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INTRODUCTIONY

1. The Note on the Currency of the Equity Capital of the ~ank

(E/CN.14/N~AB/8), dQals with the desirability for the Bank of obtaining

its paid-up) ·as well ae its callable; capital in convertible currencies:

since durin" tJ::e early years of iis operati0!2s, when the Bank will want

to rely on its paid-up capital, it will have:little use for most members'
. . .

currencies, while· its credit worthiness for obtainill5 needed additional

resources throu6h ·borrow~nb will, to a si~nificant extent, uepend on its

ability to offer to ·potential lenders the ouarantee that it .. oallable
,

ca9i tal i's payable in the conver-t ab.le currencies which it needs to borrow.

2. Hence there is no expec t a tion t ha t for some y eara to COnIe the Bank

will' need or' use curl encies of all' its members. Circums tances may , however,

be anticipated in which it can utilize currencies of some member countries.

Thus, while none of the Afr'ican CQUll.tTiBSis as yet either a capital

exporter or, to any si6nificant·degree, a prcducer of capital goods or

t echnoLo jy, some industries do exi-s t in 'some member countries or are in- the

process of being est&blished, whose products oould be used for thedeve,lopment

projects, locat.ed in other memoer. ccurrt r Les , It. would clearly be wasteful·

for the Bank .topurchase these currencies wi.th its conver,tiblecurrency

resources which, under i;he best of circumstances, "ill not satisfy the

combined needs of all its m,e.mbers. On the other hand, .the amcunts which

the Bank is likely to need in anyone member currency are bound to be limited,

and will, moreover, be Qrawn chiefly from the more developed member

countries which are in a position to produce the required goods and services.

y Mr. Abuul G. :1:1 ~mary, on leave, from the Int;3rn~tional Finance Corpoxation,
formerly Governor of the Bank of ~gypt, served as a Consultant to the
~xecutive ;:;ecretar;{ ii.l the pre paz-a t Lon of this Note.
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7. On -chese bases, -che amoun-cs -Co be loaned by the rela-cively 'more

developed member countries coulc.i. certainly be provided. either out of

bud.j e t ar'y resources or throu"h the Central Ban.,.. and "ill not , therefore,

constitute a heavy burden on the lending lliembera.

8. Within these linJits whi c h arc clesioned to safe",uard the interests

of the l,mdin,s member, the Bank's pcwar. to reCluire these loans in case of

need would have the followil1b' advantages' •

(a) It would demonstrate once more the principle of self-help

among African countries in the promotion of the development of

Africa.,

(b) It would ~lso ~emonstrate the principle of African solidarity,

in that the, re La tively more advanced and wealthier countries wou.l d

provide additipnal resources for u8velopment proJGcts in the

other countries.

(c) As a practical t.i."dvanta6s, it itJOuld serve to promote intra-African

trade. It is evident that tl'ade between African countries is

almost non-existent, with the exception cf certain abricultural

food products; ye t sor.1e' inc.i.ustries a r e established or under

establishment in ~3evaral '.Ai'ii6an" countries, who se pro.iuc t s might

be utilized in the development of other ~ember countries.

(d) It could faciE tate the use of any sur-p.Ius technical personnel

"rho nH_~Y be, or may become, available in the more dsvsLoped member

countries for u~e on u.r~velopment pro jec t s in o t.he.r uember countries.

(e) It would enable the, Bank to re:J8rV2 its scarce resources in

convertible currencies fer needed purchases from hon-member

countries.

9.. ,The ,special borrowing powers of the Bank may become less impcrtant as

cap:i,tal mar.cets .c!€velcp :i,n dii'rel'ent member ooun t r-i e a, 'rhe Bank 'Hill

resort to these markets as they be cou.e available for, the 'floe;ting of its

securities. ~.Itil 3uch time, however, the scheme here outlined will be,

of great importance to' the' effectJ.v;' financial ruanagemerrt of the Bank.

" ,
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II. FINANCING OF LOC_,L MPENS.;:;:; ONDEVELOP1L::NT ?ROJECTSY

10. A point closely related to the fore~oing problem conoerns the

'luestion ,,!lether the African Development Eank should finance expenditure

ancur-r-ed not only in foreign exchan.,e out also in the cur-rencv of the

member country in which the project in question is carried out (The latter

is defined as "local cuz-i-sncy". in the Draft A;reement - see A:rt.16) or

whether it should limit its activities to the financing of foreign cur­

rency expenditure only.

11. In order to facilitate further oonsideration of this issue, it may

be useful to analyse the resource~ w~ich are likely to ~e at the Bank's

disposal, - especially ~n the early year~ of its existence.

12. .Lt is· provided that the actually paid-up part of the Bank's capital

will amour.t to $ 100 million in the fifth year of its existence. The

Bank may be able to seoure additional resources by way of loans and grants.

The latter resources will either be in oonvertible c~rrenoies, or in

non-econvert able cur-r encae s of Le nce r countries. (in which case they may be

tied to purohases from these countries) or in funds ir. ourrencies of some

of the :Bank's member countries resulting from ~he proceads of the sale of

surplus prociucts supplied b.- the donor coun t r Les , Only in the last case,

would the Bank have ",ember cur-renci.e s l,hich it coul d reasonably use to

contr i.bute to the fLnanc i.ng of the local expenee s of a development project.

But the Bank would be wastin6 its foreibn currency resources, if it financed

local currency expenditure in respect of a project b/ the sale of 60me of

its foreic;n ourrency resources. These forei~n currency resources, no matter

ho" plentiful they mitiht be, will not satisfy the pressing foreign ourrency

needs of Africa. This is the !'eason for the wording of Artiole 16 of

the vraft Agreementff

13. Even if, one were to prov i de in the P..6Teement ·tha.t as much as one­

fourth or one-third of the paid-up oapital might bo effoctod in membors'

non-oonvertible cur-z-enci.e s , the amount in each member's currenoythus' put

See Article 16 of the Draft Agreement. (Doc. B/C1'l.14/FIH.B/4/Md.l).

See also the discussion of this issue in the Note on the Currency of
the EqUity Capital. (Doc. E/CN.14/FMAB/8).
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at thedispos"l of the iank woull be insignificant in relation to the. .

local currency requir.;;menta of even a single ,development project 106at'3d
I'" ".' , .' .

in such member's t&ro:itory. In t'ac t , this woul d .be the on Ly use the

Bank coul d make of most mernbe.r currencies if i t ~';9::;:'e to receive them as

part payment of the paid-up portion of tneir ca)itaJ subscriptions; To

the extent to which t~ey would be paid in non-convertible local currency,

therefore, they would have to 0"0 riuht ba.ck to thE; member in question

(as a contribution to local currency costs). They wou l d thus in real i t.y

add nothing to the ~ank's real resources, uhile the Bank's credit position

in the ,..orld capital markets wou Ld be co r r-eepond.LngLy ,..eakened, if a

portion of the paid-up part of the capital were to be effected in local

currencies.

14. On the other harid , from the point of v i ew of the members, there need

be no fear t ha t any of t hern would face inflationary problems as a result

of having to resort to deficit financing, even up to one-third of their

capital subscriptions, as a result of financing part of the local expenses

of projects whose foreiGn currency costs liere beinb financed by the Bank.

Such deficit financing up to the oquivalent of, e.g. ~330,000 in the case

of small countries, or 4 10 million in the case of large countriesl{ liould

not by itself be of a size to pla0e inflationary pressures on their

respective economies.

15. There may be oases, howe ve r , "here a project indiI'ectly c;ives rlse to

an increase in the demand for forei-..;,n exchan.;e in the count:cy in N'hose

territory it is carried out. These are exceptional cases and they Must be

examined as such by the Bank's §anagernent. In such cases, the management

might find it necessary to ,,;rant finance in convertible currencies to meet

a reasonable pro)ortion of the local expenses~on the project.

y On the basis of a minimum of ,~ 1 million subscription for small
countries ;j,nd of a maximum of ~ 30 ndllion sub;Jcription for large
countries.

~ To the same effect, ~ee IBRD, Art.IV(3); IDA, Art.V(2)(el; IADB,
Art.III(6).
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16. Except for this situation and that described in paragraph 12 above'

(where .. the Bank receives mcmbs r- currencies [hrect1y from non-African

grantors), it would therefore be advisable for the Bank to restrict its

operations to the financing of forei"n currency costs of development
projeots at least during its early years.

- - - - -

---------------------T'




