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INTRODUCTIQN

The basis for this study is the Resolution 27 (Ill) adopted by the

~conomic Commission for Africa at its plenary me~ting on 16th February

1961. This resolution reads as follows:

The ~conomic Commission for Africa.

Considering the capital needs of the African States for the execution

of their economic development progralllme by ooncerted aotion in the public

and private sec"tors,

Believing that such action requires, in addition to bilateral or

m~tilateral aid, the availability of long-term credits at low rates of

interest,

Believing that an international bank with regional competence limited

to Africa would meet these requirements:

Requests the Executive Secretary to undertake a thorough study of the

possibilities of establishing an African Development Bank and to report to

the Commission at its next session."

, The question "rhat are the possibilities?1l resolves itself into

several aspects and preliminary questions which the panel may wish to consider.

"V/hat are the present instrumentalities and facilities for satisfying the

"capi tal needs of the African states for the execution of their development

programmes", as mentioned in the Resolution? \lhat new ins trumental i ties

have been recently created, or in \;"hat direction are existing instrumentalities

evolving? Whore are needs in respect of which a gap has been fel t to exist?

If such a gap exists, does it exist in relation to the terms on which capital

is available, or in relation to specific development needs? The Korking

paper proposes in reply to each of these preliminary questions to supply some

material which may serve the Panel in giving answers. The paper al so



E/CN.14/129!Add.l
Page 2

descr~bes the main features of the new instrumentalities created or

proposed of a regional character, particularly the Development Fund of

the European Common Market, the Inter~American Development Bank, the

proposed Arab Development Institution and the Colombo Plan.

After answering, tentatively at least these preliminary (iuestions and

examining the experience of other regions, a group of further questions

poses itself. Given the possibility of establishing an African Development

Bank, in the sense of seeing a need and cons~ruc~ive place for such an

institution, questions arise concerning the possibilities of satisfying

the need. "vihat are the possible sources for the finance that "lould be

required?" "Into what ohannels coul d the finance provided by the new

institution be directed?" "How can we arrange matters eo that the finance

provided is truly additional?" "~Jhat broad picture of an institution seems

to emerge as we contemplate the answers to previous questions, and what

are the possibilities that this broad pioture will commend itself to those

whom ADB would be supposed to serve?"

These are the questions, and in this order, which the liorking Paper

will take up, in the sense of providing reference material, indicating

problems and alternative answers to these problems.
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Section I. PRESENT CAPITAL FLOvZS AND INSTRtm:illNTALITIZS

The flow of international economic assistance to Africa in the past

few years has been considerable. The available data are set out in a

document presented to the Commission at its third session which is available

to the Panel as a background document.l! The data show that according to

the definitions used by the UN the share of Africa in international

economic assistance had fallen from 30% around 1954 to 23% around 1958.11
Since then, however, the share of Africa in IBRD lending has sharply

increased,lI the Development Fund of the European Economic Community has

begun to operate,AlU•K• assistance to African countries has increased,21

the U.S. Special Programme for Tropical Africa has come into operation&!

and the U.S.S.R. has entered into the picture of aid to several African

countries. It is likely, therefore, that the share of Africa in total

international assistance is nov; as high or higher than it was in the

period around 1954. Moreover, these are shares of a rising total volume

of international assistance to under-developed countries.

During the decade 1950-59, the net flow of long-term capital (both

private and official) and of official grants amoun~ed to 3.7% of the

national income for the Congo, 6.9% for Rhodesia and 3.9% for Morocco,

but only to 0.8% f,r the Union of South Africa, nothing for the U.A.R.

and an actual outflow (-0.4%) for Ghana)} It will be seen that these flows,

11 International Economic Assistance to Africa, Document E/CN.14/88• This
document in turn is based on document E/3395 which describes t~e flow
of international economic assistance to under-developed countr1es, but
also contains specific reference to Africa.

~ !VCN.14/88 , p. 3, based on Document E/3395, p. 77.

:J ElON .14/88, pp. 9-10.

!J/ lli.!!, pp.17-18.

51 ~, p. 29.

§./ ~, p. 35.
1I1lorld Economic Survey 1960, UN, New York, 1961 p.64.·
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while considerable in some cases, are very unequally distributed. The ~ta

also show that during the decade 1950-59, only three of these six African

countries had·an inflow of private long-term capitai, amounting to 4.0% of

the national income in Rhodesia, 2.1% in Morocco and 0.6% in the Union of

South Africa; three African countries recorded a net outflow of private

long-term capital: Ghana -0.7%, Congo (Leopoldville) -0.6% and the United

Arab Republic -0.1%.11
The difficul ties of measuring the flow of external capital - great in

any case - are particularly acute in the case of Africa. Particularly in

the dependent territories, or countries which otherwise maintain close

association with former metropolitan countries, financial flows relating

to trade, banking and capital flows are so closely intermingled that net

flows of long-term capital are not easily measured. Different countries

and organizations use different definitions and arrive at different

conclusions.

The only statement which it is safe to venture is that the flow of

external capital to the various African states is very unequally distributed,

and this is true both of public and private flows. It appears, for instance,

that the French-speaking countries of Africa on the one hand, and such

mineral export based economies as Rhodesia and the Congo (Leopoldville) ­

the latter until recently - have experienced, on a per capita basis, higher

inflows than other African countries. The data also show that in some cases

independence, or the approach to independence, has been accompanied by some

outflow of private capital. Moreover, in certain cases independence has

made unapplicable to the nevTly independent countries eXisting financial

instrumentalities and arrangements for capital flows, even though in many

cases alternative or compensatory arrangements were made.

Beyond this, it is not possible to state in any meaningful sense \'1hether

Africa has or has not in the past received its "fair share" of external

capital. This question would require, not only calculations of per capital

11 ibid



ibid, p.62.
AfrJ."ca SJ."nce 1950, ~~~~nt of Economic

U!.:l.:'t!.:--}.E~c:?!o~n~o~m~i~c~S~ur~v~e:!o1y~o~f~~~~~~~~-":-ffil ""'.k""""
and Sooial Affairs, New York, 1959, p. 18B.

E/CN.l~29/Add.l
Page 5

flows or flo,"rs in rela t ion tons. tional income or to export earnings or

to domestic savings - such oa1cuIa tions could be madJ/- but it would

also require analyses of absorptive capacity and availability of bankable

projects and development plane in Afrioa, relatively to othe~ areaa.

Such analyses could not, in our present state of knouledge, "be made with

any claim to precision.

Turning now from external capital to internal capital formation, there

is evidence that a number of African oountries have managed to aohieve

high rates of savings and total capital formation; in other Afrioan countries,

the figures, while not absolutely high, are high in relation to the very

low per capita incomes. The quantitative data are available only for

selected African countries. The i"Iorld Economic Survey 1960 shows that

over the decade 1950-59, of 37 listed under-d.eveloped oountries, Rhodesia

and Nyasaland and the Congo (Leopoldville) were among the top five in

respeot of total supply of saving. Morocco and Tanganyika had achieved the

average rate of total saving (about 16~ to 17% of grose domestic product);

the U.A.R. and Ghana with 12% and 11% of gross savin~ were belol'1 the

average, but by no means at the bottom of the list.Y It is particularly

striking that all four African countries for which figures of net domestic

saving during 1950-59 are given have savings ratios in rolation to gross

domestic produot which are considerably above the average for the 25 under­

developed countries listeds (Congo (Leopoldville) 16%, Rhodesia 14~, Union

of South Africa 14%, Morooco 11% - median figure for 25 under-developed

oountries 6%»)/
A substantial portion of the fixed capital formation, espeoially in

sterling area countries, was financed from domestic savings or local

sources (inoluding local savings of foreign compa.nies)-~ In the sterling

11 Some suoh calculations will be found in documents Ej'CN.14/88 and 3/339.5.

Y rTorld Eoonomic Survey, p.61.

J!
51
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area oountries 60% to 70% of the total capital formation originated from

domestic souxces, and in Ghana and Nigeria "domestic funds were more than

adequate to finance capital expenditure in general and until 1954, there

was continuous accumulation of external assets which was larger than the

net inflow of capital from the outside world and must have been due to

excess of domestic savings over domestic investment which was transferred

abroad. "Y Public capital, including the funds of semi-public bodies such

as marketing boards and public corporations, generally financed about

half of the total domestic capital formation in most African countries.

All these African countries have, over the same decade, achieved rates

of government saving which compare favourably with other under-developed

countries (bet"reen 3% and 5% of gross domestic product); the same is true

of the rate of private saving (ranging bet"reen 7% and 13% of gross domestic

product).g! Collection of government revenue ranged from 4% of gross

domestic product to 21%. Such countries as Ghana and the Congo (Leopoldville)

oollected up to 5-6% of their gross domestic product in export duties alone;

Nigeria, Cameroun and Kenya collected similar percentages of their gross

domestic product in import duties alone.l!

While there is some evidence of considerable savings efforts, and of

considerable rates of investment achieved, ECA data also show considerable

dispari ties among African countries. An analysis of seven African countries

showed rates of gross capital formation ranging from 6% of gross domestic

product to 31%, gross domestic ra tea of saving ranging from 4% to 23% of

gross domestic product, and rates of government saving as a source of

financing investment ranging from 2% to 12%.i/ However, in some of those

11 Ibid., p. 211.Y. Ibid.Y Ibid. p. 44.
Y See ECA paper "Economic Development in Africa: Aims and Possibilities",

JQne 1961 submitted to the Regional International ~conomic Association
Conference on Economic Development in Africa South of the Sahara, held
in Addis Ababa, Table 11, p. 34. Data refer to the most recent
available five-year average, usually around 1957.
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african countries Hhere hiCh r2. tas of capital formation and savings have

been achieved, '3uch na -Lional r.veraG8s often may be misleading because they

conceal a picturo of structural imbalance as beti'leen African and non-African

sectors, export and llamas tic sectors, or urban and rural sectors.Y

A number of African countries, during the decade of the 1950's, have

shown rates of groHth of total domestic product ranging from 4% per annwn

to 6% :per annum (or Z,r, to 47~ per annum per capitn.). A well-knOi'lll economist

presenting these fieures commen~€ld: ll;;hile the official estimates of gross

domestic produc to, and. indeed of population changes, are not firm enough

to permit any absolutely confident judgment, and a fortiori the unofficial

~esses of orders of magnitude~ it seems clear that African territories

have ~aen advancing in recent years at rates of grow·th fully comparable

with those of much of the rest of the \-Torld. Inde8d the impression left

on an visi tor to the modern enclaves of Africa is of the tremendous speed

of expansion. The prob1 em is in no small degree that of maintaining this

impulse if the: circumstances that permitted it are changed. ItY Again,

however, the Qualification must be made that the growth achieved often

displayed the same symptoms of structural imbalance noted before~ In the

above Quotation, the emphasis on the "modern enclaves" is significant.

The evidence may be summarized as indicating considerable yet uneven

domestic efforts, considerable, yet equally uneven inflows of external

capital - but in both respects inflows insufficient to produce rapid

self-sustaining growth, except in a partial sense and in selected sectors

it Was creating serious structural imbalances. There would be no quarrel

with the conclusion that while development possibilities have been demonstrated,

outside certain pockets and areas of development actual progress has been

unsa tisfactory.

1J lli9:, pp. 48-51.
Y Professor E.A.G. Robinson of Cambridge University, England: "Problems of

African Economic Development". Paper submitted to the Regional Conference
on Economic Development in Africa South of the Sahara, July 17-29,
1961 at Addis Ababa.
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National Devolopment Banks

The effort to mobilize domo~tic resources of African oountries han : X
I

also increasingly taken the forIn of e3tablinhing no. Hom.l development oanks I
or corporations. Since a view on the pos::ibili tie~ of establishing an I

African Development Bank ~Tould have to take into account the existence of ,

Buch national institutionc and. their roln. tiono 'ii th an African Develo1Jlllent

Bank, a brief account of these institutions and their problems follol/s.

BeloH is a list of d.evelopment banks in the African region adapted

and brought up to date from the data in ~:illiam Diamond I s book, Development

Banks, and Shirley Boskey's Problems and Practices of Development Banks. ~I

This list repres(mts only those institutions on W'hich information is J;

available and is, therefore, not complete:

Development Banks in African Countries.

Type of Operatjon~ i
Countr;y: ~ O,mershi:e ~ Egui t;[ ~;. :

Invsstmel!!' ~';I

Congo Societe de Credit au Colonat mixed x
(Leopoldville) et ~ l'Industrie

Ethiopia Development Bank of :-..;thiopia. Government x x

Ghana
x

Ghana Industrial Development Government x x
Corporation

Kenya The Industrial Development Government x
Corporation

Liberia The Agricul tural and Industrial Government ;le
Credit Corporation



-
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Bank
Type of Operation

~tl'1. Ownership ~ Equity Direot
Investment Operation

Morocco Bureau d' etudes et de Government x x x
partioipation indus trielles

Banque Nationale de Development Jlixed. x x
Economique

Nigeria Federal Loans Fund Government x
Revolving Loans Fund Government x
Investment Company of Nigeria Mixed x
Regional Development

Corporations Government x

Fed, of Industrial Promotion Corporation
~odesia. &. of Rhodesia and Nyasaland Government x
J7asaland Northern Rhodesia Industrial

Development Corporation Government x
Southern Rhodesia Industrial

Development Board Government x
Nyasaland Industrial Development

imd Loans Board Government x

Senegal Banque Sen9galese de Development Government x x

lO'Jthern . The Southern Cameroons Government x x
:~eroonB Development Agency

I

SOlJth Industrial Developmen~Afrioa Mixed x
(Rep, ) Corporation x

Industrial Finanoe Corporation Private x

~ieia. Societe Nationale
d'Investissement Mixed x x

rrsanda
Uganda Development Corporation Government x

African Loans Fund Government x

,'U (Egypt)
Industrial Bank Government x x
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Industrial development organizations of a development bank nature

have, since the last Hor1d vlar, been created in several African countries.

These organizations are call ed by different names such as I development

corporation I, I investment company',' development loans board or fund', but

essentially they are all designed to aid industrial development and in

this report they are all referred to as development banks. Invariably

they have been established at the initiative of the government. A few are

mixed ventures in the sense that the government participates in their

ownership with the general public or with private business organizations.

Of the development banks on which information was currently available,

there is only one privately owned and that is the Industrial Finance

Corporation of South Africa; five are mixed enterprises: Societe de Credit

aU Colonat et A l'Industrie in Congo (Leopoldville), the Investment Company

of Nigeria, the Indus trial Development Corporation of South Africa, Societe

National d'Investissement of Tunisia and Banque Nationale de Develo~ent

of Morocco.

The general responsibili ty with which these development banks are

charged is the promotion of industrial development. Some carry out this

function by advancing long term loans at low interest rates to suitable

private enterprises. Others enter into direct operation of industries or

participate wi th private enterprise through equity investment in share

capital.. There are cases where all of these operations are combined in

one development bank.. For example, the Regional Development Corporations

in Nigeria, the Ghana Industrial Development Corporation and Bureau

dlEtudes et de Partioipations Industrielles of Morocco, all, with varying

degrees of emphasis, make loans, engage in direct operation of industries

and participate with private enterprise through equity investment in share
capital.

The extent to which any or all of the foregoing operations are

underta.'lcen depends largely on the particular ciroumstanoes of the oountries

concerned. In thosA countries without the requisite industrial skills
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(including managerial) essential for efficient execution of industrial

operations the tendency is to place greater emphasis on the direct operation

of enterprises and on equity participation with well established foreign

firms desirous of setting up a needed industry.

As mentioned earlier the development banks in Ghana and Nigeria

operate a number of industrial projects in addition to participating with

foreign private firms in the .establishment of industrial enterprises. The

Uganda Development Corporation runs fairly large scale industries through

subsidiary companies anQ holds equity shares in a variety of private enter­

prises including banking. In markecl contrast the Kenya Industrial

Development Corporation acts principally as Government's industrial

financing agency dealing mostly in loan financing, and. 'I'Therc it makes

equi ty investment the policy is to seek the liquidation of the equity

Within a suitable time. Similarly, the operations of the Industrial

Promotion Corporation of Rhodesia and Nyasaland, the Southern Rhodesia

Industrial Development Board and the Northern Rhodesia Industrial Develop~ent

Corporation are mainly loan financing. Although the Industrial Development

Corporation of South Africa can es~ablish and run an industrial project if

private entel'prise 'is unable or unwilling to do so' ~ its main purpose is

to provide the maximum service to private industrial enterprises established

on sound business lines. In Kenya, the E'edera tion of Rhodesia and Hyasale,nd

and South Africa, COWl tries Vii th permanently settled Duropean populations

haVing some industrial skills, the development banks rely heavily on private

enterprise.

JUdging from the experiences of some of the development banks in

African countries, apart from limited size of ma.rket, the lack of

industrial skills and of finance capital are the main bottlenecks in

promoting industrial development. Lack of industrial skills has not

always received the serious attention it deserves
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because the severe limi ta tions vihich i·t places on efficient application

of development capital are not always immediately apparent. Hhere there

is a paucity of inclus trial skill s the loan financing of priva te €;nte!'pri:~

is attended with m2.ny difficul ties such as defaul tine; and misapplication

simply because the loan recipients have insufficient, if any, lmOi-rledge

of the industries they Hich to operate. Frequently the reaction, as in

the case of the Ghana Ind.ustrial Corporation is to doubt the usefulness of

promoting industrial development through 10CE;1 :private enterprise •.Y
In view of t·he difficul ties of mobilizing locally any significant

proportion of capital required for development one of the primary oncerf,S

of the development banks in tI1S African countries has becOTiie the

encouragement of foroign imr ast!:1ent in local industries. 'L'his objective

has been pursue-i throuljh fina1":ci3.1 participation Hi th forci.j,l iiriTls and

by providing investment facilities in the form of industrial estates,

pro ject preparation and investigation. Bany of the banks, for example

the Regionel Development Corporations in Nigeri:t, the Ghana Industrial

TIeve10pment Corporation and the Uganda Industrial Develofllicnt Corporation,

have acquired equity interests in foreign firms or business or:,-anizatior:s

opera ting various industrial ,3nterprises. One of the main functions of

the r10roccan Bureau d t Etude et de Participations Industrielles is to

investigate and study projects submitted to it by Government Ilepartl"entG

or by private enterprises whether Moroccan or foreign. Tile Uganda

DevelopwentCorporation maintains a technical division ;-lhich conducts
. +sresearch and investigation into technical matters and industrial proJec,

Y In connexion Hi th this problem H .P... Lewis in :Report on IndustrialiE0
and the Gold Coast, 1953, -observed. that the "error of the I,D.C. Has.
not that it lent moneJ-" but that it lent money without supervision" ar.:
that. "had the emphasis been more on managerial assistance and losS on
1 endl.ng money the resul ts vToul d have been different". This sUi£2"6S ts

intensi;:-e pra~tical managerial traininG and auxili'l.ry services vlbiC~"e
most Oi the Clevelopruen t banks in Africa are no·v eouipped to undert-·l\.
efficiently. •
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of potential value to the country. The importance of this type of study

cannot be over-emphasized under the African conditions in which investment

opportunities are scarce, and have to be created.lI
Unless, however, a country has a large and developed market in

addition to other industrial facilities it cannot hope to attract much

foreign investment in the industrial field. Most of the national markets

in Africa are small both in extent and intensity. The populations of

many African countries are small and sparse. Income per capita is low.

The world demand for the principal primary commodities on which these

countries depend for their money income is not steady and is, in many respects,

deteriorating. Reserves accumulated by the national marketing boards in

some of the countries (particularly the former British 1~est African territories)

upon which their national development banks depend heavily for their financial

resources are being quickly depleted.

What a national development bank is able to do depends on the scope of

its charter, the resources at its disposal and on the general industrial

prospects of the country. National industrial development banks are not

generally equipped to undertake and finance infrastructural projects such

as transport, power and education upon which the success of the more economic

and ~rectly yield:ng projects depends. The early experiences of the

Ethiopian Deyelopment Bank which the International Bank helped to finance

showed that although it had funds to be invested in self-liquidating

projects there were not many suitable and substantial projects in which

to invest the funds. The I.B.R.D. Progress Report on the Bank attributed

this state of affairs to lack of transportation, communications and education

11 The shortage of investment opportunities in the African countries is
generally attributed to the limited size of markets and under­
development of infrastructures, but much can be done by careful
study and seleotion of industrial projects.
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facili ties •.!! This type of overhead pro ject sometimes cuts across national

boundaries. v/here this i::; the case the national governments and national

industrial development corporations 'Hill not be in a position to undertake

the projects effectively even if they have the necessary resources. In

the African conditions where the current national boundaries often do not

consti tute viable economic units there are potentially many projects

beyond the competence of the national development banks.

11 United Nations: Mo,?ilization of Domestic Capital: Report and DOCUl':ler.t
5

of the Se?ond vlork~ng Party of .0xperts, Bangkok, 1953, p. 184. :-:e:;t
The ex~er~en?es of the Bank al so point td the necessity for develo~~ct5'
banks ~n Afrl.can countries to operate 'directly certain kind of proJ
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Section II. EXPERIENCES OF PRESENT ORG.A1UZATIONS PROVIDll'W CAPITAL TO

AFRICAN COUNTRIES OF POSSIBLE RELEVANCE FOR THE ESTABLISIDiIENT OF AN A.D,B.

In this section, some trends and recent ~xperiences in the work of

eXisting organizations operating in Africa are describrl since they

draw attention to matters to be considered when examining the possibil­

ities of the ADB.

It will be seen that much relevant experience exists which would

have to be examined in more detail in any preparatory steps towards

an ADB. Most of this experience derives from bilateral transactions

which has been heavily preponderant in Africa.l! Even the brief review

of trends and experiences 'l'Thich follows indicates that organizations

and governments have had to adjust their methods of operating in provid­

ing capital for African development to the specific African conditions

and circumstances with which they have had to deal.Y

The main body through which French capital used to be channeled

to African countries, FIDES,]! found it necessary from ths very beginn­

ing to have a regional section in addition to a local section to deal

with investment projects and other activities which benefit a number

of territories at the same time (this applies to practically all

research activities). In so far as any possibility for establishing

ADB would be based on the need to finance regional projects a study

of the experience of the regional section of FIDES compared 'Idth its

11 The Development Fund of the EEC is perhaps too recent to include
in an analysis of experience and trends.

11 A desoription of existing organizations and'their work in Africa
is available in background papers at the disposal of the panel.

l! Fonds d1Investissement pour le Developpement Economiqu9 et Social
des Territoires d10utre-Mer.
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local section would be of interest. FIDES also found it necessary and

useful to give a good deal of its aid in the fnrm of general bUdgetary

support and in the form of support of current expenditure. The latter

point is of interest in examining possibilities for a future !DB, b&­

cause in Africa the need for strengthening current expenditures of. a

developmental nature is particularly marked, especially perha.ps in

eduoation•.Y Since a strengthening of budgetary capacity is ~so
pa.rticularly needed in African countries, the experienoe of FIDES as

regards the relation between financing of investments as against

budgetary and current expenditure support would also deserve consider­

ation. FIDES also attempted to mix external and domestio oapital by

making its support conditional upon percentage contributions from local

souroes. However, the experience of FIDES was that the originally fiI~

ed shares of local contributions could not be met and had to be pro­

gressively reduced. Finally, FIDES has also assisted in the esta.blish~

ment of development banks in the individual territories. Since this

also oould become a possible function and mode of operation of .AJ)],

FIDES experience may again be relevant.

The ohanges which have occured sinoe the Frenoh speaking countries

have beoome independent and whioh have led to the transformation of

FIDES into FAC ,Y have been a.coompanied by trends whioh it would also

be important to note in connexion with examining possibilities for

an ADB. There is now great emphasis that requests for aid must be

based on tht' initiative of the receiving countries, that they should

be part of a general development programme, that the general finanoing

pioture of investment and current expenditure should be olarified and

y UNESCOC. 'I:t.l oatiOllonferenoe of Afr~oan States on the Development of .II\.LU laO
in Afrioa, held in Addis Ababa, 15-25 May 1961. This matter is a
referred to in Section VII of this working paper.

y
Fonds dfAide et de Cooperation.
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that all forms of aid, such as technical assistance, investment financ­

ing, and general development support and budgetary nupport should all

be dealt with together in an integrated manner.

Further facts of interest relate to the terms on which assistance

from PInilS was availablo. Loans to pu.bl;Lo authort1i:1,es genera.lly were

of 10 to 20 years I duration at a rate of interest of about 2-~, while

loa.ns to private borrowers were for 7 to 10 yoars at a rate of interest

of 5i'{o. Since any ADB could also be presumed to make loans, like FIDES,

to public, semi-public, mixed and private entities, the qU9s'bion arises

whether similar t'erms and similar difteren-taation of termQ a9 be'tween

public and private borrowers would be appropria.te. FIDES also was

authorized to make loans and also to participate with risk-oapital but

direct participation in the capital of an enterprise was rare. FinaJ.ly,

it may be noted that FIDES a.lso guaranteed ~Qans :raised by African

territories on the French capital market or elsewhere. The guarantee

of loans or under-writing of louns issued could also be contemplated

when examining possible functions of an ADB.

The flow of external public capital from the United Kingdom to

its :l.ssociated territories in Africa also contains some features which

it may be of interest to note:

(1) It was considered necessary to put the UK flow through the

Colonial Development and Helfare Acts and. also through the Colonial

Development Corporation on a long-term basis. The latest provision

for Colonial Development and Welfare grants was made for five yea:t:'s,

Covering the 1959-1964 period;

(2) About half of the expenditure under Colonial Development. and

Welfare Acts was for social surveys, education and health,

(3) On obtaining independence, former colonies are no longer

entitled to CD & W assistance, except for Wlspent balanoes from

previous allocationsJ
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(4) The CD & li assistanoe is supplemented. by the Colonia.l Develop­

ment Corporation 1'1hich operat(~s on a commercial basis in association

with colonial governments and private groups - the experi<:Dce of such

association would be relevant to a study of possibilities for an J..DB.

(5) The U'£ also provides budgetary assistance alth.Ju5h to a lesser

extent than Prance;

(6) A recent development of special interest is that since 1959

loans are also made for development pro&,-rammes in Commonwealth oountries

and not only for speoifio projects. The loans are from 7 to 20 years

and the interest rate is that which the ti'K would itself have to pay

for similar loans;

(7) It was also found necessary to unify all forms of technica.l

assistance and financial aid. to all oountries by creating n. separate

Department of Overseas Co-operation whioh is in charge of a Minister,

but without oabinet rank. Part of the budgets of the Foreign Office,

Colonial Office and. Commonwealth Relations Office are being transferred

to this new department.

Belgian assistance to Africa (Congo and Ruanda-Urundi) very la.rge­

ly took the form of Belgian guarantee of loans, budgetary support ~d

interest-free loans and advance without fixed repayment dates (in addi­

tion to straight grants). All these are instruments which would come

into consideration as possibilities for an ADB.

In the Dnited States, aid to under-developed countries is expect.­

eo.. in the future to ba more concentrated than previously, through

consolidation in one single agency, and will place emphasis on long­

term loans o~ 50 years at low or no rates of interest, with generous

periods of grace but repayable in dollars. These trends would alsO

have to be oonsidered in determining the possible role of an AD13.
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The aotivities of the U.S. Development Loan Fund include loans

to be repaid in looal currenoy, and the DLF also may finanoe looal

oost in addition to direot foreign exohange oost. This raises the

question to what extent the ADB oould utilize looal ourrenoy aooumulat­

ed in repayment of Development Loan Fund aotivities (or sales of sur­

plus food under P.L. 480) in Afrioa, and on the other hand the question

whether !DB could or should engage in lending for looal currency re­

payment. It may be noted that within the framework of the Inter-
f

Amerioan Development Bank it was deoided to set up a Fund for Speoial

Operations of $150 million for loans to be repaid partly or wholly in

the borrowing oountry's own currenoy.]}

The U.S. Development Loan Fund also includes the interest rate

~fferential previously noted in oonnexion with FIDBS, namely, lower

rates for over-head types of projeots whioh normally are undertaken

by governments, but higher rates for finanoing direotly produotive

projeots. Assistance is not all on a striot projeots basis, s1."'1oe pro­

grammes oan also be finanoed and the Fund oan lend not only to govern­

ments and publio or private enterprises, but also to financing 1nstitu­

tions. This raises the question to what extent any ADB should operate

thrOUgh looal or national finanoial institutions, speoifioally, national

development banks, industrial development oorporations, eto.

The United States Export-Import Bank also operates on the prinoiple

of differential terms, i.e., lower rates for loans to governments and

~vernmental entities and higher rates to private borrowers.

German aid operates largely by government guarantees and refinanc­

ing of' pri~ate investments. This may also beoome one of the funotions

of .A.DB. More reoently however, a major programme of publio assistanoe

has been approved.

-
Y For a more detailed desoription of the I •.A..D.B. see the next seotion.
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A main feature of aid by the USSR has been that the interest rates

oharged are standardized at 2-?a-%. 'While the duration of loans is often

limited to 12 years, on the other hand the loans cover not only the

cost of equipment supplied, but also the cost of prospecting and pre­

investment expenditure related to the project.

As regards the International Bank, it is of interest to note that

in the case of African countries the Bank has thought it useful not

to adhere entirely to the specific project basis which underlies its

usual operations. For instanoe, its 1960 loan to Kenya is not linked

to any particular pro ject but in intended to finance a. government pro­

gramme (The Swynnerton Plan) to develop African agriculture. The pro­

gramme includes roads, agricultural extension servioes, eduoation,

water supply, oooperatives for farming, etc•• A similar loan was made

to the Federation of Rhodesia and Nyasa1and, also in 1960. The:Bank

has also· given assistance to ,\rarious Afrioan countries in the formul­

ation of development policies and plans by sending survey missions,

and African countries have availed themselves of the faoilities for

training senior offioials in development planning teohniques at the

Bank's Eoonomio Development Institute while junior offioials have

participated in the Bank's training programme. All these are aotiv­

it~es whioh might be of interest to an ADB.

The International Development Association (I. D.A.) relates part­

ioularly to countries which ha~,e exha.usted thoir capaoity to serve

external debts on commercial terms. Whether or not any !DB could en­

gago in similar non-commercial transactions, would obviously depend on

the nature of its capitalization. In particular, the availabilit.y of

outside capital on non-commercial terms would seem to be essential,

The non-oommercial element in the ID! _ to judge by its first trans­

actions - lies not so much in local c\lXrency repayments but rather in

the absence of an interest (except for a small administrative charge),
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a long duration of the loan (50 years), a long period of grace (10 years)

and a further period (another 10 years) during which repayment is at

a reduced rate. The terms of IDA f s financing are not specified in its

charter, which prescribes only that they shall be fleXible and shall

bear less heavily on the balance of payments of under-developed countries

than do oonventional loans. Mr.reover, they include not only projects

of the type the World Bank finances, suoh as road development, port

facilities and irrigation works, but a much broader range, such as

industrial estates, municipal improvements and technical training

pro~ammes. Finance available on such terms could obviously be most

valuable to African countries and enable them to subdue considerations

of short-run profitability and balanoe of payments effects and to con­

centrate instead on the long-range productivity and importance of the

investment.

It is also of interest to note that in the course of the acti­

vities of the IBRD a need came to be felt to create financing facilit­

ies for private enterprises direotly (the International Bank can only

lend to governments or with the guarantees of governments). This has

led to the establishment of the International Finance Corporation (IFC).

It raises the question for any ADB to what extent it would directly

lend to or invest in private enterprises (the Inter-American Develop­

ment Bank has authority to do B0) •

Other points in the activities of IFC to be noted in connexion

With examining possibilities for an ADB are: its investments are intend­

ed as a oatalyst for moving larger sums from other sources; it has

developed special forms of participation which combine some of the

characteristics of both loans and equity; it has felt the need to hold

shares thrOUgh an amendment of its present st~tute lihich prevented it

from doing so. This will also permit IFe to assist directly in the

grOirth of capital markets in these countries by underwriting share
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issues pending their sale to the public. This could be of special

interest to African countries where the creation of national capital

markets is of great importance. Its commitments in Africa have so

far been extremely small. This fact points to a possible useful

role which ADB might be able to play in enabling African countries to

make better use of such existing facilities as the IFC.lI

A study of the external flow of private investmont to Africa m
recent years. draW's attention tq the great importance and volume of the

retained earnings of previous investments. This raises the question

whether possibly retained earnings from previous private foreign

investments might help in the capitalization of an ADB, and then help

to make its establishment possible. Mention may finally be made of

the investment guarantee programmes as operated by the USA (rCA) and

also by West Germany. The panel may 'Vlish to consider uhether there

is a possible useful role for any AnB which W'ould also help to guaran­

tee external investments and so lower their cost to African co~~tries

and/or increase their volume.

lINothing is said here about the Development Fund of the E.E.C. since
this is described in more detail in the next section.
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Section IlL lflAD'l RELEVANT FEATURES OF OTHER ORGANIZATIONS:

Development Fund of E.E.C.;

Arab Development Institution;

Inter-American Development Bank;

The Colombo Plan.

In this section, the main features of four institutions vdll be

described, the existence of which for various reasons seems partioular­

ly relevant to the possibilities of establishing an ADB. The Develop­

ment Fund of the European Economic Community is of particular import­

ance because it is the one operative multilateral institution which

for all practical purposes can be taken as being specialized to deal

with African countries. The Arab Finance Institution for Eoonomio

Development has been selected because, although not operative, it is

regional in the sense that the benefioiary countries are all members;

moreover, its activities would include part of Africa. Thirdly, the

Inter-American Development Bank is of particular interest beoause it

is operative, it is of recent origin so that it reflects ourrent views,

it is truly regional and it embraces a whole continent such as ADB

would do. Finally, while it is true that the Colombo Plan is not,

strictly speaking, a financial institution includes countries outside

the region (i.e. Asia), the manner in which member countries exchange

assistance and the basis upon which such assistance is provided may

be of special interest to an ADB.

The desoription of these institutions is limited to points of

direct interest when considering broad possibilities for establishing

an AJ)B.

1. The n ~:.:tLl~~~~~2.E.~o~y:~r::.s~e~a~s:;....T::.e~r:.:r:.:~::.·t~o:;.;r:.:i:.:e:.:s~o::.;f:.;.-_t;.;;h;.:e;....;;E;;.:;•..;;;E;;.:;....C•European Develop'~en un or

This Fund _ kno\~ from its French initials as FEDOM - is a fund

and not a bank. All its finanoial transactions are direct and full
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grants; no direct repaym:mt of any kind is expected.Y All contributions

come from the six countries of the EEC; the receiving countries do not

contribute. The contributions are in the first instance for the fiv~

ye~r period 1958-1962. The total oontributions by each of the six

contributors for the five-year period have been laid down in advanca,Y

and also the raising yearl;}" scale on "hich these contributions are to

be made annUally.J1 Although the contributions - amounting to $581.25

million in all - have been determined only for the five-year period

up to the end of 1962, this is described. as only a "first p3riod"j it

seems intended to continue the activities of FEDOM. The sharply ris­

ing scale of annual contributions may indicate both the expectation

that FEDOlli will take some time to develop its activities,~andalso

that its activities in the next period might in fact be on a larger

scale. In addition to the contributions, year by year, by the six

contributors, the allocation of FEDOlli funds among the French-speaking

territories, Dutch-associated territories, Belgian-associated territor­

ies and Italian-associated territories (as of that time) has also bean

laid down in advance •.21 Although FEDOH is not limited to Africa, in

fact 90% of its expenditure is in African countries and territories.

11 It is, however, stated that FEDCE would in future be divided int"
two sections, grants and easy loans (Hest Africa, July 1, 1961, p.707).

1/ France $200 million, Germany $200 million, Belgium $70 million,
Netherlands $70 million, Italy $40 million and Luxemburg $1.25
million.

]/ 1958: 10%, 1959: 12.5%, '1960: 16.5%, 1961: 22.5%, 1962: 38.570

Y In fact, the activities of FEDOE were even slower to start than the
scale laid dOlm had anticipated: by the middle of 1960, less than
half of the grants originally planned for 1958 and 1959 had in fact
been authorized. After 3t years, only $158 million had been allocat­
ed but the tempo of allocations was sharply rising.

21 French-speaking $511.25 million, Dutch-associated ~35 million, Belgi~­
associated $30 million, Italian-associated $5 million.
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Only governments and public authorities can be the recipients

of FIDOM grants. All grants can be made only on the initiative and

in response to a concrete proposal by the recipient government. Pre­

ference is given to concrete proposals which are part of a develop­

ment programme. All grants are for investment projects - current ex­

penses do not qualify - but the cost of preparing projeots can also

be included.

The difficulti~s experienced by recipient governments in present­

ing ooncrete projeots or programmes to FBDOM were stated to be the main

factor in the original delays in making allocations. As a result, the

procedures originally contemplated for FEDOM had to be simplifie~

Originally, the majority of the projects to be financed were intended

to be social projects, but this allocation was drastically modified
~

in the summer of 1959 when it was decided that 70% of the projects

should be eoonomic and only 30% social. These planned porcentagas were,
l

however, stated to be not rigid but only indicative. The actual dis-

tribution of projects as between economic and social projects, 'as of

1 January 1961, was 53% economic and 34% social (13% being studies

and researoh). Among the economic projects, the most important cata­

gories were infra-structural projects which were more than twice as

important as directly productive projects (mainly agrioulture). Among

sooial projects, health projects were m~st important (16% of total

expenditures), followed by education and training (11%) and by munioi­

pal services (7%).
Examples of the most important projeots actually financed by

FEDeM, as of I January 1961, were as follows:

Transport:

~iculture,

Roads (construction and improvement), feeder roads,

bridges, port improvements, etc ••

Anti-erosion works, tea, cocoa and rioe culture, farm

management, wells and reservoirs, stock breeding, oattle

diseases.
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Health:

Education:

Towns:

Hospitals, dispensaries, medical centres, maternal and

child health, nurses I training schools, anti-tuberculosis

£acilities, ambulances,

Primary schools, secondary schools, apprentice centres,

rural training centres, schools of commerce, schools

of administration.

Town planning, highways departments, town sanitation.

FEDOM is a truly multilateral £und, in the sense that the indiv­

idual governments contributing to FEDOlvI abandon any national control

over the utilization of their contributions which is entirely determin­

ed by FEDOM itself. FEDOM is also to be a truly add!tional programme,

and it is emphasized that the bilateral programmes of France, Belgium,

the Netherlands and Italy in their associated territories are not to

be in any way curtailed because of the existence of FEDOM. FEDOM is

meant to be a catalytic agency, i. e. its grants are meant to be applied

at key points where they will have a chain effect on development. The

grants given by FEDOM are not accompanied by any conditions.

2. Arab Financial Institution for Economic Development.

Tho project of an Arab Development Bank or Development Institu­

tion goeG back to 1953 when the Conference of Arab Ministers of

Finance and Economy passed the following Resolution:

"The Conference appreciates the great need of the Arab countries
for the establishment of an Arab Institution for economic development.
It judges that the best way o£ establishing such an institution is
for the General Secretariat of the League of Arab States to unde::­
take a study of this project and the possibilities of executing It.
In so doing the Secretariat should benefit from the technical and
managerial experiences of the specialized banking institutions. It
shall present the result of its study to the Economic Council of
the League of Arab States in.the immediate future".
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After further discussions in the Economic Council of the League

of Arab States a committee was formed to study and formulate a draft

Agreement for such an Institution, but it was not until 1957 that such

an Agreement "TaS approved by th8 Council.

The project as app~oved in 1957 consists of a full Agreement in

45 artioles. Inevit~bly, a number of thes~ articles deal with legal

formalities and details such as evaluation of currencies, details of

organization and management, provisions for ,-dthdra"m,l or suspension

of membership, suspension of the Institution, ~uestions of legal per­

sonality, immunitios and privileges, questions of interpretation and

arbitration, etc •• In what follows, only the more substantive provi­

sions concerning Durposes, operations and financing end broad outlines

of organization have been summarized in so far as they may throw light

on the possibilities for an ADB. It \'till be appreciated also that an

Arab Financial Institution would provide opportunities for oooperation

between oil producing countries with financial surpluses on the one

hand, and oil trnnsiting cOUlitries on the other hand, which do not in

the same way exist within Africa as a whole.

The Arab Financial Institution waS to be established with a capital

of $56 million (20 million Egyptian pounds). This oapital was appor­

tioned among the 8 participating countries, ranging from 50~ for the

U.A.R. down to 210 for Libya. The capital is to be enlarged as new

members are added, or as contributions to the Institution are inoreas-

ed or as the eoonomic needs to be satisfied develop. The original

contributions are apportioned in proportion to the contribution of the

various co~tri0s to the bUdget of the League ef Arab States.

Only Arab countries are entitled to subscribe to the basic oapit­

al of the Institution and become members, and as such beoome entitled

to subscribe shares of the capital stock. The Institution is also

authorizad to obtain fundS by borrowing, through issuing securities
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or obtaining credits from the I13RD or other financial organizations,

and in certain circumstances also by loans from member countries. But

the value of the securities issued by the Institution to obtain out­

side finance should not exceed at any given tilno twice the amount of

the capital 'Idth,out a special authorization from the Board of Governors

which in turn requires a 3/4 majority.

Of the original subscriptions to the share capital of the

Institution, 75% is to be made available in gold or convertible c~­

rency. The shares of r.Jcmbers are not transferable, except to the

Institution itself, and maJ' not be pledged or '3ncumbered in any ';Tay.

The purposes of the Institution are definG~ ~3 the economic

development of member countries through finanl.:inG productive projects

undertaken by governments, organizations and. individuals. ,Assistance

to organizations and individuals is to be given only vrith the permis­

sion and upon guaranteas by the government of the country where the

project is looated. Such assistance in. financing productive projects

oould take the forms of loans, partial subsoription of the capital

of the project, guarantees of loans granted by others, participation

in loans granted by oth8rs or the preparation of technical studies.

In addition to assist,ance in financins product projocts, the

Institution is :11so givon 'bh,.:; pu:rPOS0 of promoting the invc,stCl,,:,nt of pric :,

capital, both foreign and local, and helping to create favourable

conditions for this purpose.

The Institution is specifioally authorized to make loans to

development banks, whethor industrial or agricultural, in the member

countries. Specifio reference is also made to operations on a regional

level or on a large looal soale. In the case of such operations, the

lnstitution is authorized to participate in corporations tmdertaking

such operations, but the total amount of such participations in region~

. al or large scale projects is not to exceed at any given time 20% of
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the total amount invested in loans. The regional or large soale oper­

ations concerned could relate either to construction or production.

Whilo the Institution is thus authorized, in certa.in cases, to partioi­

pato in corporations, it may not undertake the management of any pro­

ject in iihich it has invested funds.

In raising outside capital, the Institution is entitled to borrow

funds and give the necessary guarantees, and also to resell the secur­

ities in which it has invested its funds, with its guara.ntee. It is

also authorized to buy and sell securities on which it has issued

guarantees or in ilhich it has invested. In order to circula.te and

replenish its resources the Institution is encoura.ged to sell its

securities whenever possible on satisfactory terms.

The Institution is also to establish a department for technical

and economic research to serve in fulfilling its objectives and to

assist member countries in surveys of their economies and in coordin­

ating their development.

The Institution is to be additional to available private capital,

and is not to undertake operations which in its view could be accomplish­

ed on reasonable terms through private capital. In the case of loans

to national development institutions - governmental or non-governmental

the Institution may make loans in local currency if the necessary funds

oannot be raised locally.

The terms on which the Institution finanoes projects should take

into account the requirements of the project, the risks involved, and

the terms usually available to individual investors undertaking similar

financing operations.

Insofar as repayment of loans is concerned, the Institution shall

endeavour so far as possible to recover its loans in the samecurrenoy
i b 'f'edn whioh they liere made. The currency of repayment is to e spec~ ~
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in each contract, but may be changed by mutual agreement. Other teros

of loans made may also be changed upon request from the borrouer and

by mutual agreement (including also the approval of a guaranteeing

government) provided that the Institution is satisfied vrith the validity

of the request and that sU0h 0. r0<iuost does not harm th(; interosts of tho

Institution or its mombors.

The Institution and its employees are prohibited from interfer­

ing uith the political affairs of members. They shall not be influenc­

ed in their decisions by the political orientations of the members

concerned. Only economic considerations shall be relevant to and the

basis of all decisions, and these considerations shall be weighed

impartially in order to achieve the purposes of the Institution.

The Agreem:mt provides for an organizational struoture, inolud­

ing a Board of Governors, a General Direotor (who is also the Chairman

of the Executive Board), an Executive Board, a permanent Counoil of

Advisors, Loan Committees, and the ~ecessary staff. The Agreement la.ys

down in some detail the functions of each of these units. The Ex­
ecutive Board is composed of four full-time membars elected by the

Board of Governors, and membership is limited to Arabs. No national­

i ty is mentioned in the case of the General Director or the staff; but

the General Director shall try insofar as possible to recruit person­

nel from the various member countries of the Institution, provided

that there shall be no deviation from the principle of securing the

efficiency and technical competence necessary for efficient operation.

The Permanent Council of Ad~sors consists of at least three persons

from different fields of specialization. The number may be inoreased

if necessary; they attend the meetings of the Executive Board on

invitation, but uithout vote. No nationality restriction is indicated

in their case. The Loan Committees w'hich prepare the necessary re­

ports on request include an expert representing the member in whose

territory the project is located and one or more members of the staff

of the Institution.
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3. The Inter-American Development Bank (IADB~

The IADB was established by an Agreemont opened for signature

in April 1959 to the member states of the Organization of American

States. The Agreement was negotiated by a special committee of govern­

mental experts representing all the l~erican Republics, convoked by

the Inter-Amorican Economic and Social Counoil in response to resolu­

tions and recommendations adopted by inter-American organizations.

The Bank came into legal 0xistance in December 1959, and held the

first meeting of its Board of Governors in February 1960. The Agree­

ment provides that the headquarters of the !ADB is to be located in

Washington.

As in the case of the Arab Financial Institution, only those

mo~e substantive parts o£ the IAnB Agreement are described which are

of interest in connexion with various possibilities regarding the

establishment of an AnB.

The purpose of the IAnB is described in very general and flexible

terms: "The purpose of the Bank shall be to contribute to the acceler­

ation of the process of economic development of the member countries,

indiVidually and collectively." The refarence to regional projects

and regional development, as indicated by the addition of "••• and

collectively" is reflected also in describing th~ functions of the

IADB. Thus, the Bank is to cooperate with member countries to orient

their development policy to a bett~r utilization of their resources,

in a manner consistent with th8 objectives of making their economies

more complementary and of fostering the orderly growth of their foreign

trade.lI Policy statemGnts also indicate that a high priority ~nll
be given to regional projects and operations which may contribute to

economic integration. Thus, the Presid3nt of the IADB declared at

the first meeting of the Board of Governors: "Let us not forget that

11 Artiole I, Section 2 iv.
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lie have not established an institution for isolated nations but rather

for a Hemisphare as a strong and integrated unit."

The functions of the IADB are also described in very flexible

terms. Its own capital can be utilized in loans either to govarnments

or their sub-divisions, public entitias or private entities. In the

latter case, a governm.-,nt guarantee is not necessarily required but

may be when circumstances warrant. The government concerned, however,

has the right to object to a proposed financing by the IADB of a pri­

vate enterprise in its territories.

The loans are principally for financing specific projects,

"including those forming part of the national or regional development

programme. ,.y But the IADB can also make loans to development institu­

tions or similar agencies of members so that these agencies may facil­

itate the financing of specific development projects whose indiVidual

financing requirements are not large enough to warrant the direct Buper"

vision of the IADB.

In addition to making loans, the IADB can also guarantee loanB

and participate in loans. vlhere loans are guaranteed by the lADB in

whole or in part, these are loans by private investors, except in

special cases.

The IADB is not authorized to participate in the risk capital

of any assisted enterprise or entity.

In addition to the purposes already mentionEJd, the lADB is given

the general task of promoting the investment of public and private

capital for developmont purposes, and of encouraging private invest­

ment in projects, enterprises ~nd activities contributing to

!I Article III, Section 7 (a) vi.
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1/
economic devE'J.opmenJ

.: ,-- TD.o ·~e(;hl1.ical os[;istance functions of the IADB

are 1mphasiz"Q and c..'3scribed not only c.:1ong it;, general functions, but

also in sepa:i.':J.to provisions of its li.greement.Y These functions include

preparation, financing and implementation of development plans and

:pro~ects~ st1ldy d prioriti0s, formulation of specific prf'\ject proposals

c..nd trahing of personnel specializing in the formulation and. implement­

ation of development plans and. projects. Tho E:1nk is authorized during

its first three years to use up to 3% of its resources for technical

assistance. Af'~er tha:b "Ghe expenses must corn::.. out of its net income.

~he c~i~3ricn of cQditionality is emphasized at various points.

Thus the lADE :'3 to "supplem~.nt :private investment when private capital

is not availa~le on reasonable teri;1S and. conditions"; it i8 to cooper­

a.te sb far <lS :):)53ib1-) ui t1:. ~lat:!.onal and international institutions

and1'Tith priva:~e ':;0',1:..:'-'::(..3 n".?plyil1g inveS~m?j,lt capital; it can sell its

investments with or without its guarantees, or participate with other

sources of finance in m~cing loans; its technical assistance activities

are to be carried out in cooperation I'ri th other national or internation­

al institutions, either public or private, etc •• Generally, it will

be the policy of ths Bailie to finanoe only projects in which the pro­

3pective borrower has made or plans to mclce a substantial investment.

11 Th~ Presid'9nt of the IAJ)B stated in this connezion in an address
to the American Bankers I Association in September 1960, "'1'lle Inter­
American Jank has much to do in attempting to locate and mobilize
domestic financial resources 1'dthin our countries. ~je are convinced
that Lati~ ~\merica has financial potentialities which, given an
atmosphere of gr~at$r political and social stability an~ so~der
technical utilization, can b3 usefully employed in meet~ng ~ts
grol'ring needs for inY83tment caRital. 11

Y Article VI.
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In the case of private borrouer:::;, the :Bank doeD ..not plan to finance

more than 50;~ of the cost of a project in the absence of special just1­

fioati.on to the contrary. In the caS8 of 100.113 to govl;lrnments, con­

sideration 1'rill be given to the contribution being r.w,de by the country

to the total developmont effort.

One of the special f3atures of the rADB is that it includes both

a Bank engaging in normal banking operations, 1. e. loans r9payable in

the currency in which they were made, and also a Fund for Special

Operations engaging in opel~ations not of a normal banking character,

e. g. loans partly or i'rholly repayable in local currency, and of longer

duration or othervrise easi,)r terms. The Agreement establishes clearly

a strict saparation betwe6n these tuo aspects of the lADD, and the

corresponding provisions may be quoted in full:

"ARTICLE Ill, Seoticn 3 - :BASIC PRDICIPLE OF SEPARATION

(a) The ordinary capital resourcas of the Bank as defined in Article
11, Section 5, shall at all times and in all respeots be held, used,
obligated, invested, or otherwise disposed of entirsly separate from
the resouroes of the Fund, as defined in Article IV, Section 3 (h).

~~e financial statements of the Bank shall show the ordinary
operations of the Bank and the operations of the ;'und separately,
and the Bank shall establish such other administrative rules as may
be necessary to ensure the effective soparation of the two types of
operations.

The ordinary capital resources of the Dank shall under no
circumstances be charged With, or used to discharge, losses or
liabilities arising out of operations for which the resources of
the Fund were originally used or committed.

(b) Expenses pertaining directly to ordinary operations shall
be charged to the ordinary oapital resources of tho Bank. Expenses
pertaining directly to special operations shall be charged to the
resources of the Fund. Other expenses shall be charged as the Bank
det8rmines."

The relation betwe':m the normal banking activities of IADB and

its Fund for Special Operations are similar to those betlreen IBRD
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and those of the IDA, except for some differences arising from the fact

that the Fund for 3pecial Operations of the IAD3 ..laS created simultanuous­

ly ~Tith and by the same Agreem,mt as the IADB, whereas the IDA was created

sUbsequently to the IBRD. vlhile there is strict soparation of funds

and liabilities, the staff is identical, the procedures are identical,

and a Vice President of the IADB is in charge of the Fund. All member

countries of the IADB must also participate in the Fund for Special

Operations.

The paid-in share capital of the lADB is ~400 million; its call­

able "guarantee" capital is $450 million; the Fund for Special Oper­

ations is $150 million; amounting to a total of $1,000 million•.Y The

capital of the IADB is to be increased by another $500 million after

October 1962. In addition, the IADB is authorized to raise additional

resources by borrmiing or sale of i ts securities, to accumulate a

reserve fund from commissions (1,%) charged on its loans, and to utilize

resouroes arising from repayment and interest on loans.

Of the total capital, the U.S. contributes $150 million out of

the total paid-in capital of ~400 million (371310); $200 million out of

the $450 million of callable capital (44%); and $100 million out of

$150 million for the Fund for Special Operations (6TIo).Y The con­

tributions of the other countries are laid do"ffi in the Agreement. They

range from 13% of the paid-in capital for Argentina and Brazil down

to if/o (about $2 million) for seven smaller countries (the five Central

American oountries, Haiti and Paraguay). In the case of the Fund for

Special Operations, the percentage contributions range from about 7%
each from Argentina and Brazil d01ffi to 0.3% ($406,000) for each of

the seven smallest countries,

11 Since one country did not become a member, these figures and per­

centages should be slightly adjusted.
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The paid-in capital has to be made available to the lADB half

in gold' or dollars, half in local currencios. The cdlable capital

has to be made available, when required, in gold, dollars or the

currency required by the rADB. The local currency part of the paid­

in capital serves the purpose of financing goods or services from the

member countries needed for projects assisted by theIADB in other

member countries, or possibly to cover part of the local costs 01

projects assisted by the IA.DB. Generally, h01Tever, it will not be

the Bank's policy to make loans in local currencies solely to cover

local costs unless it is impossible for the borrower to furnish the

financing itself and domestic sources are not available. Foreign

exchange will normally not be made available by the IADB to cover

local costs, except in cases when the project indirectly gives rise

to an increase in the demand for foreign exchange by the assisted

country. Even then only a reasonable porticn of the local expensGs

is to be cover3d by the Baruc in foreign exchange.

According to the basic information for pot:;:.ntial loan applicants

issued by the LADB, the Baruc has no predisposition to favour certain

categories of dev"lopment projGcts, as such, oVl3r others. During its

initial period of opera.tions, it uill bo the policy of the IADE not

to undertake, wholly on its Ovffi account, the financing of large­

scale projects. The Presid3nt of the IILDB indicated a normal upper

limit of $5 million for the loans of the IADB. This is done partly

in order to give the limited resources of the'IADB a broader impact

in all the member countries, and partly also in order not to compete

with eXisting institutions, such as the IBRD, which are available for

the financing of large-scale projects. The IADB will, however, be

prepared to consider participation with othor financial institutions

in such large-scale projects.

. tsOn the other hand, the IADB t'Till not generally oonsider proJec

involving loans of less than ~lrO,OOO. This does not, however, mean
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that the financing of small-scale enterprises e.nd smaller projects is

given leas priority. Quite on the contrary, as both the policy state­

ments of its officern and also the activities of the IADB during its

first year of operations sho....r, the fin1.7cing of smaller sce.lG enter­

prises is in fact givan high priority. But .such financing is to be

carried out, not by direct loans from the IADB, but through the inter­

mediary of national development organizations 'Ivhich in turn redistribute

the loans from the IADB to smaller units. Nost of the loans made by

the Bank dUl'ing its initial period of operations 'l'rere in fact of this

~ype.

The organization of the lADB includes a Board of Governors, a

Board of Executive Directors, a President, an Executive Vice President,

a Vice President in charge of the Fund for Special Operations, and the

staff. The Board of Governors includes representatives of all the

tl'1enty members and meets annually as a rule. There are seven Executive

Directors of whom one is appointed by the U. S. and the other six elect­

ed by the remaining members. The Executive Directors shall be persons

g The following statement by the President of the IADB made at the
first meating of the Board of Governors on February 1960 may i '1'
illustrate this point. fll attach great importance to the posst~~ ~~
ties the Bank has, in' carrying out its operation~, Of~~~~~n~ina~~~al
national organizations created for the purpose ~ p~~ 1 organiz­
aid for economic development, 'l'Thethar they be prtom~ l~onbaanks etc1 1 . dus r~a , ••
ations, develo:pm~nt banks, agricu tura or ~n. and their
I believe that the experience of such organ~z~~~~~S;espective
knOWledge of the economy and of the nee~~a~le channels for the
countries, may enable them to become su~ There are also import-
utilization of part of the Bank'S res°U:~~~~_size private associa­
ant areas usually covered by small or mibute with our resources
tions or enterprises '{There vTe may contr . t nee 'Ilould probably

. , . ect our asS~S Cl, I
most productively; in tn~s :esp , ~ in the fields of agricu ture
be more useful and givs max~mum re suItOt' For this purpose

d d · . ndustrializa ~on. ian animal husbandry, an ~n ~ l' ate financial organ z-
'le must also look for support from lOC~ iP~~rtuti(:mS and stock
ations, particularly through investmen ~l uS to foresee that the
markets. The aforem~ntioned concepts ena

t
·
e

with development organ­
Inter-American DeveloyID3nt Bank'S coo~:a ~~~stems, and with the
i~atio~s, 'l'Tith central end private ~~l ~~~urallY be very close."
hnanc~al mark8ts of each country 'W:l.
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of recognized competence and wide experienoe in economic and financial

matters, and they serVl) for three years in the first instance. Voting

in the Board of Executive Direotors is basioally by weighted voting,

according to the oapital subscribed by the members represented by each

Exeoutive Director, although this is somewhat modified in favour of

the smaller countries. No nationality rules are laid down tor the

staff, although due regard shall be paid to the importan~e of recruit­

ing the staff on as wide a geographical basis as possible. The

paramount oonsideration in reoruiting staff is to be th3 neoessity ()f

seouring the highest standards of effioienoy, competenoe and integrity.

At the end of the first year of operations, the IADB had 87 pro1'essionsJ.

employees; of its total staff (inoluding seoretarial and olerical) 63%
were Latin Amerioans.

The Agreement of the IADB contains the same prohibitions of

political interferenoe, in identical language, already noted in the

case of the Arab Finanoial Institution. Thus, the IADB, its officers

and employees, shall not be influenoed in their deoisions by the

politioal oharaoter of the member or members oonoerned, only economio

oonsiderations shall be relevant to their deoisions, and these oonsidera­

tions Shall be weighed impartially in aohieving the purposas 01' the

IADB.

The IADB has also beoome the primary mechanism for the disburs~

ment of funds under the special IlAlliance for Progress" programme of

the U.S., plaoing emphasis on social needs and sooial development as

well as eoonomio development. For this purpose, a special trust fund

has been set up, oalled the SOCial Progress Trust Fund, of whioh the

IADB has been designated the Administrator. This trust fund is devoted

particularly to land settlement and improved land use, low-inoome

housing, community water supply and sanitation faoilities and facili­

ties for advanoed eduoation and training. The present resouroes avail­

able to the IADB as the Administrator of the Sooial Progress Trust
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Fund amounts to $394 million "Thich may be i d bncrease y mutual agreement.
The results of the recent conference held at Punta del Este indicate

that this amount may be increas3d in the future. A special Social Pro­

gress Trust Fund Agreement has been concluded between the government

of tho USA and Jche IADB to cover in detail the terms of administration

of this trust fund by the IADB.

During the first year of operations (broadly covering the year

1960), the IADB approved tGn loans to a total of $50.2 million, with

prospects of doubling that amount in the following three months. Of

these loans, $23.7 million came from the ordinary resources of the IADB

~nd $26.5 million from the Fund for SIlecial OIlerations. Over tW'o-thirds

of these loans were in dollars, but substantial allotm9nts in local

currencies 'fere also made. The loans were made to eight countries,

but there were immediate prospects that the IADB would extend its field

of actiVity to p:::'::lctically all tho Latin American countries. During

the first year of operations, 520 loan :::,cquests or enquiries had been

received of l1hich 118 had been processed, and 24 vTere at advanced stages

of analysis.lI The average size of the first ten loans aIlproved was

~5 million, but thG average si~e of the loans being processed or in

advanced stages of study was around ~~2 - 2t million.

No funds had yet boon ra~sed by the flotation of bonds in capital

markets, and it was explained by the President of the IADB that this

was a long and complex procoss reCluiril1: 9rior development of the

prestige of the IADB and of knoulodge of its vTay of operation. H01fever,
'th . 'f' cant

several of the first ten loans by the IADB were made w~ s~gn~ ~
'b'l't for

Part' . t' b . t U ,-, banl<:s vThich assumed respons~ ~ 1. YlClpa ~on y pr~va e .0.
,the first instalments due, thus effectively lengthening the duration

I7 of operations to be financed from
All these figures are exclusive
the Social Progres~ Trust Fund.
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of the IADB loans for the bOrrOl'1ers. In the first group of loans, the

most under-developed ar3es of Latin America l1ere given some preferential

attention. Several of the loans lfere made to national development

corporations and agencios. The comparatively larGe size of the initial

loans by the IADB is largely explaine d by the priority given to over­

all loans granted to development agencies of the least developed count­

ries, such as Bolivia, Paraguay, Raiti and north-Eastern Brazil. One

loan among the first ten, in the amount of ~4.7 million, was made to

a private company for a cellulose plant. This loan 1'1aS partly in

dollars, partly in local currency. TlfO of the loans made were for the

improvement of wat3r supply and sewerage systems.

The 194 loan applications received by the IADB during 1960 ­

excluding mere enquiries - were classified as follows:

Percentage

Industry ••.•••••.•••.•••••.••.•.•••••••.••••....•.•..•••..•.••..... "" 39
SOCial development (housing , hospitals, health, schools, etc.) 2~
Basic products (agriCUlture, forest, mines, livestock) 1
Miscellaneous (including regional and national development

age~Cies) ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 1~
Electr~c power ~ ••••••••••••••••• "••••••••••••••••••••••••••••••••••• "" 3
Transportat ion•••.•.•..•••••.•••••••.•... If •••••••••••••••••••••••••••• ,.-100

75% of these applications Here from the private sector and 25%
from the public sector. Several IADB missions were req,uested. by govern­

ments. In its first annual report, the IADB stated, lilt is obvious

that the preparation of loan projects and applications for presentation

to international financing institutions presents difficulties for many

prospective borrowers in Latin Amcrica. Many of the loan applioations

as received require additional information essential for preliminary

evaluation by the Bank. It is thus apparent that one of the Bank'S

most important activities, especially during the first years of its

operations, will be to provide tachnic~l ~ssistance in the preparation

of loan projects and applications.
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Of sixteen loans made by the Inter-Junerican Development Bank

during the period )1 July to 10 August 1961, eleven loans were

made from the IATP's own resources, and five from the Social Progress

Trust Fund. Of the first category of eleven loans, eight were partly

in the borrower's own currency, (always less than half the total loan).

The eleven loans ranged in duration from five to twenty-five years,

and the amount lent in dollars or other currencies external to the

borrowers ranged from B165,000 to $5 million.

The five loans from the Social Progress ~rust Fund were larger

in size, ranging from 3840,000 to $12 million; they were also longer

in ~ation, ranging from twenty to thirty and a half years.

The purposes of these sixteen loans related to the financing of

chemical plants, meat packing plants, wool production; houses, water

supply and sewers; studies of hydro-electric projeots, rural electrical

pilot projects; irrigation and flood control and loans to small scale

farmers and to small and medium scale industries.

4. The Colombo Plan_

The Colombo Plan is not a financial institution, but a system

of economic co-operation through which oapita1 and technical assistance

is ohannelled to the oountries of South and South-East Asia. The Plan

was established in 1950 at the initiative of the British Commonwealth

countries. Its members are comprised of two groups of oountries, 1)

the aid-giving countries: Australia, Canada, New Zealand, Japan, the

United Kingdom and the United States and 2) the aid-receiving oountries

all in South and South-East Asia. The latter countries are India,

Pakistan, Ceylon, Malaya, Singapore, British Borneo, Burma, Cambodia,

Nepal, Indonesia, Laos, Vietnam, Thailand and the Philippines.
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The principal organ of the Colof.lbo Plan is the Consultative

Committeal!which was first set up in January 1950 following a meeting

of the Commonwealth Foreign Iolinisters in Colombo)/ At this meeting

the idea of the Colombo Plan ,TaS conceived and subsequently formulated.

All the countries co-operating in the Colombo Pl~n belong to the

Consultative Committee, which, as its name signifies, is a consultative,

and not an executive body. The original members were Australia, Canada,

Ceylon, India, Nm"r Zealand, Pakistan and the United Kingdom (together

with Malaya and British Borneo). Othor countries of South and South­

East Asia later became mGmbers by invitation, and the United States

also joined.

The Consultative Committee was originally set up to assess the

needs of South and South-East Asian countries as a whole, to assess

the available "t'esources, to direct 1'Torld attention to the development

problems of the area, and to devise a framework within which inter­

national economic co-operation could be fostered to assist these cO'mtries.

Its first meeting was held in Sydney, Australia, in May 1950. At this

meeting an agreement was reached to the effect that the Commonwealth

countries in the region should prepare six year development program.-n6S

oovering the period, 1st July 1961 to 1st July 1957. lTon-Commomrealth

countries of the region were also invited to prepare development programmes

covering the same period as it was contemplated from the beginning that

they should be invitedd to participate on e~ual terms in the Plan. The

Consultative Committes in its meeting held in London in September 1950

11 Apart from the Council for Technical Co-operation and the Colombo
Plan Bureau, this Committee is the only international organ with~
the Colombo Plan system.

:£! The Commonwealth Foreign rUnisters met to exchange views on world
problems and particularly on the needs of South and South-East
Asia.
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endorsed the devolopment programme submitted by the Commonwealth count­

ries and embodied them in the Committee's report entitled The Colombo

Plan for Co-operative Economic Development in South and South-East Asia.

This document formed the basis for capital and technical assistance

under the Plan. On the approval and publication of the document the

Commonwealth me~bers outside South and South-East Asia announced their

financial contributions towards the cost of implementing the develop­

ment programmes.

The subsequent meetings of the Consultative Committee have been

held annually in the capital cities of the various member countries.

At these meetings the progress made under the Plan is reviewed and on

the basis of country surveys provided by the countries themselves agree­

ment is reached on future operations. At the Singapore meeting in

October 1955 it was decided to extend the Colombo Plan from July 1957
to June 1961 and in the Djakarta meeting of November 1959 it was fur­

ther extended to 1964.11 The International Bank for Reconstruction

and Development was represented by an observer in the original Common­

wealth Foreign Ministers' meeting in Colombo and also in subsequent

meetings of the Consultative Committee. The Bank, in view of its

important role in providing additional development finance to the

region, maintains close liaison with the Committee. As the work of

the Economic Commission for Asia and the Far East relates to the

development problems of the region it usually sends observers to the

meetings of the Consultative Committee. The various United Nations

organizations working in the region also do likewise. The United

Nations Special Fund was represented at the November 1960 meeting of

the Committee held in Tokyo.

11 Ninth Annual Report of the Consuitative Committee, T~kyo, ~apan,
November 1960. Further extension is subject to cons~derat~on of
the Consultative Committee at 1964 meeting.



E/CN.14/l29/Add.l
Page 44

As there is no oentral fund from whioh aid could be made the

Oolombo Plan operates through bilateral assistanoe given mainly by the

developed member oountries outside South and South-East Asia to the

member oountries within the area. This generally takes the form of

grants, loans and teohnioal assistanoe. The Colombo Plan countries

within the region oo-operate olosely and assist eaoh other by provid­

ing teohnioal assistanoe and limited amount of development capital,

India, for exa.mple, oontributed between 1951 and 1959 Rs 132.7 million

to the oosts of the development progra.mmes of Nepal in capital and

teohnioal assistanoe. A uniClue feature of the Colombo Plan is that

assistanoe, both oapital and teohnioal, is given in the context of

national development programmes prepared and executed by the member

oountries. Progress undez· the Colombo Plan is assessed principally

against the baokground of overall eoonomic development achieved through

the instrumentality of national development programmes.

The estimate of the assistanoe given by Australia, Canada, Japan,

New Zealand, the United Kingdom and the United States from the incGP'"

tion of the Plan to the end of June 1960 is 1,,2,857 million ($US 1936
million) •.!! The contributions of these countries to the total a.ssist­

ance, capital and technical, are as follows: Australia Mt35.16 million

($US 78 million),Canada C$28l.1, Japan 1,248.4 million yen (SUS 20

million), New Zealand 1.9.3l5 million ($US 26 million), United Kingdom

*,170.1 million ($US 474 million) (actual disbursement ~146.9 million

i.e. $US 404 million) and United States 87,378 million, inoludWg

$1,538 million oommitted during 1960.

The oapital grants, particularly from Australia and CanGda,lfer9

finanoed through commodity transactions. In the case of Australia the

11 The Colombo Pla~lombo Plan Day Special issue), the Oolombo

Plan Bureau, Colombo, 1961, PP. 1-8.
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proceeds of sales of wheat ~nd other commodities to the aid-receiving

countries were, under special agreements, earmarked for specific develop­

ment projects. The Canadian Government allocated a speoific sum estim­

ated at C$70 million as grant for the purchase of Canadian wheat and

flour.

A great deal of emphasis is placed on technical assistance and

co-operation through exchange of experts and technicians. The more

developed Colombo Plan countries provide the countries in the plan area

with not only needed experts, but also facilities for training local

experts and technicians. As mentioned earlier, the member countries

in South and South-East Asia exchange among themselves teohnical

assistance and co-operate in dealing with any development problems

of mutual interest.
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Section IV_ Possible Sources of Finance For an !DB

Even if an Arm did not manage to mobilize any non-African oapital,

either directly or indirectly, could it conceivably still be justified

because of the services which it might render to African countries in

mobilizing their domestic resources, or in using their existing resources

more effectively by better preparation of their projects or by better

development of plans and policies? If this became the primary justific­

ation for the establishment of an ADB, this would be bound to have its

repercussions on the nature of its operations, capitalization and manage­

ment. It may be repeated that in this case also the q,uestion must be

asked whether this function could not be carried out by an existing

institution such as perhaps ECA or the lEaD. But the answer mi~t

still be in favour of the establishment of an ADB because of the desir­

ed financial specialization on the one hand (which ECA may be consider­

ed as not sufficiently satisfying) and the need for an institution

located in Africa and specially familiar with African problems on the

other hand (which the IBRD may be considered as not sufficiently

satisfying) •

The question may be examined whether an ADB would be necessary

and useful in helping African countries to mobilize their own capital

resources. Would African governments be willing to make subscriptions

to tho capital of an ADB in convertible currencies? If so, i'Tould suoh

SUbscriptions come out of foreign exchange reserves which would other­

wise be idle, or would they come out of resources which crountries would

need for their own development? Would an 4DB spend these resources

more effectively, or more rapidly, than the countries would themselves?

How many African governments could afford to do so? How many would

be nilling? """hat would have to be the size of the paid-in capita.l from

African members?lI

It may be recalled that the paid-in capital
Institutioll is $56 million, and the paid-in
countries in the Inter-Amerj~e~ Development
or dollars, amounts to $125 million.

of the Arab Financia.l. .cancapital by 1at~n !merl
Bank, payable in gold



E/CN.14/129/Add.l
Page 4':"

Insofar as African govornments contribute in local currency, how

far will such contributions be useful in financing projects? To what

extent can the goods and services necessary for the projects initiated

by!]] be secured in Afrioa? To what extent should local currency

contributions be used to finance local costs of projects? How could

the use of local currency contributions by the AJ)B be harmonized with

the financial stability and the domestic policies of African oountries?

Are there chances of mobilizing resources from African countries

by raising money locally other than by government subscriptions? The

special cases of commercial banks insurancJ companies and the large

trading and prod.ucing concerns have already been examined. Would

lirican governments permit an ADB to raise money in thsir national

capital markets if such possibilities ''lere found to exist?

The next question to examin3 would be whether an ADB could diroct­

ly, through its membership, attract additional money "hich otherwise

would not be available, or alternatively whether there is a capital

outflow from Africa which the ADB could intercept and utilize for

the development of Africa instead. The first is the broad basis for

the Inter-American Development Bank since the U.S. is part of the inter­

~erican system and was prepared to help to capitalize the IADB to a

considerable extent. The second would be the broad basis for the

proposed Arab Financial Institution, since this could be largely

capitalized from the oil revenues available in some of the Middle

Eastern oountries, sometimes far in excess of their absorptive capacity,

much of which now leaves the region. But neither of these two situ­

ations exist in the same form in Africa. Africa does not contain a
. , dl ale' ng all African ooun t-maJor cap~ tal exporting country. Broa y spe ~ ,

ri th 'd to economic develop-eSare in need of capital imports and 0 er a~

ment. There are no such major capital surplusses, e. g. from oil, as

there are in the Middlfl East which lorould call for rodistribution with-

in Africa.
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This need not, of course, exclude the possibility of attraoting

additional non-African capital to the capitalization of the !DB which

would not otherwise be available. This could happen in five possible

ways:

(c)

( d)

(e)

(a) [By the participation of non-African souroes in the pa.id-in
capital of an AD[B;

[By participatj.on of non~African sources in the non-paid.-in
(callable or guaranteed) part of the capital of an !DB;

[By opening the capital markets of non-African countries to
the issue of debentures and other securities by an ADBJ

[By participat1.on of non-African sources in the loans or
other investments of an AD[B; or

[By the contribution from non-African sources of special
funds (funds-~tru2t) for African development (e.g. a ~d
for promoting African training and education) which oould
be placed at the disposal and spent under the administra.tion
of an AD[B (As the Inter-American Development Bank has become
the "primary mechanism!! for the disbursement of the addition­
al funds made availa?le by tho U. S. under its "Allianoe for
Progress" programmel )?

The above possibilities ::ieed :not, of course, be exclusive of each

other. To i·!"hat extent de thE.'sO theoretical possibi1:ities actually exist?

If outside capital plays a major role in the capitalization of

ADB in one of these 7&rious ways, would this have to be reflected in

the organizational and m3.J:Jo,:,.gement arran.gements of an AD[B? It cannot

be taken for granted that no:v:.-African countries and other sources would

make capital availaiJle without a proper _ not necessarily propertionate-­

share in the manag$ment of the new institution~

NOn-£frican participation in the capitalization of an ADB oould

oonoei~bly come from non-African governments or from private capital

markets outside Africa, 0::' from European banks now operating in Africa,

or from large ruropean and other interna~ional conoerns now operat~

in Africa.

17see above, Section IV, 30



EVCN.14/l29/Add.l
Page 49

As far as governments are oono d.erne , various possibilities

conoeivably exist which may be worthy of enq,uiry. It may be noted

that the share of Africa in aid givan by the U. S. is so far yery small

(about 5%). May a willingness to increase this share be presumed, and

may there be a willingness to channel part of this increase through

a multilateral organization specialized in African development? A

second relevant question is whether if the UK should ~nter i;.he

European Common Market, the European Development Fund of the DC would

apply to all British-associated as well as EEC-associated countries

and territories in Africa? In this case may it be presumed that the

European oountries would not wish to discriminate so sharply against

other non-associated African countries, and that they may be willing

to apply the development fund to the whole of Africa? In that case,

how would this affect an ADB? liould the use of an institution like

an !DB suggest itself? Thirdly, there are a number of other develop­

ed. countries uith smaller aid programmes (a. g. Japan and smaller

European countries) whioh may wish to participate in aid to African

development, but their programme may be too small to make them wish

to set up their own bilaterFl.1 a.id programmes. Would they make use

of an !DB? Fourthly, some countries intending to give aid specifical­

ly to Africa may feel that they lack the necessary local contaots and

knowhdge of conditions. Would they make use of an ADB to supply these

oontacts and knowledge?

N A~ at least make available their guaranteeon-AJ.rican governments may
ADB Would they be willing to do

powars, if not direct capital, to an •
so? Aid-giving countries may bear in mind that en aohieving independ-

ence some African countries have lost - or are going to lose - the

h 1 t l' tan country which may
e e tar of the guarantee of the former me ropo ~

b 1 t s for access to the
e a condition in constitutional or praotioa arm,

dit standing of a newly
oapital markets of the world. Na.turally, the ere
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independent oountry and its debt-servioing oapaoity in terms of hard

ourrency must be a highly uncertain, if not an unknovrn factor. This
\

may mean that in the absenoe of special arrangements the flow of oapital

to Africa is likely to fall rather than increase as African countries

obtain independence.

As far as the mobilization of outsidecapital by flotation of

debentures in capital markets is oonoerned, all experience shows that

this could not be oounted on in the first few years of the existence

of an ADB, and would in any case depend on the commercial soundness of

the banking operations, the subscription of oapital or guarantees by

governments (which probably would have to include non-African govern­

ments) and the reputation and conneotions established by an ADB in the

oourse of its operations. Participation in loans made by an ADB Md

sales from its portfolio may be easier to arrange, and may result in

some attraction of additional foreign oapital to Africa on an~

basis, but is diffioult to estimate in advance depending as it does

on conditions in capital markets and the nature of the projeots of an

ADB.

To what extent could an ADB help African countries to make better

use of existing institutions and souroes of finanoe? This oould happen

if an ADB, in closer contact ld th African governments and their reQuire­

ments than global or outside organizations, could adjust its rules and

working methods to the speoial problems of often small and new countries

with a less developed administrative machinery. Could an ADB simplify

procedures and help African countries to oope with an often oonfusing

multiplicity of sources of finanoe and ways of obtaining their assist­

anoe? Would it render the much-needed teohnical assistance in the

financial and development banking fields as well as in the preparation

of bankable projeots more effectively than by other arrangements? Wo~d

outside countries and souroes desirous of aiding Afrioa welcome an AJ)B
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as a bridge to African countries? Or Id thwou ey resent its interposi-

tion betl1een themselves and African clients? r'l Id ADvou an B, rather than

simplifying procedures, add yet another source, create yet more complic­

ations and difficulties for the African countries?

It must not be overlooked that the question of whether or not

~ AnB would be able to attract additional outside finance cannot be

considered in isolation from its functions' and purposes. To the extent

that an ADB would find a previously neglected field, such as, e.g. re­

gional projects or the establishment of national development banks which

existing institutions cannot undertake, for constitutional or practical

reasons, the chances that additional outside resources can be mobilized

are Obviously increased. There is a mutual inter-dependence between

sources of finance and other aspects of the ADB.

The possibility also exists of a more indirect mobilization of

outside capital for African economic development through the establish­

ment of an ADB. For instance, if the ADB leads to a more effective

mobilization of domestic resources of African oountries, to an encourage­

ment of enterprise and to the creation of new investment opportunities,

this could conceivably attract outside aid and investment to Africa

even though such aid and investment need not be channelled through an

AnB, but oould go directly to projects initiated or made possible by

an AnB. In this way, an ADB could conceivably act as a catalytic agency

in attracting additional outside capital to, Africa. Does there seem

to be a role for such catalytic functions of an AnB?

The participation of commercial European banks and insurance com­

panies operating in Africa is also a possibility which may be examined.

Commercial banks in Africa have been quite naturally concerned about

their liquidity and have not generalJ"y participated in the provision

f
the provision of wnrk-

o long-term development capital. In any case,

ing capital, short-term accommodation and trading capital is also an
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essential function. The need for such traditional services rendered

by commercial banks will certainly increase as development procee~l

Howe",rer, the provision of short-term finance and '\lorking capital is

olearly more satisfactory in Africa than the provision of long-term

capital, and an ADB would presumably be kept out of the field of pro-­

viding short-term working capital. While commeroial banks have been

reluctant to enter the field of development banking themselves, they

have in the past, outs,ide Africa, often eagerly participated in the

provision of long-term finance through intermediary institutions,

provided that these" operations were kept olearly separate from their

normal banking business., In the oase of a number of banks operatmg

in Afrioa, there i,8. t,he furt,her consideration that except for smaller

local working reserves, their 'reserves are often kept at the Head Offices

outside Africa, e. g., London. This has often resulted in a dram of

capital from Africa. The pa~ticipation of the commercial banks in

development financing could cor~espond to the historical pattern in

Europe, North America and Japan. Countries under pressure to catch

up with other countries have found it helpful to move from the strict

prinoiples of oommercial banking in the direotion of development bank­

ing. This was true at a later point even of England herself, the

original citaciel of strict prinoiples of "commercial ll banking•.Y In

view of all these oircumstances, would commercial banks agree to hold

their reserves to a greater degree inside Africa? In this case, would

investment in bonds issued by the ADB and other partioipation in its

capitalization be acceptable to the commercial banks?

The large international c(;mcerns operating in Africa are already

ploughing back a high proportio~,of their profits into African develo~

menta JUdging fro~ their om:. repeated statements these conoerns are

11 William Diamond: IlDevelopment Banks" Economic Development Institute,
I.B.R.D.~ John Hopkins,UniVersity Pr~ss, Baltimore, 1957, p. 26.
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fully aware that their prosperity is closely bound up with the general

economic development, prosperity and stability of African countries,

particularly, of course, those in which they operate. Would the invest­

ment of part of their funds in helping to -capitalize institutions like

an ADB be considered by them as an investment improving good will and

understanding, thus helping to create a climate of co-operation? With

such considerations in mind, is an approach to the larger international

firms operating in Africa to assist in the capitalization of the Bank

a possibility to be considered?

Would the ADB be able to attract additional funds-in-trust? Would

it play a useful role as a better or more effective administrator of

such funds-in-trust as may be made available?
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Section V. SPECIFIC GAPS mUCH EIGHT BEST B.~ FILLED :BY .AN !DB

It may be taken ao axioma.tic th2.t the Commiosion wants ADB to

be ostablished only if it satiofies J. criterion or test of addition­

ality. This is clearly indicated in the Resolution itself when it re­

fers to the capital needs of African states for the execution of the

economio development programmes, and .·:hen it declares that long'-term

credits at low i:lterest are required in addition !£ bilateral or

multilateral aid.

The possibilities of establishing the ADB, therefore should only

be examined, insofar as it can be shown that the .ADB would be required

and able to make addi tional capital availablo to the African states.

The need of African states for addi tional capital i taelf need not be

examined hers; it can be taken for grJ.ntsd since practically all of

Africa is under-developed.

The ADB could oonceivably provide additional capital for the

economic development of Africa in several possible wayst

(a) The ADB could make additional internal capital available for

African economio development by encouraging saving and oapital

formation; by mobilizing for African eoonomic development

reserves and other resouroes of oompanies, banks, insurance

companies, etc. operating in Afrioa which might otherwise

flow abroad or lie idle; by mobilizing for African economic

development resouroes of Afrioan governments which might

otherwise lie idle or be drained into non-productive ~vero­

ment consumption.

(b) The ~DB oould inorease external capital availabilities by

attracting additional external capital to i tS9lf and channel"

ing it into African economio development. The ADB could

attract such additional external capital to itself, either



E/CN.l4/129/Add.l
Page 55

by subscriptions from outside Africa to the capital of the

ADE; or by using its security or its gradually established

reputation for raising external capital, e.g. by the sale

of its bonds outside Africa. The ADE could also attract

additional external capital to itself, if it were used as

the mechanism for additional aid programmes for Africa whioh

would otherwise not be undertaken.lI
(e) The ADB could enable african states to make more, or more

effective, use of existing institutions and sources of

finance. The criterion or test of additionality would

also be justified if it could be assumed that an ADD would

be a necessary and useful intermediary or channel between

Afrioan states and existing sources of external finance.

The test of additionality must obviously be applied, and the ADB

w~uld have to be shown to be useful and necessary in fulfilling one

or several of the above three functions. At the same time, the test

of additionality need not be conceived in an entirely mechanioal or

~uantitative sense. For instance, if the ADE could make available

oapital to African states on better terms than would otherwise be the

case, this will promote their economic development. It will also mean

that, with a given debt-servicing capacity, the African states will

be able to absorb more capital, hence, the test of additionality is

satisfied. Similarly, if the ADB causes more effective use to be made

of existing capital by channeling it into better development projeots

and programmes than would otherT"~se be the case, the establishment of

the ADB would be justified: better projects and programmes mean

11 The Inter-American Development Eank, for instance, is becoming the
primary mechanism for the disbUIcGffient of funds provided by the U.S.
government under its "Alliance for Progress" programme for Latin
America..
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aooelerated development, greater resources in the future, and ~eat~

absorptive capacity for oapital. Again, the test of additionality would

be satisfied even if indirectly rather than directly.

The test of additionality will normally imply that Afrioan states

should not refrain from membership in eXisting institutions or other­

wise fail to take advantage of eXisting faoili ties, as the result of

the establishment of an ADB. It a.lso implies that the establishment

of a new institution should not complicate the channels of acoess of

Africa~\ states to existing sources of finance. It ~Tould further imply

that eXistinz institutions and sources of finance would not ourtail

their activities in Africa, on the grounds of the establishment of the

ADB. It implies that individual African governments should not ~ ~

way relax their own efforts because of the establishment of iDE.

It is with these pre-condj+.ions in mind, that the Panel will nah

to examine tht po~sihilities of este~lishing the ADB. In other wor~,

the ~x?~ination will be related to the possib\lities of establishmg

the ADB as a source of add!tional capital, and not as a substitute for

existing sources. Its relation to &xisting sources of capital will .

therefore have to be constantly borne in mind and examine~

In regard to the criterion of additionality, a danger to be

avoided is that several institutions all try to be "bankers of last

resort", so that Afric~n I"\ountries are pushed around from one souroe

to anoth.er in their quest for finance. The ADB clearly should not

reject applications merely becausa it thinks money may be available

elsewher9, but it should be its duty in such cases, to guide gov~

ments to such alternative sourcps and not lose interest in the appli~

ation until it has seen to it that this marriage with another souroe

has been consummated. In some cases, a marginal contribution by !DB

may be necessary to brin~ about such a marriage, in other cases ADB
would merely have to aot as an ~ctiv~ ~arriage broker. The criterion
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ot additionality should not mean that ADB would passively wait until

all other sources have been approached and all other means exhausted.

This would olearly oreate a danger of vioious oiroles.

The principle of additionality is not necessarily violated even

if the resouroes of the ADB are not fully or rapidly utilized at first.

The availability of finanoe, even in exoess of immediate absorptive

oapaoity, oan in itself be a spur to the preparation "of oonorete pro­

jects and programmes and to the removal of other bot-tleneeke 't() develop­

ment. Nothing inhibits these neoessary preoonditions to sound invest­

ment and development as muoh as the knowledge (or even fear) that the

neoessary investment capital would not be there anyway, and hence all

the other hard work would be wasted. If the Bank can help to remove

this inhibition, it will have justified its eXistence, even if the

results in terms of olaims on its o,m resouroes should be slow in show­

ing in the balanoe sheets.

In the light of the foregoing discussion, the Panel may wish to

approach the question of what speoifio funotions an ADB could be asked

to carry out which are not at present satisfactorily provided for, whioh

will satisfy the tests of additionality, and for which additional souroes

of finance might oonoeivably be mada available.

In the most obvious sense, it is olear that there is at present

no multilateral financing institution oovering the whole of Afrioa and

specializing in Afrioan problems.

This fact alone, of course, is not a sufficient argument for

establishing an.A.DB. Two preliminary questions will have to be answer­

edt Why could not existing institutions be expeoted to give suffioient,

or more, attention to African problems, e.g. by setting up or strengthen­

ing their .A.f'rican departments, or perhaps by setting up branches in

Africa? Secondly, is the lihole of J..frica. necessarily th'e right frame



E/CN.14/129/Add.l
Fa.ga 58

l
(

/

for a development bank? Why not national development banks instead,

perhaps with special arrangements for cooperation among them? vfuy

not separate sUb-regional development banks, e. g. for Hest Africa,

East Africa, etc.?

Such questions ,-:ill have to be raised and answered. Their dis­

cussion ~;ill bring out many problems. For instance, the chief arguments

for a special new African institution may be that it could achieve a

higher degree of identification of African countries '"i th its work

which might result in .great9r domestic efforts and easier admini::>tra­

tion, or that an African institution could have more specialized know­

ledge of African needs or more intimate contact id th governments, eto••

The arguments against this might point out that e.n African institution

may not show the same degree of objectivi ty and detachment in allocat­

ing funds or considering requests as a global or outside institution

would. The discussion of such pros and cons could then lead to the

discussion of arrangements by which the advantages of the regional b~

suoh as identification and good relations could be preserved, while

the disadvantages such as possible political pressures or lack of

objeotivity could be avoided.

Suoh discussions will not, however, be attempted in this working

paper. This section vTill be confined to identifying 6 areas in which

the work of ECA and other bodies has shown a felt need for strengthened

financial support in Africa, and which are of a kind io1here an ADB might

conceivably be a preferred instrument for action. These 6i% areaS

are as follows:

(a) Regional projects.

(b) Promotion of intra-African trade.

(0) Needs of newly independent countries.

(d) Promotion of small-scale Africap industrial enterprise.

(e) Education and training.

ef) Development plans: long-range support.
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The need for regional projects in Africa arises from the fact

that individual African countries are often too small to be the right

economic units for balanced economic development planning; moreover,

the national boundaries are often in the nature of administrative lL~es

rather than boundaries defining economic units. Examp18s of such re­

gional projects for whioh a need has already been establishsd are:

health and locust control; higher education and technological research;

transport projects; larger-scale industries; irrigation projects; hydro­

electric projects; river valley development schemes; migratory labour

links, etc•• Emphasis on regional projects will call for the formul­

ation of general principles as to how the political and economic pro­

blems arising are to be tackled.

The promotion of intra-African trade is closely linked to the

need ;or regional projects. It arises from the fact that in the past

the trade of individual African countries has b0en developed almost

entirely with an orientation away from inter-African trade. The need

for intra-African trade also arises from the small size of African

ommtries, from their diversity and possible complementarities and

from the re~uiraments of efficient large-scale production and special­

ization. This means that in many cases, even though the project it­

self might not be regional in nature, yet its markets or sources of

sup~ly should be regional, and the development of related projects of

this kind would require regional understandings and regional coopera­

tion. Here again, an ADB may suggest itself as a necessary focus for

suoh a regional approach. The promotion of intra-African trade may

also open up opportunities for the constructive use of local currenoy

contributions.

The viability of neidy independent countries may well become a

speCial concern of an ADD: this also will call for further establish­

ment of guide lin~R ir. this ~e~ard. Even the type of financing may
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have to be specially adjusted. If the Bnnk were liL:li te1 to hard loans,

"the newly independ.ent countries "Thos::; cre:lit is not yet established

and whose domestic reSO,-lrces are in SO;;le casos oxtrQmely limited, Il0uId

be in a bad lie.y,,)J The principle of sp8cial international assistancG

to neu independent countri8s has been recognized. by the ~J .:iI. and also

by individual countries in theh~ bilateral or I:lultilateral arrmgements,

The limited economic and budgetar;y capacities of African countries

make it difficult foJ.' them to carry the burden of the recurrent as well

as capital expenditures on essential developmental services. .A.!ilong

thesG, education and training have come to be recognized as babg

particularly fundamental for AfricJn countries. The Conference of

African States on the Development of Education in Africa which Dot in

Addis AbabH bet'l~een 15-25 I:lny 1961 dreu up and approved a plcn for

educational development of the African countries a.s a vthola for the

next 20 years.Y It was estimated that the cast of realizing this plan

would amount to appro:cimatel;'l $590 million in 1961, rising to $1,151'!

million in 1965, $1,880 million in 1970 and ';2,600 minion in 1980.

On the assumption that the African countries ,\{Ould fLl~L it possible

to devote to education percentages of their national incomes ranging

y
Robert E. ASher: "Grants, IJoans and Local Currencies". The Brookings

Institution, 1961, p.99.

Conference of African States on the Developr.1ent of Education i~
Africa, Addis Ababa, 15-25 May 1961, Final Report. United IlatlonS

Economic Commission far Africa and UnitGd Hations Educational, .
Scientific and Cul tur3J. 0:, ::"''1.iz';>.~_·~_on, UNESCO/En/18le Also outliIl9

of a Plan for African rducational DV7elopment, UNESCO/En/lOO.
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from 3% to 4;'~ between 1961 and 1965, incres.sine to 61 by 1980, it was

calculated that they 'lOuId be able to find unassisted $450 million to

$700 million during tho first five yearG of th3 projected plan, reaching

$870 million in 1970 and $2,200 million in 1980. This would leave a

gap to be filled from ext0rnal sources uhich uas estir.1ated to amount

to about $1,310 million 'for the first five years of the Pbn (an aver­

age of $262 million a year), rising to $1,010 million in 1970 and

decreasing to $400 million in 1980< An educational programme of the

nabnitude envisaeed in this plan could not possibly be financed entire­

ly from tl18 recurrent revenues of the AIrican governments and there

would undoubtedly bG a. recourse to loan financing. This appears to

be an area in which the resources of an P-DB could concoivably be

ad.vantagoous.

Tho promotion of small-scale African inuustrial:mterprise, for

many ~easons, alsv plays a fundamental role in African economic develop­

ment.l! This also raises a number of special problems, and an institu­

tion like an AD:!] could conceivabl.y be a good solution. In this area

of operations, the need iVould particularly strongly arise to l'lork Inth

and thrOUgh national institutions. The establishment of trading estates

mselected locations throughout Africa which would become focal points

of African enterprise and industrialization might conceivably be an

iL1portant part of these: activities.

Finally, it may be not0d that many African countries are still

in an extreI:le state of unclar-development. The formu+ation of long­

range development pl,'.ns for them is both particularly important and

also particularly difficult. Much of the de~elopmental assistance must

Y n.li. Singer lfProbloms of Small-Scale Industry in African Bconomic
, R . 1 C ference o~ the Inter-]evelopml...nt", paper pres3nted to egJ.ona on -

national Economic Association, Addis Ababa, June 1961.
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be of a particule,rly long-term nature, be given on vary flexible terms

and may take a considerable' time.:. to shoH results. These special con-

di tions may also oonceivably make it S80m desirable to create Qn institu­

tion which can offer such long-range support in a way particularly adjust­

ed to African conditions.

While th0 above six areas, as tentatively defined, seem to open

up possibilitios for an ADE, i t mu~t also be recognized. that the arrange­

ments to deal frith e'3.ch of them, are by no me:1ns identical or even sinibr,

'J.1his brings home the point that the provisions one lTould ma.ke for the

~:i..nancing Cl,nd mode of operations of c;,n ADB viOuld have to depend on which

of the various purposes or gaps 1<rl.lich i 1"; mi:;ht fill is e'ilphasized.
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Seotion VI. mTh~Y

Questions Arisin.z out of the Horking Paper on the Possibility

of Establishing an African Development Bank

Prepared for the Panel of Experts

Section I.

1. In which ways is the present flow of capital to Africa
insufficient or unsatisfactory?

2. Need flows of capital to newly independent countries be
improved?

3. Can African countries mobilize their internal resources more
efficiently, and could an ADB be of value in this direction?

4. Are there symptoms of structural imbalance in African economio
growth, and if so, how could they be remedied?

5. Are national development banks sufficient? In which ways
oould an ADB strengthen national development banks?

6. What can we learn from the experience of national development
banks for an ADB?

Section II.

1. lfuat can we learn from the experience of existing financing
organizations?

2. Is there need for:

(a) budgeting support

(b) support of current expenditures?

(c) support for general development plans?

(d) support for local cost of development projects?

(e) support for social sectors and aspects of
development?

(f) technical assistance of various kinds?

3. On what terms is assistance needed?

/
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4. How should the initiative ,-nd self-effort of roceiving countries
be safeguarded?

5. Is there a place for local currency repayments?

6. Should an ADB also assist private entities? On the same
terms as Governments?

7. Have African countries exhaust.::d their debt-servicing capacity?

8. How could a.n ADB assist in the promotion of money and oapital
markets in African countries?

9. Is there any use1'ul role for an AD3 in investment guarantees?

Section Ill.

1. l'ihat relevant conclusions for an ADB can be drawn from the
experience of

(a) the Development Fund of the EEC?

(b) the Arab Financial Institution for Economic
Development?

(c) the Inter-American Devalopmont Bank?

(d) the Colombo Plan?

Seotion IV.

1. To what extont and in what forms oould non-African capital
be attraoted to an ADB:

(a) by partioipation in the paid-in oapital?

(b) by partioipation in oallable (guarantee)
capital?

(c) by issue of debentures or other securities?

(d) by participation in loans?

(e) by funds-in-trust?

2. Could outside oapital be attraoted from:

(a) non-Afrioan governm3nts?

(b) private oapital markets abroad?

(c) European banks operating in Afrioa?

(d) large European or international firms operating in
Afrioa?

(a) other sources?
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3. Could an ADB act as a catalytic agency in increasing invest­
ment opportunities?

4. Would an ADB be justified even if no additional outside capital
is attracted?

5. vfuat use could an ADB make of local currency contributions?

Section V.

1. Should the establishm?nt of an ADB be made dependent on a
test of adding to the total flow of capital?

2. In what w~ys could an ADn supply additional capital for African
economic development:

(a) directly, (b) by securing better access
to eXisting sources of finance, or

(c) by more effect~ve project formulation?

3. In tmat ways would additional capital sccured by or
through an ADB be:

(a) external and (b) internal?

4. Are ther3 dangers that the establishment of an ADB lfould
reduce tha flow of capital to African countriec from other
sources?

5. rfuat should be the relationship of an ADB to existing sources
of finance?

6. Could tne relationship of existing organizations to Africa
be improved?

7. Do the six areas idGntified on p. VI, 2 of the working
paper represent the specific gaps which could be best filled
by ADB7
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Annex I.

A~l~cation of General Principl~s of International Financing

As Laid DOvID by the Gener~l Assembly Committee

In June 1961, a General Assembl;y Sub-Committae drafted the follow­

ing 12 principles of international financing having general application.lI
These principles ,fere unanimously adopted by the Sub-Committee 1mich

",,'as composed of members of all st~ges of development and with different

economic and social systems. It may, therefore, be asked h01'i far these

principles C',re relevant and 1'Tould also cover the operations of an AnB.

llL Assistance to under-developed countries should be directed
towards the achievem::nt of accelerated and self-sust:dnod grol1th
of their economies. In ke0ping vith this objective, assistance
should be oriented to'llar-:s tho diversification of their economies,
uith due regard to the need for industrial development as a. basis
for social progress.

2. The provision of assistance shall be in conformity with
the Purposes and Princip13s of the Charter of the Unit8cl Nations.

3. OJ)~rations should not serve as a means for foreign economic
and political interfsr3nce in the internal affairs of assisted
countries and should not be influenced by considarations relat­
ing to the nature of their economic and political systams.

4.
,dth
able

Assistance should b:) of a kind Emd in a form in accord:ll1ce
the iTishes of the recipients and should involve no unaccept­
condi tions for thom, political, economic, mili te,ry or other.

5. Assistanc:) should be provided in such forms and on such
terms as arc compoti'ole ~Ti th the continued economic development
of tha assisted countries, takinc d~e account of their balance
of p~yments position and prospects.

6. Assistance should be given in a flexib13 manner and not
necessarily be limited to specific projects or groups of projects.
Assistance can also be given in support of g3neral developmen~
plans, whcrJ such plans eXist, or to general development requlr~
ments.

11
Committee on the United N~tions Capital Development Fund, set up
by General Assembly Resolution 1521 (;~V). Its report is contained
in docUIDant E/35l4.
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7.. ~esources must be larg3 enough to make a significant con­
tr1but~on towards the achievement of accelerated and self-sustained
econom1C growth of the less developed countries.

8. rlliile funds should be derived from contributions by all
Members, the bulk of the contributions should come from the more
developed countries in a readily and economically usable form.

9. The size and nature of the contributions of the less develop-
ed countries Should not be such as to hamper the effective mobil­
ization of their resources for their O~~ economic development.

10. The contributions should ensure the provision of assistance
on a long-term and continuing basis.

11. Resources available should be augmented by a portion of
any savings from progress made in internationally supervised Horld­
wide disarmament.

12. ~~ery effort should be made to co-ordinate the assistance
rendered by all Sources so as to achieve the maximum permanent
beneficial effect on the economics of th3 less developed countries."

Several of the general principles laid down by the General Assemb­

ly would need closer eX2.mination in their application to an AD]. The

first principlJ Singles out diversification, industrial development

and social progress as the orientation of assistance. Fnile this seems

quite appropriate also for the orientation of an ADB, Seotion VI has

tried to define some more specifically African priority problems of

economic development.

Principle 4 raises questions vmich are somewhat specific to an

ADB and which are for instance not encountered by the Intcr-Am3rican

Developm8nt Bank. These r3late to the fact that the African countries

are partly independent countries, but partly dependent territories,

and in some cases legally even parts of the territories of European

countries. Apart from the legal question of membership of an ADB,

this may raise questions in connexion with projects in dependent

territories becominf independ8~t during the execution and finanoing
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of projects supported by an ADB. Thin applies p3.rticularly alao in

relation to principle 5 since the future balance of paymonts position

and prospocts of C'ountries not yet independont is extremoly difficult

to assess, much depending on the terms on uhich indpendence is achieved.

The balance of paymonts position and prospocts of neHly independent

countries are also highly uncertain concepts.

Principle 6 uhich deals with assistance in support of general

plans or general requirements may be of particular importance in African

countries vlhere the developmental importance of rGcurrent expenditures

as distinguished from neVT investment projects is particularly great.

But the principle may not directly apply to a specific institution such

as an AJ)B vIQuld be. Possibly an ADB vrould be lir.litGd to specific pro­

jects or groups of projects while othGr institutions support general

plans or require~Gnts.

Principle 7 i-rhich stipulates that resources must be large enough

to -make a sign-: :.:'icant cont:::-ibution vrould have to be translated into

more direct quantitative estimates of the minimum resources required

to bring an ADB into bei~g, The actual amount uould also depend on

Whether the major bulk of ADB's operations is expected to be direct

financing by Hay of ir.vestm3nts, lending or guarantees, or whethZr it

is mainly conceived as a catalyst to channel additional finances to

African cour.tries from other sources. 'l'his in turn lTill depend large­

lyon the means of capitalization of ADB. If the main justification

for 20:1 ADB lies in its o.m direct or indirect contribution in obtain­

ing additional -:in~ncing, i ts activities should certainly be conceived

as resulting in additional financing of the ord3r of nagni tude of $100 ..

150 million per aYJ:mr. as a minimum. Since operations vTould have to

be safeguarded :::or at least fj.ve years ahead (in accordance uith princ­

iple 10) this l-~OtJJ" ~oin"" ""e ":'50C ,nillion ~., ~ r2':l..s'onabl'" sum to be
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availablG to ADB.1/

At tha same time whilo tha contribution of an ADB should bo

"significant" in ordar to justify its establishment (unless this just­

ification is not s~un in u~h3r aspscts of tho promotion of economic

development), it is eQually clear that such a Bank cannot bc a cure­

all for tha lack of ocono;,lic devGlopm::mt in Africa. In tha first

pInc3, the capit;:-,l r.Jsourc ~G r0qui:C':;d to "rcmovGII AfricEm un:l::r­

development quickly 110Uld b:; f<':mtastically large. In the s:;;cond place,

the root causes of African und0r-developm~nt are only in part a lack

of financej the lack of othsr nacossary elements limits the effective

absorptive c.::.paci ty for ad.ditional capi tc:..l. In the third place, once

developmant is get goin0 it will to a considorab15 extant finance it­

self throu~h the process of ploughing back profits, and throuGh the

process of using the i4oroased. cov~rn~Jnt revenues becoming available

for devalopmcntal purposes. This is thC3 W,"y in 1r11ioh all pravious

economic developmoi1t has to a large 0xt::mt financod itself, starting

with Dodest sums, in the economic history of older industrial coun­

trios. ThcrG is no rec"S0i1 to aSSillL' that this patt~)rn cannot repeat

itself in AfT.ic~.

The problem of the General principL;s governing thl) sizQ of the

ban!: would, thcr:;fore, hav~ to 1)3 a compound judgmont of uhc"t can bs

t1 s i[l'l.ificant ll on the onc hand, :..;,nd khat can bo Ilcatalytic ll and. Fhat

can be t1 absorbedll on the other hand. :.8 for th::> othor bottlenocks

other than lacl: of financo, '!1hilo the absorptiYO capc:t.eity of African

countries for capit3.l is IL::oly to incr0as~ in th0 proe:;.::>,:' of ,",conomic

developm::nt, on tl18 other hand, r"s dev..:lopm::-nt procoeds, African coun­

triG8 .-rill be [>,1:Jls to form themselves more and more of ths capital

which they need. 1h883 conflicting tendencies will also hav~ to be

reflact3d in thC3 subsequent developm0nt of an ADB.

17 Some of this may howev3r, TJpr0sent guarantGos or othGr catalytic
activitiss uy th~ AD3 and n03d not necessarily bo fully reflected
in the capitalization of the ADB or, if so, in th3 form of oallablo
rOGerv:;:s r?,t:ur them active rosourC'Js.
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1. Capital

2. Source of Funds

3. Latin American share of
subscribed capital

4. African share of
subscribed capital

5. Latin American share in
total lending activity

6. African share in total
lending activi~

International MOnetary
Fund

Total quota $14,850,700,
-000. Paid up as at
April 1961:

In USDollars $747,150
Gold ~3,148,206,182.27

Member's currency:
$10,990,471,845.73.

Subscriptions by member
governments

7.3% (l.ra,rch 1959)

4.06% of Quota
(April 1%0)

207~ (gross drawings
to end of larch 1959)

Export-Import
Bank

loans and guarantees
outstanding may not
exceed $7 billion.

U.S. Government.

None.

None

44% (authorizations
1954-58)

4.48% (authorizations
1948-59)

US Development
Loan Fund

Appropriations in fiscal
years 1958 and 1959:
$850 million. Admin:i:
istrati. on request for
fiscal year 1960:
~nOO million.

U.S. Government.

None.

None.

7.5% (authorizations
through 1958)

5.15% (authorizations
1957-59)

International Bank for
Reconstruction &Development

Authorized capital as at June 1961:
21,000,000,000. Subscribed:
20,093,100,000. Paid-Up:
2,012,860,000 Balance cal1able
only to meet Bank's obligations:
$18,080,240,000.

Subscriptions by member governments
sale of securities on private
capital markets.

5.7t~ (1959)

2.94% (April 1960)

32.4Q~ (authorizatiens 1946-59)

20.43% (authorizations 1946-59)

7. Latin American Participa-
tion in management:

Voting-power 11% None. None. ~
Board ei Governors 20 out of 68 None. None. 20 out of 68
Board of Directors 3 out of 16 None. None. 3 out of 18

o. African Participation in
management:

Voting power 4.0% None. None. 3.75%
Board of Governors 9 members None. None. 9 members

Board of Directors - None. None.
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9. Purposes

10. Types of Projects.

International Monetary
Fund

Promote international
Monetary cooperation
and sound foreign
exchange practices.
Provide short-term
financial assistance to
help members overcome
temporary balance of
payments problems.

Members have drawing
rights in event of
short-term balance of
pqvments difficulties,
related to size of
their subscriptions,
but subject to IMF
decisions in each case.

Export-Import
Bank

Promote US foreign
trade by helping to
finance foreign
imports of US goods
and services.

Imports of U.S.
supplies and
equipment for
productive
purposes.

US Development
Loan·Fund

Strengthen friendly
foreien countries by
helping them to develop
their economic resources
and to increase their
productive facilities.

Technically feasible
public or private
projects that increase
productivity or pro­
ductive capacity and
that cannot be financed
by other established
institutions or by
private capital.

International Bank for
Reconstruction &Development

Promote reconstruction and
economic development of member
countries.

Productive projects public
and private • Bulk of loans
has been made to finance power
and transportation projects.
Loans must be guaranteed by
member governments.

Source: Based on table submitted by the U.S. Treasury Department to Senate Committee on
Foreign Relaticns during hearings on the Inter-American Development Bank, June 1959.

Additional Sources: IDA First Annual Repcrt 1960-1961, IBRD Sixteenth Annual Report 1960-1961,
IMF Annual Report 1961 and Public Financial Aid to Developing Countries,
General Confederation of Italian Industries, Research Department, Rome 1961.
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1. Capital

2. Source of Funds

3. Iatin American share of
subscribed capital

4. African share of subscribed
capital

5. Iatin American share in total
lending activity

6. African share in total
lending activity.

7.. I.a.tin American Participation
in management:

Voting power
Board of Governors
Board ot: Directors

Inter:"American
Developnent Bank

June Subscriptions: $850 mn. for
the ordinary resouroes of
the Bank. Paid-up: $400
million or 2710; balance of 53%
ca11able only to meet the
Bank's obligations. $150 mn.
additional representing
resources of the fund for
Special Operations, all to be paid.

Subscriptions by 21
Government s a.'1d sale of
securities on private
capital markets.

58.8% of the capital of the
Bank, 33.3% of the resources of
the Fund for Special Operations.

None

100% (prospective)

none.

60';'
20 out 01' 21

6 out 01: 7

EEC Developnent Fund

$581,250 (EPU units of
account)

Subscriptions by members
of EEC

None

None.

epf.

llone.
Hone.
llone ...

International
Development Association

U.S. $905,560,000

Subscriptions by
member countries.

2.11%

2.7T/o

27.7'2%

12.87'%

4. 26%
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8. African Participation in
maDa.geJrent I

Voting power
Board of Governors
Board of .Directors

9. Purposes

InteNmerican
Developllent Bank

None.
None.
None.

Encourage the investment of public
and private capital for development
purposes and contribute to the
acceleration of the process of
economic development of the JrelD.ber
countries, individually and
collectively. Provide technical
assistance for the prepuation,
financing and implementation of
development plans and projects includ­
ing the study of priorities and the
formulation of specific project
proposals.

EEC Development fund

Promotion of social and
economic development in
associated territories.

International
Development Association

,.14%

Accelarating economic
growth in less developed
countries by making lOll€­
term development funds
available on easy terms.

Social and economic projects.10. Types of Projects. Ordinary loans financed with the
capital of the Bank: Productive
projects public and private,including
those forming part of a national or
regional development programme I

loans to development institutions in
order that the latter may facilitate
the financing of development projects
whose individual final1cing requirements
are not large enough to warrant the
direct supervision of the Bank. Special
loans Operations).

Economic projects that are
feasible and projects of
the type not traditionally
financed by the World Bank
such as municipal water
supply and technical
training.

(using the resources of the Fund for Special Projects
where special circumstances surrounding the project or
characterizing the borrowing country call f9r loans
repayable in whole or in part in the currency of the
bo=owing country.




