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Chapter |
Main findingsand
recommendations

A. Asia sfinancial crises: lessonsfor policy

Opportunities and challenges of globalization

1. Initsreport onitsthirty-first session, the Committee
for Development Planning noted the opportunities that
globalization presents for trade and development, as well
asthe challengesthat it presentsto financial stability. The
financial turmoil in East and South-East Asia since that
report has become a major concern, as stock markets and
currencieshave plunged throughout the region and growing
financial volatility has adversely affected levels of output,
employment and inflation in many countries. The pace and
depth of the crises, including their impacts on the lives of
growing numbers of peoplein the affected countries, have
raised questions about the stability of the international
financial system, and about how best to sequence capital -
market liberalization and to control for vulnerability, in
particular concerning short-term capital flows.

Vulnerability to short-term capital movements

2. The inherent dangers of globalization have been
vividly revealed in several Asian countries. In almost all
cases, foreign portfolio investment rose rapidly in the first
half of the 1990s, attracted by favourable investment
opportunities. At the same time, assets of international
banks accumulated, attracted by large interest-rate
differentials. Banksin the region made short-termloansin
international markets to finance the investment needs of
domesticfirms, thereby increasing their exposuretoforeign-
exchange and maturity risks. The issuance of bonds by
Asian entities, which were intermediated by offshore
investment funds, also rose sharply. Given high liquidity
and high expected returns, financial institutions in those
countriesrapidly increased their lending to domestic firms
and to non-tradabl e activities, such asreal estate, financial
services and infrastructure investment, some of which had
low productivity. As a result, financial and corporate
institutionsinthose countriesbecameextremely vulnerable
to a slowdown in short-term capital inflows, let alone a
reversal of the flows, and currency depreciation.

Domestic policy responsesto financial tur moil

3. The financial turmoil produced a severe liquidity
shortage, which was exacerbated by policy responses,
including domestic policy responses. Interest rates were

raised and government budgets tightened to restore
confidence in the currency and release resources for
repayment of foreign obligations. In the process, domestic
firms faced not only a decline in overall demand but also
higher debt burdens and short-term financing costs, which
rendered many of them insolvent. Output fell,
unemployment rose, inflation increased and downward
pressure on government budgetsled to cut-backsin social
expendituresthat worsened theeconomic condition of large
segments of the population. Inthe absence of animmediate
international rescue package, the financial crisis led to
massive sales of assets and declining stock prices and
exchange rates expressed in foreign currency.

International policy responsesto financial
turmoil

4. International policy responsesalso contributed tothe
speed and depth of the crises: inadequate warnings of
impending problems by some international financial
institutions, continued |ending by commercial banksdespite
cautionary warnings, afocus on public-sector adjustments
to what was essentially a private-sector problem, and
considerabledelay inthemobilization of liquidity torestore
confidence. Avoiding a recurrence of such a financial
debacle requires at a minimum that both multilateral
institutions and private financial entities closely monitor
developments and respond quickly to emerging
developments.

Theinternational financial system and the
global economy

5. Theincreasingly integrated nature of world capital
marketsand themobility inherent in short-term capital flows
have strengthened the transmission of economic and
financial disturbancesfrom abroad. They may threaten the
solvency of national financial institutions and firms, and
may destabilize the global economy and international
financial system. Variouscontagion effectsspread financial
instabilities in one country to others and limit the
possibilitiesfor mutual cooperation. Theirimpact onexport
markets and on the pace of growth intheworld economy is
likely to complicate the adjustment process. That impact
may be further exacerbated as crisis countries resort to
competitive deval uations, experience price declinesof key
export products, and faceawithdrawal of short-termcapital
and aslowdownininflowsof foreigndirectinvestment. The
Asian financial crises will undoubtedly force the
international community to re-examine whether existing
international arrangements are adequate. It may now be
opportune to establish an economic and social security
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council within the United Nations system to promote
systematic consultations on and coordination of global
economic action.

Domestic policy and inter national capital flows

6. International resource mobilization presents
opportunities to developing countries. But it may also
negatively affect export performance and output growth,
particularly when large inflows of capital cause a real
appreciation of the currency, and may be disruptive in
countrieswithweak and under regul ated financial systems.
Toreapthefull benefitsfromcapital-accountliberalization
without being exposed to unmanageable volatility and
financial fragility, an effectiveregulatory framework must
beinplace; liberalization must be pursued at amanageable
pace and with appropriate sequencing, while promoting
foreign direct investment; and domestic financial reforms
need to be well developed prior to opening the capital
account. Bank supervision practi cesshoul d bestrengthened
and supervisionextendedto non-bank financial institutions.
Where capital flows are large, exchange rates need to be
watched carefully and exchange-rate policies adjusted,
where warranted. Finally, sound macroeconomic policies
remainanecessary complement to soundfinancial policies,
even though the inherent potential for volatility in capital
flows may at times overwhelm traditional policy
instruments. Whenformulating policy to minimizethefall-
out of potential financial crises, adequate saf ety netsfor the
population need to be constructed.

Need for aworld financial organization

7.  Moreover, there is aso a need for an institution to
provideoverall guidanceinthedevel opment and monitoring
of international standardsand codes of conduct for private
financia management and capital flows, andtoidentify new
needsfor supervisionof privatecapital marketsinparticular
as they arise. For that purpose, a world financial
organization could be established to promote sound
financial principles and practices and curb destructive
competition and inconsistency in national regulatory
frameworks. Theorganizationwould review, establish and
monitor soundinternational principlesand practicesinsuch
areasasaccounting, paymentsand settlements, and financial
supervision, and could devise acceptable guidelines,
regulation and supervision in the sphere of private
international finance. It could also set standards for the
functioning of credit-rating agencies, and rules for the
establishment and operation of international bankruptcy
regimes. Furthermore, it should devise, incooperationwith
other publicand privateinstitutions, acceptableformatsfor

regulating short-term capital movements to complement
national measures and to monitor the application of
international guidelines for short-term lending and
borrowing by private creditors and borrowers.

Expansion and improvement of existing
arrangements

8.  Althoughsomeinitiativeshavebeentakentolimitthe
volatility of capital flows, such as strengthening financial
systems, providing more comprehensive and timely
information, and encouraging greater involvement by the
private sector, itisalso necessary for multilateral financial
institutions to improve their work and provide more
effective warning mechanisms that would help to prevent
future financial crises. The reports of article IV
consultations by the International Monetary Fund (IMF)
should be published as soon as they are approved by the
IMFBoardto promotetransparency and enhancethequality
of itssurveillance. Regional institutional arrangementsmay
also have an important role to play in the assessment and
evaluation of relevant information. Under the existing
arrangements, there is a need for access to liquidity of a
sufficient magnitude early on in acrisis. Resources for a
fund could be further augmented by expeditious
implementation of the agreement already reached for the
upward revision of quotas of member countries. Also,
further issuances of special drawing rights (SDRs) should
be explored on the basis of the global need for short-term
liquidity, whichisurgently required morethanever inview
of the spectacular increase in short-term capital flowsand
the need to deal with the impact of sudden outflows.

Automatic accessto a per manent contingency
fund

9. Inadditiontoprovidingtimelyloansthroughexisting
facilities, IMF should examine the possibility of
establishing a permanent contingency fund that would
provide automatic access — but at full cost — to up front
drawings prior to the conclusions of negotiationsfor Fund
assistance for pre-certified countries, that is, for countries
that are deemed to have pursued prudent policies but are
unexpectedly caught up in acrisis.

Sharing the burden of financial disruptions

10. Whenfinancial crises erupt, foreign private lenders
and investors should be intimately involved in their
resolution and in sharing the costs through debt write-off,
debt rescheduling or delaying claims on repayments. A
world financial organization could play an important
institutional role in devising ways to bring creditors and
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debtors together to negotiate timely responsesto acrisis.
Asarule, Governments should refrain from guaranteeing
the foreign-exchange risk or repayment obligations of the
private sector.

Periodic review of international financial actors

11. Fromtimetotime, areview and evaluation should be
undertaken by anindependent group of expertsof theways
in which various international actors, such as the
multilateral financial institutions, respond to and manage
financial crises. Such reviews could form the basis for a
discussion in the relevant governing bodies of the
multilateral institutions, and could provide guidelines for
concerted action in the event of future crises. The
independent experts shoul d be appointed by the Secretary-
General of the United Nations, the President of the World
Bank, theManaging Director of IMFand, when established,
the head of the proposed world financial organization.

B. Old-age security in achanging global
context

Demographic trends deserve inter national
attention

12. The economic and social implications of long-term
demographic trends are relevant to ensuring the equitable
development of developing countries in particular.
Especialy relevant are the changing ratio between the
working-age population and the other layers of society; the
intergenerational distribution of incomes; the costs
associated with child-rearing, education and retirement; and
the role of the family, communities, and state and private
institutions in intergenerational transfers. Because of the
importance of the trend towards ageing populations, as
underscored by thedesignation of 1999 asthe I nternational
Year of Older Persons, thepresent report focuseson old-age
security systems.

Populations of most countries are ageing
rapidly

13. Most countries, except in Africa, have ageing
populations and rising old-age dependency ratios, atrend
that is far more acute in developed countries than in most
developing countries. But because developing countries
have asignificantly younger age structure, they can utilize
the years ahead to design and gradually introduce
appropriateand financeabl e ol d-age security systems, while
fully recognizing the role played by traditional old-age
security systems in many developing countries. As the

latter's role wanes with urbanization and other
modernization trends in developing countries, setting up
more formal old-age security systems will become
increasingly moreimportant if growing poverty among the
elderly isto be avoided.

Rising demand for publicly supported pension
systems

14. As populations of developing countries age and
support fromtraditional sourcesdiminishes, formal old-age
security systems will become increasingly important, and
will have to encompass three functions: insurance to pool
resources and risks, redistribution of income from high to
low lifetime earnings, and savings to shift income from
economically activeyearstoretirement years. Therelative
importance of those functions will vary in different
countries. As a result, the design of old-age financial-
security systemswill differ among countriesand over time.

Principlesfor national old-age security systems

15. Becausemost people makeinadequate provisionsfor
their old agerelativetotheir standard of living during their
working years, voluntary pension schemes must be
supplemented by state-supported pension schemes. Ideally,
such provisions should encompass three components: a
guaranteed minimum basic pension funded from general
taxation available on a universal basis, a mandatory
contribution-related pension for those in the formal sector
and voluntary savings. Because Governments are
constrained in their ability to mobilize taxes and demands
on government expenditures are intense, that three-tiered
set-up for old-age security should beaccepted asaprinciple
to be introduced as public-sector capacities strengthen in
conjunction with the development process.

Portability of contribution-related pension
accountsis essential

16. Portability not only appliesbetween employerswithin
a country but should increasingly be pursued on a
transnational basis to encourage workers to seek
employment where their skills are most needed and their
incomes are optimized. Rules and procedures for such
portability need to be developed, including with the
assistance of regional and international agencies.

Pension schemes should encour age people to
continueto work

17. Bothbasicand contribution-related pension schemes
should be designed with a flexible retirement age, and
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benefitsshould betail ored to encourage peopleto continue
to work beyond the minimum retirement age. Moreover,
pension and other formal support systems should be
designedto complement traditional family and community-
supported systems, including through government-
sponsored incentives.

Pension systems should be equitable and
sustainable

18. To promote equity, public contribution-related
schemes should have a ceiling on pensionable income.
Althoughthemaximum pensionshouldreflect thesituation
in each country, it might be limited to two or three times
averagewagesintheformal sector. Contributionsto pension
schemes should be excluded from taxable income, while
pensionable benefits should be included to ensure
progressive redistribution and minimizethe net cost to the
averagetaxpayer. Retirement age, pension-benefit formulas
and contribution rates in contribution-related schemes
should be equal for men and women, but contribution-
rel ated pensionsshoul d bethesamewhen adjusted for equal
contributions.

C. Criteriaand methodology for identifying
theleast developed countries

Need for further work on methodology

19. The Committee underlined the importance of
preparing further sensitivity tests for the criteria by which
it decided on the inclusion on and graduation from the list
of least developed countries. A number of suggestions for
improvements to current methodologies were made,
including the introduction of indicators for natural
vulnerability, which should preferably be considered by
another working group, if possible before the end of 1998.

Vulnerability and identification of least
developed countries

20. Inresponseto arequest by the General Assembly, the
Committee examined the report on the development of a
vulnerability index and its possible useinidentifying least
developed countries. An expert group convened to consider
the feasibility of constructing a vulnerability index had
concluded that the development of a comprehensive
composite index of economic vulnerability and ecological
fragility was not feasible at that time; accordingly, the
Committee could not consider the relevance of a
vulnerability index. It recommended that further work be
carried out onavulnerability index, for possibleuse, among

4

other purposes, in the identification of least developed
countries.

Vulnerability and the graduation of countries
from thelist

21. The Committee emphasized that structural
vulnerability wasalready reflected to some extent in one of
the composite indicators currently used, namely the
economic diversification index (EDI). Moreover, even if
vulnerability wereto be given greater weight than hitherto
in decisions about inclusion in or graduation from the list
of least devel oped countries, Vanuatu would have been due
for graduation in 1997 unless the criteria were changed.
Therefore, the Committee reconfirmed that on the basis of
the criteria accepted in 1991 and applied in subsequent
years, theindicatorsfor Vanuatuin 1994 and againin 1997
showed that Vanuatu was due for graduation with effect
from 1997.

Benefitsderived from inclusion on thelist

22. The Committee reiterated the need to examine in
greater detail thebenefitsaccruingto countriesincluded on
thelist of least developed countries. It reiterated itsrequest
that the secretariat of the United Nations Conference on
Tradeand Development (UNCTAD) preparesuchareview.

Chapter 11
Asia’ sfinancial crises: lessonsfor

policy

23. Because of the rapidly changing situation in several
East and South-East Asian economies, the potential
repercussions on the global economy and the implications
for the international financial system, the Committee for
Development Planning decided to eval uate the causes and
impacts of Asia's financial crises and to draw
recommendations for policy in the light of its May 1997
discussions of globalizationinthe 1990s and devel opment
policy challenges, as summarized initsreport onitsthirty-
first session.!

24.  Theconclusionsand recommendations set out bel ow
areintended to serve as further considerations that may be
helpful to the international community in securing the
advantages of capital flows without unduly exposing
economieswithweak financial marketstothevolatility that
international financial flows (short-term capital flows in
particular) may engender and to the stagflationary effects
induced by the decline in asset prices.
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25. Initspreviousreport, the Committee focused on the
rapid movetowardsglobalization, andthenew opportunities
offered by global integrationbut warned that therewasal so
apotential for massive financial disaster.

26. Inparticular,the Committee noted that globalization
in the 1990s has been associated with a shift in the
management of global resources to global market actors
who are not politically accountable to or subject to the
control of national Governments. Privatenet resourceflows
todeveloping countriesasawhol e, includingforeigndirect
investment (FDI), portfolio flows and commercial bank
lending, haveincreased rapidly in the 1990s. By 1996, 38
per cent of those flows represented portfolio flows, and an
additional 14 per cent consisted of commercia bank
lending.

27. Inthelight of thosedevel opments, nearly all countries
have been giving markets more scope, and have proceeded
toreshapedomesticinstitutions, includingtheir bankingand
financial sectors, to take advantage of the flow of
international capital.

28. The trend to policy convergence towards the open
economy model hasderived in part from the demonstrated
or perceived successesof that model; it hasal sobeendriven
by global market actors, in particular developed country
Governments and multilateral financial and trade
institutions that have made outward oriented policies a
condition for access to resources.

29. Although those changes have contributed to growth
in the world economy, especially among the developed
countriesand themoreadvanced devel oping countries, they
have al so demonstrated severe weaknesses, some of which
havefound dramatic expressioninthe East and South-East
Asian crises of the last nine months.

30. In its previous report, the Committee noted that
countries that rely excessively on capital inflows —
especially portfolio investment and/or bank lending — to
finance domestic demand are likely to run into serious
problems in the event that inflows cannot be sustained. If
capital inflow slowsdown oritsdirectionisreversed, even
countries with prudent policies can experience severe
bal ance-of -payments crises.

31. Furthermore, largecapital inflowsmay havenegative
effects on export performance and output growth,
particularly when large inflows cause real appreciation of
the currency. Large capital inflows may also result in
speculative bubbles in certain economic sectors or in the
stock market, or encourage an overexpansion of domestic
creditif prudential regulationisinadequateor not enforced.
Speculative bubbles are usually followed by a crash, and

overexpansion of domestic credit may lead to a banking
crisis; both may affect the performance of other sectorsor
even of the entire economy.

32. For those reasons, the Committee stressed the need
for policy toensurethat such capital inflowsarechannelled
to productive investment rather than consumption or low-
productivity investment, noting that that was critical for
ensuring output growth and the long-term sustainability of
debt servicing.

33. TheCommitteeal soemphasizedtheneedfor effective
sequencing of the liberalization process. It noted that
liberalizationof thecapital account had generally been most
successful when regulatory frameworks were put in place
prior to liberalization, in particular when financial
institutions had developed procedures and provisions for
non-performing assets prior to financial liberalization.
Trade liberalization should be undertaken gradually,
allowing enterprises that are potentially viable to adapt,
whilefacilitating social protection measuresto cushionthe
impact of shutting down enterprises that are no longer
viable. Long-termcapital movementsshouldbeliberalized
first. Liberalization of short-term capital movementsshould
generally bethelast stepintheprocess. Thespeed of reform
should be determined by the capacity of each country’s
political and economic system to adjust in a way that
preserves social cohesion.

34. Finally, the Committee warned that given the
increasingly integrated nature of world capital markets, the
inherent volatility of flowsof capital, notably of short-term
capital, may also destabilize the international financial
system asawhol e and have negative impacts on the global

economy. For that reason, the Committee proceeded to
make specific policy recommendations for national
economiesthat arepartially or totally integratedinto global

marketsand for theinternational community asawholewith
aviewtofosteringaglobal environment that would bemore
secure, moreequitableand moreconduciveto devel opment.
It also called for improved supervision of capital flows by
national authorities, which would moreover require
international coordination. It therefore proposed the
creation of aworld financial organization.

A. Theunfolding of thecrisis. causesand
impacts

35. Theyear that haselapsed since the previousreport of
the Committee hasbeen dominated by thefinancial turmoil
in East and South-East Asia. In early July 1997, Thailand
had to give up defence of itscurrency, and in October 1997



E/1998/34

stock marketsin Hong Kong and in the Republic of Korea
plunged. Both currencies and stock markets tumbled in
Indonesia, Malaysia and the Philippines, and financial
markets in several other countries in the region were
threatened. The Asianmiracleappeared to have cometoan
endforthe“tiger economies’ andthereactionstothecrises
haveraised seriousquestionsabout thefurther relevance of
the so-called “Washington consensus”.

36. In reviewing the crises as they have unfolded, the
Committee has found that the inherent dangers and
problems of globalization have found expression with
unexpected strength and fury, imposing very real hardship
on growing numbers of people in the affected countries.
There has been some overreaction, not only in financial
marketsbut alsointhemood of pessimismthat replacedthe
earlier optimism about the Asian miracle. The setback is
indeed a serious one, but it need not delay progressin the
region for long. Actions needed, nationally and
international ly, areunder way, eventhoughthey areat times
inappropriate or have been delayed for too long.

37. Inamost all casesbut most notably in Indonesia, the
Republic of Korea and Thailand, foreign portfolio
investment liabilities rose rapidly in the first half of the
1990s and peaked in 1993. In Indonesia, the Republic of
Korea and Thailand, at the same time, bank assets
accumulated as banks proceeded to borrow short in
international marketsandtolendlongindomestic markets,
thus increasing considerably their foreign-exchange
exposure and their role asintermediaries. The issuance of
bonds by Asian entities rose sharply, while those bonds
were intermediated by off-shore investment funds. Given
excess liquidity in hand and high expected returnsin the
recently deregul ated domestic markets, banksandfinancial
institutions proceeded to expand rapidly domestic lending
todomesticfirmsandto non-tradableactivities, suchasreal
estate, financial servicesand infrastructural investment.

38. That rapid domestic credit expansion, coupled with
slowing import demand in industrialized countries and
substantial effective nominal depreciations of both the
Chinese yuan renminbi in the early 1990s until a unified
exchangeratewassetin1994 and the Japaneseyen between
1995 and 1997, led to real currency appreciation, slowing
exports and rapidly increasing importsin East and South-
East Asian countries. Current account deficitsdeteriorated
to over 8 per cent of gross domestic product (GDP) in
Malaysiaand Thailand in 1995 and to nearly 5 per cent of
GDP in the Republic of Korea in 1996. Attempts by
domestic central banks to maintain overvalued exchange
rate pegs to the dollar failed. The Thai baht, Philippine
peso, Indonesianrupiah, Malaysianringgit and Koreanwon

all depreciated against the dollar, one after another,
beginning in mid-1997. Those depreciations were
exacerbated when domestic firms and banks rushed to buy
dollars to cover their substantial unhedged foreign
borrowing exposure.

39. The currency crises produced a severe liquidity
shortagethat wasexacerbated by policy responses. | nterest
rateswereraised in an attempt to restore confidenceinthe
currency, and government budgets were tightened. In the
process, firms faced not only adeclinein overall demand
and ahigher debt burden but al sorising short-termfinancing
costs and limited access to financial resources. In the
absence of animmediateinternational rescue package, the
financial crisisledtomassivesal esof assets, further driving
down prices in both stock markets and foreign exchange
markets.

40. The financial crises and subsequent policy
adjustments have led to falling output, a sharp rise in
unemployment, rising prices, the removal of consumer
subsidies and downward pressure on government social
expenditures. Recent forecasts point to a significant
contractionin GDP or amarked slowdowninoutput growth
and large reductionsin employment in the modern sector,
indeed as much as 10 per cent in Indonesia and Thailand.
The effects of all those developments in terms of human
costs are not yet clear but are likely to be severe.

41. Thecrisesinthose countrieshavethusresulted from
both market and government fail ures. I nternational capital
markets have failed to produce an optimal allocation of
capital, whiledomestic private sector banking systemshave
not channelled resources effectively. Governments, onthe
other hand, have been slow in making the necessary
exchangerateadjustmentsagainst therising current account
deficitsandinstrengtheningfinancial systemsby expediting
prudential supervision. They haveal sofailedtomitigatethe
effects of the crisesthrough appropriate policy responses.

42. Thepolicyresponsesof international actorshaveal so
contributed to the unfolding crisisand itscosts. Inthefirst
place, many international financial institutions gave
inadequate warning of the impending problems. Second,
others did so but their warnings were not heeded. Private
banks and other creditors, in particular, continued to lend
in the face of those warnings, such as those given in
published documents by the Bank for International
Settlements (B1S) and UNCTAD, about the dangerous
levelsof short-termforeignliabilities of private banksand
the corporate sector in the affected countries. Asaresult,
preventive and corrective action failed to be taken. Third,
thecrisiswasinitially treated asessentially apublic sector
problem, requiring a severe tightening in the government
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accountsand sharply risinginterest rates, withinsufficient
attention being given to the need for private sector
restructuring. Fourth, there was considerable delay before
the multilateral financial institutions provided the large
amountsof financial support needed to restore confidence.
Asaresult, there were delaysin restoring confidence and
short-term costsin terms of output losses, and the number
of bankruptcieswas higher than it might have been.

B. Theimpact of thecrisesoutsidethe
affected region

43. Given the increasingly integrated nature of world
capital markets, volatile financial flows not only pose
threatsto the sol vency of national financial institutionsand
firms but also have the potential to destabilize the
international economy and the international financial
system.

44. Various contagion effects worsened the initial
depreciationsof the affected currenciesand spread themto
other economies, even those without current account
problems and with sizeableforeign reserves, such asHong
Kong, China, Singapore and Taiwan Province of China.
Investors and traders attempted to cover their foreign
exchange exposure in the face of possible depreciations.
Those expectations were fuelled by “herd instinct” and by
ageneral lossof confidencein emerging marketscaused by
ignorance on the part of international market actors of
and/or lack of information about the actual situation in
different countries. Foreign and domestic capital flight
resulted fromfearsof declining export competitivenessand
from attempts by investors to cover losses in crisis-hit
countries, both through the sale of assetsin other countries
and through the geographical rebalancing of their portfolios.

45. Thefinancial crisesin East and South-East Asiawill
probably slow down world economic growth since those
countries constitute important export markets for both
developed and developing countries.

46. Collapsing production and incomes in conjunction
with the deval uation of the respective currencies will also
giverisetoterms-of-trade effectsfor other countriesoutside
the affected Asian countries. For example, some countries
may benefit from lower import prices for a range of
manufactured products from East and South-East Asia,
while many commodity-exporting countries could be
adversely affected.

47. In the presence of increasing trade/investment
interlinkages and the growing i nterdependence of markets,
the East and South-East Asian financial crises have also

highlighted the growing threat of competitive deval uations
that can easily spread over an entire region and beyond. In
the presence of deepening cooperative business networks
that promote regional integration of firms, such threats
become more serious in the absence of effective financial
cooperation among central banks or regional cooperative
arrangements that would help to mitigate exchange rate
movements and resolve financial crises once they occur.

48. Thefinancial crisesin Asia are also likely to affect
long-term FDI flowsto other developing countries. Asian
countries themselves have been in the past important
investorsabroad. Thecrisisislikely toreducetheir outward
investment activitiesinthe short to mediumterm. Moreover,
once the situation stabilizes, long-term capital inflows to
the region are likely to increase as foreign investors take
advantage of depressed asset prices, thusdrawing resources
away from other developing countries.

49. Net contributions of the affected countries to long-
term development finance of multilateral financial
institutions are also likely to decline. At the same time, a
sizeable proportion of the resources of those public
institutions has been pledged to support the countriesin
crisis, thus reducing the amount of resources available to
other countries.

50. The financial crises in Asia and the concomitant
withdrawal of private capital fromthose economiesarealso
likely to haverippleeffectsinworld financial markets. The
net effect islikely to be ambiguous since, on the one hand,
the increased exposure to emerging-market risk tends to
foster more conservative attitudes among private market
participants, thusleading themto channel resourcesto more
secure developed capital markets: some Latin American
marketshave already experienced areductionin net capital
inflows as aresult of Asia’s financial crises. On the other
hand, the available excess net supply of savings, coupled
with favourable macroeconomic conditions in many
developed countries, islikely to favour emerging markets
that are perceived to be less risky.

51. Themostimportantimpact of the East and South-East
Asian financial crisesisto highlight the inherent perils of
capital market liberalizationinthe absence of appropriate,
enforceablenational and international regulatory practices
and prudential standards, and inthe absence of an effective
global mechanism that would ensure the speedy
mobilization of liquidity when crises threaten to occur.

C. Lessonslearned and domestic policy
recommendations
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52. Thecreation of aglobal capital market and the move
fromnational to global financial marketscreatenew policy-
making challenges for both national Governments and the

international community. )
53. As the crises in"East and South-East Asia have

reveal ed, capital flowsmay indeed bedisruptivewhenthey
occur in countrieswith weak and under regul ated financial
systems, whosecorporationshave high debt-to-equity ratios
and whose banks are engaged in extensive intermediation
without strict adherence to prudential standards and
regulations. That makes private sector institutions
particularly vulnerableto rapid currency depreciation and
increasesin interest rates.

54. Onthedomesticfront, themajor challengefor policy
istoreapthefull benefitsfromcapital account liberalization
without unmanageablevolatility and financial fragility. To
mitigate the incidence of market failure, efforts should be
madeto ensurethat an effectiveregulatory framework isin
place, to concentrate on designingtheappropriate paceand
sequencing of liberalization, and to foster financial reform
prior to opening the capital account; this applies in
particular to developing countries that have thin equity
markets, where traded financial instruments are
overwhelmingly dominated by government paper. Across-
the-boardliberalization of the capital accountinsuch cases
would lead to heavy investment in government paper that
could encourage non-sustai nable government deficits.

55. To make financial flows more productive and avoid
theincidence of market failure, bank supervision practices
should be strengthened and supervision extended to non-
bank financial institutions. In that light, credit risk
indicatorsshould berefined and better guidelinesfor asset
management developed. Experienceal so demonstratesthe
need to monitor closely trends in asset prices and in the
growth of bank assets, as well as the extent to which they
are being fed by capital inflows.

56. Wheretherearelarge capital flows, pressureson the
exchange rate need to be watched carefully and
modifications in exchange rate policy may be warranted.
The maintenance of fixed exchange rates requires
substantial levels of international reserves, but these have
highopportunity costs. Itis, therefore, advisabletomaintain
some flexibility of the exchange rate regime to avoid
exchangeratemisalignments, whilestill providingguidance
to the market and keeping volatility under control. In the
presence of diversified trade, simple basket regimes tend
to be preferable to a single currency peg.

57. Suchprudential regulationsand exchangerateregimes
can be helpful only if it is kept in mind that economic
stability is very much a result of sound macroeconomic

policies. Yet, even in a situation of relatively strong
macroeconomic fundamental s, as was shown in the Asian
crises, external shocks and the dynamics of international
capital movements can lead to crises.

58. Even with improved bank supervision and better
information, capital flows may bevery volatile. Increased
flows may feed on each other, and decreases may also
overshoot what one would predict in terms of economic
fundamental s. Thesechangesinflowscanbegenerated not
only by exogenous shocks (such as dollar appreciation or
adecreaseinworldtrade) and by contagion effects, but al so
by domestic shocks, such as speculative bubblesin stock
marketsor inreal estate markets. For those reasons, policy
instruments, such as interest rates and/or tax penalties or
regulation, could beused tolengthentheeffectivematurity
of portfolio investment and make immediate liquidation
morecostly; encouragethedeepening of financial markets;
diversify investment across sectors; and discourage a
mismatchinthecurrency composition of external debt and
assets of banks and corporations.

59. Althoughthe policy debate on how best to handlethe
Asian financial crises has generally focused, as in the
present report, on the macroeconomy and its main sectors,
itistheimpact onthe human conditionthat isthebasicreal

life concern. The crises with which the Committee is here
concerned and thepolicy adjustmentsthat theseentail have
inflicted very heavy human costs. It isessential, therefore,
that adjustment policies incorporate safety net measures
fromtheoutset. Although such measuresneedto becountry
specific, they are likely to include extensive public work
programmesat low wages, feeding schemesfor vulnerable
groupsand areas, and thereorientation of national budgets
toinsulateexpenditureson human prioritiesfromtheeffects
of cutsinaggregategovernment expenditure. Suchmeasures
will helpto softenthehumanimpact of theeconomiccrisis.

D. Recommendationsfor international policy

60. The East and South-East Asian financial crises have
increased awarenessof the need to promoteamoreeffective
management of international money and finance so as to
prevent the recurrence of similar crises. Indeed, the
international community will undoubtedly beforced to think
about whether existing arrangements regarding capital
movementsand global financeare compatiblewith stability
and growth. In that light, it may be opportune to establish
an economic and social security council within the United
Nations system. Such a council could help to bring about
systematic consideration of global economic action,
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promoteeconomiccoordination, andinitiatethepreventive
measures and regulatory policies that are increasingly
needed in the global economy.

61. Recent financial crises have already generated new
thinking at the international level for dealing with the
consequencesof capital flow volatility. The Committeefor
Devel opment Planning wel comes some of thoseinitiatives
to reinforce the architecture of the international monetary
system, including strengtheninginternational and domestic
financial systems; ensuring greater availability and
transparency of i nformation; and adoption of moreeffective
procedurestoinvolvethe private sector, asreflectedin the
communiquésof thel nterimand Devel opment Committees
of 16 and 17 April 1998. The Committee for Devel opment
Planning emphasizestheneed for additional reformsinthe
multilateral system.

62. Multilateral financial ingtitutions, includingBIS, IMF
and the World Bank, and other institutions, including
private sector actors, should improve their analytical
competenceand their information systemsto provide more
effective warning mechanisms that would help to prevent
a future occurrence of financial crises of this magnitude.
Better warning mechanisms, oncein place, should become
more effective in spurring appropriate private market
responses. Inthat light, the Committee suggeststhat article
4 consultation reports conducted by IMF should be
published assoonasapproved by itsBoard. Suchdisclosure
will not only serve the purpose of transparency but also
improve the quality of IMF surveillance. Regional
institutionsor arrangements al so have animportant roleto
play in the proper assessment and evaluation of relevant
information.

63. Thecreationof aglobal financial market hasnot seen
a parallel development in global regulatory practices or
international safety nets. Thisconstitutesamajor gapinthe
international system. Specifically, aninstitutionisneeded
to provide overall guidance in the development and
monitoring of international standardsand codesof conduct
for financial management and capital flows, andtoidentify
new needsfor supervision asthey arise. Suchaninstitution
could be patterned after the World Trade Organization
(WTO) for finance, that is, it would be aworld financial
organization.

64. The proposed world financial organization could
review, establishand monitor soundinternational principles
and practicesfor suchitems, whicharecurrently undertaken
by ad hoc public and private groups with limited
membership, asin:

(@) Accounting: International Accounting Standards
Committee and United Nations Expert Group on
International Standards of Accounting and Reporting;

(b) Payments and settlements. Committee on
Payments and Settlement Systems of the Central Bank
Governors,

(c) Banking supervision: Basel Committee on
Banking Supervision;

(d) Securities-market supervision: thelnternational
Organization of Securities Commissions;

(e) Insurancesupervision: International Association
of Insurance Supervisors;

(f) Financial conglomerates: three supervisory
groupings for banking, securities and insurance.

65. Animportantactivity of the proposedworldfinancial
organization should beto devise, in cooperationwith other
public and private financial institutions, acceptable forms
of regulation for short-term capital movements to
complement national measures and to monitor the
application of international guidelines for short-term
lending and borrowing by private creditorsand borrowers.
The competence of the proposed organization might also
includethedevel opment of rulesfor ensuring transparency
and full disclosureof informationrelatingto bothfinancial
and non-financial corporate sectors, setting standards for
the functioning of credit rating agencies, and formulating
rulesfor thesmoothfunctioning of international bankruptcy
regimes.

66. Under existinginternational arrangements, thereisa
needfor accessearly oninacrisistoliquidity of asufficient

magnitude to calm financial markets, which would help to
reduce instability in financial markets and thereby lessen
outflows. Currently, resources are relatively limited and
access to them subject to negotiationsthat can be lengthy.

For example, the establishment of supplemental reserve
facilities, such asthe one administered by IMF during the
aftermath of thecrisisand applied tothe Republic of Korea
in December 1997, wastoo small in sizeto cover liquidity

needs and cametoo lateto alleviate an unfolding financial

crisis.

67. Concerning the need for adequate liquidity, loans
couldbeprovidedthrough | MFfrom prior commitmentsby
developed countriesalready in existence under thegeneral

arrangements to borrow. The Committee welcomes the
agreement reached in 1996 among a group of 25 countries
to doubletheresourcesavailableto IMF under GAB so as
to respond to financial emergencies, and urges the
expeditiousratification of thenew arrangementsto borrow
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by the required majorities of potential participants. The
agreement already reached by theIM F Board of Governors
on aspecial one-time allocation of SDR 21.4 billion will
double the amount of SDRs already allocated, along with
anewly agreed principlefor theall ocation among member
countries on the basis of “equity”. Moreover, IMF should
explore the possibility of future increasesin SDRs on the
basis of areassessment of the global needsfor short-term
liquidity. IMFresourcescould befurther augmented by the
upward revision of the quotas of member countries, which
have been agreed by the IMF governing body, but
implementation of the agreement has been stalled by the
reluctance of themajor IMF shareholders. Increasing IMF
resourcesismorethan ever urgently required inview of the
spectacular increaseininternational short-termcapital flows
and the need of national economiesto deal with theimpact
of sudden outflows.

68. IMF should also examine the possibility of
establishing a permanent contingency fund, in addition to
existingfacilities, that would automatically provideupfront
payments to precertified countries prior to conclusion of
negotiations for IMF assistance. To avoid moral hazard
problems, appropriaterulesandincentivesfor accessshould
be devised, such as borrowing at market rates, increasing
costs of borrowing depending on frequency and amount of
use, or prequalification agreements between IMF and
potential user countries.

69. Regional development banks, regional funds and
cooperativearrangementscanassi st countriesinmonitoring
the economic situation and raising capital to supplement
resources. Furthermore, regional arrangements have an
important roleto play inexercising “ peer pressure” among
the member countriesto pursue prudent financial policies,
in providing early warning and in managing effectively a
financial crisisonceit has occurred.

70. Whenfinancial crisesdoerupt, foreignprivatelenders
and investors should be intimately involved in their
resolution and in sharing the costs through debt write-off,
debt rescheduling or delaying claims on repayments.
International arrangements should be devised to bring
creditorsand debtorstogether to negotiatetimely solutions
to the crisis. The proposed world financial organization
could play an important institutional role in that respect.
Also, arrangements could be made with private funds
through pre-established financial safety net mechanisms.
Governmentsshouldasarulerefrainfromguaranteeingthe
foreign exchangerisk or repayment obligationsof national
private debtors to external private creditors.

71. The Committee recommends that from time to time
there should be areview and eval uation by an independent
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group of experts of the ways in which the various
international actors, such as the multilateral financial
institutions, including BIS, IMF and the World Bank,
respond to and manage financial crisesin atimely manner.
Such independent experts should be appointed by the
Secretary-General of the United Nations, the President of
the World Bank, the Managing Director of IMF and, when
established, the head of the proposed world financial
organization. The report of such a group could form the
basisfor discussionintherelevant governing bodiesof the
multilateral institutions involved, and could provide the
guidelinesfor concerted actiontoimprovepracticesandto
develop more efficient response mechanisms to incipient
crises.

Chapter 111
Old-age security in achanging
global context

72. At its thirty-first session, the Committee for
Devel opment Planning decided to convene aworking group
to examine the following issues:

(@ Economic and social implications of
demographic trends, including the changing ratio between
populations of working age and the young and the old,;

(b) Distribution of incomeamong generations, with
respect to the costs of child-raising, education and
retirement;

(c) Role of the family, communities, state and
private institutions in intergenerational transfers;

(d) Impact of globalization and economic reforms
on intergenerational income distribution;

(e) Recommendationsfor devel oping countriesand
for policies of international organizations.

73. Inpreparing the present report, giventhe complexity
of dealing with intergenerational transfers, it was decided
to divide this agenda up and to focus first on old-age
provision. It was felt that the vital topic of how societies
treat their children, which raises different issues, should
form the central topic of afuture report of the Committee.
The present focus on the elderly should not be interpreted
asreflectingany priority for the old asagainst theyoung but
was chosen in preparation for 1999, which has been named
the International Year of Older Persons.

74. TheCommitteerecognized that thefinancing of public
health-care systemsal soinvolvesintergenerational transfers
since older people tend to require substantially more
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medical services than younger people. The Committee
decided, however, that health careisarather different and
complex issue that should be addressed separately.

75. The Committee examined the question of the design
and management of old-age security systems, with afocus
on the needs of developing countries, taking into account
theexperienceof devel oped countries. The Committeepaid
special attentiontotheimplicationsof globalizationfor ol d-
age security systems.

76. Theconclusionsand recommendationshbel ow arenot
intended to prescribe a particular old-age security system
assuitablefor all countries but to serve as considerations
that may be helpful to developing countries in designing
old-age security systemsto meet their particular needsand
capabilities. Many of these conclusions and
recommendationsaredrawn fromthenegativeexperiences
of devel oped and devel oping countries, and areintendedto
assist other countriesin avoiding the same problems.

A. Thechanging context

77. Most countries have ageing populations and rising
old-agedependency ratios, except Africa, whichisexpected
to havearelatively young population structurefor decades
to come. Although developing countriesin Asiaand Latin
America need to take into account population ageing in
planning their pension systems, ol d-age dependency ratios
in most of them will remain below those currently found in
the developed countries for many decades.

78. In most developing countries, modernization is
undermining traditional systemsfor old-agesecurity andthe
sanctionsandincentivesthat sustai ned those systems. With
urbanization, for example, housing space becomes smaller
and more expensive, and adult children are more likely to
live separately fromthe parents. With the growth of formal
employment, older people arelessableto continue earning
income and are less likely to own land on which their
children work. With the increasing importance of formal
education, the role of traditional knowledge diminishes,
respect for the knowledge of older people declines, and
children havelesstimeor aretoo far away to carefor older
people. Moreover, economic pressures are leading to the
disintegration of some families. Those factors leave an
increasing number of ol der peoplewithout adequate support
from traditional sources. The Committee noted that there
isconsiderablecultural variationintheserespects. insome
cultures, family support for the old has been much more
resilient to the above-noted changes.

79. Declining fertility and increasing longevity increase
the coststo children of supporting their parentsthroughout
their old age, andlead to alarger proportion of older people
without childrento support them. Decliningfertility hasal so
contributed to increasing formal employment of women,
who have traditionally provided most of the family care of
older people.

80. Theglobal dissemination of information concerning
pension systemsin richer countriesis likely to generalize
the demand for publicly supported pension coverage, even
in countries without the capacity for raising the required
revenue. At the same time, globalization of trade and
financial flowsimposesstricter constraints on taxation and
public debt, and consequently increases the economic cost
(and possibly the political visibility) of higher public
spending, including tax-financed spending on pensions. On
the other hand, the dissemination of financial management
practicesis likely to have a favourable effect by enabling
pension schemes to benefit from international experience,
improvingtheir financial management and preventingthem
from repeating the errors of other systems. Private pension
funds, especially in Canada and the United States, are also
gaining global significance as a consequence of investing
a significant proportion of their funds in international
markets.

81. Indeveloped countries, old age has become a major
source of poverty. Little information is available on the
incidence of poverty among the old for developing
countries. But asthe age structure changes and traditional
support systems diminish, the old are likely to form an
increasing source of poverty unless good support systems
are put in place.

B. Rationaleand objectivesfor Stateaction

82. Old-agefinancial-security schemes servethree main
functions: insurance, redistribution and savings. As
insurance schemes, they pool savingsand risks, protecting
those of particular longevity who would otherwise outlive
their savings. As redistributional schemes, they transfer
incomefromthosewithhighlifetimeearningstothosewith
low lifetimeearnings, thusalleviating poverty among ol der
people. And as savings schemes, they encourage or require
people to save in order to shift income from economically
activeyearsto retirement years. Therelativeimportance of
these functions, and hence the design of old-age financial -
security systems, varies among countries and over time.

83. One major reason for state support for pension
schemes is to alleviate poverty among older people. In
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addition, for avariety of reasons many peoplewould make
inadequate provision for their old age relative to their
standard of living during their working years, if pension
arrangements were entirely voluntary, partly because of a
tendency for people to be myopic about their long-term
future.

84. Inaddition, individuals' voluntary savingsare often
inadequatefor supportingthemintheir old agefor anumber
of reasons:

(@) Uncertainty about how long an individual will
livemakesit difficult to determinethe savingsrequired for
retirement;

(b) Manypeople’ searningsareinadequate, evenin
their prime working years, to permit them to save enough
for retirement;

(c) Many developing countries offer limited
opportunitiesforinvesting savingssoastoensureareliable
income in the future;

(d) Peoplemay not havesufficient confidenceinthe
financial stability of their economies to justify long-term
savings and investment.

Asaresult, in the absence of government intervention of
one form or another most people could not or would not
saveinsuchaway so asto guaranteean adequateretirement
income for aslong asthey live.

85. Although these factorsjustify state action, there are
also strong arguments for encouraging greater private
voluntary savingsto provide for old age.

C. Constraints

86. Many devel oping countries have limited capabilities
to design, implement, manage, regulate and supervise
pension systems.

87. Governmentsof most devel oping countries, especially
low-income countries with large subsistence and informal
sectors, are constrained in their ability to collect taxes,
while there are many high-priority claims on general tax
revenue, especially measures for the support of the
education of children. Broad-based taxes, such asincome
taxes and value-added taxes, are a preferable means of
revenue generation with respect to both equity and
efficiency but are difficult to administer. Specific taxes,
such as payroll taxes intended to finance state-sponsored
pension schemes, are more limited in their revenue-
generating potential and may have negative impacts on
production and trade.
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88. Theneedfor competitivenessinaglobal environment
imposes further constraints on tax raising, particularly the
advisability of levying high payroll taxes.

89. Countriesinvariably already have some system of ol d-
age support, but it is often inequitable and financially
unsustainable. Reforming such systems provokes political
opposition from those who currently benefit from the
unsustainability or inequity. A rapid reduction in the
benefits of those who have been privileged by existing
systems may not be politically feasible. The transition
towards amore equitable and sustainable system will have
to be carefully designed, and may take many yearsto phase
in.

D. Specific conditions

90. Developed countries generally have near-universal
income support for their elderly population through public
pension systems, supplemented by avariety of occupational
and private schemes. A major concerninthosecountriesis
rising old-age dependency ratios dueto population ageing,
which threatens possible bankruptcy of pension funds or
very large claimson government expenditurein somecases.
Ensuring sustainability of their pension systems requires
some combination of increased actual retirement age,
increased contributionsand somereductioninthereal value
of expected pension benefits. However, each of these
changes is likely to be strongly opposed by established
interests, especially those layers of society with acquired
rights.

91. The economies in transition have inherited
comprehensive pension systemswith early retirement ages
in a situation of economic decline, high inflation and loss
of tax-collecting capacity. In addition to the measures
required in developed countries, effective pension reform
will require macroeconomic stabilization, renewed
economic growth, and development of legal and
administrative systems adapted to amarket economy based
on private enterprise.

92. Middle-income developing countries generally have
substantial pension coverage for theminority of workersin
the formal sector, often with high and non-generalizable
benefits, including low retirement ages, particularly for
workers in the military and civil service. The challenge
before these countries is to improve the management of
existing pension systems by reducing unsustainable
privilegesand improving equity in benefits, and extending
some type of coverage to the informal sector. It is also
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necessary to sustaintheautonomy of the system, protecting
it from being “raided” by the state.

93. Low-income countries generally have pension
coverage limited to the formal sector, which accounts for
only asmall proportion of theworkforce, andin somecases
those pensions are poorly managed because of weak
administrative capacity with arbitrarinessintheoperations
of the schemes, so that many people do not receive their
expected entitlements. Moreover, some pensions in the
formal sector are grossly inadequate. Workers outside the
formal sector are almost entirely dependent on traditional
or voluntary arrangements, or continueto work throughout
their old age. These may include some of the poorest
members of society. The primary challenge for these
countriesisto make some provisionfor the poorest elderly
members of society, to expand coverage gradually so that
eventually the whol e popul ation gains some coverage and
to develop the financial and administrative capacity to
manage ol d-age support systems efficiently.

E. Principles

94. A pension system should be adapted to the social
system, the financial and administrative capacities, the
political possibilities and the culture of the country.
Countries should not necessarily aim to duplicate the
systems of other countries but should learn from their
abundant experience, negative as well as positive.

95. The Committee agreed that the introduction and
reformof old-ageincome support systemsshouldingeneral
be based on the tenets set out below.

96. A national old-age income-support system should
ideally consist of:

(@) A minimumguaranteedincomefor older persons
(this will be referred to below as a basic pension when
everyoneinsociety isentitledtoit and abasic stipend when
referring to a means-tested entitlement);

(b) A mandatory contribution-related component
designed for employeesand the self-employedintheformal
sector, where benefits are actuarially related to
contributions, to enable people to maintain a reasonable
standard of living in retirement that bears some relation to
theirincomewhenworking (contribution-related pension);

(c) Avoluntary savingselementtoallowindividuals
to satisfy their individual retirement goals (voluntary
pension).

97. The retirement age for pension purposes should be
flexible upwards, withincentivesfor continuing work asthe
population ages and the health of the elderly improves.

98. Inordertopromotetransparency and efficiency inthe
operation of pension systems, the rules used to determine
benefits should be as simple as possible, and participants
should have information on options and acquired pension
rights clearly presented to them at regular intervals.

99. Both the basic pension and the mandatory
contribution-related pension schemes should be designed
on the basis of sustainable budgetary provisions. The
contribution-related scheme should be self-financed on a
long-term basis, with realistic risk assessment and
sustainablecontingent liabilitiesonthegeneral government
budget.

100. A mandatory contribution-related pension schemewill
have limited coverage in countries in which large
proportions of the labour force work intheinformal sector
or insmall enterprises. M oreover, many countriesnow al so
lack the administrative capacity to manage such a system.
Such a scheme should be regarded as an objective to be
developed over timein countrieswhereit doesnot yet exist.

101. The autonomy of pension funds should be protected
so that their financing, operations and expenditures are
determined by their managers in the interests of the
contributors and not by government short-term financing
requirements.

102. Asin the case of the basic and mandatory schemes,
privately managed pension schemes should be publicly
regulated to ensure that they are actuarially sound over the
longer term, and are efficiently managed and financially
sustainable in the short and medium terms.

103. Theintroductionor reformof apension system should
be based on a detailed actuarial analysis of the long-term
financial and distributional implications of any proposed
system. International organizationsshould assist devel oping
countriesin such efforts.

104. Although the administration of old-age pension
systems may be combined with that of disability pension
systems and other schemes for social assistance, it is
essential that they be separated financially and actuarially
and the different accounts presented clearly in order to
promote transparency and — in the case of contribution-
related pensions — to tie benefits more closely to
contributions.

105. Demographic projectionsshould betakeninto account
inthedesign, reform and periodic reassessment of pension
systems. The Committee agreed that current demographic
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trends do not constitute amajor crisisfor old-age support
systemsindevel oping countries; anticipated trendsmay be
accommodated with modest reforms to existing systems,
such as increasing the retirement age.

F. Recommendations

Coverage and portability of pension systems

106. Inprinciple, abasic pension should be recognized as
a universal entitlement covering all members of society,
including workers in the formal and informal sectors and
those who have not been economically active. But for
economies in which most of the working population is
outside the formal sector, this would present a huge
financial and administrative burden if introduced
immediately. Therefore, the Committee recommends that:

(@) Universality of basic pensions be accepted as
agoal;

(b) Where universality is not possible, atargeted
means-tested benefit be made availablefor those bel ow the
poverty lineand above the minimumretirement age, inboth
the formal and informal sectors.

However, the Committee recognized the severe problems
involved in administering targeted schemesin theinformal
sector, acknowl edging that targeting would unavoidably be
rather loose. Particul ar attention should begivento meeting
the needs of older people who are especially vulnerable to
poverty, including widowsliving alone, old peoplein very
poor families and the homel ess.

107. The optimal design of pension systems s linked to
underlying macroeconomic fundamentals. During periods
of low growth and rising unemployment, the burden on the
working population increases and the percentage of the
contribution-related component is apt to shrink. Slow
growthisalso likely to contribute to shrinking tax receipts
and growing unemployment compensation, giving rise to
government deficits. A greater burden isthuslikely to fall
on Governments to safeguard the minimum guaranteed
incomesfor older peopleat levelsthat cover basic needsin
a satisfactory way.

108. Innovative approaches are needed to administer a
targeted basic stipend in theinformal sector because of the
severe problems involved in correctly identifying the old
and the needy. Countries need to design the appropriate
mechanismsinthelight of local conditions. Onepossibility
isto givelocal authoritiesresponsibility for administering
the schemes, granting them revenue-raising powers to
finance them. Local authorities are likely to have more
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knowledge about who is genuinely old and in need. Where
there are public work schemes in existence, financial
support of half (or less) of thewage offeredin such schemes
may be made available to those unable to work. In most
situations, a broad-based approach may be required since
accurate targeting will not be possible.

109. Compliancewith participationincontribution-related
pension schemes should be encouraged by tying benefits
closely to actual contributionsand promoting awareness of
thoselinks, aswell as by ensuring efficient administration.

110. Portability (that is, transferability) of contribution-
related pension accounts between employers within a
country isan essential element of old-age security systems
because it encourages workers to seek employment where
their skillsaremost needed and their incomesare optimized.

111. International portability of contribution-related
pension accountsisbecomingincreasingly importantinthe
context of globalization. Rules and procedures for such
portability need to be elaborated, preferably on a
multilateral basis. As a start, regional and subregional
portability might beundertaken with the support of regional
economic organizations, whileinternational organizations
should initiate the study of schemes for international
portability of pensions.

112. Survivors' benefitsfor elderly widow(er)s of retired
workers or their minor children are desirable features of
contribution-related pensions, with the benefits to both
primary beneficiariesand their survivorsdeterminedinsuch
away that they are actuarially viable.

Financing pension systems

113. The basic pension or basic stipend represents the
redistributive component of the pension system. It should,
therefore, normally befunded from general taxation rather
than payroll taxes since the basis for general taxation is
normally broader and more progressive than payroll taxes,
and it would be unfair to place the burden for such
redistribution solely onthewage-earning and sal ary-earning
segments of the population. But in some contexts, putting
thisinto effect would reducethe claimson payroll taxesfor
pensionsand would therefore permit areductionintherate
of payroll taxes, which would need to be compensated for
by arisein other forms of taxation.

114. Payroll taxes, whilerelatively easy to collect, tend to
be regressive; may have negative impacts on
competitiveness;, and may exert some upward effect on
prices. Moreover, they have limited coverage where there
isalarge informal sector.
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115. Thelevel of the basic pension should be determined
by the financial capacity of the Government, taking into
account the long-term obligations of the system. For low-
incomecountries, theinitial means-tested support might be
very small (perhaps even below the poverty line) and the
retirement age high, but the principle of a universal
entitlement to public support in old age should be
established.

116. A basic pension scheme may allow some savingsin
thegovernment budget by replacing other pensionor social -
assistance schemesfor particul ar groupsof ol der peopleand
by reducing administrative coststhrough theintegration of
anumber of presently existing separate systems.

117. Both the basic pension and contribution-related
pensions in the formal sector should be designed with a
flexibleretirement age (and should betail ored accordingly)
that encourages people to continue working beyond the
minimumretirement age. For exampl e, systemscan provide
partial benefitstothosewho chooseto continueworking or
higher benefitstothosewhoretirelater. Benefitsshould be
lower for those who retire early and higher for those who
delay retirement, which is intended to reduce costs and
encouragelabour-forceparticipation. It should benoted that
that recommendation isthe opposite of current practicein
anumber of countries.

118. Inextendingbasicpensioncoveragetoworkersinthe
informal sector, it would be desirable to find ways to
generaterevenuesfromworkersinthat sector to help cover
the costsof thesystem. To befeasible, atax ontheinformal

sector would need to be very simple to administer, such as
aregistration fee. But some support for the basic stipend
will need to come from general taxation aswell, including
val ue-added taxes, towhich membersof theinformal sector
do make some contribution. Where the schemes are
administered by local governments, local revenue-raising
may make a contribution.

119. Manytraditional support systemsfor older peopleare
valuable for cultural, economic and social reasons. To
maximize pension-system coverage and promote the well -
being of older people, pension systems and other formal
support systems for older people should be designed to
complement traditional family and community-support
systems, and informal support for older people through
families or communities should be encouraged by
government-provided incentives. Where possible, formal
support systems should strengthen traditional systems, but
morerealistically they should be designed to minimizethe
replacement or crowding-out of traditional systems.
Examples include public financial support for families
living with elderly parents and public services to support

older persons even if they are living with their familiesin
order to lessen the burden on families.

120. Clearly, any extension of pensions to those not yet
covered hasto bekept withinfinanceabl elimits, whichmay
be achieved by selective coverage and low benefits. For
example, inan economy with 50 per cent of the population
in theinformal sector, of which approximately one eighth
areover areasonabl e retirement age, there may be about 2
to 4 per cent of the population with grossly inadequate
incomeswho areold and living without much support from
their families (that is, one third of the old working in the
informal sector). If benefitsof onethird of averageincome
were extended to these people, then the total cost would
amount to between 0.67 per cent and 1.25 per cent of
national income, or about 2.5to 5 per cent of tax revenue.
A lower cost could beattained with smaller benefitsor more
selective coverage.

121. The Committee felt that questions of the relative
economic merits of pay-as-you-go versus funded pension
systemsand of theimpact of pension systemson|abour and
capital markets had been extensively addressed in alarge
body of literature, and the Committee decided not to enter
intothosetechnical debates. It hasbeenarguedthat pay-as-
you-go schemes involve more political risk and are more
exposed to demographic fluctuations, while funded
schemes, although seriously exposed to market risks, are
moreapt to copewith demographicfactors. It hasal so been
suggested that macroeconomically thetwo typesof schemes
would respond identically to particular demographic
changes: in benign periods when theratio of beneficiaries
to contributors is relatively low, both will generate
surpluses, whilein demographically difficult periods both
will suffer deficits in their current cash-flow balance. In
view of therelatively even-handed argumentsin favour of
each type of scheme, the Committee decided not to take a
view about which should be generally adopted. But
transition from onetype of schemeto another may involve
heavy economicand social costs, whichshouldbetakeninto
account before deciding to change systems.

Equity and sustainability

122. Contribution-related pension schemes should be
analysedindetail and over thelongtermto ensurethat they
do not have regressive distributive effects or create
macroeconomic imbalances.

123. Public contribution-related pension schemes should
have a ceiling on pensionableincome. In other words, the
incomethat i ssubject to mandatory contributionand serves
as a basis for the determination of benefits, particularly
wherethe system doesnot have universal coverage, should
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have an upper limit. The maximum pensionable income
shouldbecal culated toreflect thesituationineach country,
but might betwotothreetimesaveragewagesintheformal
sector. Where such areform of an existing pension system
wouldreducepension spending, thesavingsshould beused
to expand coverage. High-income employees should
supplement their pensions by contributing to voluntary
schemes, which may be organized by their employers.

124. Government-financed or government-sponsored
contribution-related pension schemes should have a
minimum retirement age and requirethat benefitsbe based

onthenumber of yearsof contributory participation, aswell

as on the actual amount of life-time contribution.

125. Pensionbenefits, whether frombasicor contribution-
related pensions, should be included in taxable incometo
ensure progressive redistribution and to minimize the net
cost to the average taxpayer. Double taxation should be
avoided by exempting contributions from taxable income.

126. Retirement ages, pension-benefit formulas and
contribution rates in contribution-related schemes should
be equal for men and women, that i s, the basi ¢ pension and
retirement age should be the same for women and men.
However, the contribution-related pension should be the
same for women and men when adjusted for equal
contributions. Thisisjustified by the fact that women on
averageearn|ower wagesthan menand contributefor fewer
years so their pensions would on average in any case be
lower than those of men.

127. Pension benefits should be indexed to maintain an
acceptable balance between the standard of living of
pensionersand that of other generations. Ideally, that may
mean indexing pensions to average wages, but in most
developing countries there is no adequate measure of
averagewages, particularly wherethereisalargeinformal
sector. Indexing to GDP per capita is more feasible and
probably preferable to the usual practice of indexing to
prices.Insomecountries, legal provisionforindexationhas
proved inadequate to protect real pension benefits in
situations of high and rising inflation, so macroeconomic
stability may be an essential precondition for effective
protection of pension benefits.

Governance

128. In introducing and developing pension systems,
developing countries should give priority to the
development of management capabilities, including
mechanismsfor compliance by eligible participantsin the
systems.
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129. For contribution-related pension schemes, it may be
appropriateto offer workersachoicebetween publicly and
privately managed systems, consi dering that each hasactual
and perceived advantages and disadvantages. It is
important, however, that the regulatory system treat both
typesequally. There can al so be advantages of dividing up
publicly administered schemesinto competitiveunitsso as
to promote efficiency.

130. Thereareargumentsbothfor and against government
guaranteesof privately managed schemes. Ontheonehand,
thecollapseof aprivately managed schemeimposessevere
costsonthoseformerly covered by thescheme, which seems
particularly unfairincontextswherethey have beenforced
toshiftfromapublictoaprivatescheme. Moreover, anyone
covered by apublic schemereceivesanimplicit guarantee
of entitlements. Ontheother hand, public guaranteesallow
(and may even encourage) mismanagement of private
schemes and potentially involvelarge drains on the public
purse. Where government guarantees of private
contribution-related pension entitlements are deemed
desirable, they should be limited in their potential cost to
the general budget and designed to avoid regressive
redistribution, which would createincentivesto evade the
payment of contributionsor tolimitindividuals’ ownsaving
for retirement.

131. Countries with limited capabilities for managing or
regulating pension systems may consider pension-fund
management by foreign enterprises that have experience
with similar systems.

132. Pension systems, whether publicly or privately
managed, should be designed and managed so as to be
transparent with respect to income redistribution, both
within and between generationally. Information should be
provided regularly on the balance and disposition of
accumulated funds and the projected evolution of
contributions and benefits. In general, it would appear
desirable to have separate administration of the basic and
contribution-related pensions since the basic pension is
financed out of general taxation and not based on actuarial
principles. Moreover, putting thetwo fundstogether could
encourage the Government to use the resources of the
contribution-related element to fund thebasic pension. But
in some contexts, efficiency considerations may lead to a
decisionthat basicand contribution-rel ated pensionsshould
be managed by a single public institution. Evenin such a
situation, the accounting system should provide separate
information on the two components.

133. Public pension funds should be autonomous. The
managersshould be publicly accountabl e, and pensionfunds
should be independent of the annual government-budget
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process. | nparticular, government use of thefundsfor other
purposes should be strictly prohibited. The pension fund
should publish its own annual budget showing expected
revenues, pension distributions and operating costs.

134. Regulation of pension schemes should pay special
attention to the costs of marketing the schemes promoted
by private pension-management firms and possibly by
competing public institutions.

135. Even financially and actuarially sound pension
schemeswill haveperiodsof cash-flow surplusand periods
of deficits, aphenomenonthatislikely to occur frequently
dueto demographic changesand business-cyclefluctuations
of earned income and transfers. Managers of funds should
invest any surplusin financial assetsto provide the funds
needed to finance pensions when they are due. Such
investments should increasingly be used to incorporate
funding elements in pension schemes.

136. The Government isresponsible for seeing to proper
macroeconomic management so that the real resources
needed areavailableto meet pensionneeds. Ingeneral, this
requiresthat savings generated by pension schemesadd to
real net capital formation, and are not used in such away
asto reduce other sources of savings.

137. Countriesmay wishtoencouragevoluntary retirement
savings through tax incentives, but management of such
systemsgenerally should beleft tothe privatesector subject
to standard financial -sector regulation.

Economic impacts of pension systems

138. If badly managed, pension systems can destabilize
government finances and have extreme negative effectson
the economy. In contrast, a well managed system may
contributeto savingsand financial development, aswell as
economicgrowth, althoughthe Committeefeltthat thelatter
benefits can be exaggerated.

139. Although old-age support systems should be
developed as far as possible to ensure they have positive
effectsoneconomic growthandlabour and capital markets,
they should be designed primarily as tools to ensure
adequateprovisionfor theelderly, and not primarily astools
for promoting macroeconomic objectives, suchasaggregate
economic growth, employment and the development of
capital markets.

140. The impact on competitiveness of pension systems
financed by payroll taxesisprobably real, but may be offset
by devaluation and other measures. Given the impact of
pension schemeson competitiveness, regional cooperation
to harmonize pension systemsmay bedesirable, particularly

among countries with regional agreements on trade and
investment, in order to avoid distortions to trade and
investment among cooperating countries.

Chapter 1V
Criteriaand methodology for
identifying theleast developed
countries

A. Improvementstothecriteriaand
methodology for the designation of least
developed countries

141. At its thirty-first session, the Committee for
Devel opment Planning decided to establish aworking group
as part of its 1997-1998 work programme to consider
possibleimprovementsto the criteriaand methodol ogy for
identifying the least devel oped countries.

142. The Committee gavefurther considerationtothetwo
new indicatorsexamined by the Committeeat itsthirty-first
session:

(@) Grossnational product per capita, convertedinto
dollars by the World Bank Atlas method, to replace the
three-year average of GDP per capita, expressed at current
exchange rates,

(b) Commercial energy consumption per capita(in
kg oil equivalent), to replace per capita electricity
consumption (in kWh per year) in the calculation of the
economic diversification index (EDI).

The Committee also considered the following possible
changes:

(c) Concerningthe“augmented physical quality of
lifeindex” (APQLI), use of thefollowingindicators: mean
yearsof schoolingin placeof primary and secondary school
enrolment and literacy; calorie supply as a percentage of
daily requirements or as a percentage of the average
minimum energy requirementsin place of absolute calorie
supply; under-5 child mortality in place of life expectancy;
and the UNDP human development index (HDI) without the
income component in place of APQLI;

(d) Concerning EDI, useof thefollowingindicators:
paved road density and a measure of the modern service
sector;

(e) Concerning population, use of population asa
criterion for inclusion or graduation;
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(f)  Concerningmethodol ogy, replacingthecurrent
method of transformation of component indicators into
indices through scaling between maximum and minimum
valuesto amethod of scaling between the lowest val ue of
the top decile and the highest value of the bottom decile.

Theindicator for income

143. TheCommitteeconsideredtherelativeadvantagesand
disadvantages of using GDP or GNP as an indicator of
income, the possibility of using estimations of GDP based
on purchasing power parity (PPP), and the best method for
averaging income to reduce the effect of exchange-rate
fluctuations.

144. The Committee concluded that GDP represented the
most widely accepted measureof national income, had some
advantagesfor measuri ng domesti c production capacity and
had the advantage of continuity with the previouswork of
the Committee. Although GNP includes some elements
relating to devel opment capacity not included in GDP, the
Committee decided thiswas not sufficient to outweigh the
advantages of GDP. The Committee, therefore,
recommended that the Committee continue using GDP as
the primary measure of economic development.

145. The Committee noted that estimations of GDP based
on PPP were not available for all countries, and that some
of theavailable datawere based on theoretical modelsand
extrapolationsfromexisting data. It thereforerecommended
that official exchange rates continue to be used for
determining the primary GDP data and that GDP be
compiled at PPP exchange rates, where available, for
supplementary use.

146. Concerningincome averaging, the Committee noted
theadvantagesof theWorld Bank Atlasmethod, whichuses
thelatest GDP data, averagesthe exchangerate over three
years and accounts for relative inflation differentials.

APQLI indicators

147. Concerning use of the indicator “mean years of
schooling” in place of primary and secondary school
enrolment and literacy, the Committee noted some
advantages of the indicator as a measure of educational
resources in the population. It also noted, however, that
such data were not available for many countries, and that
existing datafor theindicator werenot considered accurate.
Italsonotedthat UNESCO, whilecallingfor thecollection
of dataon meanyearsof schoolingasanimprovedindicator
of education, considered current data inadequate for the
general useof suchanindicator. The Committee, therefore,
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recommended agai hst the use of anindicator of meanyears
of schooling at thistime.

148. The Committee considered modifying the indicator
for school enrolment to include tertiary education, as well
as primary and secondary, as now used in the Human
Development Report. The Committeefelt, however, that for
the purposes of identifying the least developed countries,
adding tertiary education would add little information and
couldreducetheaccuracy of themeasureof basiceducation
as aresult of the variety of tertiary education systemsin
different countries, compared with the more standardized
indicators of primary and secondary education.

149. TheCommitteeconsideredthepossibility of adjusting
the indicator for calorie supply to take into account
country-specific measures of average minimum energy
requirement, based on the age and sex structure of the
population. It also noted the advantagesand di sadvantages
of taking distribution into account in order to estimate the
extent of mal nutrition, asdoneby FAO. Whilerecognizing
theproblemsinherentinthedataonaveragecal oriesupply,
the Committeefelt that such anindicator should beretained
inthe APQLI andthat further considerationshouldbegiven
to ways of improving it.

150. TheCommitteeconsideredtheuseof anindicator for
under-5 child mortality in place of the indicator for life
expectancy at birth. It noted that for almost all least
developed countries, data only existed for under-5 child
mortality and that life expectancy was generally derived
from child-mortality data through the use of mortality
models. TheCommitteewasof theviewthat child mortality
wasthebest avail ableindicator of the general health status
of peopleintheleast devel oped countries, considering that
infant mortality wasagood measure of maternal health and
that child mortality (1-5 years) was a good measure of the
availability of general health care. The Committee,
therefore, recommended that under-5 child mortality be
used in place of life expectancy in calculating the APQLI.

151. TheCommitteeal soconsideredthereplacement of the
APQLI by an index combining life expectancy, adult
literacy and combined primary, secondary and tertiary
school enrolment, as weighted and scaled in the human
development index prepared by UNDP, excluding the
latter’s income component. However, considering the
advantages of indicatorsfor child mortality and combined
primary and secondary school enrolment for assessing
human resources in the least devel oped countries, as well
asthe desirability of including a calorie-supply indicator,
the Committee recommended that the revised APQLI be
retained, with its equal weighting of two indicators for
education and two indicators for health and nutrition.
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EDI indicators

152. TheCommitteeconsidered measuresfor pavedroads
as an indicator of transport infrastructure, including
paved-road density (km/km2), paved roads(km) per capita,
theWorld Bank’ s“normalizedroadindex” and pavedroads
as a percentage of all roads. The Committee concluded,
however, that none of those indicators had a very clear
relationshiptodevelopment, dueinparttotheir dependence
on population density and the nature of acountry’ sterrain,
aswell ason the level of development.

153. TheCommitteereviewedthequestionof replacingthe
indicator for electricity consumption by an indicator of
commercial-energy consumption, and concluded that
commercial energy offered a broader and better proxy of
infrastructurefor development. The Committee, therefore,
recommended that commercial energy consumption (kg oil
equivalent per capita) replaceelectricity consumptionasa
component of EDI.

154. TheCommitteeconsideredvariouspossibleindicators
of the service sector, combining various elements of
indicators for transport and communication services,
finance, insurance and real estate activities; and general
government services. It noted that abroad indicator of the
private service sector, including all of the above except
general government services, combined withmanufacturing,
as a percentage of GDP, might be a better measure of
devel opment capacity than either manufacturing or services
alonesinceitreflected thepossibility of adevel opment path
based on development of a modern service sector as an
alternative to industrialization, particularly for small
countries.

155. The Committee was of the view that following the
modification of the indicator for manufacturing to
incorporate the modern service sector as a share of GDP,
the indicator for the share of the labour force in industry
might be considered for del etion onthe basisof simplicity.

156. The Committee also examined other possible
modifications of EDI, in particular (as explained in para.
160 below):

(@) Animprovement of the export concentration
index or its replacement by an index of export instability;

(b) Theinclusion of an indicator of exposure to
natural disasters.

Population

157. The Committee examined the usefulness of the
population criterionfor inclusion (lessthan 75 million) but

not for graduation. It recognized the arbitrariness of the
threshold and the problems with the implication that
population size offsets some structural constraints on
development. Nonethel ess, the Committee recommended
that thecriterion remainunchanged for reasonsof continuity
in order to avoid a major dilution of the benefits of the
status of least developed country resulting from the
inclusion of one or more large economies, and because of
the belief that small size did pose some constraints on
development capacity. It was al so agreed that therewasno
need for symmetry in the criteria for graduation and
inclusion.

Other issues

158. The Committee noted the suggestion to take into
account poverty levelsin the criteria, but considered that
data for comparing poverty levels in all developing
countries are currently inadequate. The Committee also
noted that the purpose of the criteria was to reflect the
devel opment capacity of acountry rather than the outcome
of development.

M ethodol ogy

159. Concerning methodol ogy, the Committeeconsidered
the possibility of transforming component indicators into
indicesthrough scaling between thelowest val ue of thetop
decile (index = 100) and the highest value of the bottom
decile(index = 0), instead of the current practiceof scaling
between maximum and minimum values. The Committee
agreed that that would be a desirable change in order to
eliminate the sometimes large effect of extremely high or
low values due to special circumstances in particular
countries. The Committeeagreedthat that changeinscaling
should be accompanied by achangein thresholdsto avoid
or minimize changesin thelist asaresult.

Futurework

160. The working group requested the Secretariat to
prepare an analysisof theimpact of variouschangesin the
APQLI and EDI, alone and in combination:

(@) For GDPper capita: comparingtheimpact of the
existing method with the suggested use of the World Bank
Atlas method;

(b) Forthe APQLI:

(i) Replacinglifeexpectancy at birthwithunder-5
child mortality;

(i) Replacingper capitacaloriesupplywithcalorie
supply as a percentage of minimum daily
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requirements, or if possible by the percentage of the
population undernourished;

(c) FortheEDI:

(i) Replacing theindicator for manufacturingasa
share of GDP with a combined indicator of
manufacturing and modern services (transportation,
communications, finance, insurance, businessservices
and real estate) as a share of GDP;

(ii) Deleting the indicator for labour force in
industry;

(iii) Replacingtheindicator of the concentration of
goods exportswith an indicator of the concentration
of goodsand servicesexports, or withanindicator of
the instability of goods and services exports (as
explained in para. 169 below);

(iv) Including an indicator of exposure to natural
disasters (see para. 169 below).

161. The Committee noted that it was not possiblefor the
working group to meet prior to itsthirty-second session to
review the results of the above-mentioned analyses, and
recommended that the working group be reconvened once
the results of the requested anal yses become available and
presentitsfindingsand recommendationstothe Committee
at its next session.

B. Review of thereport of the Secretary-
General on thedevelopment of a
vulnerability index for small island
developing States

162. The Committee, in response to a request of the
General Assembly initsresolution 51/183, considered the
report of the Secretary-General on the development of a
vulnerability index for small island developing States
(A/53/65-E/1998/5). The Committee agreed with the
recommendations made by the Ad Hoc Expert Group
Meeting on Vulnerability Indices for Small Island
Developing States (see A/53/65-E/1998/5, annex), and
considered that the development of a comprehensive
composite index of economic vulnerability and ecological
fragility was not currently feasible; it recommended that
further work by the Secretariat be carried out on the
development of such indices.

163. Regarding vulnerability, the Committee agreed to
consider two indicators reflecting the main sources of
vulnerability:
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(@) Anindicator of economic vulnerability could
include some measure of export concentration, possibly
weighted by trade as a share of GDP. A revised indicator
of export concentration of goods and services could be
calculated using the sum of the top three exports of goods
and services as a share of total exports of goods and
services, possibly multiplied by total exports as a share of
GDP; or, if feasible, acomprehensive export concentration
index, as calculated by UNCTAD and extended to goods
and services, could be used. Indicesfor goodsand services
export instability could be considered instead of the
previous export-concentration indices;

(b) Anindicator of exposure to natural disasters
could also be used, consisting of anindex of the frequency
of natural disasters, including hurricanes, floods, droughts,
tidal waves, tsunamis, earthquakes, volcanic eruptions,
locust invasion and perhaps other major natural disasters,
weighted by the proportion of the population affected,
averaged over aperiod of at least 10 years. A comparative
measure of economiclossesdueto natural disasterswasnot
currently feasible; however, the significance of economic
losses and the importance of their calculation should be
stressed.

164. Theeconomicvulnerability index should be cal culated
for small island developing States and other developing
countries as well. It should be able to distinguish among
different classes of vulnerability, such as extremely
vulnerable, moderately vulnerable and least vulnerable
categories.

165. The Committee discussed whether the frequency of
civil wars could be integrated in the index of economic
vulnerability; anumber of different viewswereput forward
by members.

C. Consideration of theusefulnessof a
vulnerability index asacriterion for the
designation of least developed countries

166. The Committee agreed at its thirty-first session to
consider the usefulness of a vulnerability index as an
element of the criteria for the designation of the least
developed countries.

167. Sinceavulnerability index hasnot yet been devel oped
(see para. 162 above), the Committee could not undertake
such an assessment.

168. However, the Committeerecalled thatintherulesfor
inclusion adopted by the Committeein 1991, vulnerability
(in a qualitative sense) is already being considered on a
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case-by-casebasisfor countriesthat fall bel owthethreshold
for inclusionfor one of thetwo criteriaother than thelevel
of GDP per capita (APQLI and EDI): if any of those
countriesfalls below the cut-off point on either index and
islandlocked or an island, has a popul ation of one million
or lessor suffersfromfrequent cyclones, droughtsor floods,
it may beincluded inthelist.2

169. The Committee also noted that the EDI already
reflected economic vulnerability throughtheindicatorsfor
manufacturing and export concentration, and that some
improvementsinthe EDI should be considered, asindicated
before, notably by retaining an index of export
concentration (or export instability) extended to services
and by including ameasure of exposureto natural disasters
as a component of the EDI. EDI could then be considered
as an indicator of structural weakness whose components
would mainly reflect economic vulnerability.

170. The Committee took note of General Assembly
resolution 52/210 to postponeits consideration of Council
decision 1997/223 endorsing the Committee’s
recommendation to graduate Vanuatu from the list of least
devel oped countriesimmediately, pending the Committee’s
assessment of the usefulness of a vulnerability index as a
criterion for the designation of least developed countries.
However, for theinformation of the Council, the Committee
recalled that structural vulnerability to some extent is
already reflected in one of the composite indicators
currently used, namely EDI. Moreover, evenif vulnerability
were to be given greater weight than hitherto in decisions
about inclusion in or graduation from the list of least
developed countries, Vanuatu would have been due for
graduation in 1997 unless the criteria were changed.
Therefore, the Committee reconfirmed that on the basis of
the criteria accepted in 1991 and applied in subsequent
years, theindicatorsfor Vanuatuin 1994 and againin 1997
showed that Vanuatu was due for graduation with effect
from 1997.

D. Review of thebenefitsderived by theleast
developed countries, specifically on the
basisof their inclusion on thelist

171. The Committee took note of the specific provisions
for least developed countries in some international
agreements and programmes, including the targets for
official development assistance (ODA) to least developed
countries, UNDPfundingallocations, and special provisions
in the Uruguay Round agreements.

172. The Committee also noted that many international
conferences and multilateral and bilateral development
assi stance agenciesemphasize theimportance of increasing
the levels of ODA provided to least developed countries.

173. TheCommitteenoted, however, that ODA totheleast
developed countries as a percentage of donor GDP had
declined in recent years, and that only four countries
(Denmark, the Netherlands, Norway and Sweden) met the
0.15 per cent of GDP target set by the first United Nations
Conferenceonthel east Developed Countriesin 1981. The
Committeeal so noted that the annual meetingsof UNCTAD
included an agendaitem on monitoring i mplementation of
that target and rel ated el ementsof the ParisDeclaration and
Programmeof Actionfor theL east Developed Countriesfor
the 1990s. The annual Least Developed Countries Report,
prepared by UNCTAD, provides a detailed analysis of
trends in those countries.

174. The Committee noted the trade preferences given to
least devel oped countriesboth throughtheprovisionsof the
Uruguay Round agreements and bilaterally through the
Generalized System of Preferences and other means.

175. UNCTAD had been requested to prepare areport for
the thirty-second session of the Committee on the practical
impact of the measures in favour of least developed
countries in the various international agreements and
programmes, but the report was not available. It was noted
that aspart of the preparationsfor the Third United Nations
Conference on Least Developed Countries, such areview
will be undertaken and made available to the Committee.

Chapter V
Suggestionsfor futurework

176. Inview of ongoing negotiations about restructuring
Economic and Social Council subsidiary bodies, aswell as
the fact that the mandate of current Committee members
ends on 31 December 1998, the Committee decided not to
proposeawork programmefor futuredeliberations. Instead,
it discussed anumber of issuesthat might usefully betabled
for future sessions and specified some prioritiesthat it felt
could be passed on to the Council, bearing in mind the
desirability of ensuring continuity between past and future
work of the Committee or any successor body.

177. The issues over which future sessions of the
Committee or its successor might deliberate range over a
widearenaof economic, environmental and social problems
affecting the international community in general and the
developing countries in particular. Some items discussed
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by the current Committeethat initsview deserve attention
by the Committee or its successor are:

(@) Seekingfurtherimprovementsinthecriteriaand
methodology for identifying the list of least developed
countries, whichinvolvesfinalizingthetechnical work that
Working Group |11 had begun but was unable to complete
in time for the Committee’s thirty-second session. The
Committeeexpressed thedesirability of conveninganother
Working Group, if possible prior to December 1998, to
examine the sensitivity of current selection criteriato the
inclusion of alternative variables, possibly including
indicators reflecting the degree to which countries are
exposed to natural vulnerability;

(b) As a follow-up to the work performed in
Working Group IV on the systemic implications of the
Asianfinancial crises, the Committee deemed it important
to continue deliberations on the structure, mandate and
organizational details of the proposed world financial
organization as an international regulatory, standards and
supervisory agency that would complement and further
completethearchitectureof currentinternational economic,
financial and trading regimes. The role of the existing
multilateral financial organizations, including| MF, should
alsobere-examinedinthiscontext withaviewtoexploring
how best to institute alender of last resort;

(c) Continuation of work on migration and
employment, includingdeliberationsonthereport prepared
by Working Group | for the thirty-second session. The
Working Group’ sdraft report isto befinalized by the end
of August 1998 and then transmitted to the next session of
the Committee or its successor;

(d) Theimpact of globalization onthefamily, with
a focus on intergenerational responsibilities in raising
children, giventhe changing global context, aswell ashow
best to construct safety nets for youth, including their
education and training so as to strengthen their human
capital and ensuretheir productiveemployment. Thiswould
build further upon the work done in Working Group Il on
old-age security, in particular pension schemes, thus
extending the remit of the debate, among other areas, to
health care and unemployment insurance, as well as the
requirements of constructing comprehensive old-age
security and pension systems, with afocus on the special
problems faced by low-income and least developed
countries;

(e) The impact of advanced technology and the
information revolution on devel oping countriesin general
and |east developed countriesin particular. Included here
would be an examination of the social impact of
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technological instruments, such as the Internet, and a
possible need for its content regulation;

(f)  Building up skillsto copewiththe competitive
pressures of globalization, focusing on the role of formal
and informal education in accumulating the human capital
required to benefit from and enhance the virtuous growth
circlethat globalization may offer. Among thetopicsto be
dealt with under this heading are the need for strategic
investments in people and building up the right
human-capital capabilities, especially in developing
countries. This requires identifying the appropriate
“knowledge production function” for each country’s
circumstances and future development in order to avoid
brain drain and preserve its cultural heritage;

(g) Urbanizationand devel opment could betreated
with a view to examining the demands that urbanization
imposesuponinvestment all ocationand human congestion.
Urbanization hasledto many problemsthat haveaggravated
the already difficult process of development, and many
developing countries do not seem to be coming to terms
with problems of urbanization in a timely and effective
manner;

(h) Globalization and a supportive international
economic environment to promote a pace and pattern of
world economic growth that is strong, stable, sustainable
and balanced among countries. In this context, it is
especially important to integrate the lagging developing
countriesandensuretheir “ catch-up” asrapidly asfeasible.
Ongoing technological innovations may in fact help these
devel oping countriestoleapfrog the development process,
provided that they can participate more effectively in
international trade, attract thenecessary foreigninvestment
flows, and gain the benefits accruing from specialization
and rapid technological advances,

(i) Re-examineissuesthatthe Committeehasdealt
withinthe past with aview to identifying the relevance of
past recommendationsto the new global context.

178. The Committee recognized that its future work must
beselectiveandthatitisimportant todovetail itswork with
the ongoing discussions in the Council, as well as with
broader international policy discussions. It therefore
accorded great priority to limiting topicsfor discussion at
the next session of the Committee to three items that are
directly linked to the preparationsunder way for important
United Nations conferences:

(@ Continuing work on the criteria and
methodology for identifying least developed countries,
evaluating the benefits derived from being designated as
least developed country, and facilitating the effective
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integration of these countriesinto theinternational trading
and financial networks so as to accelerate their
development. This would contribute directly to the
preparations for the Third United Nations Conference on
Least Developed Countries, to be held in 2001;

(b) Continuing the deliberations on the structure,
functions, mandate and organizational details of the
proposed world financial organization as an international
financial regulatory, standards and supervisory agency.
Those deliberations would support directly the ongoing
preparationsfor aninternational conference onfinancefor
development;

(c) Exploring the linkage between migration,
employment and development, which would provide a
building block for preparations for an international
conference on migration and economic devel opment.

179. TheCommitteeal soreviewed variouswaysinwhich
it could enhance dissemination of its findings and
recommendations. Possibilities examined included
convening a press conference at the end of each session,
disseminating the executive summary of its report to all
United Nations missions, posting its report on the United
Nations Internet site, broadcasting a programme on the
Committee’ sdeliberationsand findingson United Nations
radio programmes, revamping the report’s layout, and
improving the report’ s dissemination and availability.

Chapter VI
Organization of the session

180. The thirty-second session of the Committee for
Development Planning was held at United Nations
Headquartersfrom 4 to 8 May 1998. Nineteen members of
the Committee attended: Maria Augusztinovics, Dionisio
Dias Carneiro-Netto, Makhtar Diouf, Essam El-Hinnawi,
Just Faaland, Gao Shangquan, Patrick Guillaumont,
Ryokichi Hirono, Nurul Islam, Taher Kanaan, Louka T.
Katseli, LindaLim, Nguyuru H. I. Lipumba, Nora Lustig,
Solita C. Monsod, Bishnodat Persaud, Akilagpa Sawyerr,
Arjun Sengupta and Frances Stewart. Five members were
unableto attend: Klaus Schwab, Alexandre Shokhin, Lance
Taylor, Alvaro Umafia and Miguel Urrutia-Montoya.

181. Theofficerselected at thethirtieth session for aterm
ending on 31 December 1997 and renewed for the term
ending on 31 December 1998 were:

Chairman:
Nurul Islam

Vice-Chairman:
Klaus Schwab

Rapporteur:
LoukaT. Katseli

Although Mr. Schwab could not attend, no substitute
Vice-Chairman was el ected.

182. The session was opened by the Chairman.

183. Preparationsfor the session had been carried out by
the three working groups of the Committee established at
itsthirty-first session, aswell asafourth one convened by
the Chairman, upon consultation with the members of the
Committee, in view of the gravity and ramifications of the
financial crises in several East and South-East Asian
countries. The Working Group on International Migration
and Employment (New York, 29-31 October 1997)
consisted of M akhtar Diouf, Gao Shangquan, SolitaM onsod
(Rapporteur), Linda Lim, Akilagpa Sawyerr and Arjun
Sengupta (Chairman); Mr. Nurul Islam, Chairman of the
Committee, also attended. The Working Group on Old-Age
Security in a Changing Global Context (New York, 12-14
January 1998) was composed of Maria Augusztinovics
(Chair), Dionisio Carneiro-Netto, Ryokichi Hirono, Frances
Stewart (Co-Chair/Rapporteur) and Miguel
Urrutia-Montoya. The Working Group on the Criteria and
M ethodol ogy for Identifyingthe L east Devel oped Countries
(New York, 17-19 December 1997) consisted of Patrick
Guillaumont (Chairman), Essam El-Hinnawi
(Vice-Chairman/Rapporteur), Just Faaland, Nguyuru
Lipumbaand Bisnodat Persaud; Mr. Nurul Islam, Chairman
of the Committee, also attended. Finally, the Working
Group on Systemic Implications of the Asian Financial
Crises (20-21 April 1998) consisted of Just Faaland
(Rapporteur), Gao Shangquan, Ryokichi Hirono, Nurul
Islam, Nguyuru Lipumba, Solita C. Monsod, Arjun
Sengupta and Miguel Urrutia-Montoya (Chairman).

184. Because of the urgency of considering the report of
Working Group 1V, it wasdecided to defer discussion of the
report oninternational migrationand employment prepared
by Working Group | until alater session of the Committee
Or its successor.

185. The Under-Secretary-General for Economic and
Social Affairs of the United Nations Secretariat made a
statement in which he summarized hisviewson thereasons
for the crisesin East and South-East Asia. Healso clarified
the state of affairs on the future of the Committee, thus
reflecting ongoing di scussionsamong member Statesinthe
Economic and Social Council; underlined the relevance of
the Committee’ s work for ongoing and future work of his
Department and the United Nations system asawhole; and
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suggested some possible themes for the future work of the
Committeeor itssuccessor, emphasi zing thei mportance of
long-term economic, environmental and social aspects of
development.

186. Substantiveservicesforthesessionwereprovided by
the Department of Economic and Social Affairs. The
followingagencies, programmesand fundswererepresented
at the session: United Nations Conference on Trade and
Development, Economic and Social Commission for Asia
and thePacific, Economic Commissionfor Europe, United
NationsEducational, Scientificand Cultural Organization,
Food and Agriculture Organization of the United Nations,
International Monetary Fund, United Nations Industrial
Development Organization and World Food Programme.

Notes

1 Official Records of the Economic and Social Council, 1997,
Supplement No. 15 (E/1997/35), chap. II.

2 See “Identification of the least devel oped among the
developing countries: criteriafor designating countries as
least developed”, paper prepared by the Committee for
Development Planning, Working Group |11, January 1997.

24



E/1998/34

Annex
Agenda

1.  Adoption of the agenda and organization of work, including sel ection of rapporteur
and drafting modalities.

2. Opening statements.

3. Report of Working Group IV: “Asia sfinancial crises: systemic implications”.

4.  Report of Working Group I1: “Intergenerational transfers and social security”.

5.  Report of Working Group Il1: “Review of the criteria and methodology for

determining the list of the least developed countries and examination of a possible
vulnerability index”.

6.  Suggestions for follow-up to the report of Working Group I: “Migration and
employment”.

Recommendations.

Discussion and adoption of the report of the thirty-second session.
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