ODA received by OIC countries (million US $)

1990 1995 2000
Saudi Arabia 44 17 31
U.AE 5 5 4
Total OIC-OEC 892 949 588
Albania 11 182 319
Azerbaijan 0 119 139
Kazakhstan 0 66 189
Kyrgyzstan 0 285 215
Tajikistan 0 65 142
Turkmenistan 0 28 32
Uzbekistan 0 84 186
Total OIC-TCs 11 829 1222
Total OIC Countries 24284 17181 13786
All-LDCs 15136 14235 10574
All-DCs 47918*** 34469* * 33025

Source: World Development Indicators and UNDP Hunmvelopment Report

1998,1999 and 2001.

Note: *1999,**1997,***1991.
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TABLE A.4: MACROECONOMIC INDICATORS FOR OIC COUNTHRIS

External Debt (US $ million) Exports (US $ million)
1990 2000 1990 2000

Bangladesh 12757 15609 1672 5654
Benin 1245 1599 122 232
Burkina Faso 834 1332 152 221
Chad 530 1116 89 85
Comoros 185 232 23 15
Djibouti 206 262 59 148
Gambia 369 471 172 20
Guinea 2476 3388 605 820
Guinea-Bissau 712 942 34 63
Maldives 78 207 52 287
Mali 2502 2956 251 241
Mauritania 2141 2500 469 499
Mozambique 4665 7135 383 379
Niger 1793 1638 272 167
Senegal 3731 3372 861 862
Sierra Leone 1206 1273 150 49
Sudan 14762 15741 511 1155
Togo 1286 1435 268 427
Uganda 2583 3409 181 355
Yemen 6345 5616 1561 1899
OIC-LDCs 60406 70233 7887 13582
Cameroon 6679 9241 2026 2217
Cote d'lvoire 17259 12138 2813 4702
Egypt 33402 28957 2585 5458
Guyana 1945 1455 232 643
Indonesia 69872 141803 25681 67327
Jordan 8184 8226 922 1428
Lebanon 1779 10311 455 825
Malaysia 16421 41497 29420 102390
Morocco 23527 17944 4574 8338
Pakistan 20663 32091 5587 9156
Surinam 469 512
Syria 17068 21657 4218 4628
Tunisia 7690 10610 3555 6233
Turkey 49238 116209 13420 27625
OIC-MICs 273727 452139 95957 241482
Algeria 27896 25002 11018 20225
Bahrain 3836 8058
Brunei 2212 3093
Gabon 3984 3995 2483 3883
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TABLE A.4: (continued)

External Debt (US $ million) Exports (US $ million)
1990 2000 1990 2000

Iran 9021 7953 19305 22195
Kuwait 8143 11577
Libya 13878 12471
Nigeria 33440 34134 10273 20410
Oman 2736 6267 4584 8869
Qatar 3278 9685
Saudi Arabia 44416 69327
U.AE. 21984 38362
OIC-OEC s 77077 77351 145410 228155
Albania 349 784 322 280
Azerbaijan 36 1184 228* 1400
Kazakhstan 1724 6664 244* 7977
Kyrgyzstan 294 1829 315* 527
Tajikistan 382 1170 29* 936
Turkmenistan 276 64* 1892
Uzbekistan 1032 4340 162* 2709
OIC-TCs 4093 15971 322 15721
OlIC-total 1480170 2563592 249576 498940
Developing Countries 2491975 936700 2243700
World total 3386100 6341200
OIC as % of world 7.4 7.8

Source: World Development Indicators 2002, IMF GlblDevelopment Finance
2002, IMF Direction of Trade Statistics 2002.
* the most recent year available.



