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E/CN.14/129

REPORT OF A PANEL OF EXPERTS
ON THE POSSIBILITIES OF ESTABLISHING
- AN AFRICAN DEVELOPMENT BANK

£+ - 'ATTENDANCE ARRANGEMENTS AND TERMS OF REFZRENCE OF THE PANEL
l. The Panel met from 4 to 7 Octc,her and from 13 to 16 December
1961 in Africa Hall, Ad.dls Ababa.

Present were:

M. Andre Beronie }/ Director adjoint - Bangue Nationale
. e e pour le Commerce et 1'Industrie
L , France ,
Ato Bulcha Demeksa 1‘-/ . ' . Acting Dlrector of Credit and Finance
e o - Ministry of Flna.noe, Addis Aba,'ba,
. e . o - . Bthiopia- - .
Dr. Abdel.(aleel Bl Emary 3y Ex—Governor of the Central Bank of
' o . , the UAR .
Dr. C.N, Isbng"y | " Director of Research, Central Bank
e e of Nigeria ,
“Ato Mondsse Lemma l/ : Acting Governor, State Bank of Ethiopia
M. I. Mahroug 3/ . © ‘Conseiller Techniq_ue'CaisSe ‘de Depot

et CGestion, Rabat, Morooco

M. F.A. N'Liba - Nguimbous -y ‘General Director, Development Bank of
a the Cameroon Republic

Dr. Pius Okigbé (Cha‘ii;rﬁe‘mf) L Economic Adviser to the Government of
~ Bastern Nigeria

Me” J. Oudiette 2/ SN . Banque Nationale pour le Commeroa et
NP L _ -. 1'Industrie France SR
Mr. P, Clarence Parker y _ General Manager, The Agricultural .and

Industrial Credit Corporation,
Monrovia, Liberia -~ " -

M. Pierve }/» BEEE Director, Service des EtudeS, Banque .
lerre Sanner Con tra],.e des Btats de L'Afrique de :
, L'Ouest :
Ato Ta.ffé,'f;, Deguefe _]J : General Manager State Bank of Ethlopia,
A . "Addis Ababa )

. . These experts were attending in their personal capacity and n?.t és

representatives -of -their: governments.

;—_(
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The first meeting of the Panel was opened by Mre. Mekki Abbas,
Bxecutive Seoretary of the Economic Commission for Africa and the
second meetlng by Mr. Stein Rossen, Dlrector of the Research Division
of EC.A., in the absence of the Executlve Secretarye.

'I‘he follow:mg served as officers for the Panel:
H:W. Singer l/ Secretary

A.M. Acock 1 Rapporteur

24 Wh'iie opening the first meeting the Executive Seoretary pointed
out that thls Panel of Experts on an African Development Bank had been
f-oonvened in acoordance with ECA Resolution 27 (III) adopted at the
thlrd session, which "requests the Bxecutive Seoretary to undertake &
thorough study  of the pOSSlbill‘ble“S of establmshlng an Afriean develop-
nment bank and to report to the Commission at its next sesslon" i.e ea.rly
in 1962. On the bas:.s of the d:.scussions of these two meetings end
materlal asgembled by the Secretariat this report has been prepared for
'the fourth sessz.on of ECA. This report was approved ‘oy the- Panel. of.
experts. ~.- :
~3¢ .The full text of Resolution 27 (III) is as followss’

27 (TII) Bstablishment of an African Development Bank
’I‘he Beonomic Commission for Afrlca,
o ' Considering the capital needs of the Afr:l.oa.n States for,
the executlon of their economic-development progra.mmes by conoerted
action in the ‘publio and pmvate ‘sectors, N ’ '
Bellevlng that euoh action requires, in addition to bi-
lateral or multilateral aid, the availa.blllty of long-term eredits at
low rates ‘'of interest,. o '
Believing that an 1nternat10na1 bank with reg10m1
) oompetenoo limited to Africa would meet these requiﬂements,
A Requests the .Executive. Secretary to undertake a thorough
study of the possibilities of establishing an Afriocan. development

bank and to report to the Commission at its next mession.

50tk meeting
16 February 1961e

1/ Attended first and second neetings of panel.
2/ Attended first meeting only.
Attended the second meeting only.
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4, Working and background papers before the panel were as follows:
.1+ Working Paper on the possibilities of Establishing an
African Development Bank Document E/CN.14/ESD/9.
2. E/CN 14/88 International Economic assistance o Africa.
3. Possible Approaches to Country-isvel Coordination of , ‘
Lending, Raymond F. Mikesell. ‘
4. Capital and Capital Supply in Relation to the Development of
Africa South of the Sahara, Leonard Rist. -
5 It was not the intention of the panel to reach firm decisions on
the ways in which the proposed African Development Bank should be
organized. There was a general recoguition of the fact that details of
the organization and structure of the proposed Bank should be kept as :
flexible as possible, at this early stage; and will have to be re-
considered in the light of subsequent negotiations., Attention was, |
however, drawn to certain nain topics, which were discussed with a view
to revealing various alternatives, and to drawing up guide lines for

further discussion at the fourth session of ECA.
B, F’UNCTIONS AND JUSTIFICATION FOR A NEW FINANCIAL INSTITUTION IN AFRICA

6. Before proceeding fce discuss the type of organization that might
be established, it was agreed that a prier major question to be cors
sidered is whether a new institution is noeded ajls all, for financing
the development needs of African countries. Attention was drawn by
the Executlve Secretary and others to a w1de variety of existing and
projected multilateral and bilateral cgencles as described in the
Secretarlat worklng paper (m/CN 14/ESD/9) These bodies are already
naldng to Afrlcan countrles, qul'be substantial loans and other payments
of two main kinds i.e. "hard" from the capital market and ngoft" from
pubhc sources. Whlle it was agreed that there are no objective o
crlteria for assess:.ng the approp.-iate shares of forelgn aid for the

Various reglons of “the world, i1 was cons:n.dered endent that Afrlca.n

countries req_u]_re oonsxderably more investment than they have recexved'

hither‘co if their econor‘ ~ growth is to be a,ssured.,,

[y
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T. An essentlal feature, therefore, of a new flnancing orgamzatlon,
as pon.nted out in ‘the worklng paper, would be that of "addltlonallty"
i.e. it must be effectlve in securing a hlgher net availability of
funds for Africa, not merely the subs‘bltu‘cIOn of one source of funds
for another. In the Working Paper it was made clear that addltlonallty
might be secured both through lower serv101ng charges for loans as well
as thfough inereased lending. It was- agreed that a suitable financing
institution for Africa could be instrumental in attracting additional
outside' investmentl lf effioie_n’cly organized and managed. Its effective-
ness in this I;eepe'cﬂt woul”d' probably depend in large measure on its _
success"i‘n ‘me‘rshall;i.:ng' directly or indirectly capital from within
Africa itself as evidence of self-help. The success of the Inter
Amerlcan Development Bank was quoted in support of creat:x.ng a new
reglonal body desplte the prior existence of 1nternat10na1 and natlonal
flnan01ng agenc:.es. ‘

8. It was recognlzed. that another contribution to be expected from

a new African financing organization is that it should perform specl-
fic functlons not already performed by existing international or
national financial agencies. The Working Paper listed seven such gaps
several of which are of a supra-national character, either S}lb-.-regional
or relgi'onal.l In view of the importance of close cooperation between
African countries e«gs in river basin development, education and.
training schemes, markets for industries, and transport projecfs to
promote intra—-regional trade.

9. Consgiderable stress was laid during the debates on the need,-.fOi‘.
this type of coordination not only of supra-national projects but

also of national development programmes. It was pointed out that ECA
Resolution 27 (III) in.its first paragraph refers to capital needs

for the' execution-of 'economic development programmes by concerted
aotion.¥ - The emphasis of most existing financing agencies is on well®
formulated projects.which meet certain standards of credit worthinesse.

_/ In FCA usage regional refers.to the whole of. Africa, sub—-regional to
a grolp of neighbouring countries e. .8+ West Africa, Central Africa,
Bast Africa and Mahreb.
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This concentration  on projects in individual countries may lead to lack
of regional coordination and duplication e.g. cement factories may be
sponsored simul<taneously in two or more neighbouring countries, although
the market may Jjustify only one for the sub-region. -There is neéd,
therefore, for a coordinating body which can compare national “programmes,
not-only at the stage when projects are actually formulated, but at a
prior stage vhen they are still under consideration. An African body,
it was considered, would inspire more confidence as a clearing house -
for this confidential confrontation of preliminary programmes than -
would an outside body. Collaboration might be arranged with BECA"

-]jlt was further -

suggested that, in.the case of projects affecting several countries, a

perhaps through its proposed Development Institute.

regional financing institution could also arrange for joint financing
frop the countriss concerned. '
10, By virtue . of its intimate knowledge of current and prospective

development programmes a regional body could-also be instrumental in

revealing to outside financing agencies .mew opportunities for invest—

ment. It might, in addition, assist in formulating such opportunities -
into gound projocts.  The Panel considered this. 40 be an important matter
of this stage. ,In,-.‘_these. two. ways it would perform & constructive role’
in attraciing additi«on_al' capital a role which would be sounder and :

more- effective than pressure:or political "lobbying'. Another related
cont‘ribuj;_izon-yrquld be that.of simplifying relationships with sources of
capital,:both.the capitel market and public sources, -and of. providing
liaison w1th both external and national: agenciese . A regional institution
agsociated with African problems would also be able to present the
Problems of the region in the mos? acceptable way to existing financial

institutions for loans and grants.

1/ See Document E/CN.14/128. This was not available to the Panol.
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11. Another important function, not at presenfbnperfrormed by existing
financial agencies, which was discussed by the panél, was thatof
guaranteeing government loans for development purposes. This problenm
has become of increasing importance recently as a result of the
indepcndence . of many countries, whose loans were formerly guarantead by
the metropolitan governments. This was considered by the panel to be a
proper function for.a regional financing body, which might, for example
support loans from other agencies by itself providing supplementary
loans. . Attention.was also devoted by the panel to the related function
of guaranteeing private capital. It was not considered realistic,
however, at least in the initial stages of a new financing body, for it
to provide guarantees against nationalization and other political risks,
But by strategic timing of its own investment such a body might be able
to help in restoring confidence and forestalling a flight of capital,
though the latter appeared to be more the function of national central
banks:and exchange controls. :
12. Consideration was also given to the fact that capital investment for
new _development sometimes creates: problems of current expenditure e.g.
for maintenance of roads, for teachers in new schools, etc.. If certain
long term social expenditure, e.g. on education, could be classified
where appropriate as development expenditure and financed from special
project contributions or grants it would greatly improve the present
situation. A regional financing institution could assist in this kind
of financing, either through its own operations, or by channelling
.grants from other aid-giving bodies.
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13. In conclusion therefore the panel considered that a new African
finané:ing institution could be justified to perform a variety of
activities not all of which are at present performed by any existing
agenocy .

¢. THE TYPE OF NEW FINANCING INSTITUTION

14. The s econd ina.in question considered by the panel was that of.th-e;
type of new financing institution necessai:y to attract a sufficient
volume of additional funds, to use the finance effectively for economic
development, for long term social programmes and for supra—natioﬁal.
projects, to provide liaison with existing lending agencies and to ‘pke;'-
form the various other tasks outlined in section B above.

15. The Executive Secretary pointed out that ECA Resolutlon 27 (III) ‘
speoiflca.lly mentions an "“"African development bank" to prov:.de "oapltal
needs of the Afrlcan States for the execution of thelr economic develop-
nent progra.mmes by concerted action in the public and private ;ectqrs

by long—term credits at low rates of interest in addition to bilateral
and multi-lateral aid." He asked the Panel to examine this definition
flrs’c and only a.fter careful examination to propose alternatives, with
indications of why modlflcatlons are proposed-

16, The Panel agreed that the kind of 1nst3.tutlon and the functions
desorlbed in the resolution would be veluable. Such a body, if set up, :
would resembtls a regional version of the International Development
Association (IDA) and would make "soft" loans i.e. vith easy cond.xtlons

of repayment and low or negligible rates of 1nterest7 which must be

However, practl cal diffi-

culties were foreseen in attempting to create such a body as an initial
step. In the first place it would not be possible to raise the necessary
funds through normal banking proceduresj in other words it would be
#fficult to establish a 'bank! as called for by the Resolution %0

earry out the soft loan operations described in the Resolution. Recourse
to the IDA donors for an IDA-type body limited to one region might not

be favourably regarded and the PI‘OPOSal would become moTe 2 polltial

financed from public non—commercial sources.

"atter than a banking one.s
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17. It was generally agreed that it would be preferable in pract;.ce to
advocate the creatlon of one or more 1nst1tut10ns to handle commercial
as well as non—commerclul actlnt‘es. In support of this it was _pomjbed
out that although the. conditions of repsyment of the "eoft" IDA lcans ars
different from those of the "hard" IBRD loans, the IDA .'itself had only
been possible because it employs the.experienced IBRD staff ‘and the-
accepted standards of selaction and scrutiny of projects of the IBRII, .
Secondly..the Inter.American-Development Bank resembles in structure a7
combination of the IBRD and IDA with commércial and non-commercial’
operations, with the.further addition..of grants for social projects.
In the absence of a sound banking framework backed by commercial
experience ‘and accopted banking standards it would be very difficult -
to secure the necossary capital and to inspire adequate confidence, "°
particularly as it is apparent that -a substantial part of the money
would have to be contributed from outside Africa if the proposed -
institution is to operate. on a -satisfactory scale.
18. Various types of organization were considered, including a commercial
bank, -a board or agency for cpproaching existing financing institutions,
a board to coordinate national institutions and a fund for distributing
grants. In order to carry out the tasks outlined in section B above
1t, would be necessary to have a combination of these, supportsd by
technical staff able to analyse and formulate projects and advise on
the .coordination of nationel development plans. ' Rather than proposing
a number of ingtitutions, it was considered by the Panel preferable
to combine these- various: functions i1 a singlebody to be called &
"bank'" with a flexible consititusiion. ‘ ET e
Such an .institution would therefore combine s °:

(a) "Hard", comnercial cparations . S Qo

(v) "Soft", non—commercisl Loans

(¢) The distribution or: grants .

(4) Support for pre—investuent, expendi tures - - SEETERNT

(e}- ‘A guarantor-function for loans from other sources. .-
Such a structure would have many similarities with that of the Inter:

American Development Ban't.
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D. THE SCALE OF CONTRIBUTIONS

19 Various factors:.wsre considered by the Panel as an 1nd_'Lcat10n of
the scale of operations hecessary to make a worth—while contrlbutlon

to development of the region and the-11ke13r level of available resources.
It was noted that the Inter American Development Bank has an -effective
capital of about § 800 million over 5 years (excluchng Alliance for -
Progress grants) for a reglon w1th a similar total populatlon to that
of &frica. - Of ‘this, about $ 500 million is derlved from Latln Ameriocan
sources. As the national income of Africa is much lower than that of.
Latin America; the contribution of & similar percentage of national .
-income would supply $ 150 +to $ 200 mllion over 5 years. ,
20, § 40 million a year or $ 200 mllllon 1n 5 years mlght therefore .
reprosent the level of oontrlbutlon that Afrlcan countrles mlght be .
able to subscribe to the capltal of the Bank. It was noted that. this
would be considerably less than the annual cap1ta1 of IA.DB _IDA and
FEDOM (EEC development Fund) all of Wh:Lch he.ve between $ 150 and § .200.
nillion annually. - It was also estlmated very roughly, that a modest
development programme for Africa, includ::.ng e.g. 10 river basin projects,
night’ require an investment by the Bank of roughly $ 1 billion in 5.
.yeare 1.6. about'$ 200 million a year or 5 fold the level of the
“African contribution. Ou;tside'-‘évbntrib.utions might therefore have .te -
be about four times the Afrlcan contr:.butlon to the share capital in
order to permit a modest scale of operations. The Panel oonsidered
these overall figures reasonable and acceptable as a first step.

21, More. detailed consideration was then given to the African sub-
soription of share’capital: $ 40 mlllion a year would represent

about 3 5 per cent df the natlonal :anome of Africa 1nc1ud1ng the non-
Ronetized sector and should impose no undue burden on the continent .
a whole. If spread ‘6ver the 40 countrles and terrltories of Africa,

h
1t would represent § ﬁ. mllllon per oountry. If all mem‘bers of t e
w1thout discrlminatlon and welghted
e same

Bank ‘are to have an equal voice,

voting, 1% might be necessary for all members to contrlbu‘be th

n a
anount irrespective of size and wealth. In this case $ 1 millio

year: night be a consldera'ble bu.rden 1n1tia.11y,
Stall countries, particularly if required in conve

graph 30),

for certa:x.n very

rtlble form (see para-
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When the ADB was fully operating, however, with a large outside
contrlbut:.on, most inchv:.dual African countries- would be reoelv:\.ng

more tha.n they were contributing.

B.. SOURCES AND NATURE OF FUNDS

02 " As has boen mentioned in section C above, ECA Resolution 27 (III)
refers to an international bank with regiona} competence limited to .
. Africa and also to an A".A;frican" developinent bank. It_is not clear from
the Resolutiof how these two definitions are to be related to each
other, but the Panel has stressed that 'a,s 1a.1;ge an African contribution
as possible would be nee‘eésary to give the Bank an African character
and' to give evidence of 'self-help. Nevertheless it is expected that,
for thé Bank ‘to be effec{:ive,'it would‘vha.ve to attract considerable
outside finance largely from public sources. At present the main
extérnal financial support for a number of African etates is derived
from France, and the UK under bilateral arrangements. Referenoe was .
also made to the possrblllty 'of further bilateral ald and investment
+ - from ‘additional countries in America, Europe and Asn.a. Multilateral
agencies may in addition be expected, with the growth of, IDA activities,
to offer a greater variety of contributions, with an inoreased. proporiion
of "soft" loans. Further expansion 1s also pos:51'ble in future 6.8
through the much-discussed United Nations Cap:.tal Development Fund.
23. In order to dlscharge the five main i\mctlons ou’cl:.ned in para-
graph 18 above, the Panel considered that the Afr:.oa,n Development
Bank might seek funds of the follow:l.ng general types
(1) Subscrlptions la.rgely from Afr:.can states to the share
oa.pltal. h ‘
" (ii) Contributions from Afrioan and non-African sources for
the general purpose loans of the Bank.
(1i1) Contrlbutlons from’ Afrlcan and non-African sources f°1‘ .
special purposes to 'be settled between the Bank and the
contributors. o
(iv) Funds for ad hoc projects from nuscellaneous sou.rces undel‘
"' conditions to be settled between the Bank and the
contributors.
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In practlce it was thought the.t money of ‘cypes (11), (111), ‘and”
(iv) would be derived mainly from external sources, but that speoial
sfforts should be ruade to attract African con‘trlbutlons. It will be
olear from what follows that the four categorles of funds listed above
ghould be interrelated from the beginming and should as far as poesi'ble
be secured simultaneously. This might teke the form of negotiated
pre~commitments of funds from the various potential subscribers and
contributors. ' ‘

24, To be consistent with Resolution 27 (III) and the spirit that had
inspired it, and to perform some of .ﬁhe confidential tasks defined

under segtion B above, this institution should have an essentially
African character. To ensure this African ownership and control the
Panel oonsidered restrioting the share capital to African states. It
K38, found, however, that thig would lead to extremely compliocated
arrangements if non—-Afr:Loe.n contrlbutors were to be glven the degree

of partioipetlon in mana,gement and handling of the funds that they

would proba‘bly req_u:.re, if they are to contribute on an adequate eca.le

to make the Bank effective (cee paragraph 38). The Panel agreed, ‘there~
fore, that consideration should be given to including non-African govern—
Bents as share-holders mth 1imited voting rights. Their actual level

of pa.rticipa,tlon mlght be a.scer‘ba.lned in subsequent negotiations. If
it proved feasible to issue shares to non~African governments in order
40 atiract a greater volume of share capital; th» Panel suggested the
oreation of separate categories of capital; e.g. Category A for African
Jenbers and Category B shares with more limited voting rights for non-
African members. The Panel suggested that at loast half the total

share capital might be in A Category shared and the rest in B Category.
o the possibility that international

35+ Separate attention was given *t
the International Ba.nk and

Organizations such as *he United Nations,
e Corporatlon m:.ght a.lso contribute to the
It was consmdered that such subscrlptions

PR¥

£ the pro-— .

-the, International Financ
share ocapital of the Bank.

would not detract from the essentlally Afrlcan character o

Posed Bank in the same degree as natlona.l non-—Afmoan contributions,
dies. The Panel realized

8inge African countries are membars of thess bo
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that thé -existing,sta.tutes and .- structure of international finanoial
organigzations prevent them from taking vp shares of the proposed Bank.,
Apart from subscribing to the share .capital, the contribution of inter~
national organizations to the capital resources from the ‘beginning
would be. easential to the successful establishment of the.proposed
Bank. In the case of the IBRD a willingness to cooperate in the same
way as in the case of several nctional financial institutions. of
development banking nature woulcd be appropriate. The Panel considered
also that support might take the form of a ocall by the United Nations -
to member countries to coopsrate with and support the proposed Bank, .
26. Subsoription of share capital by private individuwals or -bodies,
both Afx_'ican and .other, was considered, but it was pointed out that
suoh subscripiions could not be antiocipated in view of the nonwprofit
making nature ofﬂ the equity investments in the capital of the Bank, .
that p:;’gva.te investment would bz more advantageous in national projects
and that private participaticn would complisate voting procedures.
Private individuals and bodios might rather wish to buy bonds of the -
.African Developmert Bank; iake part in projects of the Bank, or bwy . -
securities from its, portfolio.

27. -The Panel discugsed various bases upon which the share ocapital
subsoriptions of African governmants might be assessed. These inoluded
an equal subscription from sach member irrespective of size and wealily
a population basis, and a basis in accordance with the United Nationsy
IBRD. or IMF scale of contributions i.e. related to national inoome, bub.
no general conclusion was reached. SR 2
28, In addition fo share capi %al subscribed by governments, other Afriesp
funds might be mobilized e.g» through the sale of bonds of the Bank or
of securities of the én“berprises supported by the Bank. This mighi: ..
also help to foster capital merkets in countries. of the region. Joint -
arrangements.might be made with national banks. .It was pointed:out . -
that if the countries .of the region are not prepared fto make the neces= .
sary sacrifices to provide a minimum of financing to start the Bank
there is little hope of success.
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29, Turning to external sources of financing, the third session of ECA
had expreésed a strong preference for multilateral assistanee and at
the UN it has often been agreed that a higher proportion of additional
contributions should be made through multilateral institutions. It
was noted by the Panel that there may be a tendency for a shift in
this direction. For example the U.5. is using the Inter American
Development Bank to distribute prewious bilateral aid to Latin Ameriocan
oountries. On the part of some multilateral agencies there is also

a growing tendenoy to ohannel aid through local development banks.

The IBRDy for example, does this and the African Development Bank
might be such a ohannel, alternatively the IBRD, the IFC, the IDA and
the African Development Bank (ADB) might link their operations to
finanoce related projeots. The Development Fund of the EEC could
similarly be enoouraged to use a new single point of contact. Bonds
of the ADB might also be sold outside Africa as well as internally.
Another potential source would be from large foreign companies operatimg
in Africa which could have an interest in promoting development and
might be prepared to invest in an African Development Bank.

30, The question of the convertibility of subscriptions was also dis~
cussed by the Panel. It was agreed that 50% of the subscriptions
should be made in gold and convertible currency; this percentage would

apply to each of the annual instalments by which it is pictured the
The other half of

The suggestion

subscriptions would be paid over the five years.
each annual instalment would be made in local currendy.
was made that the Bank should have the right, at the end of the
Jear period, to request the conversion of up to one half of the loesal
ourrenoy subsoriptions into the currencies needed by the Bank. Sinoce
the Bank probably would have most of its total resources in the form of
supplementary loans or grants from outside Africa (which would normally
b convertible or at least in the currencies needed by the Bank), the

uon-convertible share subscriptions would be only a small proportion
Thus the neocessary flexibillity

The Panel noted that in the oase of

five-

of the total resources of the Banke
of the Bank would be safeguarded.
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- the IATB also 50% of the basic capital subsoribed by Latin Ameriean

countries is i‘n‘ gold and convertible cuUrrency e The lopal currenocy
confributidné would be available to the Bank for i1ts local expenses
and also f'c;r covering local cost of assisted projects in those

exceptional cases where the Bank does not limit its support to the

foreign exchange cost of projects.
¥, ORGANIZATION AND MANAGEMENT

31.. When discussing the type of new financial institution in section 0
above :the Panel had agreed that the best way to reconcile +he aspiration
for an "African" development bank, with the practical need to sectire
sufficient external funds from international sources was to arrange ‘
the shdre capital of the Bank in suéh a way that at’ least“'50% of the
share ocapital is to be subscribed by African states the rest 1s to be
left open for subscriptions from outside Africa. The non—-African '
subseriptions would be in B Category shares and would give less voiing
power so.as to-leave a substantial African majority in ownership and
control. An alternative was to confine full membership and ownership
of the'Bank to the governments of African states, who would subsoribe
the share oapital. Under either arrangement steps should be taken 10
attract additional contributions for hard and soft loans and granis
from as wide a range as possible of public and private donors, external
to Africa as well as internal. It was agreed that the sucoessor failure
in attracting outside contributions would depend in large measure o1
the  organization and management adopted and the type and degree of
control exercised over the use of the funds. The importance of com-~
mercial banking experience and high technieal standards of managemenf"

"was stressed.

32, A main precdoupation of the third session of ECA was that foreism
aid should be free from Ystrings". The Panel interpreted ngtrings" 0
mean oconditions such as military bases and political alignment and not
as inoluding the .arrargements and conditions needsd to ensure good "
management and proper handling of the money. =~ o
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13, Reccgndzing that external contributions might be linked with manage—
nent rights or conditions, the Panel considered the possibility of
defining maximum and miniwgum conditions acceptable to both donors and
reoipients, but concluded that these would have to be negotiated

direotly with the partioes ooncorned

34+ The Panel was remlndeq that in normal ban&ing operatlons the major

, contributors have a oontrolllng voice. The principle of proportionate
voting is also adopted in the IBRD and the IDA. The IADB has two forms
of control, proportionate votlng for its hard and soft 1oan operatlons
nd a system of direct agreemoants for gra.nts and social proaects. XL the
prinoiple of proportlonate voting were to be applied to the Afriocan
Development Ba.nk, it would. prcobably result in a measure external control,
whioh might be oons.ldered as inconsistent with the African character
expressed in BCA Resolut:z.on 27 (IIT) If given adequate safeguards,
however, donors would not neoes._g.rlly dena.nd a.- voioe commensurate with
their contribution, but might be satisfiod with a less than proportionate
volce on the controlling bodies. | - o

35. As for theé organizational structure of the Bank, a number .of sugges—
tions were considered. There should be a Board of Governors ‘which woiﬂ.‘dv
be predominantly African but would also include the non—African sub=
scribers to- the share capital (category B shares). There might be |
approximately 40 African and 10 non-African subsoribing countries.

Next, thers would be a smaller Board of Directors (perhaps 14 = 18) B
which would be similar in composition. Specifioc types of funds and =
°Perations'might be administersd by special commlttees the oomposition'
of vhioh could be adjusted to the requirements of each ocase.

36 It was-suggested that in the interests of coordinating financial .A
Plamning and development benking in the région, the competent Ministers -
should*inéet once evsry two or three years. " -

3T+ & proposal regarding the voting power on the Board of Governors

to be accorded to the African and non-African subscribers was that :hef )
° B
latter should be limited to 20 — 25 per cemt. The 75 to 80 per oeu g
. 2 o
Votes represented by African members might-be distributed accordifng. |

8everal alternative systems®
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1. l’ Kach African member should have egual voting power and ~°
subscribe an equal amouﬁt. '

5. Pach African member should have equal voting power, but
coniributions might be determined by such criteria as
size and wealth. ‘ B

3, If parlty voting is not considered necessary, votlng
might be related to ccntrlbutlon in a manner which’
combines elements of egqual voting and votlng proportlonate
vcon’tribution. Thus each country might ‘have a basic number
of votes equivalent to a minimum subscription. "For each
20 "per cent over the minimum subscription it'wouiii receive

an additional 10 per cent of voftes.

4

38, In case the share capltal should be confined to African subscrlbers,
an arrangement that was suggested to the Panel was that there mlght be
different tiers or levels of management for the different categories of
funds. Referring to the four types of funds listed in paragraph 23
above, the share.capital (i) and the contributions for general purpose
loans (ii) on the one hand might be managed separately from the special
purpose contributions and grants, (iii) and ad hoc funds (iv) on the
other hand. The latter group might be subject to special agro_emon.ts
between the donors and the Baunk., In the management of the generai
purpose resources there might for example be two or more boards.
According- to one view the outside donors might be represented in polioy .
decisions made by a Board of Governors, leaving management in the hands
of a purely African Board of Directors. 4An alternative view was that
non-African contributors  would be represented on the Board of Directorss
Still another view was that all non—African contributors might form af
advisory body, which would indirectly participate in .the ma;flagemé‘l’l13

of the Bank. The arrangements described in this paragraph are, howevers
complicated and the Panel expressed its preference for the previously

described system resulting from non—African participation in the sphare
capital of the Bank.
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39..:‘:,_;?,‘_11@5 previously been.proposed that in addition to the subseription
of around $ 200 million by African members there .should be a further sub—
scrip"_,clj.,.qnl‘by‘.nqn—Afri_qa.:n members, of oategory B shares with less voting.
pover. L% was suggested that these non-African subscriptions might
amount to a maximum of another § 200 million.. This should not allew
for a larger number of non-African members of the Board of Governors -
than one quarter or one fifth of the total membershlp. R
40, The ,question was raised of the.policy to be adopted towards outside
gontrivutors who might wish to earmark their individual contributions as,
to_th_ej.r: end use. I‘h, was agreed that general purpose capital “would:
have to be unied but special purpose funds might be subjeot o bi~ . . .
lateral agreements .with.the Bank. As a general prineiple of management -
the Bank i1tself should conduct the necessary determination: of oredi’
worthiness and the examination of the usce of loans and grants.
41. Referenco was made:to the .probable difficulty of securing. sultably
trained and.experienced staff of the proper calibro, particularly -in
the initial .phases of an Afriocan Developmont Bank.  Training. of ocare-
fully selected personnsl would bs an important feature of. its activities.
It was, ,noted thet in. the case of the IATB about 2/3 of the staff are
latin Aperican, the rest being of US and non—Americsn nationality.

- . NATCHE OF INVZSTMONTS
12, The proposed Bank skould not be timited in the distribution of its
Investments ‘as between loans, equity va .
Possibly such intermediary forms'-of investment as may be appropriate |
‘The Panel conhsidered, however, that the

rticipation in risk capital, ‘and’

to $pecifi¢ requirements.
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“equity investments of the Bank should not exceed a limited proportion,
~perhaps '20°t0 25k, of its total ‘outetanding ‘investments. A higher
proportion, it was felt, might involve excessive risks for the Bénic,
and might also make ‘it difficult to sell the bonds of the Bank to
African ‘and non-African institutions and other investors. The Panel
further éonsidered that the equity holdings of the Bank in any ‘
individual project or enterprise should not exceed a mlnorlty 11mit,
say 20 to: 25% of the total equity capital of the enterpnse. The
equity holdlngs would be  open for sale by the Bank to governmentsv, publib
or private institutions and investors. In this way, the equity invest-
ments would constitute a revolving fund, ‘and the Bank would be alile to
replenish-its resources. The loan portfolio of the Bank would- equally he
open to‘sale to interested investors. ‘ '
43. The Bank could invest or make loans to any kind of projeot or
enterprise, whether governmental, other public, mixed or private.

The Panel did not consider that any limitation should be placed on

the proportion of the Bank's funds to be committed to the publio; :
private or mixed catégories of Projects. Where the Bank lends to,

or invests in private éri’cities'; " the approval of the government concerned
should be required. In the case of regional or sub-regional prbjeotS,‘ ‘
affecting several countries, the approval of all governments conoerned
should be _?9_91111‘65.‘., The most desirable arrangement would be for the
projects assisted by the Bank to be approved by governments not only

on an ad hoo basis, but for them to be part of the development plans.

or programmes .of the country. In additionsto the necessary government
approvaly the Bank may also require the guarantee of the government of
governments concerned where the circumstances of the case make this
desirable in the Bank's judgemcni. The approval by governments would
also be taken to imply the allocation of the necessary foreign exchang®
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required to pay interest and dividends on the Bank's loans and invest—
ments in the currency specified in the agroement.

44, In the normal case, the Bank would.limit its assistance to.the
foreign exchange cost’ of projects, but in special cases the Bank would
also be authorized to cover part of the local costs. In no case would
the Bark cover more than part of the cost of an assisted project. The
loans and investments of the Bank would normally be given in respect
of specific projects, but this iimitation would not apply to special
purpose contributions or funds administered in trust by the Bank by

special agreement with the contributors.
H, RELATIONS WITH NATIONAL DEVLLOPMENT BANKS AND AGmNCIES

45« The Bank would have 1t as one of its purposes to assist and stren—
gthen national development banks and similar 1nst1tutions, and to
complement, their a"tlvrtles. In glving effect to thls, the Bank should
help to establish natlona.l develepment banks, offer its assistance to

them and in a,pproprlate cases act as channel, for 1nstance in relatlon

to external ‘sources of finance. Reclprocally, the nat:.onal ba.nks would‘ ’
alsp act as local agents ow“ the African Development Bank, and serve '
in appropriate cases as the chammel of distribution for its loans and
investments. |

46, The Afrioan Dovelopmen‘b Bank would normally limit itself to large—
scale loans and inveztments, ;nd the Panel considers that a floor level
should be determined in this connection. This floor level would, how-—
over, be different for differcnt countries, different types of projects

and different types of funds and would be fixed by agreement with each

government concerned.  ‘Investments and loans below this level would

normally be Ieft to national -development banks.

that the African Development Bank should assist with such smaller loans
anks

Where it seems desirable

or iTWeStments 1%t should normally use ‘the national development b

% a channel ‘of ‘distribution wherover such a national bank exists.

in appropriate cases, join

The African Development Bank could also, .
n -assisting

%8 national development banks OT . similar institutions 1

t
e sane project. The loans and investments of the African Developmen
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Bank. should ;be open to national development banks for participation, -
or for subsequent purchace. The Panel visualized the Bank's relation
with national development banks as one of close and intimate collabora-
tion in all respects. .

47. The Panel also cons:.dered the relatlons of the Bank with commercial
banks operating in Africa. Again the relation should be one of comple-
mentai‘ity; not of corﬁﬁetition. The loans and investments of the Bank
should be.limited to long—term financingj; they should thus not compete
with the shorter-term financing which is the field of the commercial
banks. The commorcial banks would be invited to buy the bonds of  the
African Development Bank, or to.buy the securities in its portfolio. .
Commercial banks could also @artlclpate in the loans of the African i
Development Bunl., partiwla,rly ‘by tak:.ng over the early maturities.
The proaeots ‘and’ developmpntal actlvrhles initiated by the African
Developnent Bar\k would netoral lv oreate an addltiona.l demand for the-
servn.ces of commercial banks, and should thus ‘help to strengthen the
commerclal ban ting systern in Africa. ' N

48. The Panel also noted the plans ‘for ah African Development Institute,
Such an Justitu%se coula rendor valuable services to the proposed Bank
in tralnlng and researche.’ ‘Ihe preclse relation of the two’ :Lnstltutions
should be examlned when their outllne and functions had become more

definite in’ oouh casoes.
J. EUR’I}HER ACTION“.

49.-The Panel. wished to adviss the Executive Secretary that it was aware
of the difficulties in vhe way of creating an African Development Bank,
but that.every effort should be made to remove these and proceed with
the establishaent of {ne Bank., The Panel had considered various
alternatives and wished that its views should be brought before the
Economic Commission for Africa. The caontribution of funds and many
problems rolated to the crganization and operation of such a bank would
require detailed invastigation.

Ton R & L
. . .





